Sheffield
Hallam
University

The Libyan fisheries sector : A critical application of Porter's Diamond Model.

SAEED, Fatma M.

Available from the Sheffield Hallam University Research Archive (SHURA) at:

http://shura.shu.ac.uk/20307/

A Sheffield Hallam University thesis

This thesis is protected by copyright which belongs to the author.

The content must not be changed in any way or sold commercially in any format or medium
without the formal permission of the author.

When referring to this work, full bibliographic details including the author, title, awarding
institution and date of the thesis must be given.

Please visit http://shura.shu.ac.uk/20307/ and http://shura.shu.ac.uk/information.html for
further details about copyright and re-use permissions.


http://shura.shu.ac.uk/information.html

5 AUt welitie, LY Ue

s e e

IMpuUs

Sheffield §1 1TWD

102 156 538 5

di

REFERENCE

LD O\W2

Vol |



ProQuest Number: 10700953

All rights reserved

INFORMATION TO ALL USERS
The quality of this reproduction is dependent upon the quality of the copy submitted.

In the unlikely event that the author did not send a complete manuscript
and there are missing pages, these will be noted. Also, if material had to be removed,
a note will indicate the deletion.

ProQuest.

ProQuest 10700953

Published by ProQuest LLC (2017). Copyright of the Dissertation is held by the Author.

All rights reserved.
This work is protected against unauthorized copying under Title 17, United States Code
Microform Edition © ProQuest LLC.

ProQuest LLC.

789 East Eisenhower Parkway
P.O. Box 1346

Ann Arbor, MI 48106 — 1346



The Libyan Fisheries Sector:

A Critical Application of Porter’s Diamond Model

‘Fatma Mohammed Saeed

A thesis submitted in partial fulfilment of the requirements of
Sheffield Hallam University
for the degree of Doctor of Philosophy

August 2015



Statement

I.declare that this PhD thesis is original and is the end result of my own work. It is
submitted in partial fulfilment of the requirements of Sheffield Hallam University for
the degree of Doctor of Philosophy and has not been presented to this or any other

institution in support of an application of any other degree.

Signed: Fatma Saeed

Dates.eeeeeeeennenennes ceeccecocananss



ABSTRACT

Libya is one of the developing countries that are rich in oil but plagued by a phenomenon called
‘resource curse’ — a situation where the tremendous wealth gained from oil export hinders
rather than promote economic sustainability. Oil dominates the Libyan economy, accounting
for more than 80% of government revenue and exports. As a result, non-oil sectors such as
agriculture and manufacturing become unproductive and less competitive nationally and in
world markets. As part of the ways to help diversify the Libyan economy and to find sectors of
competitive advantage, this thesis applies the Porter Diamond Model (PDM) to Libyan fisheries
in order to unravel the current situation whilst also identifying future prospects and development
possibilities. Fisheries was selected as the focus for this thesis due to its inherent resource
abundance, high potential to play a major role in contributing to economic growth and
development within Libya, and finally the sectors ability to strengthen food security and
national well-being. Porter’s Diamond is a model that explains the competitive advantage some
nations or industries have due to certain comparative advantages and helps analyse and improve
a country's role in a globally competitive sector. In the Porter’s diamond, four interdependent
determinants (factor; demand; related and supporting industries; and firm strategy, structure and
rivalry) and two indirect variables (chance and government) affects sectors ability to achieve
and sustain competitive advantage in the competitive environment. The PDM, including
Shepherd’s model was applied to Libya to appraise the fish consumption behaviour and evaluate
the Libyan fisheries sector’s ability to achieve competitive advantage for economic
diversification. This is the first study to assess the competitiveness of fisheries in Libya using
the PDM framework.

The study adopts a case study approach because it allows gathering of data from multiple
sources to accommodate the determinants that affect Libyan fisheries sector in light of the
diamond model. Mixed methods where used in this thesis, with data collection methods
including questionnaire surveys, interviews and visual materials applied to Eastern Libya. The
research reviews, that despite its clear limitations, Porter’s diamond model provides a valuable
model for appraising the competitiveness of fisheries in Libya. However, this thesis strongly
contradicts the PDM in important one area, the role of government when the model is applied to
developing nations. In such situations, this study suggests the governments’ role should shift
from being a complementary to a major determinant in the operation of the model. The research
also recommends that the current government be transformed to develop the fisheries sector, by
adopting a protectionist approach to advance the sector in a similar manner to that used both
other developed countries. Whilst this study makes original contribution to existing knowledge
relating to the sector competitive advantage within economies, it is also provides a valuable
guide to policy makers looking to diversify existing oil rich economies in both Libya and other
similar developing nations. Analysis and finding were organised around the elements of PDM.
This study highlights that, marketing outlets are widely unavailable to many consumers; fish
prices are high for most citizens; local demand or consumption is low; government policy and
regulation towards fishing and marine resources are weak; poor and obsolete infrastructure is
common place; equipment and fishing boats are high; regulations of the marine resources sector
and fishing is poor; investment and fishing boats are very expensive presenting a significant
barrier to market entry for local people; public sector (government) investment in the sector is
lacking; no up-to-date modern technique relating to the fisheries sector are available to Libyan
fishermen; studies to estimate fish stocks are both dated and insufficient; integration of the
sector into the national economy is absent and finally the sector is left in the hands of artisanal
and informal fishers. These barriers hinder the process of developing in this sector, preventing
‘Libya’s fisheries sector achieving competitive advantage. In addition, the governments’
intangible efforts to improve the fisheries sector have been insufficient to ensure food security,
diversification, and continued economic growth and development.
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Chapter One
General Background and Rationale for the Research Study

1.0 Introduction

This introductory chapter is aimed at familiarising the reader with the background,
motivation, aim and objectives of the research. The chapter begins with setting the
wider context of this study by examining the challenges countries with resource
_ abundance‘ (such as Libya) encounter in economic growth and development. This
background shed light on the necessity and the significance of the research to bridge the
gap in literature and to make significant contribution to knowledge and practice. The
chapter also captures the motivation for conducting this study and justifies the choice of
conceptual approaches. It goes on to explain fisheries and fisheries development in
Libya, including development prospects and challenges for contribution to the national -
economy. The chapter then outlines research questions, aim and objectives of the thesis
in Section 1.7 and 1.8. The section (1.9) before the summary describes the structure of
the thesis and how the findings are organised. Throughout this chapter, references are

made to other chapters where the issues introduced are being discussed afterwards.

1.1 General Background

Libya’s oil and gas sector has been recognised as a national heritage and a powerful tool
for progress, economic growth and development. It is the main source of income to
millions of Libyans and constitutes more than 90% of export revenue and government
earnings. The oil sector also accounted for in excess of 75% of the nation's annual
government expenditure (Bahgat, 2004:100; Edwik, 2007). In 2012 alone, even with
the drop in oil export volumes, about an average US$4 billion was earned per month as »
net revenues (OPEC, 2013; IMF, 2013; Libya Economy Proﬁle, 2014). Since 1958,
Libya’s oil sector has been used socially and politically, far beyond the scope of
economic development to include nation-building and the pursuit of socialist principles
(Ejigu and Sherif, 1994). According to Daily Trust (2013) in 2012 OPEC estimate,
Libya has 48.5 billion barrels of oil reserve. However, in the real world, oil resources
are finite and experiences have shown oil price to be volatile and the demand fluctuates

considerably. Whatever happens to oil today is reflected in the Libyan economy



tomorrow as a consequence of over-dependence on oil income to finance almost all

development projects (Mazar, 2012).

The combination of unstable income from a finite resources, monopoly and over-
dependence as the major source of wealth, and volatilities have placed Libya, together
with many resource-rich developing countries, under pressure to diversify their
economies over the last 50 years. This is in view of the argument put by some scholars
(such as, Herzer and Nowak-Lehmann, 2006; Hesse, 2008; Matadeen, 2011) that there
is a positive correlation between resource abundance, export diversification, economic
growth and development. Economic diversification is, however, not a new strategy in
Libya - it has been on the development plans since the 1950s when the country began to
heavily depend on hydrocarbon production — but it has not focused on sectors with
productive and competitive potentials. That is why a World Bank (2015:1) country
overview of Libya up to the post-conflict period observes: “there has been no progress
in formulating a strategy to stimulate the non-oil economy and .put in place the building
blocks for sustainable, diversified, private sector-led economic growth”. Since the oil
industry has superseded agn'culturé and other non-oil sectors, Libya has become a single
commodity economy and extremely undiversified (Edwik, 2007; Mazar, 2012). Until
there is some diversification strategy over how to manage the oil sector for development,

the future outlook for Libya is distinctly bleak.

The question is why has the Libyan economy failed to achieve economic development
despite the presence of huge oil revenues? There is documented evidence showing
Libya lagging behind in translating oil wealth into economic prosperity and productivity
— a symptom of Dutch disease and the resource curse. The flow of oil revenue led to the
emergence of the so-called ‘Dutch disease’ (Mazar, 2012, Ali, 2011; International
Monetary Fund, 2013). The concept of Dutch Disease was coined by the Economist
magazine in 1977 referring to the Netherlands gas boom. The Dutch Disease hypothe»sis
posits that a boom in the natural resource sector shrinks manufacturing and other
tradable sectors through crowding out, and an appreciation of the real exchange rate
could have harmful long-term economic consequences (Smith, 2014; Krugman, 1987;
Matsuyama, 1992; Rdss, 1999; Torvik, 2001). Oil revenues have become a ‘curse’ to
the Libyan state instead of being a blessing (Al-Sabah, 2011; Boduszyifiski and Pickard,
2013; Kuru, 2002; Li, 2013). The resource curse or the ‘paradox of plenty’ can be traced
back to Richard Auty (1993), which he describe as: “the puzzling paradox suggesting



that resource-rich countries tend to grow more slowly than resource-poor ones’’
(Brunnschweiler and Bulte, 2008:248). The resource curse theory offers a diverse set of
explanations covering, amongst others, Dutch -disease, terms of trade effects, debt
overhang, human rights violation, internal conflict, institutional quality, corruption and
rent-seeking behaviour (Neumayer, 2004). An excessive reliance on oil makes Libya a
rentier state (Li, 2013). Rosser (2001) cites Beblawi (1987:329) view rentier state as
“one where the rents are paid by foreign actors, where they accrue directly to the state,
and where only a few are engaged in the generation of this rent (wealth), the r_najority‘
being only involved in the distribution or utilisation of it”. According to the Anti-
corruption Resource Centre (2012), in Middle East and North African (MENA)
countries, oil revenue has worked to undermine state institutions. For example, the
Libyan government spent huge amounts of money on development plans, especially on
agriculture and adopted strategies which focused on achieving food self-sufficiency and
reducing the role of oil. These strategies were practiced from 1969 to 2011; however,
the results were diéappointihg for many reasons — no productivity, no food security and
lack of self-sufficiency in food (Mazar, 2012). Chapter two contains an extensive
literature review relating to the failure of Libyan economy to translate her comparative

advantage into prosperity.

A search for solutions to the above economic problems highlights the significance of
economic diversification for the Libyan economy (Edwik, 2007; Mazar, 2012). The
discovery of natural resources should not be seen as a means to abandon other relevant
and important sectors of the economy, a diversified economy increases investment in
the economy as more and more sectors of the economy are brought into focus with
widening economic activities (Bature, 2013). According to Thomson (2011), economic
diversification allows more consistent economic performance despite a change of
circumstances ahd economic volatility whether local or global. Instead of the current
practice of increasing a high share of resource rents abroad or spending it in other ways
that locks the country in resource dependence, this thesis argues for an investment in
domestic economic diversification strategy in the non-oil traded sectors, particularly
fisheries. For example, agriculture (including fisheries) and other tradable sectors used
to sustain Libya’s economy but it began a rapid decline due to petroleum development,
and over the years, its contribution to GDP continues to shrink from 9.5 per cent in 1962
to 2.5 per cent in 2010 (Mazar,2012;Sheibani, 2008). Unlike agriculture, which directly

or indirectly employs more than 70 per cent of labour, oil production accounts for only



0.6 per cent of total employment in Libya (Abuhadra and Ajaali, 2014). As strongly
argued by Porter (1998) any sector or industry which participates in the shaping of the
structure of the economy must have the competitive advantage to be able to participate
effectively in economic growth and development. There are benefits that could arise
from developing the productivity sectors including an increase in trade (domestic and
foreign), higher produétivity of capital and labour, and ‘better regional economic

integration.

In search for answers within this context, this thesis examines why the Libyan economy
failed to achieve economic development despite the presence of huge oil revenues
(Mazar, 2012; Sakala and Kolster, 2013). Specific attention was paid on the fisheries
sector considered to be a promising sector that is not fully exploited (Anabtawi, 1960;
Clark, 1963; Porter and Yergin, 2006; Otman, and Karaberg, 2007). Furthermore, some
studies and government documents confirm that the contribution of the fisheries sector
in the Libyan economy is weak and negligible (e.g. Al houny, 1995; National
Foundation for Maritime Investment, 2005; Alaerg, 2007; Al arifi, 2008). The overall
questions of this research study are: Why is the contribution of the fisheries sector weak
in the GDP; and how can the fisheries sector contribute to the diversification of nation's
economic resources? This thesis explores the ability of the fisheries sector in Libya to
participate in the diversification of the Libyan economy and food security. To this end,
the theory of competitive advantage (Porter, 1998) stands out as being particularly
robust tool that can lead to understanding how to make fisheries productive and
competitive. Porter (1998: xi), in his book, The Competitive Advantage of Nations,
attempts to answer the question with which he opened his book: “Why do some social

groups, economic institutions, and nations advance and prosper?”

Competitive advantage theory is built on the assumption that a nation’s competitiveness
depends on how well human, capital, and natural resources are utilised and the capacity
of its industry to innovate and upgrade, which means creating and sustaining superior
performance (Porter, 1998). One of the ways that is widely applied to investigate
industries competitive advantages is through the use of Porter’s diamond model (PDM)
(Nan and Lei, 2013). Porter’s diamond model consist of four main determinants of
national advantage (factor conditions, demand conditions, related industries and
industry support and the company's strategy, structure and nature of competition) and

two assistant determinants (government and chance). The model as a system shows that



these determinants do not work in a unidirectional manner or individually but operate
interdependently and mutually affect each other. Each determinant has common
relationships with the others; at every stage each one has an influence on the other,
which strengthens or weakens each determinant. Porter’s diamond model has been
chosen to investigate the fisheries sector in the eastern region of Libya because the
model helps policy makers in their practical application of how to develop sectors with
competitive adVantage over their rivals in global competition. Libyan government
cannot own and be responsible for everything as it was in the past. Government’s role
has to change from an owner of all productive and services sector to allow robust
private sector participation, and to eliminate of the artificial walls in the economy. This
raises further concerns about the ability of gof/emment and institutions to develop the

non-oil sector.

This kind of study that examines and provide answers to the above questions will
contribute to advancing knowledge of how resource-rich countries can become
productive and develop other non-oil sectors, paﬁicularly those that have competitive
value, in prevailing situations. It will also demonstrate the applicability of PDM in
Libya in the context of the developing world and the countries of MENA within the

context of the region itself.

It would not be too .premature and out of context from the outset to briefly draw key
characteristics of the country in which the study is based — a detailed historical account
of Libya is contained in chapter three. Table 1.1 shows brief socio-economic
information about Libya. Libya has a considerable endowment of oil and gas deposits
and their exploitation has led significant demographic transformation — from just above |
one million in the 1960s to over six million as at 2010, out of which over 70 per cent
live in urbanised areas. Approximately 97% of indigenous Libyans are predominantly
Arab, Berber, or a mixture of both. As can be seen in sections 3.1 to 3.3, throughout
their history, Libyans have been strongly influenced by a subsistence economy as a
result of their harsh, arid climate. Nevertheless oil discovery, agriculture and fisheries,
local industry, mining and commerce are some of the primitive sectors that provide
employment opportunities to particularly rural dwellers. The migrants from Northern
Africa (e.g. Egypt, Algeria and Tunisia), sub-Saharan Africa (e.g. Niger, Chad, Mali

and Sudan) and from the rest part of the world are more than one million out of the 6.3



million population estimate. Migrant population form part of the labour force that work

in the petroleum industry and the fast-growing services and construction industries.

Table 1.1: Key socio-economic indicators of Libya

Indicator
Population

GDP - per capita (PPP)
GDP

Ethnic groups

Languages

Geography - note
Climate

Natural resources
Land use
Freshwater withdrawal
(domestic/industrial/agricultural)

Natural hazards

Environment - current issues

Source: The World Factbook (2014).

6.3 million (2010 est.)

$24,700 (2012 est.)

$49.34 billion (2014 est.)

Arab and Berber 97%, other 3% (includes Greeks,
Maltese, Italian , Egyptians, Pakistanis, Turks, Indians,
and Tunisians)

Arabic (official), Italian and English (all widely
understood in the major cities); Berber (Nafusi,

Ghadamis, Suknah, Awjilah, Tamasheq)

More than 90% of the country is desert or semi desert
Mediterranean along coast; dry, extreme desert interior

Petroleum, natural gas, gypsum

Arable land: 0.98% & permanent crops: 0.19%& other:
98.83% (2012 est.)

Total: 4.33 cu km/yr. (14%/3%/83%)
Per capita: 796.1 cu m/yr. (2000)

Hot, dry, dust-laden ghibli is a southern wind lasting
one to four days in spring and fall; dust storms,

sandstorms

Desertification; limited natural freshwater resources

1.2 The History and Motivations for Conducting This Study

The researcher of this study is a Libyan national. She is a Lecturer at the Faculty of

Economics, Omar Mukhtar University. She has a Bachelor’s degree in Agricultural

Economics and a Master degree in Agricultural Economics. For someone who was born

and raised in Libya, it is obvious to know that both individual livelihood and national

economy are shaped by only two things: oil and government. The recent crisis is a

manifestation of the effect of oil as the drop in oil production has serious consequences

for the well-being of Libyan society. The current unfolding situation in the country can

be traceable to its autocratic government. Given this view, how is it possible to envisage



strengthen productive sectors other than that of oil, and changing the roles for
government different from those of the past 40 years? As an economist passionate about
productivity and developrhent, the researcher has realised that due to the natural
obstaples facing agricultural sector in Libya - a desert climéte and the lack of
agricultural land - most agricultural researches at the university focuses on crop and
orchard production, soil science and animal husbandry. Despite the length of the Libyan
coast and its fish stock potentials, scientific research in fisheries is neglected. That is
why the researcher took up the challenge to undertake research in fisheries. Based on
the above background, the researcher holds many questions in mind as I write my
current thesis. First of all is to make understand the potential of the sector and integrate
it to the national structure of the economy. Secondly is to find the appropriate and
suitable model that can be adaptable to Libya’s situation. After an extensive literature
survey, one of the models of the theory of competitive advantage, known as the
Diamond model, developed by Michael Porter (1985) is the choice model that could
meet this task. Lastly, the researcher consider the evaluation of Libyan fisheries using
the above model as timely; particularly as the country is currently undergoing a post-
war economic and political reconstruction. My thesis offers a holistic picture of
fisheries sector and can be used as justification for selection as a good candidate for

post-war economic diversification and development of Libya.

1.3 Justification of Conceptual Approaches

A range of theories of economic development are at hand to help policy makers in their
quest to promote economic growth in particular sectors of the economy or in particular
regions; some more immediately applicable and practicable than others. One of these
theories is the competitive advantage theory. This theory, according to Peng (2009:125)
is one of the most recent and “it is the first multilevel theory to realistically connect
firms, industries and nations, whereas previous theories only work on one or two
dimeﬁsions”. In the choice of competitive advantage models available to policy makers,
Porter’s diamond model stands out as being partiéularly robust and obviously orientated
towards implementation of concrete policies on ground. Why does Porter’s Diamond

Model stand out‘?

First, the model has been tested and is widely adapted by policy makers all over the
world (e.g Porter,1998, Barbe and Triay ,2011; Bashiri et al., 2013, Khanani 2014)

because it is in reduced form, diagrammatic, and (unlike many alternative academic



models) do not depend on complex mathematics or subtle assumptions. According to
Smit (2010), the diamond has stimulated great academic discourse in most international
business textbooks. In short, the model describes the key elements and interactions
needed for industry clusters to be successful, or achieve so called 'competitive
advantage'. Secondly, Cho and Moon (2013) in their book, From Adam Smith to
Michael Porter: Evolution of Competitiveness Theory, acknowledge that Michael Porter
is one of the world’s most influential thinkers on management and competitiveness.
This is because Porter’s model explained the complication of global economy as against
the explanation made by the traditional trade theories. While some model proponents
simply argue without providing any analytical framework, PDM uses well-defined
models that are simple to adopt and use in solving problem or understanding a sectors
potential for competitiveness — an approach that is quite limited in traditional theories.
Porter’s use of models to demonstrate different choices of creating wealth, according to
Cho and Moon (2013), has made him an authority in the field of modern business, value
creation and in creating choices for national prosperity. Thirdly, Porter’s modern
economic background cuts across economics, business administration, science and
engineering to provide comprehensive solution to modern business. This diverse
background has helped Porter to view, analyse and provide useful insights into modern
business. Thus, Porter’s model not only provides basic understanding of
competitiveness, it is also configured to be applied to a variety of industries in different
countries over a long period of time. PDM has also been extended by several scholars in
individual, corporate, industrial and national competitiveness of firms and sectors such

as agriculture (see more examples in chapter five).

For these reasons, the style of the model immediately facilita'tes practical understanding
and implementation. The researcher believes that the ideology of competitive advantage
is crucial to the advancement of productive sec}ors in developing countries dominated
by a finite sector, such as oil. Competitive advantage theory touches the core economic
problem in resource-rich developing countries which is lack of productive sectors. For
- the case of the Libya, this thesis applies Porter's 'Diamond' model to the context of
Libyan fisheries. It has provided a model for a holistic analysis of the Libyan fisheries,
which is currently under-developed and sitting in the shadow of overriding oil sector.
This model is very.suitable and more valuable at this time of Libya’s no choice to
diversify the economy and attain food security and .self-sufﬁciency. In this case, the

model first suggésts making the industry more competitive domestically to achieve food



security taking into account the demand side before considering the highly
sophisticating export market. As it has been widely established in section 4.7 that fish
consumption is very low in Libya compared to neighbouring countries, the Shepherd
‘model was used to understand the relative importance of different types of factors that
affects consumers’ behaviour toward fish consumption. The model developed by
Shepherd (1985) has been chosen for the current study to produce fish consumption
behaviour. This model was useful in understanding why the demand for fish is low and
how the demand factors identified by Shepherd’s model can be integrated with Libyan

fish consumption to increase local demand.

1.4 Motivations, Expectations ‘and Steps for Accomplishing Research

As for the current research, the researcher's motivation grew from the following reasons:
1. The main motivation is to gain advanced knowledge in this discipline and to
make a contribution to knowledge. This is due to the researcher's interest in the
subject of the challenges facing the resource-rich developing countries;
particularly how developing countries like Libya can drastically reduce
excessive dependence on oil and use excess crude rent to finance the non-oil
sectors, whose potentials are massive and can create wealth.

2. A number of literature that the researcher has encountered show the lack of
research in understanding the effect of Libyan political system in fisheries sector
at both organisational and individual levels. The current study investigated the
impact ‘of the political system on the fisheries sector. It specifically sought to
establish whether the Libya government ideology was activating or inhibiting its
fisheries sector. Recommendations arisen from the study could help
policymakers to identify and understand the strengths, weaknesses and
opportunities in fisheries development.

3. Whilst this study applies Porter’s diamond model in fisheries as a non-oil sector |
in a country that is bedevilled by the resource curse, it also contribute to the
literature about the appropriateness of the application Porter’s diamond model
on sectors and industries, particularly in resource-rich the developing countries. |

4. The researcher has seen how government runs agriculture in Libya. The
researcher believes that undertaken research could change the way government
of Libya participate or dominate the economy is worthwhile. Using the diamond

model contributes to the debate about the role of governments in diamond model.



5. Considering the hardship Libya was exposed to during the 2008 economic
recession, the Libyan goVernment provided the opportunity and encouragement
to undertake this kind of study which focuses on the productive sectors.

Some major activities were undertaken from infancy stage of the thesis to the point of
accomplishing the research aim and objectives and in answering the research questions.

For example, the researcher studied seven modules on research methodology (Survey
Method 1, 2, 3; Qualitative Research 1 and 2; Phllosophles of Research 1 and 2). In the
first and second years the researcher has attended modules that could help the researcher
to design interviews and questionnaire, and it improved the researcher's skill to analyse
quantitative and qualitative data. At the end of these modules, she was able to design
questionnaires and interviews that are suitable for addressing the research issues at-

hand. These questions were reviewed and approved by supervision team and experts.

In the second year (2011), the researcher conducted a Pilot study. This was to ensure the
clarity of the questions, check their duration and presentation, and what the possible
response would be. The Preliminary findings from the pilot study shows three reasons

for the weakness of this sector:

a) Lack of regulation of foreign trade is one of strongest reasons for the
ineffectiveness of fishery sector in Libyan economy.
b) Fish price is a significant factor affecting fish consumption.
c) There is a wide gap between government policy and what the workers in
fisheries sector actually need.
After the pilot study, there were no significant changes made in the questionnaires or

interviews questions. On the whole, the pilot survey also served to minimise error.

In 2012, the researcher participated in abstract and electronic poster presentation at the
6th World Fisheries Congress which took place in Edinburgh from the 7th-11th May
2012 (see Appendix A). She has also attended CSAE (Centre for the Study of African
Economies) Conference for two consecutive years, 2013 and 2014 (see Appendix B).
In particular, the conference theme of ‘Economic Development in Afrlca held at St
Catherine's College Oxford, has further sharpened the researcher's understandmg of the
economies of African resource-rich developing countries, as well as the impact of the
political system on the economy. The information that the researcher has gathered
during this conference has helped to explore the position of Libyan econorﬂy between

these economies, and the role oil played in the non-appearance of the rest of the sectors
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(see chapter two for some details). In 2013, she met Alan Gelb as part of her networking
during the CSAE Conference. Alan Gelb is a senior fellow at the Centre for Global
Development. His recent research includes the special development challenges of
resource-rich countries, aid and development outcomes, transition from planned to
market economies, the development applications of biometric ID technology among
other research interests'. Alan generously spared nearly three hours of his time for
discussion about this research and the appropriateness of the researcher's theoretical and
conceptual approaches. This meeting deepened the researcher's resolve to focus on
fisheries sector in the Libyan economy in order to diversify from oil. The next section

(1.5) consists of a discussion of fishery issues in Libya.

1.5 Fisheries in Libya

Studies concerned with Libya’s fisheries sector suggest the following. At first, the value
of production requirements and fishermen’s experience are important factors affecting
the quantity of fish that is produced. This suggestion was made by Alaerg (2007) who
examined the efficiency of the Libyan fishing fleet by using simple and multiple
regression analysis. The study recommended improving the quality and credibility of
statistical data to reduce reliance on estimates in the calculation of economic and social
variables. Secondly, there is a good environment for the growth of fish. Al-arifi, (2008)
made this observation when he undertook a study of the components of, and
geographical constraints on, fish production in the eastern part of the Libyan coast. He
found that the diversity of the seabed - consisting of rock, sand, clay, herbaceous and
slots of valleys that carry the water to the sea with dissolved foodstuffs - is a good
environment for breeding fish. He élso states that areas suitable for fishing in the eastern
region exist along the length of the coast but are severely hampered by a shortage and
high prices of boats, equipment and labour. The most important factors that affect
negatively the demand are high prices and the culture of the housewife — for example,
Egyptians consume fish more regularly than Libyans as a result of cultural differences
and the Egyptians long established traditions relating to fish consumption. Thirdly, Al
houny (1995) pointed out that fish quantity was low from the early 1950s until the early
1990s. He recommended that fish production should be stimulated and increased

gradually, and that this gradual increase should come from coastal fishing by catching

* Centre for Global Development http://www.cgdev.org/expert/alan-gelb
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surface fish and by the limited use of jarfat fleets. This should continue until a

comprehensive programme of surveys to estimate the fish stock is implemented.

The rest of the studies are mostly focused on the nature and geography of the Libyan
coast (Abu medina 1995; Ahalioa, 1998; Gilani, 2001) and the degree of pollution and
industrial waste in Libyan waters (Hweihi, 1982; -Hamouda and Wilson, 1989; ELfallah
and Boargob, 2005). However, all these studies confirmed the presence of
- contamination or pollution in Libyan coastal waters to varying degrees due to pollution
generated at different phases of oil operation, leakages from ships and pipelines, sewage
or industrial waste. Other studies conducted surveys on the boats of the fishing fleet,
ports and fishing harbours (see, for example, Abu khadir and Al zarqaani, 2005;
Alzkose, 2006). The marine surveys are usually carried out by the Marine Biology
Research Centre in Tajurae - with the cooperation of regional organisations such as
GFCM or Copemed - in order to develop a database for economic and social aspects of
the fishing industry. Currently, the fisheries sector suffers from lack of a comprehensive

survey of fish stock estimate (Alaerg, 2007).

There is also limited study of fish production, distribution and consumption and its
connection to the overall economy of Libya. This study aims to fill the gap by
examining the fisheries sector as a diversification straiegy from the dominant oil sector
by applying Porter’s diamond model. The unique approach of using the diamond model
for the collection of fisheries information makes available an analytical approach for
understanding the true state of the sector and what to do to make it work. Libyan
fisheries resources, when properly managed and sustainably exploited can be used for.
import substitution, create employment, reduce poverty and help in the attainment of

food self-sufficiency.

1.6 Development and Prospects of Fisheries in Libya

With an estimated abundant fish coastline of 1,970 kilometres, a shelf area of 53,243
square kilometres and a claimed Exclusive Economic Zone (EEZ) of more than 355,590
square kilometres (Milanese el at., 2008). “Libya has the longest Mediterranean coast of
any Middle Eastern country and strategically is well placed to influence central
Mediterranean traffic” bAnderson, (2013:336). It should gain from a promising
productive fisheries sector, as do other Middle East countries neighbouring the

Mediterranean Sea (Aboligma and Gzeery, 1997). However, the Libyan government has
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not focused tangible attention on fisheries as a source of income or as a means of
deriving protein for the nation's diet through fish production (see chapter three for
further details). As already indicated in section 1.1, the Libyan economy is by far
dominated and squarely dependent on the petroleum industry. Other important sectors
of the economy, such as fishery activities, have over the years been affected by the
Dutch-disease syndrome. Consequently, a neglect of the fisheries sector in general
emerged and it is not addressed in many of the development plans (see chapter three for

details).

Figure 1.1 shows Libya’s coastal province and the four ports (Benghazi, Sousse, Darna
and Tubrek) in the eastern coastline where the fieldwork was conducted. Fishing
activity in Libya is categorised into coastal fishing (around the east, west and the Gulf
of Sirte), Lampara fishing (around the west coast - catching mackerel and sardines by
using lights), bottom trawling, tuna fishing with seines, long lining, and Tunaras. Each
of these comprises different fish species (see, Shakman and Kinzelbach, 2007 for
inventory on Libyan fish species) and fishing methods (Lamboeuf, 2000). For example,
the study by Lamboeuf (2000) found a total of 1,866 artisanal fishing vessels in Libya,
representing 92.5 per cent of the sector. While artisanal fishermen require a minimal
capital investment on inputs and utilise small canoes or planked boats of different sizes,
large fishing industry is low due to low support from the government. The fishing
industries, even though largely private, are generally weak. In 2005, Libya declared a

fisheries protection zone (FPZ) to establish and protect marine areas.

|
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Figure 1.1: Map showing Libya's coastal areas for large-scale fishing.
Source: Further modified by the researcher from Antipolis (2002:3)
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Fisheries-related activity is very limited and the benefit from fisheries is very poor
relative to its huge potential. The sector hardly makes a contribution to the GDP and in
supporting food security. Between 1970 and 2010 annual fish production never
exceeded 40,000 tonnes (General Authority of Marine Wealth, 2011). While the coastal
areas of Tripoli, Benghazi, Misrata, Az -Zawiya, Al Bayda, Zliten and Darnah are host
to approximately 90 per cent of Libya's 6.3 million population, table 1.2 shows that the
average fresh fish consumption per capita in Libya is 6.4 kg/year. This per capita fish
consumption is low compared to the world average per capita consumption of 19.2 kg
and 11.2 kg in the Arab region (AOAD, 2013). Overall, Libya is a net importer of fish
and fishery products — importing about 46,890 tonnes and exporting 2.32 tonnes of fish
in the period 2009-2011 (AOAD, 2012). According to FAO (2011:11), “despite 1,970
km of coast and a potential for growth, fishing activities are limited with most of the
fish products consumed domestically”. In order to increase the average per capita
consumption and to reduce imports, the opportunities offered by the fisheries sector

needs to be fully harnessed.

Table 1.2: Fisheries and the Libyan Economy (1990-2010)

Statement 2010
Fish consumption ( as weight per inhabitant)* kg/year e
capita./2007
Commercial balance (million $) -39.7
Fish employment (%) inside the agriculture 0.99
National employment (%) 25.55
Contribution of agriculture and fisheries sector to GDP (%) 2.98

Source: Marine Research Centre (2000); Unified Arab Economic Report (2010); National Foundation for
Maritime Investment (2005); Abu khadir and AL Zarqaani (2009); FAO (1995); Alaerg (2007).
*Fish consumption (per capita)* kg/year = Apparent consumption (production + import -

export)/Population

The fisheries statistics of FAO indicate that this sector's contribution was a mere one per
cent of employment of the total national labour force and if considered as agricultural
output, only nine per cent (FAO, 2005). This is because the majority of fishing is carried
out on a very small-scale and is not well-developed. In eastern Libya, artisanal fisheries
that operate on a small-scale are the most important source for the local markets. As

fisheries of this type are informal, operate on a small-scale, and lack access to capital, it
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becomes difficult for them to fully exploit business opportunities as advocated by Porter.
However, substantial progress for improving the sector has been undertaken since the
1990s such as investments in port construction (Al-Arbah, 1996), but Libyan fisheries
still perform well below their real potential. Why is this case and how can this situation

be addressed is established in chapters eight, nine, ten and eleven.

The fish industry contributes to the economy of some Middle East and North Africa
(MENA) countries. Feidi (2013) indicate that the MENA region produce 3.5 million
tonnes of marine and fresh water capture fishes. While Egypt depends on its oil and
natural gas for economic prosperity, it is also a major producer of farmed fish, with one
million tonnes in 2007. Other major producers such as Morocco with 894,000 tonnes.
Overall, this figure is too low considering the total shorelines of these countries (about
23,000 km in total) and their continental shelf area (about 707,000 km?2), coupled with
oceans, seas and gulfs that surround them. However, AOAD (2013) indicates that in
2012, fish exports from the Arab world is worth US$2.45 billion. Figure 1.2 below
indicates that Morocco now controls 60 per cent of the Arab fish export market, while

Libya is a net-importer of fish from the European Union.

Morocco

Sultanate of Oman

* Tunisia

Yemen
Mauritania
*'Saudi Arabia

*Other countries

Figure 1.2: Fish Exports from the Arab World in 2012.
Source: Arab Agricultural Statistics Yearbook, AOAD.

Fish production in Libya is very low compared to the countries contained in figure 1.3.
It is clear that Libya ranks last in terms of fish production, below Egypt, Tunisia,

Algeria, Morocco and Mauritania. Indeed, fish production in Libya is very low by a
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large margin. Tunisia, with its relatively short coastline compared to Libya, produced
more than four times the Libyan annual output during the same period. For example, in
2010 fish production in Tunisia reached 108,000 tonne while in Libya it did not exceed
22,604 tonnes. In addition, there is no comparison in terms of fish production between
Libya and its neighbour, Egypt, where in 2010 fish production stood at 1,170, 000
tonnes. The small producers, but with a shorter shoreline, include Palestine with 2,702

tonnes, Jordan with 1,015 tonnes and Djibouti with only 265 tonnes (Feidi, 2009).
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Figure 1.3: A Comparison of the Quantities of Fish Production between some Arab Countries.
Source: National Foundation for Maritime Investment (2005); General Authority of Marine Wealth
(2000); FAO (2010); Unified Arab Economic Report (2011).

1.7 Major Challenges Facing Fisheries Development in Libya

Section 1.4 has shown that Libya’s fishing industry is underdeveloped, unindustrialised,
unutilised and therefore unable to make a meaningful contribution to the national
economy (see chapter 3). The majority of problems encountered by the Libyan fisheries
sector, ranging from low production, low export, low consumption, institutional
instability to insufficient financial allocation, are discussed in this thesis. Apart from
these external problems, there is a general lack of effective control of funds of the

business.
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1.7.1 Low fish export

Countries are now using export as a strategy to benefit from the international markets.
Whilst the fisheries potential is high, Libya faces obstacles and barriers in terms of
foreign trade and the export market for fish. At some point in 2009, Libya’s fish expoft
was almost 800 tonnes, while in the same year Tunisia’s fish export reached 23,000
tonnes (Arab M(;netary Fund, 2011). Just two years later, Libya imported 15.63
thousand tonnes of fish to meet local consumption and exported 0.78 tonnes. This
means nearly half of the fish consumed by this population is importéd (Arab
Organization for Agricultural Development, AOAD, 2011; 2012). The question that
arises here is: What is the quality of the fish being imported? Among Libya’s
agricultural products, fishery has the comparative advantage in production for local
“consumption and export. Why is Libya not able to grow and develop its own local fish
industry? With regards to export, what are the barriers that prevent the Libyan state
from exporting fish to neighbouring countries as well as the international market? The

~ answers to these questions are addressed and discussed in subsequent chapters.

1.7.2  Low fish consumption

It is interesting that despite Libya’s location on the long coastline of the Mediterranean
Sea, average fish consumption is very low, not exceeding 6.4 kg per year (Alaerg ,
2007), unlike neighbouring states—for example, the average fish consumption for
Egyptian people in 2012 was 16.8 kg annually (Badawi, 2012). Porter’s diamond model,
as applied to the fisheries sector in this study, confirms that domestic demand creates a
competitive advantage. In other words, the presence of strong local rivals who manage
to understand, reach and satisfy the consumer raises the efficiency of the industry and
enables it to compete internationally (Porter, 1998). As Libya appears to have a small
market for fish (Al-arifi, 2008), the small domestic fish market can only promote low
economic growth. In these circumstances, fisheries have to look for export possibilities
to sustain the economy. The fishing industry is an industry that should grow, to at least
provide Libyans with the protein needed to boost food quality and well-being, at least;
we know that consumption of fish is healthy. This means the development and growth
of the fisheries sector will help achieve food security, and the stability of food security \
will alleviate the threat of external shocks. Therefore, two questions that require

answers are: what are the factors that affect local fish demand in Libya? And what is the

17



current status of local fish marketing? The reasons gathered through case study

approach (chapter 7) are presented and discussed in chapters 8-11.

1.7.3 Institutional instability

According to the National Foundation for Maritime Investment (2005), the
administration of the marine sector suffers from instability of policies and programmes.
This has impacted negatively on the outcome of this sector. The report also pointed to
the weakness of the institutions responsible for financing the sector, difficult credit
conditions in addition to the weakness of institutions are responsible for the preparation
and training, and qualification of cadres specialised in the field of marine resources.
Despite the Libyan government’s pretension to institute a socialist system, the Libyan .
state is in fact a centralised government (Mazar, 2012); this means that the government
is responsible for any change in the fisheries sector. Therefore, the structure and
- strategy of the administration is the government’s responsibility. The question that
needs answering is: To what extent does the management of fishery, legislation and
regulations issued by the government help the development of thé fisheries sector? This
is in line with Porter's (1990:87) statement that government should primarily be: “a
catalyst and challenger; [...] to encourage - or even pﬁsh - companies to raise their

aspirations and move to higher levels of competitive performance ...”

1.7.4 Insufficient financial allocations to marine resources sector

Despite Libya’s massive oil revenue, allocations to the fisheries sector in development
plans are very low. There is a neglect of the marine resources in general - it has not been
" addressed in many of the development plans. Allocations did not exceed 0.55% of the
total allocations for the four decades after 1970 (National Foundation for Maritime
Investment, 2005). The reason for government’s refusal to fund fishing is not far-
fetched from government of Libya’s guilt of financial and administrative corruption
(Rheannon, 2011). With Libya’s small population in relation to its huge oil wealth,
corruption and ‘wastage in public institutions have limited oil sector revenue from
réaching other ysectors where it would Beneﬁt the people and sustain the economy
(Mazar, 2012). These governance issues and financial allocation can strongly influence
the competitiveness of the fisheries development. The question that is of concern here is:
Does the fisheries sector receives enough funding, or is financial corruption and laxity

in the fisheries behind its current state of underdevelopment?
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1.8 Research Questions

As a result of the challenges faced by fisheries sector and its current state identified in -
section 1.7, the research questions were developed to enable the researcher to
investigate and examine all the determinants of the diamond model. The first question
investigates factor conditions; the second question is about related factors supporting
fish industries. The third and fourth questions deal with demand conditions both
domestically and internationally. The last »question is concerned with the following
determinants: the role of government, structure and strategy, and industrial rivalry.

These are:

1. What factors affect fish production in Libya? ‘
2. What is the current situation of related supporting fish industries?
3. What are the factors that affect local fish demand in Libya? And: What is the
current status of local fish marketing?
4. What are the barriers that prevent the Libyan state from exporting fish to
neighbouring countries as well as the international market? '
5. To what extent does the management of fishery, legislation and regulations
issued by the goverhment help the development of the fisheries sector?
These questions were deduced after reflection on both the current situation of the
Libyan economy and the fisheries sector. In order to answer these research questions
and to achieve the research purpose, certain aims and objectives are set to

accomplishment this study as stated in the following section.

1.9 Research Aim and Objectives

Fishery is one of the development areas and it could be an important economic sector in
- Libya. Although it has some problems, the competitive advantage theory offers great
hope that many industries will be able to develop by transforming their disadvantages
into advantages. This research explored competitive components that reduce the costs of
the fishing business; strengthen the linkages and integration of the fishing economy with
the local and regional economy, especially with neighbouring and European markets;
strengthen support for technical and business management skills thereby improving
productivity and harvest; and improve access to finance for micro, small, medium and
large-scale fishing. It is anticipated that competitive advantages will allow the Libyan

fish industry to play an important role in economic diversification and support domestic
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consumption needs and produce surpluses for export. The primary aim of this research
is to explore the strengths, weaknesses and opportunities of the fisheries sector in the
eastern region of Libya and its ability to achieve competitive advantage for economic

~ diversification. To achieve this aim, the research formulates the following objectives:

1. To critically review the existing literature on resource abundance and
development and to establish how Libya has failed to develop other sectors

to diversify the economy.

2. To explore and assess the current status of fish ﬁroduction and related

supporting fish industries in east Libya.

3. To study and assess the current status of fish demand, and identify incentives
and barriers to fish consumption that affect consumers in the eastern region
of Libya.

4. To explore the features of the foreign trade of fishery.

5. To examine the extent of government’s participation and whether they meet
producers or consumers’ needs and expectations. _

To achieve the above research objectives, a mixed methods research (qualitative and

~ quantitative data collection) was adopted. Table 1.3 summarises the aim, objectives and

the research methods adopted; however, there is considerable overlap in the dgta

gathering techniques and the people interviewed during the fieldwork. Full details of the

research methodology and justifications for their adoption are covered in chapter seven.
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1.10 Structure of the Thesis _

The thesis is divided into twelve chapters along conventional lines of research; it starts
‘with introduction and then move on to literature review of theoretical/conceptual
background, including country analysis of the problem, followed by methods
justification and data source issues, to more substantive/empirical findings and finally,

the conclusion. The structure of each chapter is presented below.

Chapter One (General Background and Rationale for the Research Study) provides
the general background and the rationale for the study. It also highlights the importance
of fisheries and the problems fisheries are undergoing in Libya. The aims of the

research, research questions and structure of the thesis are also presented.

Chapter Two (Resource Curse and Resource-Rich Developing Countries) examines
the theoretical and empirical debates concerning the impact of oil revenues on the
economic and socio-political development of developing countries with a view to
situating Libya as a classical example, and indicates how the research builds on existing
work. The literature highlighted in this chapter forms the backdrop against which the
theoretical framework, data sourcing and analyses in proceeding chapters are

undertaken.

Chapter Three (Historical Account of Libyan Economy and Food Self-Sufficiency)
starts with a comprehensive historical analogy of the Libyan economy, including the
various proposed economic development plans, right from pre-oil Monarchy rule
through to dictatorial rule of Ghaddafi, to the 2011 crisis and up to date. In the second
part of the chapter, attention was pléced on the dwindling role of agriculture to the
economy and how that has affected food security'and self-sufficiency. Various analysis
conducted shows that food gap exist in Libya and the chapter move on to argue for the
use of fisheries sector as a potential candidate with strong competitive advantage for

diversification and national food security and self-sufficiency.

Chapter Four (Libya Fish Potential, Production and Consumption) contains aspects
of the product life-cycle of fisheries focusing aftention on producﬁon, supply and
consumption. An extension of this chapter covering fish value chain is in chapter six.
This chapter indicate that fish is available in Libya, production rate is low and poor and
consumption is the lowest in Maghreb. The analysis provided in this chapter is pinned

to the analysis of PDM from chapter eight to ten.
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Chapter Five (Analysing Competitive Advantage and Porter’s Diamond Model in
Relation to Libya’s Fisheries Sector) reviews literature relating to theoretical and
conceptual framework relating to national competitive advantage as sought for in this
research. The first part_of this chapter reviewed economic theories, sfarting from
classical economic theories of growth through to modern economic theories of
comparative advantages, and finally the competitive advantage theory. The second part
focused on Porters diamond model which form the basis for this research’s analysis of
the determinants of competitiveness of fisheries sector in Libya. The third section of the
chapter contains a review of food consumption habits, preferences and behaviour with
particular emphasis on Shepherd’s (1989) model. This model forms the conceptual

framework for most of the demand factor analysis presented in chapter nine.

Chapter Six (Aspects of Fisheries Sector Value Chain) contains some aspects of the
business of catching, handling, trading énd consumption of fish using the fish value
chain. The value chain captures Porter’s (1998) related and industry support factors,
particularly downstréam related industries, which fish and fishery products must pass
through to reach consumers (e.g. distribution, handling and marketing). Fish value chain
results in a finished product that can boost local consumption demand and meet

international market.

Chapter Seven (Methodology, Methods and Field Study) provides a justification and
a description of the methodology and methods adopted in this research. It begins with
literature survey of existing research methoddlogy, paradigm,A approaches, and
techniques found used in social research. The chapter move on in detail to define and
explain the research methods adopted in this study and how the strategy used in
selecting the case study. The processes for data collection, such as the selection criteria,
design and administering of questionnaires (both general and for Shepherd’s model), the
conduct of interviews, analysis and validity testing processes are contained in this
chapter. Moreover, the chapter outlines ethical issues and limitations data involved in

the case study.

Chapter Eight (Factor Conditions and Related Supporting Industries) combines
and discusses the key theoretical and empirical findings of factor conditions and related
supporting industries. The overarching issues discussed that emerged from documentary
analysis and fieldwork have been categorised into physical resoﬁrces, human resources,

knowledge resources, capital resources and infrastructure, including fish canning
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factories, boat factories, fishing gear and ice factories. The strengths and weaknesses of
these determinants are evaluated in developing fisheries into a competitive sector that

would contribute to Libya’s economic diversification.

Chapter Nine (Demand Conditions for Fish Demand in the Eastern Region of '
Libya) undertakes demand conditions’ analysis. This chapter analysed the factors
affecting local fish demand in the eastern region of Libya and the barriers that prevent
the Libyan state from exporting fish to the neighbouring countries as well as the
international market. This chapter reports mainly the size of fish demand and findings
from Shepherd’s model, which includes nature of buyer needs, and factors influencing
fish consumption (focusing on the food itself, individual behaviour, and social,
economic and environmental factors influencing consumption). Together with Porter’s

demand determinant, the chapter presents the real picture of fish demand in Libya.

Chapter Ten (Strategy, Structure and the Role of the Government in the Fisheries
Sector) examines the role of the government in the development of the fisheries sector
as well as the impact of the growth strategy of the fisheries sector industry in terms of
the responsibility of government in the managément of the sector. Taking this
determinant into context, the chapter proposes a realignmeht of the role of government
to make it a regulator as against an operator and by wider implications make it

functional in the discharge of its responsibilities.

Chapter Eleven (Discussion) reports the main results, discusses the findings of the
case study in relation to competitive advantage theory and the questions of the study.
This chapter starts by presenting major findings revealed from Porter model six
determinants of industry competitiveness. It then progresses to discuss the outcomes
with specific examples drawn from the case study, neighbouring countries, MENA and
the world at large. Based on the data discussion, this thesis argues for government role
to be positive, direct and central in order to develop Libyan fisheries. The reasons for

this conclusion are proffered in the concluding section of the chapter.

Chapter Twelve (Conclusions) is the last chapter of this thesis. The chapter links the
research aim and the major findings of the research to present the conclusions and
suggest possible areas for further/future research. The chapter also sheds light on the

significance of the research and its contribution to knowledge in theory and in practice.
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1.11 Summary ,

This chapter presents a brief introduction to the thesis and provided an overview of the
research problems which consist of Libya’s oil resources and its inability to use its oil
wealth to power development and increase productivity of non-oil sectors. This chapter
presented the motivation for undertaken research on fisheries and justification for the
use of Porter’s diamond model of national competitive advantage. It also includes a
brief account of some factors hindering the growth of fisheries despite huge potential,
and the research questions emanating from that brief account. The study aim and
objectives was followed by a summary of the content of each of the twelve chapters in
this thesis. The next chapter, which represents the first part of the literature process,
pulls together fhe various propositions for oil-rich developing countries, including Libya,
and their failure to stimulate economic and social development, thus setting the pace for

diverting attention to agriculture, mainly fishing.
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Chapter Two
Resource Curse and the Experience of Resource-Rich Developing Countries

2.0 Introduction

This chapter deals with features of the ‘resource curse’ that negatively affect the

macroeconomic performance of oil-rich developing countries and hinder their economic

development (Sachs and Warner, 1999, 2001) with a particular focus on Libya. It will

also highlight the political, social and economic aspects of the resource curse theory and

. touch upon the notion of the ‘rentier state’. Section 2.1 explains the resource curse

phenomenon. Section 2.2 reviews the impact of the resource curse on the social,

political and economic aspects of society. Section 2.3, presents lessons drawn from

countries that have escaped from the resource curse such as Indonesia and South Africa.

The Indonesian government barred the ‘Dutch disease’; it also managed to implement

security factors that attracted foreign investment; the policies and strategies they

adopted are flexible, allowing for reform as necessary (PWC, 2012). The government of
South Afn’ca also managed to strengthen ties among the divers sectors. While designing

its strategic plans, it endeavoured to support economic diversification. For each sector,

the plans could outline the basic opportunities and constraints along with thé main

results and tasks required for the sector’s development (United Nation and NEPAD-

OECD Africa Investment Initiative 2010).

Ross (2013) pointed out that though the initial reference to the term ‘resource curse’

was published by Auty (1993), Adam Smith exposed the dangers of pursuing mineral

wealth in the Wealth of Nations. According to him, among projects that are expensive

and uncertain and that bring impoVerishment to a larger portion of the population,

nothing is more devastating than the search for new gold and silver mines. These

projects are encouraged by wise law-giveré and investors who are willing to increase the

capital of their nation (Rbss, 2013). The Libyan economy has all the manifestations of
the resource curse highlighted by economists who have explored the phenomenon

(Vandawella, 1998; Ross, 2001, Lam and Wantchekon, 2002; Frijters, 20101, Al-Sabah,

2011, Mazar, 2012, Li, 2013). As result, the economy is characterized by the negative .

effects of rich oil reserves.
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Many economists (Vandewalle, 1998; Al-Sabah, 2011, Meijia, 2012; Mazar, 2012; Li,
2013) assert that Libya serves as a good example of resource curse theory due to the
practices of the regime, the clear evidence of Dutch disease, price volatility and finally
the philosophy and ideology of the leader. Libya's economy primarily depends on oil
and it impedes the development of other export sectors such as manufacturing;
moreover, it nurtures rent-seeking and corruption (Li, 2013). Advancing Vasquez and
Frijters- (2011) this argument observed that Libya’s major problem is a form of
TEesources curse Awhereby incomes come mainly from oil and gas; they represent more

than half of Libya’s economy.

Particular attention is paid to the main features of a number of resource-rich developing
countries especially oil exporters like Libya which have been identified as casualties of
the resource curse. Similar situations exist in the majority of resource-rich developing
countries, though not all face the challenge of transforming their natural resources into
assets that will help stimulate sustainable development (IMF, 2012a). Failure to create a
étrong economy out of natural resource wealth has been documented in a number of _
studies (e. g. Auty, 1993; Sachs and Warner, 2001; Ross, 2001; Sala-I-Martin and
Subramanian, 2003 and Smith, 2004). Resource wealth has been associated with weak
state institutions, high rates of poverty, conflict and corruption. In addition, oil has
frequently been perceived as a barrier to democracy (Ross, 2001, 2011, 2014; Bategeka
and Matovu, 2011; Sala et al., 2003). A survey of the economies of Libya, Nigeria and
Azerbaijan exposures of the symptoms of the resource curse. By contrast, countries such
as Australia, Norway, Canada and Botswana are realising positive outcomes from their
resource wealth through sound economic policies (Auty, 1995; Collier and Hoeffler
2004).

The main argument addressed in this chapter is that Resource-Rich Developing
‘Countries suffer with particular reference to Libya from what is known as the resources
curse and the Dutch disease to with shed light on Libya because oil is the main revenue
which shaped the Libyan economy structure and the political system in Libya. It can be
regarded as the main factor that brought about weakness to the productivity sectors such
as agriculture, fisheries, manufacturing; it made the country unable to compete either in

- domestic or foreign markets.
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- 2.1 Resources Curse Theory

The ‘resource curse’ or the ‘paradox of plenty’ can be traced back to Richard Auty
(1993, 2001) - an economic geographer. Auty In his book, Sustaining Development: in
Mineral Economies: The Resource Curse Thesis (1993) scrutinized the effects of the
Dutch disease on several countries that relied extensively on producing copper, tin. and
bauxite. In the first part of the book, he examined the responses of countries like Bolivia,
Peru, Chile and Jamaica whose economies are dependent on minerals and in the second
part, he investigated the economies of Papua New Guinea and Zambia regarding the
mineral price bust that follows the increase in oil price in the 1970s and early 1980s
focusing on the expansion of the mineral booms caused by government expenditure
policies, while other sectors were made uncompetitive due to the presence of large rents
in the economy. These are the most important economic problems enpountering Latin
American mineral economies. 'Actually, the exchange rate during the mineral booms "
attempts to weaken the non-mining tradable countries as a result of the Dutch disease.
On the other hand, the required reimbursing expansion of the non-mining tradable
sector during the mineral downturns seems to be uncertain. In his book, the government
management failures are uncovered as the key determinants of the loss of the mineral
economies were reviewed. Auty’s study demonstrates that good economic management
can reduce the adverse Dutch disease effects. Furthermore, Auty (1993) noted that
there was no strong positive correlation between a country's natural resource wealth and
its social, political and economic well-being. There was instead the opposite, namely, an
inverse correlation. A wealth of natural resource was associated with economic
stagnation, financial crises, and constant conflict between the people and government,
which in turn had the ca‘pacity to explain why the government in such countries was
often authoritarian and worked against the interests of the people; hence the term ‘the
paradox of plenty’ Auty (1993). Familiarity with the countries discussed in this chapter

will clarify points made in later discussion of the resource curse phenomenon.
2.1.1 Dutch-Disease

The term Dutch disease was devised in 1977 by the economist magazine (Smith, 2014)
to describe a decline of the manufacturing sector in the Netherlands after the discovery
of a large natural gas field in 1959. This became an issue that gave rise to a great deal of
theory and expéﬂmental debate. Dutch disease affects the economy as a result of the

huge influx of money. Dutch disease refers to “a situation where growth in national
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income from natural resource extraction damages other sectors of a country’s economy”
(Global Oil Facts and FAQ’s, 2012). The economic mechanisms of Dutch disease
damage the non-oil sectors in two respects: firstly, via deindustrialisation, and secondly
via overvalued currency. These will be discussed following a general overview of the
notion of 'Dutch disease' (Cordon (1984).

Dutch disease is an important element of the resource curse (Frankel, 2012), which
emerged as a result of the impact of oil and gas in the North Sea, off the coast of the
Netherlands in 1959. According to Corden (1984:359), “Dutch Disease refers to the
adverse effects on Dutch manufacturing of the natural gas discoveries of the 1960s,
essentially through the subsequent appreciation of the Dutch real exchange rate.” It has
since been used to refer to negative changes in economic structures as a result of large
capital inflows to the economy, such as primary resources income and subsidies. After
the discovery of oil and gas, the value of the Dutch currency increased and fears were
roused because of de-industrialization and a significant decrease in indusfry's

contribution to the gross domestic product in the 1960s.

As mentioned above, Dutch disease leads to deindustrialisation and overvalued currency.
Utomi (2003) argues that revenues from oil impacted negatively on déve]opment and
progress causing the emergence of Dutch disease. These revenues confused people
including government officials, leading them to think in terms of distributing the wealth
by sharing it out instead of using their own abilities to think about how such revenue
could otherwise be taken advantage of. In addition, he points out that countries could
benefit from the experience of Botswana, which was able to rein in spending, because
this protects the structure of the economy from debt and deficit. As a result, Botswana
started saving part of its revenues from diamond into a stabilisation fund that could
reduce any unexpected shortage of revenue or any crisis. In the case of Nigeria, on the
other hand, the Dutch disease inflate; rising prices led to uncontrolled higher spending
through ill co-ordinated decisions (Ross, 1999). When oil prices collapse, projects stop
being implemented, and the private sector is adversely influenced. Utomi (2003) also
stressed that the crisis brought about under such conditions is not solely economic but
moral as well because the revenues derived from this resource do not only belong to one

generation but to future generations as well.

It is now possible to look more closely at the way in which the Dutch disease impacts

negatively on the non-oil sectors—starting with deindustrialisation. This is what has
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occurred in the vast majority of oil-rich developing countries, where all economic,
social and political attention has centred on oil to the detriment of the tradable sectors.
- In 1982, Corden and Neary developed what has become one of the best-known
economic models about the Dutch Disease: the Spending Effect and Resource
Movement Effect. This model describes how, according to economic theory, a booming
sector will bring Dutch disease and impact on other parts of the economy. Corden and
Neary divided sectors into three types: the booming sector (oil, minerals, ‘and primary
commodities such as coffee); the lagging sector (manufacturing and agriculture); and
the non-traded goods sector (services and construction). The booming sector will impact
on the economy in two ways, via the resource movement effect and the spending effect.
In the resource movement effect the demand for labour will rise in the booming sector
and thus employment will move from the lagging sector to the booming sector. In the
case of oil, this will not happen because employment opportunities in oil sector are
limited. In others words, the manufacturing sector shrinks whilst the non-traded goods
sector grows. The second impact will be on spending: revenues that are obtained from
the booming sector will increase the demand for labour in the non-tradable sector—
therefore the prices of these commodities will rise. In addition, the tradable sector will
gradually tend to decline while the non-tradable sector will tend to grow due to an
increase in government spending as a result of huge revenues obtained from primary
commodities (Cordon, 1984; Struthers, 1990; Sachs and Warner, 1995). Furthermore,
the deterioration of the traded goods sector also leads to lack of accumulation of work
experience in the productive sectors, both at the individual and at the state level. In
others words, a shortage of skilled labour ensue, that is, labour with the .ability to
achieve productivity in various sectors and industries. This is the challenge faced by

rich developing countries as they strive to develop.

The Libyan economy, for instance, is marked by a lack of a professional skilled
workforce; a mixture of both inexperience and lack of skills (Porter and Yergin, 2006).
This is especially so in the productive sectors and in particular, the fisheries sector
(Porter and Yergin, 2006). Explanation for this may be found in the fact that the Libyan
economy did not go through real experience in any tradable sector. Thus, the Libyan
workforce has not had the opportunity of “learning by doing”. Academic education
alone is not enough to create a skilled workforce in the labour market: training and
practical work are crucial. Porter and Yergin (2006) argue that one of the obstacles

standing in the way of development in Libya is a shortage of high skills required in the
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labour market, even though the educational level of the Libyan workforce is good and

literacy rates are high; this issue needs to be addressed quickly.

Resource-rich developing countries need to develop the skills of their workers through
'learning by doing' - a concept developed by Arrow (1962) in his theory of endogenous
growth to clarify effects of technical and innovation change. Arrow’s (1962) notion sees
work as vital and essential for development, the backbone of internal growth which
comes via the practice of productive activity. He also stressed that economists cannot
deny the active role that technology plays in economic growth. However, he
acknowledges that one shortéoming of his model is that an improve_ﬁment in the quality
of the workforce inevitably comes with the passage of time and that this leads to
increased productivity. Learning does not justl come through the normal production’
process but takes place as people take part in those social organisations which aim to
accelerate and develop the learning process which affects productivity. Yang and
Borland (1991) have sﬁown that learning by doing plays a vital role in a country's
developinent of greater specialisation in production. In addition, van Wijnbergen (1984)
states that economic growth is explained mostly through learning by doing, which is
usually practised in the manufacturing sector. This results in the development of human
capacity and technology; by contrast, the Dutch disease leads to weak growth in the
long run. Levitt et al. (2012) tested the impact of learning by working to improve the
productivity and efficiency of work through a pilot study carried out in an assembly
plant for cars. They believed the main driver for economic growth in the long-term was
increase in the total factor of productivity. For example, most of what is learned by
workers in a factory does not stop at the workers, but moves up to the administrative
and managerial levels as workers report the problems they experience; and then, in turn,
knowledge of these problems is passed on to the board of directors, whose members try
to resolve the problems. Therefore, this one important mechanism allows for knowledge
to be transferred from workers to the production ‘process itself. The accumulation of
workers' knowledge and experience is a key to productivity growth because workers’
high skills are the main tool for innovation, that is, the element that lies at the core of
competitive advantage theory ( Porter, 1998) as advanced in this study (see chapter
five). '

A number of studies, by van Wijnbergen (1984), Krugman (1987), Sachs and Warner
(1995) and Gylfason et al. (1999) found that when the exploitation of more natural
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resources shrinks the traded (or industrial) sector, learning by doing and thus
productivity growth falls. Furthermore, Van der Ploeg, (2011) states that higher revenue
from a booming sector stimulates the movement of labour away from tradable sectors
towards non-tradable sectors; and this in turn reduces learning by doing which reduces
labour-augmenting technical prbgress: thus a booming sector permanently reduces the

rate of growth.

It is now time to turn to the second way in which the Dutch Disease inipacts negatively
on the non-oil sectors, namely, via - overvalued currency. An increase in the price of
raw materials and a flow of revenue causes pressure on the currency and thus raises the
exchange rate. This is one of the important indicators of Dutch disease. A currency’s
strength becomes a source of concern when it leads to the tradable sectors being unable
to compete. However, prices of tradable goods do not change on the international
market. Only the real exchange rate increases and this has a negative impact on the
economy (Corden, 1984; Corden and Neary, 1982; Benjamin et al., 1989). This in turn
leads to a weakening of economic growth in the country because home produced goods
cannot be sold abroad, as their prices have become too high. Competition loss in the
international market may lead to large losses for producers which might prevent them
returning to compete again. Auty (1993) cited in Krugman (1987) stated that it is the
rise in the real exchange rate which causes a loss in the ability to compete; some
activities will find it difficult to regain competitiveness when the exchange rate once
again depreciates. Any rise of the real exchange rate of the‘ currency increases the
demand on non-tradable goods trading at the expense of tradable goods, and the
excessive exchange rate assessment leads to damaged growth. In addition, the impact of
a high exchange rate is manifested in many indirect aspects. For example, in the Dutch
case, appreciation of the real exchange rate was not caused by nominal appreciation of
the currency, but by wage increases in manufacturing in excess of those in a competitive
country (Struthers, 1990 cited in Corden, 1983). In short, mismanagement of oil and gas
wealth revenue leads to contraction in the tradable sector, leading to inflation in the
non-tradable sector. Also, the appreciation of the real exchange rate leads to a
contraction of the traditional export sectors and inflation in the non-traded sectors
(Benjamin et al., 1989)
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2.1.2 The Rentier State

Having addressed the impact of the Dutch disease, it is now possible to move on to what
has been identified as one of the main elements of the resource curse, that is, Rentier
State. Beblawi (1987) state that rent is not merely an income for landlords, but generally
a reward for ownership of all natural resources. 'Mines, as well as land', affirms Ricardo,
“generally pay rent to their owners and this rent, as well as the rent of the laﬁd, is the
effect and never the cause of the high value of their produce’ (Ricardo, 1962: 590). It
has been argued that the rentier state is an indicator of the resource curse (Shaw, 2013;
Karl 2005). Luciani (1990) considered fcntier as a social function rather than an
economic category; it could be conceived as a member of a certain group that has its
share in the economic production despite the fact that it does actively partake in the
economic production process; it is at times an attractive share. In fact, the distinctive
feature of the rentier lies in the absence of a prolific perspective of its behaviour. In the
1970s, the advent of the new oil states and their elevation to leading finance and global
trade revived the notion of rentier economies. An extra wealth of unparalleled amount in
such short time invigorated the concept of income that is not earned, the rentier
economies. The effect of oil on the state role and on economic behaviour generally has
been so intense in the Arab world during the 1970s as to demand unusual treatment. The
notion of a rentier state is selected because there is no Better notion that describes the
eminence of the oil economies in the Arab region (Luciani, 1990). As Levins (2011)
puts it, rent, in the typical economic theory, was defined as the excess that was left over
after meeting all production costs; it was paid to the land owners in return for using the
natural resources. Basically, rent is the recompense for resource ownership and it occurs
in all economies in variable degrees. The notion of rentierism could be defined as the
rent percentage in the revenues of a government. Whereas the notion of a rentier state is
not limited to the Middle East countries, it is primarily related to the Arab states that
export oil and that have greater shares of economic rents caused by their thriving
industries based on petroleum. In addition, the country's economy is dominated by rents
rather than productivity. The small size of the population—little over nine million—
compared to the amount of oil has also helped these countries to become a rentier state
(Herb, 2005). Several studies have provided numerous theoretical frameworks that
could be applied to the Libyan case; among these studies are (Mahdavy, 1970;
Vandawella, 1998; Karl, 2005; Di John. 2006; Mehlum et al, 2011; Levins, 2011). They

specified the central features of a rentier state which can be summarized as follows:
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corrupted and inefficient government, weak institutions, and slow economic
development besides more volatile oil markets. According to Di John (2011), the
abundance of oil and minerals in the rentier state model is presumed to engender an
intervention characterized by growth-restriction and unusually large amounts of seeking
rents; such rent-seeking competitions are expected to be evehly negative with respect to
the developmental consequences they create; besides, the increases in seeking rents and
corruption rates reduce investment in the long-term developmental projects resulting in
lower growth rates; oil rents offer an adequate financial base for the state; thus, reducing
the need for the state to impose taxes on its citizens; that makes a government more
capricious, authoritarian, and even voracious. Additionally, Levins, (2611) observed
that the lack of skilled labour results from depending heavily on external rent. The state
usually relaxes its control on foreign exchange due to the availability of large amounts
of external rent; thus, the cost of foreign exchange drops. Consequently, imported
goods gradually substitute domestic ones because of the price of imported goods which
is too low to benefit local workers. This characterizes most remarkably the agriculture
and manufacturing sectors, because the Arab states are unable to contest with other far-
reaching economies that rely on innovative production techniques. Such discrepancy
leads to reduction in indigenous production and to fewer opportunities for the less

advantageous groups that are not encompassed within the oil economy.

Many specialists describe the countries of the Middle East and North Africa as rentier
states because most of their revenue comes from abroad (e.g. Ross, 2001; Elbadawi .and
Makdisi, 2011; Schwarz, 2008). Libya, Kuwait and Saudi Arabia, for example, derive
more than three-quarters of their income from oil (Ross, 2001). This leads ‘rentier elites’
not to seek to add value to these revenues through investment in the productive sectors
or industries. These countries are vulnerable to financial crises because oil prices are
highly sensitive to external and internal shocks. It is this ‘rentier behaviour’ that turned
Libya into a typical example of a rentier state (Vandawella, 1998). The rentier economy
of the Qaddafi regime marked the core of the socio-economic calamities that were
behind Libya’s revolution (Meijia and Castel, 2012). (Evidences about Libya are
highlighted in the subsections of Resources Curse and its Impact: Oil Price Volatility;

Political Dimension and Economic Dimension).
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2.2 - Resources Curse and its impact

Now that the overall notion of the resource curse has been discussed, this chapter will

move on to what many consider Resources Curse and its impact.

This section discusses the political, social and economic dimensions of the large inflows
of oil revenues. The social and political dimension is corruption and dictatorship and the
deterioration of democracy; the economic dimension is the effect of Dutch disease on

the economy.

2.2.1 Oil Price Volatility

Crude oil is an international product that is traded at the international oil market. Prices
of crude at this market tend to move closely together, but can be affected by incidents
that have the potential to disrupt supply (such as geopolitical and weather-related
developments), than by disparity in grade or quality. The price of oil is hypersensitive to
any event, whether internal or external, that may lead to disruption or uncertainty for
future oil supply because the world economy is still largely driven by oil and so also,
the economies of supplier nations are typically driven by crude oil market (Rentschler.
2013; Santos, 2010). For example, the Libyan Civil War together with the continued
geopolitical pressures on the Iranian nuclear program has placed momentous pressure
on oil prices in 2011 (Triki and Affes, 2011). According to (Rentschler. 2013), any
change in oil price significantly affects global economy, national economic growth and
development, and well-being of countries all over the world. Governments that
primarily depend on few resources encounter numerous economic challenges. On the
top of the list is the excessive instability of commodity prices (Meijia and Castel 2012).
Furthermore, oil volatility impacts macroeconomic activity in different ways: sharp
increase or decrease in oil prices, may decrease aggregate output provisionally since by
raising uncertainty, they defer business investment or prompt expensive sectorial
resource restructuring (Guo and Kliesen, 2005). Oil price changes directly affect
unemployment rate (Phelps 1994; Caruth et al., 1998) and business progression (Davis

1986) in these countries.

Not only does oil price instability leads to poor economic activity in oil-rich countries
Karl, (2005), Rentschler (2013), for instance, presented evidence to document that a rise
in oil price instability has negative economic consequences on numerous kinds of

economies. The study made use of samples from both service-and industry-based
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economies of USA, Japan, Germany, India, South Korea and Malaysia. The study
demonstrated that from 1986 to 2011, oil price instability inﬂiéted serious damage on
the GDP of all the sample countries. Oil price instability increases price volatility in all
countries irrespective of their trade balance; they decrease planning horizons and drive
companies to delay investments. Any sudden change in oil prices during a thriving
period creates management problems to policymakers. The greatly instable nature of the
oil markets negatively affects oil-exporting countries which are often the victims of the
unexpected fall in their per capita income. According to Yahia (2008), the Lib‘yan
economy primarily depends on oil exports. Overtime, several researchers examined the
impact of oil price fluctuations on economic growth, economic activities and the
performance of the Libyan economy (see, for example, Heitman, 1969; Baryun, 1980;
Abohobiel, 1983; Youins, 1993). Libya's economy like that of any other developing

economies has been affected by global oil price changes.

For instance, the first oil price shock was for the period, 1973 — 1977. In 1973, the war
between Egypt and Israel led to an increase in oil prices: the barrel of oil jumped from
US$2.48 to US$11.58 (Suleiman, 2013). This had a great impact on the Libyan GDP.
As indicated by Yahia and Metwally (2007), striking upsurge in Libyan GDP happened
in 1973, after the oil embargo, resulting in a rise in export prices. The rise in GDP is
thus, attributed to the activities of the export sector, particularly to the increase in oil
prices. The total real GDP increased from 4858.5 21 million Libyan dinar in 1970 to
14481.59 million Libyan dinars in 1977, and it continued until 1980 where it reached
16465.13 million Libyan dinars, and then began to decrease due to shocks in oil prices
(Suleiman, 2013). Nigeria is another example of a country subject to dramatic
fluctuations in the price of oil. In the boom period of the 1970s, its ecbnomy suffered
from inflation. Nigeria’s economy is vulnerable to shocks, and the image of Nigeria’s

economy is one of instability (Watts, 2004; 2008).

The Iran-Iraq war that took place between 1978 and 1982 led to high oil prices resulting
in a loss of nearly 2.5 million barrels of crude per day OPEC (2005). The Iranian
revolution coincided with this event and raised oil prices from US$14 to US$35 a barrel
in 1981 (Williams, 2011). This also impacted on the Libyan economy because it curbed
the activity of the private sector and led to domestic price inflation (Mazar, 2012). In
1986, oil prices zigain collapsed to nearer US$8 a barrel due to increased exploration

and production outside OPEC, leading to cut back of OPEC’s production (WTRG

36



2010). However, additional agreements with other non-OPEC countries eventually led
to decrease in world-wide production, thus stabilising prices at US$18 per barrel
between 1981 and 1987. In year 1994, the price of oil again dfopped fallen to US$14.74
due to significant decrease in demand from Asia and the Pacific, (Suleiman, 2013). In
Libya, there was a huge impact on economic policy; for instance, development plans
were abandoned as a result of shortage in oil revenues and deficit in spending (see
chapter three for further details). The paucity of funds meant that alternative sources
have to be secured. Hence, the Libyan government made a policy summersault of

bringing the private sector into the affairs of so-called socialist state (Mazar, 2012).

From 2003 to 2009, there was a surge in oil prices due to the Gulf War, the stﬁke in
Venezuela, improvement in United States economy and increasing demand on oil by
China. The prices rocketed from less than US$20 to US$40-50 per Barrel. (WTRG,
2010) The price of oil rose to its highest level in history in 2008. The price of a barrel
reached a peak of US$147 before dropping to US$70 a barrel in 2009 (Suleiman 2013).
During this boom periods, the rate of inflation in Libya rose in the second quarter of
2005 due to too much money in circulation and the consumer prices increased due to
rapid increase in inflation (it jumped from 2.4% in 2005 to 6% in 2007) (Mazar, 2012).
As a result of surplus revenues from oil, there was massive increase in the volume of
investments from the annual average of 3.3 billion (2003-2004) to 23.9 billion from
2007 to 2008. During the period from 2009- 2010, inflation ‘rate decreased to 2.4% per
annum, but the uprising in February 2011 drove inflation up to 16% (this figure only
reflects the rate of inflation in the city of Tripoli because data is not available from the
rest of Libya). The current prolongation of the conflict led to the scarcity of goods,
especially fuel and to the emergence of a parallel market in currency and commodity
where, for instance, the price of a refined gasoline per litre is sold for 9.5 Libyan Dinner
in 2015 from a price of only 0.15 Libyan Dinner in 2012(Mazar, 2012). Just like Libya,
the countries that depend on oil need to develop policies that have the potential to
strengthen the economy and to diversify it. This means that the dominating role of oil in 4
the economy needs to be reduced, and financial matters need to be controlled, which can
be achieved by the control of receipts from the liquefaction of crude oil (Akpan, 42009;
‘Ogunleye, 2008; Struthers, 1990). '

It would be recalled that this research relates not only to developing competitive sectors

that diversifies Libya economy, but also ensures food security and self-sufficiency —
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that is why the researcher relates the problem of food security and oil prices. The
increase in crude oil prices directly impacts agricultural product prices in that they
increase input and transportation expenditures (Gardebroek and Hernandez, 2012). Price
volatility may increase as a result of the increasing strength of the links between
agricultural markets and energy markets and an increase in the frequency of shocks
caused by changing weather and agricultural output varies from period to period
because of natural shocks such as weather and pests (FAO et al, 2011) . The Food and
Agriculture Organization (FAO) that belongs to the United Nations noted that meat
consumption worldwide has gone up from about 100 to 235 tonnes for the period from
1970 to 2000 and continued to rise (Steinhart, 2014). Accordingly, the state of food
insecurity in the world is likely to continue rising, and volatile food prices will increase
demand of consumers in the fast-growing economies, in the light of the continued
increase population, and expansions in the production of biofuels will impose additional
pressure on the food system. Figure 2.1 highlights the relationship between food prices

and oil prices whereby food prices are affected by the fluctuations in oil prices.
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Figure 2.1 Food and Oil Prices are correlated

Source: (Tverberg, 2013) How Oil Exporters Reach Financial Collapse. Our Finite world

Libya imports 75%-80% of its food which constitute 16% of the total import
expenditures from 2005 to 2007 (FAO, 2011). The Libyan ratio of food exports to
imports is quite low. The ratio assesses the capability of a country to fund its food
imports out of the entire export incomes. Statistics available from 2008 revealed that

maize and wheat are the central imported cereals. For the period from 2005 to 2007,
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84% of the used up wheat flour was imported. If it is compared to the 74% for the
period 1990- 1992, it reflects the increasing reliance on import of wheat due to
population increase. Meat and dairy products constitute a substantial share of the import
bill. Consumer prices went up in 2010, replicating the rise of the prices of grain on the
international export markets, mainly due to increase in oil prices. Such growth was
sharp between June 2016 and early 2011; it is marked with an increase in the cost of
imported maize, wheat, rice, among other grains. Wheat is a major commodity in Libya
and most of it is imported from abroad, the dairy products and meat contribute
significantly to the bill of import (FAO, 2011). Libya’s current predicament has
highlighted the signiﬁcance of realising food security. '

Due to export embargoes and other trade restrictions, coupled with the recent crisis,
Libya is also suffering from shortage of imported food, whereas fish resources that are
in abundance are yet to be fully developed. Therefore, fishery sector is an important
source that can be relied upon to enrich the local diet and to increase foreign exchange
earnings. Besides, international oil price may not adversely affect fish consumption as it
is to imported grains. The goal of this study was to analyse in detail the comparative
advantage of Libyan fisheries sector that can be converted into a competitive advantage,
so as to contribute to the diversification of the Libyan economy. Oil price drop
highlights the need for diversity in the Libyan economy particuiarly in the non-oil
tradable sectors; the greater the diversification, the less the exposure to instability would

be (IMF, 2014). According to international monetary Fund (IMF) (2014):

Success or failure appears to depend on the implementation of
appropriate policies ahead of the fall in oil revenues.
Malaysia, Indonesia, and Mexico offer perhaps the best
examples of countries that have been able to diversify away
from oil, while Chile has had some success in diversification
away from copper.

The impact of oil price volatility on food prices is huge; it makes a country unable to
provide the food bill in the event of falling oil prices, and this phenomena is since felt in

Libya; thus diversify the Libyan economy is needed.
2.2.2 Political Dimension

As a result of the vital role institutions play to the polity and economy of a country,
there is growing consensus that institutional weakness is critical to the resource wealth

discourse (Collier and Hoffler, 2009). Generally, institutional quality framework and the
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dependence on resource wealth interact mutually to determine country’s growth
potential following resource boom-bust cyclical periods. For example, there are
instances where resource rent has enhanced democracy and strengthens institution
(Dunning, 2008). For example, Norway’s oil income from the North Sea in the late
1960s and 1970s has promoted its democracy; additionally, Botswana's rich diamonds is
often described as a democratic success story. Norway is at the head of the countries
that respect freedom and human rights (see table 2.1). Botswana, one of Africa’s most
stable countries, is the continent's longest continuous multi-party democracy. It is
relatively free of corruption and has a good human rights record (Botswana profile,
2014). On the one hand, resources rents can damage political system or weaken
institution’s ability to convert revenues into sustainable development (Vandewalle, 1998;
Karl, 2005; Collier and Hoeffler, 2005; Egorov et al., 2007; Al-Sabah, 2011; Di John,
2011; Li, 2013; Ross, 2013, 2014). Rents on natural resources such as oil strengthen the
grip of dictatorial rule (Mahdavy 1971; Beblawi, 1987; Ross 2001) and dominance of
leaders’ ideologies (e.g. Lawless and Findlay, 1984; Vandewalle, 1998, 2006;
Abuarosha, 2013), leading to unrest and turmoil (Alesina et al., 1996; Hussain, 2014).
~ Angola is considered by Hodges (2004) as a realistic example of a developing country
that is rich in natural resources particularly oil and minerals but at the same time most
susceptible to armed conflict, inadequate governance and poor performance with respect
to economic and social development. Table 2.1, for example, compares indicators used
in assessing institutions. Table 2.1 shows some indicators used to assess funcﬁoning of

institutions and Political system.

Table 2.1: Some indicators used to assess functioning of institutions and Political system by

Kun&ig, (2015)

Libya | Angola | Nigeria | Norway | Botswana
Legal institutions
Property rights” 10 15 30 30 70
Civil Liberties’ 6 6 5 1 2
Judicial independence” 95 137 102 4 35
Economic institutions
Business freedom ° 46.8 47.4 48.3 92.1 66.8
labour freedom 66.7 43.2 77.7 48.2 70

? Higher scores are more desirable, i.e. property rights are better protected. Scores are from 0 to 100 (
Global Property Guide)

3 Less scores are more desirable from 1-7.

* Judicial independence - Rank (1=the best)

3 Higher scores are more desirable.
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Libya | Angola | Nigeria | Norway | Botswana
Monetary Freedom -- 65.4 70.4 81.7 73.9
Open Markets®

Trade Freedom 80 70.2 63.8 89.4 12.2
investment freedom 5.0 40 40 75 70
Financial Freedom -- 40 40 60 70

Economic Environment’

Ease of doing Business 188 181 170 6 74
Starting a Business 144 174 129 22 149
Registering Property 189 164 185 5 51
Protecting Minority Investors 188 94 62 12 67
Paying Taxes 157 144 179 15 49

Source: World Bank Group (2015) Doing Business, measuring business regulations
http://www.doingbusiness.org/rankings ; Knoema (2014) the Global Competitiveness Report
2012-2013; 2015 index of Economic Freedom; the Heritage Foundation and WSJ. The
international Property Rights Index 2014, Country Comparison, the Global Competitiveness
Index 2014-2015 data platform,

2014.http://www.globalpropertyguide.com/Europe/Norway/property-rights-index

Global Property Guide (2014) http://www.globalpropertyguide.com/Africa/Botswana

Several studies have provided numerous theoretical frameworks that could be applied to
the Libyan case (such as, Vandawella, 1998; Mahdavy, 1970; Karl, 2005; Levins, 2011).
Together, these authors have described Libya’s political and governance system as:
inefficient, feeble, slow and characterised by the rentier economy of the past regime.
As already indicated in section 1.1, oil is permitting Libya to accumulate wealth,
however, for the past 40 years of oil exploitation, it typified an undiversified economy
that is dominated by state monopoly, afflicted by persistent rent-seeking and
institutional deficiencies. The most obvious impact of oil is on Libyan institutions. As
can be seen further, Libyan state structure covertly operates clientalism (where
politicians or rulers use the principle of take there, give here of state resources); had
centralised the economic power of the country in the hands of few individuals and
loyalists; and operated in an environment where individual interests outweighed the
majority of the populace. As a result, government accountability suffered and it allowed
loyalists, associates and elites close to the regime to warren and hollow out public
institutions by granting those in position of authority the power to operate arbitrarily

without oversight (Mazar, 2012).

® Higher scores are more desirable.
7 Less scores are more desirable from 1-189.
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Looking at similar problems in the Middle Eastern and North Africa (MENA) and
elsewhere, Thomas Friedman (2006); New York Times columnist, identified a ‘First
Law of Petropolitics” (Figure2.2) based on a 30 year examination of how crude oil
prices relates to freedom and political powers in some OPEC countries. Friedman
argued that: “the higher the average global crude price of oil, the more free speech, free
press, fair elections, an independent judiciary, the rule of law, and independent political
parties are eroded” (Friedman, 2006:29). But as countries run out of oil, they are
increasingly becoming democratised and open to free trade. For example, because
Bahrain is allegedly one of the first countries in the Gulf to run out of oil, it is gradually
being democratised, allow certain level of press freedom and the first to undertake a

total overhaul of its labour laws (Friedman, 2009).
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Figure 2.2 As the price of oil increases, economic values and freedom are deteriorating.

Source: Friedman (2006) the First Law of Petropolitics

However, Herb (2005) does not strongly believe that the rentier hinder the development
of democracy; rather he considers other factors such as the geographic location,
individual income, and the religious constitution of a country’s population as
anticipators of regime type. This is not due to the availability of wealth, but to the
political conditions in these countries that could be exploited (Hammond, 2011). To
buttress the above argument, Figure 2.3 compares the evolution of the freedom levels of
some rich-resource countries, according to the 2015 ranks of freedom in the World.

Each country’s score is based on two numerical ratings, from 1 to 7 for political rights
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and civil liberties, with 1 representing the most free and 7 the least free. These
indicators, of course, depend on the type of governance. From the figure 2.3, it became
evident that the level of the basic political rights and civil liberties of the citizens in
Libya are low compared with those of other countries that are rich in natural resources
but have dealt with the wealth differently. For example, Angola, Botswana, Libya and
Nigeria are OPEC countries, Norway is non-OPEC and Botswana is non-oil rich
country, but they differ in translating resource wealth into development. For example,

Botswana was classified in 2014 as a democratic state that respects freedom and human

rights.

2011 2014
Angola 5.5 5.5
Botswana 2.5 25
Libva 7 45
Norway 1 1
I\ - Nigena Y 45
£
/
J
Angola Botswana
Libya Nigerna Norway

Figure 2.3 Evolution of freedom for some rich resource countries
Source: Freedom House 2015, Freedom in the World
Similarly, Fergany et al (2002) defines good governance as the rule that upholds,
enhances and protects human well-being; it is based on upgrading human potentials and
capabilities and providing opportunities for economic, social and political development
and freedom. It seeks to represent all classes of people, who are all responsible for
carrying out their tasks in the interests of all the people. According to Kato et al. (2000),
governance is the exercise of power regarding economic and social state resource
management with the aim of achieving development. Countries with good governance
exercise authority under the law through state institutions and organisations that are
subject for accountability with full transparency and people are allowed to participate in
development and policy decision making processes. Kaufmann et al. (2008:7) define
governance, broadly, as “the traditions and institutions by which authority in a country
is exercised. This includes the process by which governments are selected, monitored
and replaced; the capacity of the government to effectively formulate and implement
sound policies; and the respect of citizens and the state for the institutions that govern

economic and social interactions among them’. In addition, De Rosa and Lootty (2012)
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highlighted World Bank’s Worldwide Governance Indicators (WGI) that underscores
diverse aspects of governance (voice and accountability®, absence of violence and
political stability® and government effectiveness'®, rule of law'!, regulatory quality'
and corruption control'®). According to Kaufmann et al (2008), these parameters can
measure the progress a country makes; its economic growth, the institutions efficiency

and the level, presence or absence of corruption in a country.

Table 2.2 exhibits governance and political indicators which reflect the extent of
efficiency of political system that governs some rich resource countries: Libya, Angola,
Botswana, Norway and Nigeria are taken as examples. The data from the table
demonstrate that Norway and Botswana were able to evade the resource curse.
According to Mazar (2012), these countries have stable political institutions and
systems with solid rules of accountability and civil society control that were effective
before the discovery of oil. When oil was discovered, trend rents appeared at first
limited, but as a result of entrenched political and social systems, they were not directed

to the community or to the behaviour of the institutions.

Table 2.2 Governance and political indicators 2014

Indicators* Angola | Botswana | Norway | Nigeria | Libya

Voice and accountability -1.12 0.47 1.76 -0.74 | -1.56

Political Stability and Absence of -0.37 1.06 1.33 -2.08 | -1.29
Violence

Government Effectiveness -1.26 0.28 1.86 -1.01 | -1.35

Regulatory Quality -1.05 0.66 1.65 -0.71 | -1.54

Rule of Law -1.28 0.59 1.97 -1.16 | -1.18

Control of Corruption -1.32 0.92 2.29 -1.2 | -1.29

¥ Capturing perceptions of the extent to which a country's citizens are able to participate in selecting their
government as well as freedom of expression, freedom of association, and a free media.

? Capturing perceptions of the likelihood that the government will be destabilized or overthrown by
unconst1tut10na1 or violent means, including politically-motivated violence and terrorism.

1% capturing perceptions of the quality of public services, the quality of the civil service and the degree of
its independence from political pressures, the quality of policy formulation and implementation, and the
cred1b111ty of the government's commitment to such policies.

' capturing perceptions of the extent to which agents have confidence in and abide by the rules of
society, and in particular the quality of contract enforcement, property rights, the police, and the courts, as
well as the likelihood of crime and violence.

12 Capturing perceptions of the ability of the government to formulate and implement sound policies and
regulatlons that permit and promote private sector development.

3 Capturing perceptions of the extent to which public power is exercised for private gain, including both
petty and grand forms of corruption, as well as "capture" of the state by elites and private interests.

44




Source: TheGlobalEconomy.com; Governance and political (2014) ranking indicators in Libya,
Angola, Botswana, Norway and Nigeria. *(-2.5 to +2.5).

According to Hitt et al. (2003), governance has become an issue in our time because it is
a comprehensive system that is capable of easing conflict and enhancing integration and
interaction between various parties; thus it contributes to the effectiveness of disclosure
and accountability as well as control and stimulation. Likewise, governance has become
an important issue because it maximises the value of state and supporting its
competitiveness, including help in creating new jobs and obtaining the required funding;
it also assists in optimising the use of resources and promoting accountability and fair
distribution of services and management, including the creation of a favourable business
climate and enhancing accountability (Alter, 2003). Furthermore, it attracts investment,
improves the efficiency of companies and maximises its benefits (Al- Abid, 2004). The
following section addresses Libyan political system and the quality of its institutions,

which are important elements in rebuilding Libya.
2.2.2.1 The political system in Libya

The political system in Libya began September 1, 1969, when Moammar Gaddafi led
'Al Fateh' Revolution and took power. Although the objectives of the Revolutionary
Command Council (RCC) from the very beginning were freedom, socialism and unity
(Mazar, 2012), Vandewalle (2008) argued that Gaddafi remainéd silent on their precise
politicall structures and in the end the revolution did not bring about any ideological
reformulations as relates to the objectives of the Libyan state. A new system of
government was introduced in April 1973 via a popular revolution embarked on
terminating the oil government bureaucracy and granting the people the right to employ
aﬁd dismiss public officials (Otman and Karlberg, 2007). Having established its
position, the revolution, from 1973 on, adopted numerous measures for reconstructing
the Libyan economy and society. The new regime substituted the old system of royal
support by a new one; it redistricted Libya’s domestic and municipal gox}emments to
downgrade those who were in power during the monarchy. It also nationalised Libya’s
oil industry and banks to finance popular/people’s congresses and committees that were
formed (Vandewalle, 2006). The People's Committees were formed in June 1973 upon

instructions from Gaddafi who had published the first Part of his Green Book.
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In the Green Book, Gadhafi postulated what he termed the “Third Universal Theory”";

it is a concept highlighting his visualisation of the new government (Otman and

Karlberg, 2007). He advanced this theory as an alternative to both capitalist and
communist ideologies. In the Green Book, Gadhafi defines the new structure and
organisation of the Libyan Jamahiriya and sets out his philosophy on politics (the
system of government in the state), economics and sociology. The Book consists of
three parts. Part one deals with the political aspects, with .t‘he problems of politics and
power in the society. Part two addresses economic situation, historical economic
problems and solutions to the conflict between employers and the employees. Part three
touches upon social issues: the problems of the family, mother, child, women, culture
and arts (Mazar, 2012). The Book chapters had been published succeséively since
Septembér 1975 where each chapter exposes his views on one aspect of administration
or economy. Vandewalle (2008) highlighted the ideological concepts that dominated the
policy arena. The Arab nationalism and the Arab socialist system articulated in the
Green Book was an alternative to capitalism aﬁd communism. It is worth noting that the
ideology of the Libyan state is officially the personal creation of its leader, Gaddafi’s
personality, and the philosophy has profound implications on the way in which policy is
formulated in Libya. Libya defines itself as a Jamahiriya — a state of the masses in
which the authority of the people is the only source of sovereignty and decision making
is exercised through 'direct democracy’ in a stateless state. Thus, policy formulation and
articulation are formally the prerogative of the authority of the people realised as unified.
In fact, neither the parallel nor the practice is appropriate, as the inspiration for
Gaddafi's ideology is rooted in his own personal, religious, and social experience. This

was, perhaps, most acutely demonstrated in the 1970s.

Gadhafi’s vision of the new government system aims at overseeing all ministries and
institutions operations and functions. For instance, on how Libya can be ruled: on page
five, he raises a number of questions and attempts to answer them in the same page,
such as the route that has to be taken by human groups to get rid of the exploitation age.
He asserts that the Green Book provides the ultimate ._solutions to the problems of

managing governance and enlightens the path; the people have to take, to get rid of

“In April 1973 Gaddafi announced Third Universal Theory, which was explained by a three volume
book known as the Green Book. Gaddafi considered that Third Universal Theory to confront the theories
of capitalism and communism. Third Universal Theory from his point of view is a cultural revolution to
destroy the imported theories of capitalism and communism, whether of Eastern or Western origin. It
ended in 2011.
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dictatorship and to realise real democracy (Mazar, 2012). To sum up, Colonel Gaddafi’s
Green Book presented his ideologies and philosophy on how Libya should be ruled,
how the organisational framework of the Jamahiriya should be administered and how
democracy should be exercised (Otman and Karlberg, 2007). Many researchers (e.g.
Lawless and Findlay, 1984, Vandewalle, 2006; Abuarosha, 2013) have emphasised the
fact that the Green Book contains Gaddafi's ideology which is supposed to be
transferred into political and economic directives and orders to promote his power grip.
For example, Abuarosha’s (2013) recent study exposed three key drivers to the
government’s agricultural development policies have a direct impact on agricultural
policies; these include 1) the political ideologies 6f Qaddafi as illustrated in the Green
Book, 2) the availability of oil revenues, and 3) the adoption of planned economy
criteria. In addition, Paoletti, (2011) highlighted that Libyans’ had accepted these power

edifices with no choice, until the civil war broke out in 2011.

In March 1977, the General People’s Congress which was an establishment of the Third
Universal Theory took the necessafy measures to eliminate the Revolutionary
Command Council, which had been the highest political authority in the country since
the constitutional declaration of 11 December 1969 was announced. Political power was
transferred to the so-called, People’s congresses, their Committees, together with the
General People’s Congress. Furthermore, the conyentional government, as well as the
institutions, cabinet offices, ministers and directors were replaced by General
Secretaries - each responsible for a specific state activity. For instance, foreign affairs,
agriculture, and labour are overseen by the People's Committees at the domestic level.
The secretaries from the various Libyan ministries formed legislative forum that
interacted with the General People's Committee. Altogether, these committees are
principally structured as a top-down model; they do not offer a placeb for political
representation or for encouraging political participation (Ronen, 2005). The General
People’s Committee (GPC), for example only served as an intermediary between the
majority masses and government leadership. Finally, Gaddafi was the appointed
Secretary General of the People's General Congress (El-Shahat, 1978). Moreover,
Libyan political leadership created unofficial force known as the popular social
leadership, where traditional elites could assume a role for managing affairs and for
interacting with people via institutions within the political system framework (al-Quadat
al-Shabiya al-Ijtimaiya,). In September 1993, the Popular Social leadership was

declared. When it assumed power, Qaddafi followed a strategy that reinforced political
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power while he proceeded in structuring Libyan politics (Vandewalle, 2006). Qaddafi’s
rule of Libya exceeded that of controlling a state to enibed_ the civil societies: family
members and close followers are set at the top of the Libyan charitable societies and
business organisations. Independent entities were formed, and authority positions were
distributed by Gaddafi among his relatives and family members (Zukowski, 2014). As it
was mentioned by North (1990:16), “Institutions are not . . . usually created to be
socially efficient; rather . . . , (they) are created to serve the interest of those with the
bargaining powér to-devise new rules”. This kind of institutional structure made by
Gaddhafi is a typical example of the above quote Table 2.3 showing centres of influence

in political decision-making in the era of Gaddafi.

Table 2.3 Centres of influence in political decision-making in the era of Gaddafi

The Colonel Muammar Gaddafi | Supreme Leader and the sole Authority

The inner circle The tribal men People Gaddafi discusses with on various
public affairs: relatives, tribal members,
especially those in the security services

Sons Saif al-Islam: the potential heir to the rule
Al-Mutassim: Security Affairs Advisor
Khamis battalion commander -
Muhammad: General Information Body
Al-Saadi: tourism and Sports

Aisha: charity Association (Be together)

What .remains of | Abu Bakr Younis: Defines Minister
the Revolutionary | Khuwaylidi Hamidi

Command Council : :
Mustafa Kharroubi

Social People's | Tribal organisation
People Leadership '
Organizations Revolutionary Historic prominent members of the
Committees Revolutionary Committees
Youth organization | Prominent members of the Youth
organization
Prominent members or veterans in the state and foreign
Others dignitaries

Source: Mazar (2012). Libya Hopes and Missed Opportunities.

The practical application of Gaddafi's theory to make economic policy decisions was
performed as follows. According to Mazar (2012), the proclamation of the People's

Authorify is followed by re-structuring the political and administrative system through
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the formation of small groups called Alkewmanat. Each of these includes a number of
adult individuals, and for each community, there is a board that makes decisions by
voting. The so-called (Basic Conference)'serves as a local parliament; then there is an
executive body for‘the Alkiomunat, called a Local People's Committee which is held
accountable in front of the main conference. Numbers of Alcolmaanat (the Basic
conferences) were 398 in 2010. It is annexed to 22 governorates. In the Libya provinces,
it is called al-Shabiyat and its executive body occupies a central position. At the highest
level of representation in Libya, there is a General People's Congress (Parliament)
which includes all the provinces, and its members make General People's Congress

visits more often annually (Mazar 2012).

The authority in Libya is exercised via the compulsory participation of Libyans in a
number of congresses, each guided by a popular committee to deal with administrative
matters, whereby all policy matters whether local, national or international are discussed
with the heads of each congress being authorised to represent the congress at the
regional and national levels (Vandewalle, 2008). According to Mazar (2012), GPC
formulates decisions taken by the People's Congresses in the form of instructions. The
appointment of the so-called Prime Minister (Secretary of the General People's
Committee) is renewed annually since 1977. The most important Supreme decisions of
 the state were taken via discussions that took place in the core conferences; decisions
and laws were issued by the General People's Congréss (the Pérliament) which is
authorised to appoint ministers in addition to controlling the work of the ministries.
“Muammar Gaddafi, as the recognised and undisputed leader of Libya had, absolute,
ultimate and unquestioned control over the Libyan state apparatus of power, including

the security force”, International Criminal Court (ICC, 2011:5).

The members of the Revolutionary Committees overlook the basic conferences and
participate in the discussions; they exercise control over the drafting committees. The
revolutionary committees backed by the organisations are controlled directly by the

commander's office (Mazar 2012).‘

Regardless of the number of people involved in the above congresses, independent
entities were formed, and authority positions were distributed by Gaddafi among his
relatives and family members — whose outcomes and opinions in most cases override
those of the constituted congresses. Thus, the formal features of the governmental

hierarchy which is linked to more conventional state structures were absent (ibid).
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Besides, favouritism was evident: congress members must be loyalists and numerous
Libyan economy companies are run or possessed by Qaddafi’s inner circle members
(many are members of Qaddafi’s intimate and extended family). These companies and
private entities enjoy favoured treatment, naturally obtaining greatly sponsored financial
aid from the Libyan government besides political backing and regulatory support
(Zukowski, 2014). At the same time, the Libyan political system calls for equality
among all populaces, the government provides education to all citizens, free social care
and free housing facilities. In return, it requires political allegiance (Otman and
Karlberg, 2007). In other words, Gaddafi's government sought to prevent the
accumulation of wealth in the citizens® hands for fear of creating a group that may have
an impact on future political decisions. As such, economic policies in Libya followed
the new Jamahiriya system aimed at obstructing the accumulation of private wealth
(Altunisik, 1996). This does not mean, however, that the ideology of rulers, such as
Gaddafi, is not subject to change. On the contrary, experience suggests authoritarian
governments will not be delayed in changing their opinions or beliefs when they
encounter a threat to their power or when the wealth of the state is threatened (Altunisik,
1996). In such situations, rulers call for economic reforms since the current economic
restrictions will have made it politically impossible to continue implementing their
earlier policies. For example, Gadhafi’s propaganda regime adopted an economic
reform program aimed at opening and privatising the economy (Allan, 1981). This was
astonishing if one takes into account the Libyan regime’s earlier policies along with its

ideological rhetoric that strongly opposed private enterprise.

The result of these policies was the emergence of a generation who mostly are estranged
to Libya’s political system and of a government which did not succeed in exercising
institutionalised control over the state’s economy (Vandewalle, 2006). Incompetent
framework of the Libyan state under Qaddafi and the regime’s ferocious clampdown on
political parties and of those who could possibly contest Qaddafi’s control of power is
known to suppress people’s political participation (PCHR, 2012). In addition, following
the implications and directions of the Green Book, Gaddafi prevented the formation of
political parties, through the use of force and violence; in fact, he considered affiliation
to parties as an act of betrayal. In otherwise, the leader was dictatorial and against
* human liberty that led to the disappearance of neither political and social association nor
opposition (Mazar, 2012). As Table 2.2 illustrates, there is low level of participation on

the part of the people in the decision-making processes. It also demonstrates instability

50



of the political system. Besides, the political system became characterised by poor
performance of state institutions with respect to management, as well as the weakness of
the legislation that protects the community and ensures the safety and rights of
individuals due to lack of independence. Inequality is witnessed among citizens in law
courts when they are tried. There is reluctance regarding the disclosure of cases of'
corruption in the state and hesitation in the endeavour to detect corrupt elites and to hold

those in charge accountable.

Karl (2005) observed that democracy may be a victim of this rentier dynamics. For
instance rulers use the petrodollars generated from trading their nation’s expansive
natural resources to tighten their grip on the people, silence the opposition and form
vast military power with repressive tools. This situation is especially endemic amongst
oil rich MENA such as Algeria, Iran and Libya, where empirical research has
documented a strong correlation between petroleum wealth and despotic rule survival
(see, for example, Mahdavy, 1970; Bacher, 2000; Vandewalle, 1998; Wright et al.,
2013). In addition, there is evidence that among autocracies, oil reduces transparency
because it helps dictators stay in power (Ross, 2011). In addition, as rentier states do
not need to tax their citizens in order to support their operations (Hammond, 2011,
Gerges, 2013) taxation or rather the elimination of téxation from the economy can
often be used as a tool of suppression and control (Kuru, 2002). In short: no
representation without taxation. The past regime used its external oil revenues to
operate a tax-free society to suppress democracy and retain control of the majority of
the population (Meijia and Castel, 2012; Gerges, 2013). For the countries’ population,
the removal of taxation resulted in a lack of representation and call for accountability
or even contesting government activities. Yet, from an outsider, the Libyan regime
appeafs accountable and so it continued to be accepted as such (Mazar, 2012). A
number of studies have been conducted about the relationship between taxation and
public accountability (Ross, 2001). For example, Crystal (1990) found that revenues
earned from oil and gas by the governments of Kuwait and Qatar has made them less
accountable to the majority traditional merchant class. In contrast, Brand (1992)
suggests that greater pressures for political participation in Jordan increased with
decreasing revenue from oil and a drop in foreign aid in the 1980s. Piccolino, (2014)
citing Levi (1989) and Tilly (1993) noted that tax collection and accountability has
been a defining concept in developing a modern society less dependent on resource

wealth.
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A- The structure of Libyan institutions and ways forward
Currently, the state comprises three key authorities: the political, planning and executive

authorities. At the national level, the General People's Congress (GPC) (equivalent to
parliament in Western systems) is the highest political authority in the country. It is
responsible for all state political issues and affairs. For example, the Council of
Ministers are selected and appointed by the GPC. All state legislations are issued by this

authority (Grifa, 2006). Figure 2.4 summarises the structure of the institutions in Libya

and their role.

Structure of state

. Role

Governance

General People's
Congress

Approves state
atrategies, policies,
and budgets

Planning

General Planning
Council (Natonal
Planning)

Studies, suggests
and evaluates
national strategies
and policies

Execntive bodies

General People's
Committee
(M iniatries Council)

Implements
social and
economic policies,
and plans

People's
Commiattees in
Shabias
(I.ocal authorities)

Implements local
social and
economic policies
and projects

Planning Council
in Shabias
(Local planning)

Studies, suggests
and evaluates local
peolicies and

Planning

pxojects

Figure 2.4: The main institutions of Libyan state. Source: Grifa (2006)

Grifa (2006) stated that the executive authorities consist of local and national levels of
government institutions. The first is the so-called Council of Ministers; it is in charge of
managing, supervising and implementing national economic and social policies,
together with development plans. The second executive level is responsible for
managing, implementing and supervising the economic and social development plans
and projects at the local levels in the so-called Shabiat or municipalities (see figure 2.4).
The third component of the Libyan state is the authority that is in charge of planning. It
is represented by the General Council for Planning (GCP), the highest national planning
authority in Libya. It carries out national planning research studies, assesses and
approves national economic and social budgets and strategies. This is followed by local
councils in the municipalities (Shabiat). These are in charge of conducting and

approving local studies. The Planning Council established in 1997 consisted of
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members of the government and the planning boards of trustees in the regions, including
the central bank governor, the directors of the banks and representatives of universities
and other institutions. The council is in charge of drawing all economic and social
policies, overlooking the annual public budgets, issuing recommendations and
subrrﬁtting them to the General People's Congress (Parliament). The Planning Board
looks like a parliament where issues are discussed and deliberated by the various
members, but it is not an institution overseeing the planning process. The feason may be
due to the large number of its members, where it is difficult to reach a general .
consensus without a professional secretary who is able to coordinate the proposals and

suggestions before drawing conclusions.

In his article entitled, Libya's economy, capitalism without institutions, Al-Sawi (2009)
pointed out that at the beginning of 2009, a strange policy was implement where all the
ministries were dismantled except four: the Ministry of Defence, Security, Justice and
External Affairs. Gaddafi allegedly declared this decree to control the state of the
ecbnomy and to put an end to theft and corruption. It was an attempt to encourage the
establishment of private sector companies. Even if this is a good intention, the rent-
seeking behaviour that has entrenched the state had .affected the growth of the private
sector. A number of attempts made in the past to encourage private participation or to
liberalise the economy was scuttled by vested interests of the political elites and resulted
in reversal of reforms (e.g. dissolution of private ownership in the 1980s). After the
lifting of the United Nations Libyan Sanctions in 1999, most of Libya’s economy’s
resources focus on the oil sector, even though the private sector opened up, it is stifled
by a number of issues, such as: limited financing to enterprises, poor policy to
encourage local and foreign investments, and inconsistency in the application of
property rights. Above all, poor economic governance has consistently discouraged

tangible investment in all the other sectors apart from oil.

Mazar (2012) Gaddafi who considered himself the ‘Guardian of the State’ attempted to
empty the state of responsibilities and to delimit its role to sovereign acts; such as
justice, internal and external security and diplomatic representation. This runs contrary
to what other countries that care for their citizens do. The government is responsible for
the economic and social welfare of the people and for securing their rights that include
unemployment insurance, health insurance, training opportunities, functional

rehabilitation, and social benefits among others. The ministries and institutions should
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have a strong presence in the community. In many cases, the state intervenes through its
political institutions to support companies and help them win deals in other countries.

The institutions that are responsible for economic management in Libya are:
1) Political leadership: Gaddafi and his offices.

2) The administrative apparatus of the state: the Prime Minister, Finance,

Planning, Economy and Trade Ministers along with the Head of Central Bank.
3) Public sector facilities departments.

Mazar (2012) observed that the political system developed by Gaddafi undermined the
central organs of power, the structure of bureaucracy and economic management. In fact,
it led to weakening of institutional structure of the state, including private property
development and real estate expansion. Gadhafi discouraged investors from investing in
real estate and industrial projects since he augmented a slogan saying ‘the House is to
the one who resides it’. Furthermore, he transferred the Central Bureau of Statistics
from Tripoli to Sirte (his hometown) in 1988, a statistical centre similar to that of other
countries. The General People's Congress approved the relocation because theyare in
principle responsible for creating, cancelling, integrating and reorganising these
institutions. In reality, however, every action must pass through Gaddafi and every letter
submitted by him gets outright approval. Further to this arrangement, no comprehensive
' national statistics was carried out with the latest statistical annual report issued in 1982.
While statistics is an indispensable tool for national development, the absence of current
and up-to-date information generation, dissemination and usage about Libya in the past
30 years has indirectly and severely hampered evidence based policy planning,

monitoring and evaluation of development programmes and projects.

Tornell and Lane (1999) devised a model displaying how a state with weak institutions,
may suffer from a voracity effect when it receives a positive financial shock (such as a
resource thriving), whereby influential groups struggle for and waste the bonuses.
Robinson et al. (2006) hold similar argument; they observed that when institutions are
weak, resource expansions will be wasted through excessive public employment and
sponsorship. This is the case in Libya, as 66.67% of the workforce is employed in the
public sector (Bureau of Statistics and Census Libya, 2012). Thus, resources are not
properly utilised for the benefit of the generality of the people due to the presence of
disguised and over bloated public service employment. Vandewalle (2008) did not
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discern an interaction between the various state institutions that could allow variable
views to be fed into the policy making prbcesseé. Rather, the collective views they
presented would have been either relegated or marginalised within the context of the
| people's Authority Law No.71 of 1972, which prohibited all political gatherings,
movements and activities outside the then approved Arab Socialist Union, which was
afterwards dissolved in 1977 and affiliated to the so-called people’s congress. The
normal official independence of Islamic institutions terminated in 1978 when Gadhafi’s
regime adopted religious properties and enforced its own perceived understanding of
Islam and what a state founded on Islamic law should be on the conventional religious '

societies.

The planning tasks are distributed between some of these institutions: the Planning
Council, the Council of National Planning, the Economic Development Council and the
Council of Ministers. In addition, institutions in Libya that are responsible for planning
(such as the Ministry of Planning and Finance, the National Planning and Economic
Council, the Economic Development Council and the Council of Ministers) have
suffered from knowledge gap due to a shortage of technically experienced staff, leading
to a situation whereby the institutions are failing to regulate the economy due to limited
knowledge and experience on how to do so (Mazar, 2012). The new institutions, in spite
of their openness and uncensored outlook, are central in nature; they increasingly
depend on a magnetic leader who legitimates his ideology and enforces it. The
consequence, as currently experienced is that the central control of Qaddaﬁ’s regime
left Libya with no adequate public bureaucratic and administrative structures (Chivvis
and Martini, 2014). According to Mazar (2012) these institutions interacted over the
past five decades in a way that led to successive and overlapping waves of economic

regression and stagnation.

Mehlum, et al. (2006) suggests that the impact of natural resources on the country’s
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