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The Contribution of the Agricultural Sector in the Libyan
Economy, Current Status and Future Prospects

Abdulhamid Yousef A. !

Abstract

This paper based on an economic analysis of the Libyan economy, attempting to
explain the growth of the agricultural sector and its contribution in GDP during
the period 1990-2013. After discussing the performance of the country’s
economic development plans in the period considered, the determinants of GDP
growth examined. Similar to previous studies, this study confirms the
predominance of the oil sector. Despite the size of investment in the agricultural
sector over the last three decades, however, its contribution did not exceed 9%
of the total GDP. This paper aims to study and analyze the constraints that have
contributed to the inability of the sector to grow at high rates, and raising the
ratio of its contribution to GDP and diversifying the sources of national income.
In addition, this paper intends to estimate gross domestic product function of the
agricultural sector in Libya, and future situation, in terms of the volume of
agricultural resources available. The result indicated that utilizing more
efficiently is the best way to achieve higher rates of growth in this sector, and
raising the ratio of its contribution to national output and to meet the growing
needs of agricultural commodities in the domestic market.

Keywords: Agriculture GDP Growth, Economic Development, Econometrics, Libya.
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Introduction:

Development economists in general, and
agricultural economists in particular, have
long focused on how agriculture can best
contribute to overall economic growth and
modernization, premised on their in-
grained believe that robust agricultural
growth and productivity increases are
crucial to sustained economic
development, at least up till the mid-1980s.
Since then, and despite this widely
acknowledged role of agriculture in
economic development, many policy
makers, policy analysts and academics in
developing countries, international
agencies and donor communities appear to
have lost interest in the sector, often
relegating its role ‘from engine of growth
to sunset status [8, 13]. The process of
development in a dual economy like Libya
is an appealing research agenda, however,
after almost three decades of agricultural
development plans, interest in agriculture
is returning in order to modernize the
sector and increasing its contribution in the
GDP. The purpose of this paper is to
explore the reasons why agriculture share
in GDP is still low, although the large
amounts allocated to the sector during the
last three decades or so.

2- The Libyan Economy: Overview

After the discovery of petroleum, Libya
became a classic example of the dual
economy, in which two separate
economies (petroleum and non-petroleum)
operated side by side. For practical
purposes, no connection existed between
them except that the petroleum companies
employed limited quantities of local labor
and paid a portion of their profits to the
government in royalties and taxes.

98

After 1972 the government began
supplementing its policy of nationalization
with an ambitious plan to modernize the
economy. The key component of this plan
was an intensive effort to build industrial
capacity, placing a special emphasis on
petroleum-related industry. The
industrialization program had two major
goals: the diversification of income
sources and import substitution. In this
latter respect, the plan met with some
success, as several categories of imports
began to decline in the late 1970s. In
1980s, when oil prices started to fall and
the worldwide oil market entered a period
of glut, the present phase of independent
Libya's economic history began. The
decline in oil prices has had a tremendous
effect on the Libyan economy.

By 1991 Libyan oil revenues had fallen to
their lowest level since the first
Organization of Petroleum Exporting
Countries (OPEC) price shock in 1973.
This fall in oil revenues, which constituted
over 57 percent of the total GDP in 1990
and from which, in some vyears, the
government had derived over 80 percent of
its revenue, caused a sharp contraction in
the Libyan economy.

Declining petroleum revenues in the 1990s
forced cutbacks in development programs,
and per capita income declined by at least
25 percent. After the lifting of the UN
sanction that imposed against the country,
however, the Libyan economy has
witnessed a high performance and the
GDP registered more than $ 62 billion in
2010, and per capita income skyrocketed
to the highest in Africa [6].

3- Agricultural and GDP
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Libya was traditionally an agricultural
country, although farming was restricted
primarily to the coastal regions. Livestock
rising was also important. During the
Italian colonial period in the first half of
the 20" century and the campaigns of
World War 2 (1939-1945), almost all local
industry and trade destroyed. At
independence in 1951, Libya was one of
the poorest countries in the world. The per
capita annual income was about $30 a
year.

The history of Libya's agricultural
development has been closely related,
although inversely, to the development of
its oil industry. In 1958, before the era of
oil wealth, agriculture supplied over 26
percent of GDP, and Libya actually
exported food. Although gross levels of
agricultural production have remained
relatively constant, increasing oil revenues
have resulted in a decline in agriculture's
overall share of national income. Thus, by
1962 agriculture was responsible for 9
percent of GDP, and by 1978 this figure
had tumbled to a mere 2 percent. Even
more striking than the downward trend in
agriculture's share of GDP was the rise in
food imports. In 1977, the value of food
imports was more than 37 times greater
than it had been in 1958 [10].

The Libyan government has paid more
attention to agricultural development. It
has given inducements to absentee
property owners to encourage them to put
their lands to productive use and initiated
high agricultural wage policies to stem the
rural-to-urban flow of labor. These policies
met with some success. Production levels
began to rise slightly, and many foreign
workers were attracted to the agricultural
sector. Agricultural development became
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the cornerstone of the 1981-85
development plans, which attached high
priority to funding the Man Made River
project, designed to bring water from the
large desert oasis aquifers of Sarir and Al
Kufrah [1].

Despite the greater attention to agriculture,
however, in 1984 this sector only
accounted for about 3.5 percent of GDP,
and Libya still imported over 1 million
metric tons of cereals (up from 612,000
metric tons in 1974). Also in 1984, the
average index of food production per
capita indicated a decline of 6 percent
from the period 1974 to 1976. On the
average, about 70 percent of Libya's food
needs met by imports during the mid-
1980s. Although the contribution of
agricultural sector increased to 9 percent in
2006, and Libya achieved its self-
efficiency from vegetables and poultry
production, and 20 percent of the total
needs of cereals.

Because of the increase of oil prices in the
world market during the period 2008 -
2013, Libya GDP increased sharply to its
high level. Although the increase of
Agriculture gross product from 1434 US$
millions in 2007 to 2132US5$ millions in
2010 and 1896 US$ millions in 2013, the
rate of the sector in GDP still very low
compared to the effect of oil prices in GDP

[6].

4- Determinants of agricultural
development in Libya

4.1 Natural Resources

The proportion of arable land in Libya is 2
% of the total area, in addition to the
scarcity of water for agricultural purposes,
because of the lack of low rainfall for the
best rates, which must be available in
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agricultural areas. Therefore, despite the
huge volume of investments spent on the
agricultural sector, however returns from
agriculture remains a specific problem of
water scarcity. After completion of the
project for Man-Made River, water
scarcity problem will reduced as the
project now provides more than 5 million
cubic meters per day to irrigate cultivated
areas and new projects.

The agricultural sector is the dominant
user of water, and this sector will continue
to be the major water consumer. It
represents about 87% of the current water
demand and despite the use of pressurized
irrigation techniques in practically all
farming areas, application rates are still
among the highest in the world. This is
mainly due to the unsuitable climatic and
soil conditions. Different scenarios will
presented for the estimation of future water
demand by the agricultural sector [4].

4.2 Agricultural labors

Libya suffers from a shortage of
agricultural  labor trained as most
agricultural workers from the elderly and
ineligible because of the lack of
scientifically effective training programs
and agricultural training. In addition to the
reluctance of young people to work in the
agricultural sector, livestock, and perhaps
the growing reliance on agricultural labors
inflows from abroad.

Total employment in the agricultural
sector has fluctuated during the study
period; due to the absence of special clear
operational policies, with foreign labor.
Where the number of workers in 1990,
about 120,000 in 1990 and 370,000 in
1995, rose in 2000 to more than 230,000
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and 287,000 in 2010 and dropped in 2012
to 143 000 and 112000 in 2013 [3].

4.3 Agricultural Institutions

Agricultural institutions play an important
role on agricultural production and
productivity, due to its direct linkage with
scientific studies and applied research in
the different agricultural areas.

Despite, the existence of many institutions
in the area of agricultural cooperation,
extension, agricultural research centers,
agricultural banks, faculties of agriculture
and  agricultural  institutes.  These
institutions are suffer from the problem of
management and coordination among
themselves; it must paid more Attention to
improve their performance to increase the
relative importance of this sector in the
national economy [11].

5- Economic Development Plans

Agriculture has consistently given more
attention than any other economic sector in
terms of expenditure receiving as much as
$6 billion during the period 1970-1980. In
1973, the agricultural development plan
embarked on cultivating a total area of
nearly 500,000 hectares in different
regions as follows: 350,000 in the Jefara
plain (South of Tripoli), 30,000 hectares in
the Tokra plain (Northern Cyrenaica), and
77,000 hectares in the wadis of Fezzan.
The most ambitious projects of all were
the Kufra and Sarir projects in the
southeastern  region covering 50,000
hectares [14].

Despite the various development plans,
Libya has considered as having a food
deficit economy. Due to the fact, the
Libyan environment and its institutions
have not been responsive to the size of
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investment in agriculture. Since 1970,
economic policies have changed, and the
role of the government in economic
activities  increased  through  direct
intervention in the agriculture sector,
focusing on increasing output and
achieving self-sufficiency in foodstuffs.

To achieve those objectives, the
agriculture  sector  including  land
reclamation and water resources received
the major shares of development
expenditure. The following indicators
show that during the period 1990-2006 this
expenditure amounted to $2.3 billion (23
per cent of the total expenditure); $4.9
billion (22 per cent) wunder the
transformation plan of 1976-80; and $9.2
billion throughout the years 1981-1985.
Accordingly, Libya’s strategy since 1970
has given more care and priority to the
production sectors. In order to increase its
shares in the GDP and GNP, and to find
other sources of income, the development
strategy has aimed to achieve self-reliance
and self-sufficiency in food [11].

As mentioned earlier, investment in the
agriculture sector has depended on oil
wealth as the only source of income. On
the other hand, the development of
agriculture  through  physical human
capabilities has been a costly and a slow
process, due to the high costs of imported
materials and local inflationary trends. For
example, such costs are 50 per cent to 200
per cent higher compared to similar
projects in Morocco and Iraq [9].

As to production, the main crops are
wheat, barley, olives, fruits, vegetables,
legumes, animal feed, meat, milk, eggs,
and honey. Therefore, Libya has been
self-sufficient in vegetables, eggs, poultry
and honey, but nonetheless deficits in
other main crops have persisted [4].

Private sector activities in agriculture
picked up quickly after 1970, since when
credits have been easy to come by, and the
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government has made subsidies available.
Huge quantities of water used for
irrigation, and yet the boom in the
agriculture sector in the 1960s and 1970s
has systematically affected and exploited
the limited and the fast declining water
resources in the northern areas of the
country [2].

Despite the great care exercised in this
sector, its contribution to GDP has been
very low; estimated at about 8.6 per cent in
1990, 7.8 per cent in 1995, and 9 per cent
in 2000 [6]. Libyan agriculture
development in the South has suffered
from high transportation costs, while in the
North the main problem has been the
depletion of ground water. Thus, the
impact of shortages in ground water
resources has been severe. In 1980 water
levels had reached a low point, and
seawater intrusion had affected coastal
farms. Therefore, to solve this problem,
scientific studies initiated for accessing
vast supplies of water from underground
aquifers in the southern parts of the
country. This huge water scheme (main
made river), the world biggest and most
far-sighted civil engineering project of its
kind, will deliver huge quantities of water
from the desert to the agricultural coastal
areas [12].

Irrigation development in Libya is linking
to the implementation of the project to
transport fossil water from the aquifer
below the desert. Through the main River
project, consisting of five phases, the total
volume of water to be transferred and
redistributed within the country will
amount to about 6 million cubic meter/ day
for a period of at least 50 years [7].

6- Econometric Estimation
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The econometric estimation of gross The estimation is based on ordinary Least
domestic product function is based here on Squares method (OLS), however, the
estimating the equation over the entire estimated model determining GDP as a

period 1990-2013, testing whether there
have been any significant changes in the
contribution of agricultural sector in GDP

dependent variable and the agricultural
domestic product (ADP) as an independent

since 1990. variable, reflects the contribution of the
6.1 Estimating Gross Domestic Product agricultural sector in GDP, which appears
Function in the logarithmic form as the following:
The econometric estimation of GDP

function is based here on estimating the Lny=ap+a1Ln Xt +a> LNYt-1+ &7
equation over the entire period 1990-2013, All variables are in logarithmic form, and
testing whether there have been any et Is the error term. The results of our
significant changes in the contribution of estimated model are as presented in the
Agricultural Domestic product (Xt) in following table:

Gross Domestic Product (Yt) since 1990.
Table2: Results of OLS Estimation (1990 - 2013).

Independent Variables Coefficient  (t-ratio)

Constant 1.564 (2.51)*

Ln Xt 0.064 (1.098)**

LnYt-1 0.789 (7.491)*
R2-adjusted 0.92

F calculated 119.34

DW 1.86

*Significant at 5% level ** Significant at 10% level

In theory, the expected signs of the The overall goodness of fit of the
equation coefficients: a;, and a should be estimated GDP function shown by the

positive. The estimation results in the
above table indicate that LnX has a
positive impact on GDP. It reflects that
any growth in the agricultural domestic

estimated R*-adjusted. Considering, that
Libya’s GDP function is in differenced
form; one should argue that the estimated

product (ADP) leads to increase the R? adjusted is indicative of a reasonably
contribution of this sector in GDP. This good fit.

positive relation between ADP and GDP is

small and significant, that implies that role 7- Summary

of agriculture sector in the domestic

economic activity is still low. In this paper, the role of agricultural sector

in GDP discussed, in order to examine its

We find that the impact of GDP in the contribution in the domestic activity.
previous year (Yt-1) on GDP has a However, using Ordinary Least Squares
positive impact and significant, indicates (OLS), we investigated the temporal
that the growth of GDP is a result of other relationship between GDP and
sectors in the economy.  Moreover, the Agricultural domestic product (ADP) in
high F value confirms that our model Libya for the period 1990-2013. The paper
provides a good fit. provided evidence of the percentage share
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of agriculture in the economic activity is
still very low. The estimated model was
meaningful and statistically significant,
and the most prominent factor in
determining GDP appears to be lagged
GDP that includes the contribution of oil
sector as the main source of income. In
spite of, the high attention that has been
paid to the development of agricultural
sector since during the period of the study,
and the increase in the production of
vegetables, olive, dates fruits, and poultry
and the noticeable increase in the
production of barley and wheat during the
period of study. The share of agricultural
sector in the GDP is still insufficient. To
Increase  the  contribution of the
agricultural sector in the gross national
product, it requires the development of an
integrated agricultural and economic
policies that support and encourage the
private sector and provide agricultural
loans in all agricultural businesses.
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