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The study has come up with
the following results :

1. The main motivations standing
behind research activities are the
professional and scientific ones .

2. The motivadons differ only
when it comes to professors' sex
( male/ female ) and they do not
differ in case of other variables
( specialization , qualification ,
academic , rank , ... etc).

3. As for the other obstacles , it
has been found that these result
from some factors the university
is responsible of , like shortage in
sources , difficulty in participa-
tion in scientific conferences , the
heavy teaching loads , the scar-
city of referreed ]ournais y oo 1O

4. As for the sex 9chi’lli'/ati()n

qualification, academic rank , and
the country of graduation , it was
found out that :

a. Most obstacles are connected
with the variables of sex and
years of experience.

b. There are stadstically signif-
icant factors that concern the
variables of the academic rank.

48

c.In case of other varables,
these were not that important in
causing obstacles.

The study has come up with
some suggestions to develop res-
earch activities , the most impot-
tant ones are : enabling the profe-
ssors to conduct researches, pro-
viding an easy access to the inte-
rnet especially through connec-
ting the university libraries with
the ( www ), decreasing the tea-
ching loads , sustaining the prof-
esssors materially and financially ,
and enhancing the sabbatical
leaves chances .
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Garyounis University Professors’
Research Activities:Motivations,

Ubstacles and Development
Suggestions
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Dr. Mikael Idris Refady
Assoctate ]’rf)ff;rrm‘, Planning D partonent ,
University of Garyounis, Faculty ofAre .

Miss. Amani.AA.Elkadiki

Assistant Lecturer M anagement Dept, Facult

of Fconomic - Unipersi of Garyounis

It 1s obvious that the scientific
research 1s one of the significant
activities .The university staff me-
mbers are concerned with this
actvity ; hence , the present study
tackles this issue shedding light
on research activites at the univ-
ersity level | the obstacles that the
university professors face as they
conduct researches and the sugg-
estions for develop-ping research.

The study depends heavily on
professors' viewpoints. It, theref-
ore, commences with secking an-
swers to the following queries:

1. What are the motivations that
stand behind the research active-
iies amongst Garyounis Unive-
wsity staff members ?

2.Do these motivation differ
according to the difference in
specialization , and academic rank
of professors ?

3. What are the obstacles that the
Professors face in conducting

their researches .

4. Do these obstacles differ acco-
tding to the professors' sex, spec-
1alization, qualification, academic
rank, and their experience?

5. What are the suggestions that
help in developing the professors,
research activities »

To answer the afore-mentioned
queries, the study moved on to
the following procedures:

1. 683 professots were chosen
during the academic year( 2004-
2005). 153 subjects were further
selected from different faculdes
according the number of teaching
staff numbers in each faculty .

2. A questionnaire was prepared
to collect data.

3. The data analysis was achieved
using means, standard deviation |
Man- Whitney, and Kraskal —
Wallis tests .
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The Political Socialisation and
Changing Attitudes to the Role
of Women: Analytical Study of
Women's Image in the Libyan

School Curriculum

During the past three decades,
the positon of women and their
role in society has been one of
the dominant social issues in the
revolutionary regime's ideology in
Libva. The political socialisation
process has played a significant
role in changing Libyan's arttitu-
des towards women. This was
done through numbers of social-
lisation agents such as the educ-
ation system, especially through
the school curricula.

This paper secks to explore the
official artitudes regarding wom-
en through a content analysis of
school curricula "reading books"
up to the ninth grade. The resules
of the content analysis showed
that, the most common themes 1n
the reading books can be ment-
ioned as follows: [women and
education 28°; women wives and
mothers 22%; women and the
labour force 21°%; women and
family 13"o; the characteristics of
Muslim women 8°; women and

46

Dr. Amal Suleiman Obeidr

Political Science Dept,
University of Garvounis

activities 6%o; women at arms 2%
and finally women and politcs
19%]. The themes about the role of
women which were covered In
the school curricula did not adeq-
uately reflect the practical and
widely-publicised official policies
of the Libyan regime towards
women.
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Industry in Libya : Between the
Admmistrative Requirements , State

and Strategic Management.

There 1s no doubt that the
main difference between the
developed and less developed
countries comes from the
management gap between the
tow categonies . Hence , 1t could
be said that understanding of
management is highly important
in determining the status of the
state of being dev-eloped or
coming short of that.

Since the state is the principal
owner of the economic resources
of the society .Thus , she has to
assure the availability of services
to the people through optimal
utilization of such resources , and
adopting a strategic vision for all
of the economic activities of the
state economy .

This paper is mainly concerned
with determining the concept and
definition of management admi-
nistrative work requirements ,and
the role that good management
plays in achieving development .

Dr. Abduljaleel A . ELmansouri
Prof & Chatrman of Mgt Dept,
Unrersity of Garyounis

This paper also discussed the
status of industry in Libya , and
the malpractice of some of the
industrial organizatons . In addit-
ton , This paper pinpointed out
the international changes , and
their effect on the nature of man
-agement , among these changes
are the globalization wave and the
trend towards privatization .
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factor relating to the inability to
obtain funds using other sources
of finance.

5. Conclusion

This paper examined the impli-
cations of capital structure theo-
ries in order to infer whether
firm’s actions in Libya are cons-
istent with theoretical predictions
of capital structure theories.

Due to the drawbacks inhere-
nt with survey data, such as,
potental biases and measure-
ment problems, the results should
be interpreted with some con-
cerns. The test for non-response
bias was not performed because it
was very difficult to separate the
carly and late responses as the
questionnaires were collected thr-
ough the assistance of many pers-
ons. Furthermore, due to the lack
of the official statistics about the
precise number of companies and
the number of companies in each
industry in Libya, it is difficult to
ascertain whether the sample are
fairly representadve of the entire
populadon of this study.

Nevertheless, our study attem-
pts to shed more lights on capital
structure  practices in  Libyan
companies. This study is the first
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of its kind in the Libyan business
environment. The results, howe-
ver, indicate that the static trade-
off theory and the agency cost
theory are pertinent theories for
Libyan companies while there is
little support for the asymmetric
information theory.

The deterioraton in the state
of the economy and the absence
of a secondary stock market are
considered by the respondents as
the most important problems
associated with obtaining external
finance. It may imply that Libyan
companies are more influenced
by problems that reflect such
supply-side effects rather than by
problems that reflect demand-
side effects such as poor
relationships with banks and the
lack of a good trading record.
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Table 7: Survey Responses to the Question:

“What factors affect your firm’

decisions about issuing shares?”

_

‘ T-test for
. § 3 " Sector ' Difference in
= 5 an
§ i.t ‘:ﬂ J;‘___ S— Means
Rank P! g o . i o
< E - 2 ‘g ' 3 7
-3 ? -3
- el |
) Fulfil  some  legal requirements ¥3.3 345 | 375 3.09 1845 | 006
regarding the capiral
a) Whether our recent protits have been 81.9 3.40 3.1 366 ‘ 2040 (.004-
sutficient to fund our acnvities ‘
i) Inability to obuin funds using other 09.4 .01 253 3781 5078 | o
sources of finance ‘
h) Isswng shares give investors a berter 694 3.00 251 372 | 4817 NN
impression of our firm's prospects than
ustng debr ‘
g) Shares are our “least nsky * source of 47.2 2:36 215 2.60 1.329 | 0.18
funds
c) Shares are our cheapest source of 333 1.98 223 1.69 1.785 0.07
funds
¢) Diluung the holding of certan 278 187 1.61 218 Lson | o0
shareholders - .
j) Farning per share diluton 23.6 1.69 1.69 1.69 0019 | 0,98
d) Mantining 2 warger debrt to-equiry 20.8 161 1.66 1.54 0483 | (.63
rato ‘
b) Providing shares as dividends | 16,7 1.69 1.71 l 1.66 ‘ 1.246 | 02]

Respondents are asked to rate on a scale of | (strongly disagree) to 4 (strongly agree). The letters

represent the rank of the statements in the questionnaire. P-values marked with

“indicate to the

sigmficant differences between public and private companics.

Abour 82 of the responding
companies ranked the need to
issue shares when their profits are
not sufficient to support their
activities as the second most im-
portant reason for issuing shares
and private companies appear to
be more concerned about this
teason than public companies.
There are two other significant
differences between public and
private companies. For instance,
private companies are more conc-
crned about issue shares than

public companies because private
companies appear to be unable to
obrain funds from other financ-
ing sources and because they
believe that issuing shares might
be considered as good news by
investors than issuing debt.

It can be also argued that
there 1s more supply-side effects
influencing financing policy than
demand-side effects in the Libyan
business environment as the resp-
ondents place a high value on the
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Liminng total debt or using
short-term debt can mitigate
agency problems between parties
involved. Of the respondents,
45.8% limit their amount of debt
to capture profits from new pro-
jects for shareholders, not debt-
holders and again private compa-
nies are more concerned about
this factor than public companies.

There are also some signifi-
cant differences in the average
rankings between public and ptiv-
ate companies. For example, whi-
le private companies are more
concerned about limiting debt to
send signals to their custom-
ers/suppliers about companies’
going concern, public companies
are more concerned about the
costs of interest payments and
about using debt to send signals
to competitors about the impossi-
bility of reducing companies’
outputs.

4.5.2 Issuing Shares Policy

Libyan companies issue shares
for various reasons but to fulfil
the legal requirements regarding
capital is ranked as the most
important reason. Private compa-
nies place higher values on this
reason probably due to their hig-
her dependency on equity. The
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other possible explanation is thar
Libyan private companies are
required to offer shares to ar least
50 shareholders in order 1o
expand the ownership base.
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There are no significant ditfer-
rences between public and private
companies in their concern about
potential bankruptey costs and
the tax advantage of interest ded-
uctbility than public ones. This
may indicate that the static trade-
off theory of capital structure is
relevant capital structure theory
for both public and private com-
panies.

Drobetz and Fix (2003) and
Brounen et al, (2004) argue that
the validity of the statc trade-off
theory can be also evidenced by
the presence of target leverage
ratos. According to the respo-
nses analysed, approximately 60%
of the respondents have desired
leverage ratios as shown in Figure
(1-E). This evidence may support
the static trade-off theory of
capital structure,

The highest ranked factor is
the need to issue debt when
profits are not sufficient to supp-
ort the firm’s investment actvit-
ies (93.1%). This can be interpret-
ed as being consistent with the
pecking order theory, but that
desire may not be driven by the
asymmetric information proble-
ms. Ang and Jung (1993), Chirinko
and Singha (2000) and Graham
and Harvey (2001) argue that the

starting  point  for testing the
pecking order theory 1s the ext-
stence of asymmetric information
l)L‘['\\'CCﬂ I"ﬂ:lﬂ:lgcrs :lnd investors.
Therefore, it 1s difficult to con-
clude that the pecking order
theory is supported without testi-
ng the existence of asymmetric
information problems and, on the
other hand, the presence of desir-
ed leverage ratios also cast doubt
on the pecking order interpreta-
ton of the results for the need to
issue debt when profits are not
sufficient for financing the curre-
nt investments.

The use of issuing debt to
send signals to compeutors about
the impossibility of reducing co-
mpanies’ outputs, giving investors
a better impression about comp-
anies’ future prospects, a concern
of costumers/suppliers about the
companies’ stability and factors
that relate debt to strategic or
tactical reasons such as bargain-
ing for concessions from emplo-
yees are rated as less important
factors that affect debt policy in
Libyan companies. This can be
interpreted as being inconsistent
with the signalling theory which
indicates that investors interpret
the increase in leverage as a signal

of higher quality.
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4.5.1 Debt Policy

The static trade-off theory, as
stated by Brounen et al, (2004),
suggests companies are concer-
ned with balancing the costs of
financial distress against the tax

Table 6: Survey Responses to the Que

advantages of debt. These two
influences were reported to be
important by 66.7% and 45.8% of
the respondents respectively. Th-
ese choices of debt policy indica-
te to strong support for the
static-trade-off theory.

stion: “To what extent does each of the

following affect the amount of debt for your firm?”

! 5 g = Sector T-test for Difference in Means
1
- =] = o 2] w
Rank K - g 2 = a :‘
¢ T s 7
s g

h) We use debt when our 93.1 375 3.74 37D -0.079 .93
recent profirs (internal
funds) are not sutficient to
fund our acrivities
a) The portential costs of 66.7 2.88 3.00 275 0.753 0.45
bankruprcy, or financial
distress
i) The Inrerest rare 65.3 2195 340 236 3.439 (.00
c) We limit debt so our 50 2.61 215 3.15 -3.280 0.00*
customers/ supplicrs are
nor worred about our firm
going out of business
d) We himit our borrowing 45.8 245 1.84 2.18 -4.788 0.00=
so that profits from new
/furure projects can be cap-
wred fully by sharcholders
and do not have 1o be paid
out as interest to debtholders
¢) The tax advantage of 45.8 2.19 2.33 2.03 0.997 0.32
inrerest deductibility
i) A high debr ratio helps us 33.3 1.94 2.00 1.87 0.406 (L6R
bargain for concessions
from our employees
f) If we use debr our comp- 16.7 1.56 1.84 1.24 2.680 0.00*
ettors know that we are
very unlikely to reduce our
ourput
g) Using debt gives invest- 11.1 1.47 1.61 1.30 1.474 .14
tors a better impression of
our firm’s prospects than
issuing shares
Respondents are asked to rate on a scale of 1 (not reason) to 4 (major reason). The letrers represent

the rank of the starements in the quesn

onnaire. P-values marked with * indicate to the significant

differences berween public and privare companics.
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The absence of a secondan
stock market is ranked as the
second most important problem
in obtaining external  finance
followed by an inability to issue
sufficient debt. Poor relationships
with lenders and the lack of a
guod trading record are ranked as
the least important problems in
obtaining external finance.

There are some significant
differences between public and
private companies as shown 1n
Table 5. For example, although it
surprising that public companies
are influenced more than the
private companies by an undevel-
oped finance sector, they are less
influenced by poor relationships
with lenders. The public compan-
ies may have good relationships
with lenders due to government
intervention guarantees. The res-
ponses O the problems listed 1n
Table 5 indicate that the public
companies and the private comp-
anies face nearly the same prob-
lems in obtaining external fina-
nce. This is consistent with Hua-
ng and Song’ (2002) results which
indicate that state ownership does
not prevent public companies
from displaying the same behavi-
our as private cCompanies in terms
of external financing.

The existence of a secondary
capital market, as stated by Atkin
and Glen (1992) , may affect the
range of financing options availa
ble to companies. In this regard,
private companies again scem to
be more affected by the non-
existence of a secondary market
than their counterparts. This may
reflect that the agency cost may
be more of a problem for private
compantes.

It is apparent from Table 5 that
responding companies are more
influenced by problems that refle-
ct the supply-side of finance (the
deterioration in the state of the
economy and the absence of a se-
condary stock market) than by
problems  that  reflect the
demand-side (lack of collateral,
poor relationships with lenders,
and the lack of a good trading
record).

4.4 Financing Policy

In the following two sections,
respondents were asked to spec-
ify their opinions on various fact-
ors that are likely to influence the
capital structure policies of com-
panies.

fad
N
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Table 5: Survey Responses to the Question: “Do you currently face any problem
in obtaining and adequate level of external finance? If yes, what is the problem (s)?”

K w T-test for
Eﬁ ‘ Sector Difference in
e + v ! Means
au | 8 [
- w | )
Rank o g“ § | =2 g £ g
¥ 3 | B g ‘= =
Ep = = z = >
=N -} @ =%
< &
b) Deterioration in the 81.9 3.83 3.81 3.85 -0.118 (.90
state of the cconomy
¢) Absence of stock 77.8 3.72 3.69 3.75 -0.150 0.88
market
h) Inability in getting eno- 62.5 3.16 3.09 325 -0.362 0.71
ugh debt
d) The supplicrs of fina- 56.9 298 3.57 2.28 2.889 0.00*
nce are in small and/or
undeveloped sector
g) Inability in convincing 51.4 2,75 2.60 292 -0.732 0.46
lenders of the profitability
of the investments
a) lack of collateral 50 2.78 3.03 2.50 1.122 0.26
(security)
¢) Poor relationships with 29.2 2.04 1,72 242 1731 0.03*
banks
f) Lack of good trading 16.7 1.57 1.24 1.96 22185 0.08
record

Respondents are asked to rate on a scale of 1 (strongly disagree) to 4 (strongly agree).
The letters represent the rank of the statements in the questionnaire. P-values marked
with * indicate to the significant differences between public and private companies.

The most important overall
problem associated with obtain-
ing external finance is the deteri-
oration in the state of the econo-
my as indicated by 81.9% of the
respondents with an average rati-
ng of 3.83. As the profitability of a
firm may be influenced by the
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state of the economy, the deterio-
ration in the state of the economy
may affect the amount of earnin-
gs available to be retained and
consequently the firms' capital
structure.
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There are some differences in
preference and reasons for prefe
rence between long and short-
term debt based on the sub-
sample but the only significant
difference is that private compa-
nies are more concerned about
the use of short-term debt for
strategic or tactical reasons than
the public companies as evidenc-
ed by the significant P-value in
Table 4.

Private companies , however,
tend to 1ssue short-term debt to
capture returns from new pro-
jects tor shareholders. This may
imply that private companies, due
to their higher dependency on
equity, may suffer more from
agency problems than their coun-
terparts. Although public compa-
nyles seem to be more concerned
about matching principles and
about 1ssuing long-term debt to
minimise the risk of having to
finance in bad times than the
private companies these differe-
nces appear to be not significant.

As public companies tend to
be manufacturing and larger com-
panies as shown in Table I,
consequently they also tend to
have more fixed assets such as,
plants and heavy equipments.
This might explain why these

companies were more concerned
about matching principles. Regar
ding their less concern about
1ssuing long-term debt to mini-
mise the risk of having to finance
in bad umes, both private and
public companies seem ro be aff-
ected by the absence of a seco-
ndary stock market as the non-
existence of a secondary stock
market might prevent investors
from raising long-term finance.

4.3 Problems in Obtaining
External Finance

Respondents were asked to
specify whether they have expen-
enced any problems in obraining
an adequate level of external
finance. Respondents were asked
to indicate the importance of a
list of problems that could be
linked to obtaining external fina-
nce. The responses are summar-
ised in Table 5.

sl
(sd
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Table 4: Survey Responses to the Question: “If there is preference between short
and long term debt, what factors affect your firm’s preference?”

' T-test for
S & . Sector | Difference in
‘é g & T , Means
£ & % =
Rank 8. & g g 2 e Y
Ee | & | 3 Z g E
() = = - ?
sl =5 -9 G 9
b) We borrow short-term 48.6 2.44 1.51 3.54 -8.145 0.00*
debt so that returns from
new projects can be
captured more fully by
shareholders
a) Matching the maturity 36.1 206 | 2.20 1.90 0.869 0.38
of our debr with the life
of our assets
c) We borrow long-term 36.1 211 | 223 1.96 0.775 0.44
debr to minimise the risk
of having to refinance in
bad ume |

Respondents are asked to rate on a scale of 1 (Not important) to 4 (very important). The
letters represent the rank of the statements in the questionnaire. P-values marked with
* indicate to the significant differences between public and private companies.

In order to specify the prefer-
ence between short-term and
long-term debt finance, respon-
dents were asked to indicate the
factors driving their choices.
Table 4 shows that there is evide-
nce to suggest that agency probl-
ems may be an issue between
shareholders and debtholders in
the Libyan business environment
as evidenced by the percentage of
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companies employing short-term
debt and the mean of the ranking
reported by the usage of the
short-term debt for strategic or
tactcal reasons. As shown in
Table 4, respondents indicated
that debr is used for strategic or
tactical reasons as 48.6°s of the
sample were raising short-term
debt to caprure the returns from
new projects for shareholders.
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Table 3: Survey Responses to the Question: “‘Does the firm have
any preference between short-term and long-term debt?”

|

All Sector

% % Public % Private
Prefer short-term finance 50 41 60.6
Prefer long-term finance . 128 | 9.1
Prefer to have a mix of short 26.5 23.1 ' 30.3
and long-term finance i
No Preference 12.5 23.1 l 0

As can be seen in Table 3, 41%
of the respondents in public
companies prefer short-term debt
finance, while 60.6%0 of the resp-
ondents in private companies
have the same preference. The
inability to offload shares 1n a
secondary market may have more
impact on agency COSts for priv-
ate companies than on agency
cost for their counterparts.

Managers of such companies
might be encouraged by share-
holders, due to inability to off-
oad their shares, to expropmate
funds from debtholders to
themselves. Therefore, their pref-
erence for using short-term debt
might be due to borrowers 1ns-
1stng shortterm  debt  to
minimise attempts by shareh-
olders to expropriate wealth from

debtholders.

on
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1s perhaps not surprising given
their higher tendency to be non-
manufacturing  companies (see
Table 1) and higher dependence
on equity than public companies
respectively.

These  results  support  the
findings of Alqadhafi (2002) in
that as most Libvan public (state-
owned) companies suffer from
shortages of cash flow, they use
bank overdrafts in an attempt to
cover their expenses. The other
possible explanaton might be
that Libyan banks treat public
companies more favourably bec-
ausc the banks take government
involvement in companies’ owne-
rship as more reliable collateral
and, thus, they are more willing
to extend overdraft facilities to
public companies. Furthermore,
the policy adopted by the Libyan
government, however, might be
responsible for reducing the use
of government subsidies. The
Libyan government issued Act no
9/1992 to introduce some liberali-
sation measures including the
privausation of business operat-
ions. The overall aim of these
measures, as suggested by Saleh
(2001) , was to reduce public spen-
ding and gradually withdraw
government subsidies.

30

4.2 Maturity of Debt

Short-term  debt  finance s
often used to minimise the agen-
¢y problems between sharehol-
ders and debtholders because if
shareholders attempted to expro-
priate funds from debtholders,
borrowers would insist on short-
term to minimise these wealth
expropriation attempts by restric-
ting company’s access to short-
term  debt in  the immediate
future. The respondents were,
therefore, asked to specify wheth-
cr they have a preference between
short-term and long-term debt
finance and to identify why they
would raise short-term and long-
term debt finance. As illustrated
in Tables 3, almost 500y of the
respondents indicated that they
prefer to use short-term debt,
while only 11% of respondents
prefer to use long-term debt.
About 26% of the respondents
prefer to use a mix of short and
long-term  debt. The remaining
respondents do not reveal any
preference.
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4.1 Sources of Finance

Michaelas  (1998) argues that
companies will be more depend-
ent on bank credit as they dev-
elop. The respondents of the qjue-
stionnaires were, therefore, asked
to explain how they financed
their investments. The responses
are summarised in Table 2.

of
and

most widely used sourcc
finance in percen-tage terms

has the higher overall ranking.

There are some differences 10
the average rankings berween
public and private companics.
For example, bank overdrafts are
used more than the other sources

Table 2: Survey Responses to the Question:
“What source (s) of finance does your firm use?”

- % Used or T T-test for Difference
Rank usedtoa | Mean Sector in Means
very large | score —
extent Public | Private | t-starstc | P-value
c) Bank overdraft 73.6 315 3.20 3.09 0.377 0.71
f) Retained carnings 639 2.94 292 296 0140 | .88
a) Trade credit 59 el 235 32! -2.629 0.017
b) Bank loans 50 2.51 2.79 218 1.775 | 0.08
d) External equity 375 213 1.17 X &) -8.299 0.00*
e) Government subsidies | 8.3 1.235 1.43 1.00 2.602 ‘ 0.01*
g) Foregn sources 8.3 1.20 1.20 1.21 041 0.96
h) Affiliated companies 4.2 1:15 112 1.18 J -0.393 | 0.69

Respondents are asked to rate on a scale of 1 (not used) to 4 (used to a very large extent).
The letters represent the rank of the statements in the questionnaire. P-values marked with
* indicate to the significant differences between public and private companies.

Table 2 provides evidence of
the percentage of companies em-
ploying particular sources of fina-
nce and the mean of the rankings
reported by the respondents as to
the usage of the partcular source
of finance . Bank overdraft is the

of finance by public companies
private  companies  rely
more heavily on trade credit and
external equity. Private comp-
anies differ significanty from
public companies in using trade
credit and external equity  which

while

29
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hip is less efficient than private
ownership. Dewenter and Malate-
sta (2001) report that the leverage
of public companies tends to
exceed that of private companies.
They added that this is because
public companies may borrow at
favourable rates due to loan gua-
rantees that are provided through
government ownership. Conseq-
uently, investigating the determin-
ants of capital structure in both
Libyan private and public comp-
anies may provide a usefulness

comparison for the factors that
affect the capital structure of
these two types of companies.

Table 1 shows the classific-
aton of the sample in terms of
industry and size. Of responding
Libyan public companies 53.8% is
manufacturing companies and
94.9% is also considered as larger
companies while the vast majo-
rity of responding private compa-
nies (93.3%) is non-manufacturing
companies from different sizes.

Table 1: Industry and Size Classifications of the Sample

Public Private
21 2
Manufacturing (53.8%) (6.3%)
Non-manufacturing 18 K. |
(46.2%) (93.3%)
Total 39 33
(100% ) (100%)
Large 37 17
(94.9%) (51.5%)
Small 2 16
(5.1%) (48.5%)
Total 39 33
(100%) (100%)

Manufacturing companies as those companies, which produce goods through different
ways and the non-manufacturing companies otherwise. Small companies are defined as
those companies, which have less than one million Libyan Dinners of assets.
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The letters and quesuonnaires
were addressed to Chief Finance
Officers (CFOs) and Chiet Exec-
utve Officers (CEOs) but, 1n
some cases, other officers compl-
cted the questionnaires. Approxi-
mately 61"0 of the respondents
are CFOs, while 15% are CEO:s.
The remaining respondents rept-
esent other management posi-
tions. According to the age class-
ification, 12.5° of the respond-
ents are less than 35. A further
3899 are between the ages of 35
and 45. Approximartely 36° are
between the ages of 46 and 55.
The remaining respondents are
over 35 vears old. The responses
to the questionnaire suggest that
the respondents do not change
careers frequently. Approximately
-8%, of the respondents have been
in their careers or similar posts
more than 10 years. Nearly 57% of
the respondents have an undergr-
aduate degree as their highest
qualification. Another 13.970 have

postgmduatc: degrees. The remat-

ning 29.2% have school level
nh

qualifications.
4 Practices of capital structure

The results of some cmpirica[
studies 10 capiml structure are

consistent with two or morc

theories. Myers (2001) States that

this is because each of these
theories works for a_sub-sample.
He added that testing a hypot
hesis by segregating the sample
into sub-samples might be useful.
Furthermore, ownership struct
ure, as stated by Bancel and
Mittoo (2004) , may effect comp-
any’s financing decisions. There-
fore, the responses are analysed
based on sector (public and
private). The public companies
are defined as companies where
the state owns more than 30% of
their shares, whereas, the private
companies are where the compa-
nies majority is owned by individ-
uals, families and/or insttutions.

There are some differences
between private and public com-
anies in terms of goals, emplo-
yment of staff, and receipt of the
government subsidies. In  this
regard, Sun et al, (2002) argue that
public companies differ in terms
of choice of social and political
goals over proﬁr maximization;
they added that the private comp-
anies are more concerned about
the ability to perform in the emp-
loying of staff than public compa-
nies. On the other hand, Sun et
al, (2002) and Dewenter and Mala-
testa (2001) , among others, provi-
de empirical support for the
proposition that public owners-
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while non-manufacturing compa-
nies constitutes 68.1%. The comp-
anies range from small (25% of
the responding companies have
assets of less than 1 million
Libyan Dinner LD) to very large
(18.1% have assets of at least 40
millions LD). In subsequent anal-
ysis, we refer to companies with
assets less than 1 million LD as
“small”. Nearly half of the respo-

nding companies are over 20
years old. The descriptive statist-
ics also show approximately 21%
of the respondents would prefer
to have leverage rados (the rato
of total debt to total assets) below
25%, while 38.9% of the responde-
nts target leverage ratios are
between 25% and 50%. The rest
(40.3%) do not have desired lever-
age ratios.

Figure 1: Data and sample Characteristics

A: Ownership

Percent

Public
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3.1 Design

The quesnonnaire was devel-
oped after reviewing the capital
structure  literature  and  after
studving the questionnaires that
were conducted by previous stu-
dies in capital structure including
Graham and Harvey (2001), Ban-
cel and Mittoo (2004) and Broun-
en et al, (2004). The benefit from
taking questions from other
works, as pointed out by Norton
(1990, 1s to mitigate much of the
complications inherent 1n survey
design and any potental crtcis-
ms of the questonnaire and the
ability to compare results. Four
point Likert scale were used in
order to ask respondents to rate
their agreement/disagreement wi-
th, or importance/ unimportance
of, different statements. The use
of a four-point scale instead of a
five-point scale 1s to avoid neutral
answers such as “do not know™
or “cannot decide”.

3.2 Delivery and response

The questionnaires were dist-
nbuted in person to the respon-
dents for two reasons. Firstly, the
postal services are not good
enough to send postal question-
naires to all sectors of the eco-
nomy in all Libyan cites, seco-

ndly, to mmprove the responsc
rate.

To improve the response rate
to the questonnaire, 1t was acco-
mpanied by a covering letter whi-
ch emphasised the importance of
the survev, assured anonvmuty
and stated the sponsorship of the
study. According to Scott (1961)
otficial sponsorship mav increase
the response rate. The length of
the quesuonnaire was limited to
four pages, again in an attempt to
improve the response rate.

To make the sample as repre-
sentative of the Libyan compan-
les as possible, companies from
different sectors of the economy
were selected. Out of 150 copies
of questonnaires that were sent
out, 72 were completed and retur-

ned, giving a response rate of
48",

3.3 Summary statistics of resp-
onding companies

Figure 1 presents the sumary
information about the companies
in the sample. The sample
consists of 39 public (state-
owned) companies and 33 private
companies from different indust-
ries. Manufacruring and mining
consatutes 319 "o of the sample
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tances, therefore, internal funds
and debt will be preferred to
equity. Myvers (1984) refers to this
as a pecking order theory of fina-
ncing, which states that firms
prefer to finance new investment,
first internally with retained earn-
ings, then with debt, and finally
with an issue of new equity.

Another approach to this
theory began with Ross (1977) and
Leland and Pyle (1977) who state
that the choice of the firm’s
capital structure signals inform-
ation from insiders to outside
investors. They added that invest-
ors interpret the increase in lev-
erage as a signal of higher quality,
as managers will only increase
leverage if the company is likely
to be able to meet the interest
payments and/ or that the firm
has investment opportunities Ov-
er and above what can be finan-
ced by internally generated funds.
If investors perceive either of
these to be the case they are likely
to react positively to an announc-
ement of increased leverage.

Myers (2001) argues that the
announcement of issuing new
shares might be perceived by
investors as good news if it
reveals growth opportunities with
posidve NPVs but may be per-
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ceived as bad news if they perce-
ived that managers are Issuing
overvalued equity.

3. Methodology

Graham and Harvey (2001)
argue that survey based analysis,
similar to analysis based on math-
ematical models, can udlise a
large sample and broad crossse-
cton of firms. In addition, surv-
eys can allow for asking very
specific and qualitative quest-
ions.

The survey approach provides
further information abour how
firms operate. For example, Ban-
cel and Mittoo (2002) state that
the survey approach allows for
the collection of data that may be
difficult to obtain otherwise. Fur-
thermore, Norton (1990) states
that questionnaires can provide
evidence about factors that affect
capital strucrure choice that mat-
hematical models cannot. He
added that the ability to obtain
information about manager’s atti-
tudes and beliefs on one side and
the problem of unavailability of
“hard” data on the other side
provide the most justification for
the use of survey instruments in
financial research.
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Investment decisions can be
attected, as stated by Myers(1977),
by the use of long-term debt bec-
ause the conflict between the
stakeholders of the firm might
lead managers to pass up prokﬂt-
able projects if shareholders per-
ceive that the gains from the new
investment will be used to pay off
existing debtholders rather than
increase their own wealth. Myers
referred to this as the underinv-
estment problem, and argued that
it could be minimised by limiting
total debt, or using short-term
debt. Debt agency problems may
be less severe with short-term
debt as it reduces the potential
for expropriation from debthol-
ders to shareholders.  Suppliers
of debt financing can withhold
further financing if expropriation
is expected.

The conflict between managers
and shareholders can be, as stated
by Jenson (1986) , mitigated by
debt financing because more debt
means higher cash outflows and
reduces the level of free cash
available to managers to execute
possible firm value decreasing
acuvities such as the misuse of
cash by consuming perquisites or
making inefficient investment
decisions.

2.3 Asymmetric information
theory

The asymmetric  information
theory is based on the argument
that managers have information
that investors do not have. The
main theories derived from this
argument are the pecking order
theory and the signalling theory.

One approach of this theory
starts with  Myers and Majluf
(1984) and Myers (1984) , and states
that the choice of a firm’s capital
structure is aimed o0 mitigate
inefficiency in the firm’s invest-
ment decisions that are caused by
information asymmetry. Myers
(1984) suggests that managers will
be reluctant to issue equity if they
feel it is undervalued in the
market. If new equity is under-
valued, wealth will be transferred
from existing shareholders to
new investors and shareholders
will prefer managers to reject
positive net present value projects
if their financing requires an issue
of undervalued equity. Myers and
Majluf (1984) point out that this
underinvestment can be avoided
if financing sources, which are
less susceptible to undervaluation
such as retained earnings and
debt, can be used to finance the
new projects. In such circums-
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2.1 Trade-off theory

The trade-off theory of capital
structure states that the optimal
debt-equity ratio is determined by
balancing off the benefit of debt
with the costs. Tax and bankr-
uptcy 1ssues ate considered as the
most important factors that affect
capital structure decisions. In this
regard, Graham and Harvey (2001
state that the tax advantage of
interest deducubility 1s the chief
benefit of debt and the primary
costs are those costs that are
associated with bankruptcy.

The rtrade-off theory began
with the unrealistic MM’s (1963)
conclusion, which implies that
firms could benefit by increasing
the level of debt, even reaching to
a 100° debt rato, if possible, but,
according to MM (1963), share-
holder would require a higher
return as debt increased to comp-
ensate for their increased risk.
Baxter (1967) argues that the
effect of over-leveraging might
result in larger fixed interest pay-
ments arising due to the greater
amount of debt in the firm’s
capital structure. Such a circums-
tance, as stated by Baxter (1967),
decreases the firm’s earnings ava-
ilable for sharcholders and will,

eventually, cause financial distress
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for the firm. Baxter (1967) also
argues that the debr related costs,
such as bankruptcy costs, might
exceed the debt’s tax advantages.
Therefore, financial economists
argue that firms should use debt
until the tax advantages of using
debt equals the cost of using
more debt and expected bank-

rup LCV COSsts.

The static trade-off theory, as
stated by Myers (2001), would
work well if the aim of companies
was to maximise shareholders
wealth. This is because value
maximising managers should
never pass up tax deducabilicy
from inrerest payments as long as
the probability of financial
distress is relatively low.

2.2 Agency cost theory

The agency cost theory states
that financing with risky debt
creates an agency problem for
firms, and optimal capiral struc-
ture 1s determined by minimizing
the costs arising from conflicts
between the stakeholders of the
firm. Jensen and Meckling (1976)
identified two types of conflicts:
conflict between  shareholders
and managers, and conflict bet-
ween  sharcholders and debth-
olders.
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questonnaires.  Several  factors
were hypothesised o impact on
capital structure from a review of
the relevant literature and previ-
ous published capital structure
studies, which also adopred ques-
tionnaires.  These factors  deal
with the implicatons of the diffe-
rent  capital - structure  theories
including the static  trade-off,
agency cost, and asymmetric info-
rmation theories. In other words,
this  paper examines whether
firms actions in Libya are cons-

istent with these capital structure
theories.

The remainder of the paper is
organised as follows: the next
secnon outlines a review of the
relevant literature on capital stru-
cturc. This 1s followed by a
description of the methodology
and dara. Current capital structure
pracuses in Libya are illustrated in
secuon four while section five
concludes the paper.

2. Capital Structure Theory

Myers (2001) argues that there
1s no general capital  structure
theory that can explain the fina-
ncing patierns of all companies
but that there are several theores
that can explain the different
financing behaviours of different

companies. Capital structure the-
ores differ, as stated by Myers
(2001), in terms of their emphases
on taxes (the trade-oft theory),
differences in information  (the
pecking order theory) and agency
problems  (the agency  cost
theory).

Capital ~ structure  theories,
according to Nuri (2000, and
Brounen et al, 2004) , are divided
Into two categories. Firstly, the-
ories that attempt to explain how
tirms can obtain optimal debt to
equity ratos (the static trade-off
theory and the agency cost
theory) and secondly, theories
that artempt to explain why firms
may have a preference berween
the types of finance, whether they
chose long or short term debe
and how companies can use their
financing decisions to send sign-
als to their investors and other
interested  parties  (the  pecking
order theory and the signalling
theory). Mvers (1984 and 2001) and
Antoniou, ¢/ af (2002) state that in
the capiral structure theories that
have target debt raunos, the
company sets a target capital stru
cture and gradually moves towa
rds 1t in order to achieve their
target capital structure.

19
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The Theory and Practice of
Capital Structure: A survey
of Libyan Companies

1. Introduction

The mainstream approach in
most previous empirical studies
of capital structure has been to
estimate regression equations w-
ith proxies for dependent and
independent variables. These stu-
dies test for relationships betw-
een leverage variables and other
factors. This methodology, how-
ever, has been criticised by Hem-
pel (1983) among others, because
the  explanatory  variables — are
restricted to those which can be
quantified. Barton and Gord-on
(1987) argue that this restrict-tion
leads to oversimplification  of
how the firm works. This quanti-
rative analysis tends to ignore
managerial preferences in capital
structure decisions, and Barton
and Matthews (1989) state that a
new paradigm is needed which
includes the qualitative factors
which have an impact on the
firm’s financing decisions.
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Barton and Gordon (1987) argue
that if the aim is to get a better
understanding of capital structure
policy, capital structure models
should include the role of
management preferences, beliefs
and expectations.  Furthermore,
Matthews et al, (1994) argue that
analysis of capital structure dec-
istons should incorporate strate-
gic management, decision scien-
ces, and social psychology to
build a conceptual model  for
understanding  capital  structure
decisions.  Furthermore, a new
paradigm 1s needed due to the
fact that some of the conclusions
of the agency, pecking order and
signalling theories, as pointed out
by Norton (1990), are difficult to
test without using a survey-based
analysis.

This paper attempts to examine
the factors influencing  capital
structure in  Libyan companies
using  evidence  provided by
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Appendix 1: The Number of Seismic Crews, Drilling Rigs, Wells Completed

and the Added Proven Reserves in Libya between 1960-1999

The ’ Exploratory

”U”Fbef of The number of acti and
Year saismic mber o active AvaloRmER! Added

R—— drilling rigs P proven

wells
work . completed

1960 4725 | 34 197 0
1961 | 4386 | 35 198 0
1962 3592 43 209 1500
1963 3328 46 390 2500
1964 2465 | 45 420 2000
1965 215.9 55 302 1000
1966 1436 | 21 238 10000
1967 185.6 22 134 9200
1968 149.4 37 150 800
1969 | 2437 55 235 5000
1970 126.7 13 245 -5800
1971 44.7 18 81 -4200
1972 48.6 9 55 5400
1973 2 8 82 -4900
1974 339 14 73 1100
1975 94.5 9 84 -500
1976 120.9 18 88 -600
1977 90.9 | 24 136 -500
1978 109.3 | 28 135 -700
1979 | 776 | 34 220 i
1980 | 1084 38 192 25t
1981 183 33 157 0
1982 | 163 28 89 atil:
1983 232 35 80 -230
1984 199 34 86 170
1985 205 34 65 200
1986 1355 12 40 1500
1987 95.6 15 41 0
1988 127 20 100 0
1989 | 1145 17 110 0
1990 143 15 98 135

Source: Mahmud and Russell, (2002).
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9-The Libyan Dinar was linked to the
Pound Sterling from 1951 undl 1971
and to the US Doliar thereafter, but
since March 1986 it has been linked

instead to  Special Drawing Rights
(SDRs).
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The UN and the UN sanctions
were seen by the mterviewees as
having negatively impacted the
Libyan economy in general and
the oil and gas sector in particular
to varving degrees. Although the
Libyan oil sector has managed to
open new markets, according to
the mterviewees, the sanctions
caused a large increase in prod-
uction costs. In the new era, with
Libva now re-joining the world
community in both political and
economic  terms, the  likely
premium will be on flexibility, as
the financial and industral
sectors are gradually re-exposed
to market forces. Relatedly, Libya
has adopted a policy of fixing its
exchange rate, meaning that there
15 no straight forward relationship
between Libya's oil revenues and
the value of the Libyan Dinar.
Future vears may see this policy
come under severe pressure if
Libva continues with 1ts current
policy of ¢cconomic integration at
the global level.

Footnotes:

1-It was not possible o meet this
interviewee  because he  was moving
around Libya at the time the research
was undertaken.

2-1issential alimentary goods Libya

nclude: milk; sugar: plain; veg table and

olive oil: tea: coffee; and tomato sauct

3-These cost reductions were |u|m.l11l\
in the form of salary reductions

4-Libva has reduced otl-related costs In
using 1ts own crude il reserves 10
produce finished ol products  for
domestic  consumption Previous|y.
normal practice was to exporl crude ol

and impaort the completed products.

5-Libva's influence m OPEC 18 largeh
tlL‘I'l\'t:'d from 1ts pu.&'illnn as one of the
largest producers of crude ol n the
wotld. Libva is the major o1l exporter to
many parts of the world, including
[Europe (Country Analysis Briefs, |.ibya,
2002). It was the number one countrn
for new exploration, development and
production ventures in 2000
(Widdershoven, 2002).

6-Ras Lanuf Corporanon s the biggest
refining centre in Libya; the third stage
development includes the building of
several new chemical factones.

7-This period being 19 vears after the
first vear of oil production in Libya and
ends  with  the mmposition ot US
sancuons,

8-The Kruskal-Wallis Test  factlitates
companson  of the scores on a
continuous variable for three or more
groups. Scores are converted o ranks
and the mean rank for cach group 18
compared. A significance level with a
value lower than .03, indicates that there
is a statistically significant difference n
the varable across the groups. The
Mean Rank tor the groups will then
indicate  the group with the  highest
overall ranking, corresponding o the
highest score on the variable (Pallant,
2001).

15
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that the wvalue of the Libyan
Dinar generally reflects political
rather than economic thinking.

Interviewee 3 also indicated a
belief that no strong relationship
exists  between  Libya’s  oil
revenues and the value of the
Libyan Dinar; he mentioned a
study by Alsoda (1973) in this
context. Alsoda’s study pointed
out that as the Libyan Dinar is
not a free currency, it tends not
to be used in Libya’s transactions
with other nations. In fact, Libya
undertakes  these  transactions
using its hard currencies, and so
the value of the Libyan Dinar has
no impact on the profitability of
these  rransactions.  However,
Libya can profit from managing
its hard currencies efficiently;
Alsoda (1973) recommends incr-
casing the value of the Libyan
Dinar for internal purposes,
explaining that in so doing, the
nation will reduce imported
inflation and provide stability in
the local prices of imported
goods. T‘urthermore, the author
recommends use of a multi-
exchange rate policy, as adopted
in other developing  countries,
including Egypt and Sudan. This
change would allow Libya to gain
the advantages of the new price
for Libyan imports, while still
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using the old price in other
transactions, in particular when
any Income arising in Libya is
transferred to the outside world.

Summary and Conclusion

The Libyan experts inter-
viewed for this study indicated
that oil price movements have
major implicatons  for  the
nation’s financial performance
because Libya’s economy is hea-
vily dependent on oil revenues.
Libya has adopted a long-term
plan for the oil sector, based
around extraction of the max-
imum quantity of oil in the long-
term, and has increased its share
of various oil production agreem-
ents in an attempt to maximise its
oil revenues. Although Libya has
tried to reduce its dependence on
the oil sector and establish new
sources of revenues, the nation’s
economy is stll believed to be
greatly dependent on oil reve-
nues. However Libya is perceived
by the interviewees to  have
managed, to a degree, to reduce
the impact of low oil prices by
employing policies to compress
expenditure and  reduce  produ-
ction costs, as well as by starting
refining  actvities  inside  and
outside Lil)}':l.
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The Effect of Exchange Rate
Fluctuations

It was considered important to
examine  perceptions  regarding
the effect of exchange rate flu-
ctuations, and so a further section
of the interviews investigated the
relationship between oil pricing
risk and the relative values of the
Libyan Dinar and the US Dollar.
Views amongst the interviewees
were again mixed; for example,
Interviewee 11 chose not to give
an opinion on this issue, sugg-
esting instead that it was a matter
for investment experts on this
subject, whereas four intervie-
wees  volunteered the opinion
that an indirect relationship exists
berween the exchange rate and
Libya’s oil revenues. In particular,
these 1nterviewees believed that
oil revenues are the main source
of hard currency in Libya, ther-
efore higher oil prices provide
Libya with higher oil revenues,
which in turn provide the nation
with hard currency. Higher oil
prices in turn allow Libya to
control the value of 1ts local
currency (in either direction)
whereas lower oil prices are likely
to lead to a depreciation of the
Dinar.

Six of the interviewees exp-
ressed the view that there is no
relationship berween Libya’s ol
revenues and the strength of the
Libyan  Dinar. For example,
Interviewee 9 indicated that
Libya’s adoption of a policy of
fixed rates means that there is no
relationship between Libya’s ol
revenues and the Libyan Dinat.
However, this interviewee sugg-
ested that, in the longer term, oil
revenues do exert some influence
on the value of the Libyan Dinar,
noting that the direction of the
relationship in practice 1s the
opposite  of what might be
expected.

Interviewee 7 stated that while
there may well be a theoretical
link between Libya’s oil revenues
and the value of the Libyan
Dinar, in practical terms no such
relationship exists, as was evident
when Libya depreciated  the
Libvan Dinar during periods
when oil revenue was high. For
example, the largest depreciation
of the Libyan Dinar took place in
2002 when the average oil price
was $22.81 per barrel; in contrast,
the currency’s value has appr-
cciated at times when revenues
are low, e.g in 1998 when the
average oll price was S11.91 per
batrel. This interviewee added
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The Kruskal-Wallis results
regarding the number of active
drilling rigs indicated that P1 had
the highest total with the lowest
being recorded in P2. This result
suggests that the US sanctions
had the most severe negative
impact on the oil and gas sector
in Libya, although drilling acuvity
recovered somewhat when the
UN sanctions began in 1992. The
results regarding: (i) the number
of exploratory and development
wells completed; as well as (i)
additions to proven crude oil
reserves, indicate a higher mean
rank for both measures by the
time of the UN sanctions, but the
differences were insignificant.
This finding is consistent with the
sanctions having a negligible im-
pact on this aspect of oil and gas
activity in Libya.

The results across the four
indicators suggest substantial diff-
erences in the impact of the
sanctions on the Libyan oil and
gas sector; this appears to cont-
radict the suggestion by Mahmud
and Russell that:

The four indicators are relat-
ed, since increased seismic crews
permit identification of more pot-
ential structures, which, in turn,
involve more drilling activity to

discover deposits. Ultimately, this
would probably result in incr-
eased completion of exploratory
and development wells and enha-
nced discovery of proven crude
oil reserves (Mahmud  and
Russell, 2002, p. 31).

The results obtained in this
paper do not support this
contention. However, the current
study’s findings are, consistent
with Jennings e a/. (2000) who
stated that, after drilling the well
to final depth, the operator will
either decide: (i) to develop and
complete the well (if 1t s
profitable) or; (ii) to abandon if it
is not. Any additional wells may
not significantly affect the quan-
tity of crude oil reserves; howe-
ver, the number of wells always
has a direct effect on the rate of
extraction of the reserves. Furt-
hermore, visual inspection of the
data in Appendix 1, indicates that
the relationship between the four
measures is clearly different from
what Mahmud and Russell’s res-
ults predict; for example when
the number of seismic crews
increased dramatically in 1981
from 108 to 183, the other three
indicators decreased.
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Table 2. Examination of the p-
values indicates that there were
statistically significant intertem.
poral differences in the distrib-
uton of both the number of
seismic crews and the number of
drilling  rigs. However, the
number of completed wells and
added proven reserves did not
appear to be time-dependent.

The results regarding the num-
ber of seismic crews at work
indicate that the mean rank of P2
1s lower than P1, with the lowest
mean rank occurring in P3. These
findings suggest that the US
sanctions led to a significant dec-
rease in the number of seismic

crews operating in Libya, with the
UN sanctions leading to a further
teduction. In other words, both
sets of sanctions had substantial
adverse impacts on the Libyan oil
and gas sector; however, in terms
of changes in mean rank, the
impact of the UN sanctions

appears to have been greater.

Table 2: Results of the Kruskal-Wallis Test

Indicators P-value Periods (mean rank)
Pl P2 P3

Number of seismic 506 | 14330 | 10000 4170
crews at work
Number of active | 40 | 5250 | 4330 8.920
drilling rigs
Exploratory and
development  wells 0.513 9.000 7.670 11.830
completed
Added proven crude 0.725 5.170 11.580 11.750
oil reserves

Note: This table presents the r

measures across the three periods. Pl =
The figures in bold are the mean ranks.

esults of Kruskal-Wallis analysis comparing the four
1980-1985; P2 = 1986-1991; P3 = 1992-1997.

11
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stated, however, that the san-
ctions had led to some increases
in production costs as a result of
the necessity to import oil equip-
ment through third parties.

Many of the views put forward
by the interviewees regarding the
(non) impact of UN and US
sanctions on the Libyan economy
and the oil and gas sector appear
to conflict with the finding of the
aggregate study by Mahmud and
Russell (2002). Three possible
reasons might explain the app-
arent inconsistency. First, Mah-
mud and Russell used four
indicators in their study, namely:
the number of seismic crews at
work; the number of acuve dri-
lling rigs; the number of explor-
atory and development wells
completed; and additions  to
proven crude oil reserves. How-
ever, these measures might not
fully reflect the entire impact of
the sanctions; for example, the
effect on production costs and
employee training might not be
incorporated fully. Second, Mah-
mud and Russell split their data
into sub-periods to coincide with
the application of new Govern-
ment policies and the change
from concessionary terms  to
participation  terms; the  sub-
periods used do not therefore

10

coincide with the dates of the
sanctions. Third, Mahmud and
Russell employed a data set
beginning in 1960, the starting
point of major oil exploration in
Libya. Atguably, it might be
worth re-performing the  tests,
but excluding the early period
and beginning later to avoid the
results being overly influenced by
the dramatic changes in oil expl-
oration and production that took
place during the 1960s and 1970s,
to obtain more generalisable evid-
ence.

To undertake the replication of
the Mahmud and Russell (2002)
study, the same four indicators
were used. In contrast to the
earlier study, three five-year
periods - chosen to coincide with
major changes 1n the sanctions
regime - were employed. The first
period, 1980-1985 (Pl), repre-
sents a regular production stage®;
the second period, 1986-1991
(P2), reflects the time-span over
which US sanctions were in place,
while the third period, 1992-1997
(P3), covers the first five years of
UN sanctions.

The results of a Kruskal-
Wallis® test comparing the values
of the four indicators across the
three periods are presented in
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UN. One mnterviewee indicated
that the consequences of the UN
sanctions were the most severe,
but another thought that neither
UN nor US sanctons had
significantly affected the Libyan
economy 1n general or the oil and
gas sector in particular.

Five of the eleven interv-
iewees indicated that the cons-
equences of the sanctions have
been greater in the oil and gas
sector than in other parts of the
Libyan economy. For example,
Interviewee G highlighted the
large increase in the cost of
production-related ~ spare parts
and equipment caused by both
sets of sanctions, which in some
cases rose by around 300 per cent
because of the need to source
these items externally. This int-
erviewee added that although the
Libyan oil sector had managed to
open new markets such as the
UK and Canada, the period of
sanctions was characterised by
serious problems regarding empl-
oyees’ training and the obtaining
of technical equipment; both of
these difficulties had adversely
affected the maintenance of oil
fields and growth levels in the oil
sector. For example, the third
stage of development at the Ras
Lanuf Corporation® was halted

Because of these sanctions.

Interviewee 10 indicated that
while many believed the sanctions
not to have affected the Libyan
economy, he thought that they
had inflicted serious damage,
especially in the oil sector where
production costs had increased
significantly, while production
rates and exploration activities
decreased. Interviewee 9 indica-
ted that for the oil and gas sector
the consequences of the US san-
ctions were greater than the
consequences of the UN sanc-
tions, stating that:

The impactsof these sanctions
on the Libyan macro economy
are many; some physical and
others moral,

Interviewee 8 stated that the
consequences of the US sanctions
on the Libyan economy wete not
great, whereas, the UN sanctions
had had a devastating impact on
all sectors, including oil and gas.
In contrast, Interviewee 7 believ-
ed that neither the UN nor US
sanctions had damaged the Li-
byan economy in general or the
oil and gas sector individually; he
pointed to the results of Mahmud
and Russell (2002) as supporting
this opinion. This individual
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to create new sources of GDP.
As an alternative to broadening
the nation’s industrial base, Liby-
an attempts to compress expend-
iture were seen as proving to be
more successful. Two intervie-
wees outlined specific examples
of areas where central expe-
nditure had been reduced, incl-
uding the cancellation of some
premiums (reducing salaries), the
transfer of some Governmental
employees to private institutions,
the impositon of new quotas on
imports and the foreign transfer
of hard currencies. Interviewee
11 added that the lowest expected
oil price (based on historical
trends) is used in the planning

stage.

Three interviewees believed
that oil price variability has a
stronget impact on development
expenditure than on administer-
ative expenditure. This view is
evidenced by the simultancous
decline in development spending
that has taken place in Libya since
the mid-1980s; development
plans have, as a result, become
annual occurrences since 1985,
rather than operating on the basis
of the previous system of three-
or five-yearly reviews.

Interviewees 5 and 6 indicated
that the Libyan government has
taken action to reduce production
costs®, in response to low oil
prices, while Interviewee 7 noted
that Libya has managed to lessen
the impact of low oil prices by
starting refining activities both
within and outside the country™,
adding that Libya refines appro-
ximately 300,000 barrels per day
in refining industrdes located
abroad, but domestically-owned.
In addition, two Interviewees
stated that Libya works with
OPEC to help bring about stab-
ility in oil prices®. However,
Interviewee 8 believed that the
determination of oil prices is
largely a political rather than an
economic decision.

The Impact of UN and US
Sanctions on Libya

The interviewees’ opinions
about the impact of UN and US
sanctions on Libya generally fell
into one of four groups. Seven
individuals thought that the UN
and US sanctions led to equally
negative consequences  for the
Libyan cconomy, including the oil
and gas sector, while two of them
believed that the impact of the
US sanctions was greater than the

effect of those imposed by the



i 2005 4 24 aladl) — 5 ol y i) b sl 3 Adaa

big petroleum companies are
prevented from working in Libya
The oil price does not affect

oil  production because ]

revenue is the main source for the
Libyan economy.

Interviewees 10 and 11 also
explained that there is probably
an Intenton to extract oil on the
basis of Libyan national interest.
Intetviewee 11 indicated thar:

The NOC has a long-term plan
to extract oil and this plan
includes two aspects: to maintain
the oil production levels and to

undertake  new  exploration
activeities.

-

According to Interviewee 7,
Libya intends to rely on the use
of advanced technclogical equip-
ment that allows for the extr-
acton of the maximum quantity
of oil in the long-term. As a result
of the eatly stages of implem-
enting this strategy, Libya has
reduced its oil production from
approximately 3.31 million barrels
per day (b/d) in the early 1970s
to between 1 to 1.5 million b/d in
recent years. The interviewee also
indicated that in order to
maximise its oil revenues, Libya
has increased its share of many
oil production agreements as well

as playing a significant and dircct
role in increasing oil prices,
particularly  during the 1970s.
Overall, this evidence suggests
that in Libya, production acti-
vities are more likely to influence
oil prices than vice-versa, ref-
lecting the nation’s share of
global oil production.

Methods of Reducing the
Impact of Oil Price Changes

A further section of the intet--
views investigated the policies
and procedures that the Libyan
State adopts to reduce the impact
of oil prce fluctuations. The
interviewees again expressed a
range of views about the issues
that are most relevant in the
context of an examinaton of
pricing volatility. For example,
eight of the interviewees believed
that the Libyan government
invests heavily in the industrial
and agriculture sectors in an
attempt to create new sources of
natonal wealth and thereby
reduce its dependence on oil
revenues. However, most of the
participants suggested that these
efforts had not achieved their
objectives, with the result that
Libya is still highly dependent on

- oil revenues; all eight added that,

to this day, it is proving difficult

.
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Table 1: Correlation Between the Key Factors Mentioned by
the Interviewees over 1981-2001

e Tax Customs | Non OQil
Oil Price | Imports Revenue | Revenue | Revenue
Imports 0.606*
p-value 0.004
Tax Revenue . 0.032 0.484~
p-value *0.891 0.026
Customs ”
Fisonas -0.179 0.151 | 0.630
| p-value 0.438 0.513 0.002
Non Qil . .
ot -0.046 0.326 0.823 0.571
p-value 0.843 0.149 0 0.007
Administrative . . g g
Expenditure 0.349 0.579 0.608 0.703 0.612
p-value 0.121 0.006 0.003 0 0.003
Development . ‘
Expenditure 0.880 0.717 0.27 0.068 0.137
p-value 0 0 0.237 0.768 0.554

Note: This table presents the correlaton between Libyan ol prices, adminis
trative expenditure, development expenditure, imports, tax revenue, customs
revenue and non-oil revenue over the period 1981-2001. A * indicates that
the coefficient is significant at 5% level on the basis of a two-rtailed test..

0Oil Production Policies

The second part of each
interview dealt with the oil
production policies adopted by
the Libyan State and the effect of
these on oil price variability. Six
of the interviewees indicated that,
as Libya is a member of OPEC,
its production level is largely
determined externally and there is
no alternative long-term oil extr-

6

action strategy. However, Interv-
tewee 2 believed that a separate
long-term plan exists at the
Planning Ministry, as did Intervie-
wee 6. The latter pointed out
that:

The US sanctions had a strong
negative impact on the Libyan
petroleum  sector. They make
the development of the petroleum
sector very difficult because the
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Inspection of the table reveals
that, for oil prices, the only
significant relationships are posit-
ive ones with development exp-
enditure and imports. For imp-
orts, additional significant posi-
tive relatonships exist with:
development expenditure, admin-
istrative  expenditure and  tax
revenues.

This data is presented here as it
reflects the variables mentioned
regularly by the interviewees; in
addition, the data appear to be
consistent with the opinion of
Interviewee 5 that oil prices do
not affect the current adminis-
trative budget to the same extent
as in the past, mainly because the
administrative budget is financed
from non-oil revenue. However,
inspection of Table 1 also reveals

that the correladon coefficient
between the administ-ratve bud-

get and non-oil revenue 1S

positive and statisdcally signif-
icant.

The correlation results are
consistent with the beliefs of
Interviewees 8, 9 and 10 that oil
price fluctuations positively inf-
luence development expenditure,
imports and tax revenue, but
appear to run counter to the idea
that imports have a positive

impact on customs fevenuc. In
fact, most imports arc undertaken
by the state for its development
projects and no customs duties
arc paid; this could 1n turn
explain why no relationship was
found between the level of
imports and customs revenuc.
The main reason for the rapid
increase in Libyan customs and
tax revenues since 1993 is the
resurgence of the private sector.
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fixed; and (iii) the lack of pro-
gress in diversifying cconomic
activity, with Libya failing to
organise a significant non-oil ind-
ustrial sector. For example, Inter-
viewee 7 pointed out that:

The Libyan economy is heavily
dependent on oil revenues, and
oil revenues are calculated by
multplying the quantity of exp-
orted oil by the oil price. In fact,
the quantity of exported oil is a
fixed proportion determined by
OPEC. Oil price fluctuations
therefore have a direct influence
in the same direction up and
down on: Libyan GDP; per capita
income; the general budget; hard
currency; exports and imports;
the balance of payments; devel-
opment budgets; and actual exp-
enditure on the development
budget.

Interviewee 5 stated that oil
price fluctuations only partially
influence imports because some
Libyan imports such as essential
alimentary goods® are not influ-
enced by changes in oil prices.
This interviewee added that oil
prices do not directly affect the
administrative budget as much as
in the past because the budget is
in creasingly financed from
other sources such as customs

and tax revenues. However,
Interviewees 8 and 10 both stated
that customs and tax revenues are
strongly affected by oil prices,
explaining that the higher the oil
price, the higher the oil revenue
and the more the country can
afford to make development
plans that raise the wvalue of
IMpOrts.

Interviewee 9 highlighted that
the oil price impacts the micro
economy through the value of
actual expenditure on develop-
ment plans; in particular, a large
scale development plan leads to 2
big increase in demand. Such 2
rise influences the level of 1inv-
estment and creates a wide range
of new jobs, which in wm
maximise customs and tax rev-
enues.

Table 1 presents the correlation
matrix for the key variables
mentioned by the interviewees a8
being relevant in the context of
oil pricing risk in Libya. Spec
tfically, data for oil prices, adm-
inistrative expenditure, develop-
ment expenditure, imports, %
revenues, customs revenues and
non-oil revenues are shown.
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rview, the answers were written
down and immediately following
the end of each interview the
notes were reviewed to ensure
that none of the interviewee’s
comments were lost. The decisi-
on to wrte down the answers
rather than tape them was made
because the former recording
method can encourage a higher
degree of frankness (Hussey and
Hussey, 1997); in addition, the
method was recommended by the
Libyan experts on the first trip,
for the same reason. The inter-
views were structured 1n nature
and were based around the seven
questions.

For many years the exchange
rate in Libya was fixed, but since
1999 CBL has gradually enginee-
red a large depreciation of the
Libyan Dinar (LYD). As a result,
in 1999 1 LYD equalled 2.165 US
$ whereas in 2006, 1 LYD equ-
alled only 0.68 US §. Furth-
ermore, as Libyan oil revenue is
directly related to the value of the
US dollar, it 1s possible that fluct-
uations in the strength of the US
Dollar could impact the Libyan
economy severely. The role of the
exchange rate on the Libyan
economy was therefore included
in the discussions.

The interview questions Were
divided up into sections covering
the following five themes: (i) the
impact of oil price fluctuations at
both micro and macro level; (11)
the policies that the Libyan State
adopts to reduce the impact of oll
price fluctuations; (i) the effect
of UN and US oil sanctions on
the Libyan economy; and (iv) the
effect of exchange rate fluct-
uations.

The Impact of Oil Price
Changes

The first part of each
interview examined views about
the impact of oil pricc movem-
ents on the Libyan macro and
micro economy. All of the nte-
rviewees concurred with the view
that the state of the Libyan
macro-and  micro-economy 1§
highly dependent on the oil price,
typically pointing out that when
oil prices nse there will be a
positive effect on: the Libyan
economy and vice-versa. Reasons
given by the interviewees for this
belief included: (i) the fact that
Libya’s economy is based largely
on oil revenues, with oil repr-
esenting about 95 per cent of
total hard currency; (i) the
tendency in Libya for the level of
oil production to be virtually

3
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main research interviews took
place between 15" June 2003 and
6" September 2003, during which
time 11 interviews were condu-
cted, each lasting an average of 40
minutes.

The 11 Libyan experts selected
for interview were chosen bec-
ause their qualifications, expetie-
nce and positions indicated that
they were likely to have relevant
and timely knowledge about the
oil and gas sector in Libya. To
allow a breadth of different
perceptions to emerge, the interv-
iewees were also chosen to repre-
sent a wide variety of backgrou-
nds and included academics,
Government officials, an Insura-
nce company and a senior Libyan
representative at OPEC. The
English language was used in
developing the questions to be
asked, but the Arabic language
was used for the interviews
themselves. Ten of the intervie-
wees have a PhD, five of these
are in economics and five in
accounting; and the only inter-
viewee without PhD has an aca-
demic background in chemical
engineering. Two of the interview
ees have ministerial experience,
one as the Minister of General
Planning  (curtently with a
position as the Minister of the

2

Economy); prior to that this
interviewee was the chairman of
the Central Bank of Libya (CBL).
One 'of the interviewees has
expetience as Minister of Mon-
itoring and Control (while also
serving as the Minister of
Finance). One interviewee rece-
ntly served as Libya’s represe-
ntative in OPEC; he is also a
consultant in the Libyan National
Oil Company (NOC) and was the
chairman for teh vyears. The
chairman of the Libyan Insurance
Company, previously the deputy
of Ministry of Finance, was also
interviewed, while another inter-
viewee is the current chairman of
the Economic Research Centre in
Benghazi, a board director of
CBL, a member of the General
Planning Committee and had
previously served as the Dean of
the Economics Faculty at the
University of Garyounis. The
other six interviewees, all acade-
mics, were selected because the
Libyan government regularly em-
ploys such staff members as
consultants and managers of state
corporations, and as senior
Government officials.

Each interview was conducted
face to face, except for interview
number 11 which was conducted
by telephone®. During each inte-
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Oil Price Changes and the Libyan

Economy: Perceptions
of Libyan Experts

Idris Elsharif
Vacnlty of Econemics, Unirersity of Coanyotitii s,
Iibyu
Bruce Burton
School of Necountaney and Business I,
Useversity of Dundee , the UK

Introduction

The mmpact of ol  price
changes on the demand for (and
the supply of) the outpur of the
oil and gas industry suggests that
increased knowledge about the
nature and effect of crude oil
price movements Is likely to be of
interest to most institutions and
organisations in the global ccon-
omy. The importance of the
energy sector is evident even in
country as Libya where the
nation’s massive dependence on
oill export revenues renders the
economy especially  prone  to
significant swings in oil prices.

This paper therefore, provides
an analysis of the interviews
conducted with Libyan experts to
investigate the impact of oil price
changes on the Libyan economy.
In particular, the Interviews were
used to investigate: (i) the impact
of movements in crude oil prices
and exchange rates; (i) how the
Libvan state attempts to manage
exposure to these risks in order

to reduce their impact; and (111)
the role of UN and US oil
sanctions on the Libyan econo-
my. The more general aim of the
paper is to examine the extent to
which perceptons regarding ol
price change exposure In 2
developing country without a
liquid stock market but with a
great dependence on the success
of the oil industry.

The Interview Method

A pilot interview conducted 1n
April 2003 to ascertain the scope
for using a full sertes of
interviews to establish views on
the effects of price movements.
The interviews took place at the
Faculty of Economics at Garyo-
unis University; during this pilot
interview a number of academic
staff with a good knowledge of
the oil industry provided helpful
advice regarding both the content
of the interviews and the iden-
ddes of suitable interviewees. The

1
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It 1s our pleasure to contribute by this modest effort in the field of
scientific research , through publication of Journal of " Dirasat in Econom-
ics and Business" volume 24 for the year 2005.This volume includes several
researchs , and essayes , which were submitted and accepted for publication
during 2006 . These articles are in the area of economics, management ,acc-
ountng , finance , political science , and statistics .

In addition to the obove this issue includes a list of all master thesis 1n
the faculty of economics during the petiod of June-December 2005 , for
the purpose of facilitating research function by post graduate students 1n
libya .

This journal accepts , theoretical and applied researches in related fields
of interest It also welcomes all scientific criicsm , comments and Discussi-
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the area of economics , business , political science and applied quantitative

methode in libya and abroad .
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