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CHAPTER TWO

THE OVERVIEW OF LIBYAN ECONOMY AND LIBYAN STOCK MARKET

X
O

2.1 INTRODUCTION Y

After highlighting the purpose of this study and explainin %tructure of the thesis
in chapter one, this chapter presented the main featu t Wconomy in

1951 when Libya became independent. There is alsg conCentftin !he\@o-year

before the current time, when the United States (%d the jUnfj€d ions (UN)

imposes economic sanctions on Libya. The firs io {o s aﬁx;erview of
y ﬂ\p\ X

Libyan economy and some related subtitletw sectipn

financial market and stock markets histori& ird@f*tion pointed more
accurately to explain LSM history, chara\is @ the stages of its

development and concluded by the e effects Lsg}on economic growth in
Libya. The last part of this chapter inSigde

uld addressing the

conclusion.

. L . .
The relation between the sto ket o.n% growth is widely studied and
debated issue. However@e of L is esé‘ﬁshed quite recently, enough data

about the market are unNQ le. Te, Qévstudy will try to examine this linkage
. ¢ ‘-& . .
using some LSM 1 IS Sfic ) n@ t capitalization ratio (MCR) as a size
N3 ;
ongls ofé‘umover ratio (TR), and LSM Index (IDX).
4

measure, liquidi% atorp
Meanwhile, Rea\Gr8ss Domestic qu)dic.:t (RGDP) is used as an economic proxy. The
previous@es discussed the m performance, but this study will be the first

attemp, masure and evaluate the role and effect of LSM on Libyan economic
growaly durfiig the period 2008:M4 —2011:M2.

2.2 THE OVERVIEW OF LIBYAN ECONOMY

Libya is one of the developing countries, it has a large area and low average of the
population and large quantity of natural resources, oil and gas. To understand the

Libyan economy, it should know its nature and features is and whether it is capitalist
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or a socialist economy or it is a mixture of the both types. Also, to know whether it is
an open nature directed by free market forces or centrally-controlled economy, and if
it is market oriented or state-controlled. In addition to that, it should be known if it is a
mixed economy based on Islamic principles and socialist principles. In thi s&i’n the
ground from history, geography and the prime traits of the Li onomic

modification agenda with a few essential contents would be depicted

In his study Aljbiri (2008) demonstrated that the Libyan econ: tnessed a rapid
expansion during the 1970’s and also during the early 198(,’s, real GDP grew by
more than 10 percent on average. Oil revenues mainly co = ‘o this expansion.

In the mid 1980’s the average economic growth was sloWy and Li gos@_rnment
ale@ oil price
the,_1fstability of
duripg' the last three

began to experience recessionary trends. These tre
breakdown and the Gulf war in the period 1

economic policies and the non-stop changesaQf tifse

decades contributed to complicating the 4 &!9
x saiibe the features of the

above questions. However, there are thlﬁ ph se:\shi\c’ N

Libyan economy as follows: e o c};
9
&

1. This phase started in 197@ it L tpegsed é*ransition to socialism by
nationalising oil compan%\ makihg aﬁs@d allocation for development
especially in industria;g:%g cull

'y
1ds. o
2. It started in 1980 w% g

nt n@}&é a discussion stop the private sector
¢
working in Lib c@t wls d efb}()‘t'l?e law 4/1980 and by collecting and
redistributing % alth flvgg‘.' f@get was to create an instrument that would
ntMhe private sectg,y'

N

3. This ph Med in 1999 possesses the goal to find other income sources instead

and e harder to answer

control and ol

of ofytoMghieve the growth target in non-oil sector.

Libyan economy has a strong linkage with the rest of the world, especially in the trade
exchange field. As such, the country’s foreign exchange earning relies largely on the
crude oil exports. As the oil-rich countries in the Middle East and North Africa
(MENA), Libyan economy is significantly supported by oil exports. With fluctuation

and increases of the prices and revenues of the oil in the last two decades i.e. Since
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1970 the country has exerted notable efforts to achieve an economic diversification
aim. These efforts have caused sustained investment in the non-oil sectors,

particularly in agriculture, manufacturing fields and other sectors of the economy.

On the other hand, Libyan economy was plagued by many pr%s. Over-

dependence on the oil sector has been calculated into it where aiddgecOrds for 95

percent of the GDP. These problems make it rank adding to its counts for 95
percent of the GDP; these problems make it rank poor other advanced

economies. On top of that, there was an economic embargo sed on Libya in the
nineties after its transition to a socialist system in the_gj h'ch rgsulted in the

central economic situation in Libya for the last four deca J
ousw as a result

Libyan economy also suffered from many negat ve d¥pects w

of political and financial crisis. Different san ;tlon Wwere ed 0 ya by the US

and the UN. The US banned imports of c in 12 , and after that
extended it to include direct trade, commerc & activities. The UN
made an embargo, which began in a e.'q&of two Libyan citizens
involved in the crash of an Ame aero 1e in Scotland in 1988,
these sanctions, have negatwely ove alth ucation, oil sector and other

b %o' h@'been easing in 1999 and was

aspects of Libyan people s
%&Jp%ced its responsibility for the crash

completely declined in 20 after tr
while the US embargo cli

’
In June 2003 Presi cla@that the country’s public sector had failed

and called w tisafloyydt fhe ector, pledging to take Libya into the World
Trade Org (WTO) by e@lishing the former Trade and Economy. In
October e Prime Minister Tayeb Assafay declared a list of 360 firms in a
vari %tors (steel, petrochemicals, cement and agriculture) which were to be
prvaEnergy Information Administration/Department of Energy, 2005). This
function was executed in three stages. The first stage is that ownership of 260
factories was to be transferred from the public to the private sector at the end of 2005.
The second stage was to transform 46 factories into shareholding companies in which

employees and others would own shares by the end of 2007. The third stage aimed at
privatising 54 factories during the period 2007/2008 (Masoud, 2009).
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There are many secondary factors that have helped to exacerbate the weakness of the
Libyan economy. The important one is that it is a consumer based economy, which
consumes large returns of crude oil exports. There is no export based industry apart
from oil or oil- based derivatives in Libya. Moreover, there is another fac t has
an adverse impact on the effectiveness of the Libyan economy; it is e\s city of
human resources that constitute strong support for the success of ecBnomy. The
Libyan economy depends solely on the foreign labour. The vvors come from
several countries like Egypt, Sudan, Turkey, Chad, Niger, Tw Morocco, Syria,
etc., for working in all sectors. The percentage of non-Lib orkers employed in

Libya is approximately 70 percent (Zeaad, 2010). l

L 2
Furthermore, because of the socialist transformatic%Liby eco o’nzf\‘ge'd many
S 1.

problems that have brought its activities to a paral ate phat h thewt&rgest impact

\byans @‘Jare dependent

atigns™ook place in the

on the low standards of living of a large segnignt o

directly on the state for their income. Dedg e

Libyan economy in the study years, there a stil]m\

of funds and goods and, therefore, th 1 coa%
(4]

improve. '
In addition to the aforen&ntiged f4t0r p@ significant factor that has
the

contributed to weakenin ibyag® sgrfio js the unavailability of the stock

market. Even though 5 As esghblis in 2006, it was very unstable in the

first two years beca Nm lgg n r gg?fading and of contributing companies as
»@ wele 0 iv d foreign investors participating in the

market. On t ther ha{lcy*& st was adopted quite late, which the Libyan

i N

N

any years ago{—)
One SM’s publications 2009 titled “The importance of LSM in the Libyan

well. In additio

economy

ec yJPreported that the Libyan economy is currently in a transition stage, because
of the rebuilding of the policies, expansion of the base of ownership and distribution
of wealth of the citizens, these policies started in 1992 with the issuance of Law No.
(9) On the economic activities, and the subsequent laws such as the Banking Law No.
(1) For the year 1993, Law No. (5) For the year 1997 on foreign investment, and the
Law No. (21) For the year 2002, as well as the Banking Act, the new law for the year
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2005, this gave authority to the CBL in the licensing of foreign banks and the
liberalization of interest rates on deposits and, finally, Law No. (3) For the year 2007
for public companies, which gave the public companies the freedom to prepare
regulations for the administration and financial system, including salarie aWuded
it from the presence of observers and a non-financial subject to té}v of the
.

country's financial market. The main features of the Libyan econOmgy would be

explained as follows: Y'

2.2.1 Historical Background in Libya Y'

The historical background in Libya can be viewed fro o gngtes, @Fography and
| ]

population; politics and economy. These two aspec@scus ds spd y in the

ol S:f‘”
&

Libya before the last revolution 2011, l-%hae \g\@? ﬁ-\ﬂipeat Socialist People’s
1 eIt o RR)

h rth Aica with a long beach of

L
the Mediterranean Sea in south-Egm the e nisiiﬁhd Algeria in the west, and

Sudan, Chad and Niger’ to t: sWLib{a p 'Ss s@arge land of about 1,759,540

following sections.

2.2.1.1 Population and Geography cV °‘

Libyan Arab Jamahiriya. It is located

sq. km (679,358 sq. ml) an is ag e of some 2,000 km. It is the fourth

oy

largest country in Afric@evedtee larg@m the world and is seven times the
size of the UK. Liby im jte i&ing and autumn, where summer tends

to be very hot, te; 'Qj?old. The climate is diverse with the

\
Mediterranean ge the and@sembles the desert climate in the south.

Otherwise, l&c mprises of desa;IZS per cent of it with 25 percent sand dunes),
the rest of¢ Nnd being arable land (19 percent), permanent crops (17 percent), and

is

pastu ercent) and forest (4 percent).

In fact, Libya is rich in natural resources (like oil and natural gas) and other areas of
iron ore, Sebeka salts and pastures (Masoud, 2009). Besides the oil and gas sector,
other two key industrial sectors are agriculture and fishing. Libya’s geographical
location has helped a lot for the trade networks and exchange of goods and products

between Europe and Central Africa through some Libyan local areas, such as coastal
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towns and oasis. The Libyan geographical area also serves as a strategic link between
eastern and western nations. The population increased from 3,225.1 thousand in 1980
to 4,524.4 thousand in 1990, 5,426.8 thousand in 2000 and reached around 6,089
million in 2007 (CBL annual reports 1980, 1990, 2000, 2007). The yeaK ulation

growth rate during the period 1975-2005 was about 2.9, due to impr%%andards of

living, and is expected to be 1.9 percent during the period 2005-201 oud, 2009).

2.2.1.2 Libyan Economic History

Historical records indicate that the primitive inhabitan 'tiya are Berber, a

primitive tribe. The country was known as Libu in ancie y iM ‘refg_s to one

of the Berber tribes which lived on the west of th%mver n Egyit @sands of
cared at

years ago. On the other hand, because of Libya’ tife Str gi% Mace between
Europe, Africa and the Middle East, its histor% ee the essful invaded
ians ied t

places. From the 10th century BC, the P o%a
Li&

The Greeks referred to the tribesmen a S ndt\h e gouhtry’s name became
‘Libya’. This fact was also mentione Ciﬁﬁ\%ﬂ anﬁhring the era of Ramses

IT (1298-1232 BC). In the sixth ;? Bﬁg‘é A& prominently as a mighty
a

0 he gyest of the country.

state and survived until the seco tulj er @10]} it was overthrown by the
Romans. In the fifth cent\u%) \v?ﬂg <<b{;'the Vandals, and in the sixth
century, it fell under the Qq&tro zantjags. In the seventh century Muslim
Arabs conquered Lib&e b i€ of ifteenth century the Libyan coast had

minimal control and rb!ul's ¢lha‘@ns for the pirates. In 1550 in order to

@
protect the Islamj %{frop}pﬁu he@uslim lands like Libya, Tunisia and Algeria

invited the O* ultan t exén%ﬁ% control to their countries. The Turkish Rule
initiated sin\ 1 and continued\cl?ntil 1835 (Masoud, 2009). In 1843, the Sanussi
Order se% Cyrenaica, which is at the heart of the Bedouin tribes. By 1894s they

movgd tON§I-Kufrah oasis from the Jaghbub oasis to control the Sahara trade routes,
which pPassed through Zawaya. The highest degree of political and historical

N

movement occurred within this period (Masoud, 2009).

The weakening of the Ottoman Empire led to the first Italian War against the Turkish
in 1911. In 1912 the world was recognized the Italian sovereignty, Despite that,

Libyans continued to fight against the Italians until 1914. In 1949 the UN voted that
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Libya should become an independent country. The country contains three separate
areas: Tripoli Tania, Cyrenaica and Fezzan. On 24 December 1951 Libya became the

United Kingdom of Libya. The new nation became a monarchy ruled by Ky ris

between 1951 and 1969. His political leadership derived from his role a; ﬁdg er of
the religious movement established by his family under the name ﬁ%

Order. .

During the early years of independence in 1951 the Libyan W‘ny was under-
developed and dependent on the British and United St ilitary treaties. For
example, per-capita income was between 30 and 40 mil% ulall ue to this

poor. The Ig alfbl\ﬁh rate

was also low (about 5.3 percent in 1952) resulting ecrea.s'e f n!tt&t? rate of

population to 1.1 percent along with a 4.2 percueym hte\ s oydll situation
he

caused the low standards of health care. In vent<yf oil discovery
na

Senussi

low rate the levels of nutrition and healthcare were v

occurred, and then by 1962 exports had co 20@ From that event,

the economy of Libya initiated to launch%ral s%x q@rseas firms started to
o V.
gather in Libya for working in 011-% ields. Thjdcir tance results from an
acceleration of Libyan economy of thN v 4 \A(Q

z ( %
2.2.1.3 The Transition to a l\%t Ecowﬂj. 3
The newest exploratio oil Li#ya rgsylts from notable differences and

diversifications in the% a'llcdr?,kaﬁg(hjal income upgraded with great speed.
o

After it was no m &l 15 nfilli in 1950, became an estimated 52 million

in 1958, then r 9 millio Tl 9{, his increase of income was because of the
oil. Many aQQV came with thl‘&(?such as construction of traffic and improved

wholesal&%etail are very significant improvement. It was clear from statistics
e

publih@ oil companies that the total expenses of these companies during 1960
amountc¥™o 52 million pounds. Also, that part of the increase in income was due to
foreign military expenditures, which spent on foreign soldiers stationed in foreign

bases in Libya, in addition to the foreign aid received by the country from the United

States (Al-Raed Al-Arabi 1961).
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Because of the decline in the oil prices, Libyan oil revenues decreased from USD 21
billion in 1980 to USD 6.5 billion in 1986 (Vandewalle, 1996). This decline of income
negatively affected the ability of the country to continue with its previous policy
(Masoud, 2009). The government applied austerity policy and limited thgF¥st of

Ts;erity
policies did not help to save much money and the government N) reform its
previous economic policies (Altunisik, 1996). This section focgmhe economic

reform programs in Libya, especially the privatisation as one of\gge fconomic reform

imports by cutting unnecessary commodities. In spite of these efff N

elements, from its commencement in 1987 until 2008. Y'

Libyan decision makers found that Libya requires a re rwedium-term
strategic plan to achieve the reform programme o%onom an tc’ l{ﬁ itself
from the economic sector and potential financig] reSamrcespTheyfrepoxged that this
strategy will be through the economic diversif} cm tion.$\'é,pendence on

1c 18y which would

the oil sector. For this reason, they pro me
%

maintain macro-economic performance

iozﬁge the use of the
sierrof this economy to a

]
/ :
stale Pase t@ the non-oil resources

country’s oil wealth. It would in tu %lera trn
E a

market-based economy and proK
development. The necessary stepv
sector confidence and enha 0

requires a sound macro-

T/ js)tar ¢ restoration of the private
) ?l conomic potential. This stage
rk
= at{%ﬁties willing to reform. International

ich will send clear signals to the

market, possessing the

Monetary Fund (IM% viged

t
monetary policy, &fruc} ge}
administration Qrevenu an! s

: o : : :
would implewgentthe necessary refo¥im actions. There are major steps to achieve this

priority, )éwould lead towards economic reform programme.

I ) : .
cal“asswtance in the areas concerned with
, banking supervision, tax policy, and the

(S
@Zé’tical activities (Aljbiri, 2008). This measure

2.2:1. egulation Programme

Libyan government started to bring change through making new laws and regulations
to motivate and organise the private activities and productive enterprises Co
ownership, as well as the shareholding companies. This new form of ownership which

named as "Tasharukiya" was in the medium and small industries, it takes the shape of
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the arrangement between private sector and state ownership, whereas each worker has
a share of capital and profit. This procedure commenced with the significant reform
made by law No. (8) Of 1988 which concerning at the first time in a number of
economic activities in 1977. This law is based on sentences related to mic
activity that laid the basis for rebuilding the Libyan economy. The tr% ndition
allowed individuals to separately or co-operatively perform the eco&c activities,
including the products and services distribution, which were in the w&mited only to

public companies. The second clause addressed individuals, falw land ownership

and factories, etc. The fourth part asserted the applicati é Wmercial law and its

f
affiliated regulations and decisions taken on issues whi c ol covgred by law
(Shernanna, 2013). As a result of that, the private sectgr an®inv sMr imited,
and the economy was also under the government's é | _\‘:}
P 4
f the Y?j;n business
abli&ﬁtnt that called
0 Qies”, this refers to

collective ownership and creation of? er%t' hére s’&ne partners contribute

ibour and capital (Vandewale, A Du*xt; ‘f)e&@' from 1987 to 1989 the
government announced a new r yon for the Jirst fdme after 1977 to decrease the
private sector investment éTLi tx j;!:‘;a'ashrukiya” system aimed at
encouraging the small-s riv@r to @vﬁcipate in the retail trade, small
industries and sewice@e lducé‘%he inefficiencies in these industries
(Altunisik, 1996). F% ange, inyth¢ i &ﬁ&trialized sector systems of 102 public

institutes were re &By ;Tls a’@mcture and additionally 10233 new private
P ¢

institutes were 8gtaBshed (Masoud, %@)
X S

\ither of these laws was sufficient to improve the private sector

After that, the law No. (9) In 1992 issued wﬂz prac
i

I
environment which allowed the joint-s@
«“Qharikah Musahimah™ or in other onds tri%ti

Neverthele

By the second half of the 1990°s and the beginning of this century, another set of rules
and regulations were launched by the General Public Conference, which is the highest
authority in Libya GPC. This initiative aimed at expanding the role of the private

sector, establishing private banks, adopting the wholesale trade liberalisation and



22

directing its activities to economic reform. In addition, these rules were imposed
targets foreign capital investment and achieving the required financial stability of the

Libyan economy. Among these laws, the following regulations provided most

significant contribution to the Libyan economy (Aljbiri, 2008). Y.

1. Law no. 1 of 1993 it was for banks and credit finance that allowed Ss@ividuals
ng

to have the private ownership of commercial banks, besides allowi itizens to

establish co-operative companies (banking companies), on conztion that the
company’s capital should not be more than about LYD 10 gillio¥. In addition, it
permitted foreign banks to establish their representative ag m ‘)fﬁces in Libya

and allow foreigners to have bank accounts by foreign ¢ cy. Clayge 4 of this law

dictates that the Central Bank is responsible for buwd sellihg fu@:eing

bonds and stock issued by the general treasury, paya ithin .gt as 15—@ period.

2. Law no. 21 of 2001 defines the minin% 1it,,0 reho number in

shareholder companies, the number sho 0% be an 2& shareholders to

establish a shareholder company if the tgtal capit ‘d.;d\3 «caed”one million LYD.
S

This positive procedure facilitated théngstabli n older companies for

individuals. This law came after caﬁ g tlﬁ%}o?(&& 2001 which assumed a
minimum of 500 shareholders fo stattisl t of.?\shareholders’ company that
presented an obstacle against atiop f c‘bliz anies.

N’ O

3. Law no. 1 of 2004 fo e\shl theladju men@a number of rulings of the law no.

21 of 2001 (The pr N a ).? arioa)Qconomic activities. The above law
é

facilitated the esta nt of s ol@g companies by enabling them to issue
carrier stock not nafn e @1 expectation that these companies will be

allowed to lo he minimum limgf shareholders and increase the percentage of

individua@s.
4. GPC ution 134 of 2006 concentrated on the establishment of the LSM system

issuance™ he Libyan government realized that the establishment of the LSM is a
significant step on the developing financial resource path through the establish capital
market that is a critical issue to achieve the aim of the economic reform programme in

Libya.



On the whole, a new economic reform stipulated the establishment of shareholding

companies that lead the trend to the economic reform in all sectors. The entire process

continued more than 12 years before reaching the current state, starting with law No.

(9) In 1992 followed by law No. (8) and No. (21) in 2001, and law No. (1) 1 4.

These laws helped to facilitate the establishment of shareholding con$1d
n

allowed to decrease the minimum limit of shareholders and reduce t #idual’s

share as dictated by law No. (21) In 2001 (Masoud, 2009). In t of 2002
Algadhafi decided that the government control and intervention i\t}llxcﬁz;omy will
be widespread, which means the price-setting was still under th rnment control.
So, it was difficult for these firms make a profit because o Wus c‘bstacles which
prevent them from developing themselves and improving tifg pegfo 4(Alafi &
Bruijn, 2010). On the other hand, in 2005, the Ministr lannifg 1 Ife&‘t}at, the
“Tasharukiya” system was not successful because irmsfsyffefed Q&ﬁ a weak
performance while some of them even contin% h ing, N way, that

S
ensures the improvement of their performa@y coNeitdd withkthis system with

various shortcomings like prior debts and gheir [®o re CE\
S
o e

2.2.1.5 Privatisation Programme “ &

\ S
In the early 1990’s, Libya wi ssa many,di @mstances; it was suffering
ecogomy

t
from the effects of internation 0\ aﬂ'tﬁ})ps because of the Lockerbie
Airplane issue, where th hﬁons leontipued @R’l the year of 2000. As a result,
privatisation became o \Qhe r'im golies‘}"adopted by the IMF and the World
Bank as one of the %c refo rf:.\m.bis measure was expected to recover the
deteriorating econ&diﬁ#peciﬁy in developing nations. With that transfer
of ownership i@a began in 198@the People Committee Resolution No. (447)

on 1987, b \ one of the three Green book chapters (Partners not Workers), law
and GPC Resolution No. (313) of 2003, by sharing the returns on

No. (9)
invest ith employees. Then the profits were divided among the various

productions (worker, machine, capital) according to a specific accounting programme.

After that, the government went further to introduce its second economic reform
program, which is the concept of Sharika Musahima (joint-stock company). This

allowed private companies to open accounts by foreign currency and to import
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equipment (Vandewalle, 1998). The government expected that this procedure will
surpass the previous privatisation experience because the burden will divide between
the public and private sectors through reduction of government’s involvement the

economy. To achieve this goal, the central committee was established. It consisted of

a secretary, chairman, and members, who were specialised and exp meir
respective fields. In the industrial sector, for example, 196 publi %w were
privatised, and 7483 new private firms were established (the MiniSA Industry,
1992). In addition to boost in the number of transforming units whi¢h reached 295;

their asset value was around LYD 98,000,000. The tragsforMétion procedure
uz

continued from 1987 to 1992. This step had many positive , suych as the return

of 75 percent of the assets’ value owned by these units, rangfée 30 AP0 products
to the national sector (Masoud, 2009). ’ T
L
. " J. t;
In its report for the year of 2005, the Minist P i repo‘ﬁtﬁ that the

performance of the privatised firms was de w and’{the rodu@ was almost
dl

similar to the privatisation. The report pro asons s @ﬁe first economic

reform ones. With a lengthy procedure 0 nsi N i ed to the reluctance
of foreign investors to invest their p L19ya Q(?
%} NS

Following the stop of the 1992 tr T pr' : s an eight-year gap until it
resumed with the subsequent decr ,('3 in 2003, which approved the
restructuring of the publ S r’s bro mme enhancement of the ownership
base. In addition to th rzn ug) Qé list of designated public companies
and economic entm . l(eJhst included a time frame for the transfer
process guided b ndJ'a ] trat$ framework concerning partial and overall
levels. Owne-ﬁ,as transferre@?om 360 economic units into agricultural,

industrial, llEXk and marine fishery sectors; the value of their total assets equalled

LYD 8 . and 100,000 plus employees worked in these economic units. This
progrﬁvas over time, between 2004 and 2008 in three stages. In the first stage
145 firms were transferred in the industrial sector while the lowest transfer was in the
marine fishery. Meanwhile, in the second stage the highest transfer was in the

agriculture sector. The lowest transfer in the third stage was in the livestock sector that
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witnessed the lowest level of transfer in most of the stages (Masoud, 2009; Shernanna,

2013).
2.2.1.6 Liberalisation Programme

During the five years before reaching 2009, Libya has wit e\ many
transformations. Until recently the country had no private sector. C (s?y, foreign
firms could not own or rent the property from individuals. In ad the purchase
and distribution of consumer goods were a state-controlled mOQ;g; In 1987, the
initial signs of economic liberalisation allowed the Liby. &eﬁnlment to find the

Tasharukiya activity (Joint Stock Company). \d
]

jvity’ e’e@ﬁhment

of private banks. Since 1992, when the privatisaty wad'i . t%%'ale of state
s poi o Act no. 5 of

an k event defining

Subsequent regulations allowed for ‘economic practic

property by the Libyan government was permifggd.

1997 that encouraged foreign investment i %,
the conditions for foreigners investing i &A N
E , N
. o = :
On 1st January 1998, the Libyan en{una §evp&1 agreements for foreign
trade. One of them is the free kj idh st % to repeal customs fees on
ion t

Arab commodities, with the % § at t ix& vh]ld be free movement of trade

among the countries thagt ii!t& ithi%ég decade. After that, Libya started

to exempt Arab commogiti 0 torﬁees and tax, and officially submitted

an application in 2001 1 tT \% r&ﬁ@Organisation (WTO) (Masoud, 2009).
S

W]ﬁbsjes é:lccess of Libyan manufactured products to

d entrance of th&¥oreign products to the Libyan market, that will

-

3
=
o
=
]
8
(on
4]
-
w
e

ction in competition with foreign products in the Libyan market
inclm@ lectual property rights and institutions to promote the trade and
investm®W® The aim of this opening policy is to increase the efficiency of foreign

production facilities and to create competition within the Libyan market.

By 1999, more considerable changes in the economy started to occur, specifically in
the banking sector. The most important step was the adoption of the BPC resolution

No. (1) In 1999 concerning banking law and credit currency. However, the trade
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economy organisation issued laws in this regard. Then, in 2003 the Libyan President,
Colonel Al-Qaddafi explained that the socialist experiment is a failure and called for
the privatisation of the public sector including the oil industry and the banking sector.

He also invited the application of the alternative social capitalism, a form of corporate

owned by Libyan citizens. This new policy opened the door to utilis%?oreign
expertise in order to liberate the Libyan economy. : %

In September 2005, Al-Qaddafi asked the people, “With the exceptiwk)il, show me
what are the other goods produced by Libyans that can draw mw the country?”
He further stated, “We have considered how to raise the inc uyflbyan citizens, for

which we have to engage in trade. We have to produce ) ofity” However,
in his conclusion, it is clear that the regime stability was thrStengd ( isilwl996).
: : : >
Consequently, the economic reform programme W otiated Jllﬁg‘?l policy
4 X

reform. Y- Y
\ g
2.2.1.7 The Results of Economic Reform @ 0‘ &

As already indicated, the challenges b @nng to be addressed.

ctyral refprn ggtl?aded when the UN and

e e _fime, Araltc:s of other developing

o
5 O

For example, the pace of economic

USA trade sanctions were lifted

countries have improved wit rage Dﬁ ’g\'m@n rate of real GDP around 0.3

percent since 1999, that meagg in"200 al L'@fn GDP in constant prices turned

about 5.5 percent times &%\ in{$9. Libyan real GDP per-capita also

rose by 4.7 percent du@is leﬂo A‘tlthﬁﬂ;(ajme time, the increasing growth of the
t

national economy:%d }h e )Qé/s of oil were accompanying domestic

product. In 1999, tOwf export o 4 Qg'than LYD 36,822 million. Reform results
include the pzﬁgi{ egulations to en?burage private, domestic and foreign investment,
and the abegiti®® of customs duty exemptions enjoyed by a public corporate aided by
the re@of customs duties. Libyan exports improve at an average annual growth
rate of 13 percent, a large portion of which came from primary products of
manufacturing. At 2004, total Libyan exports had reached over LYD 208,483 million
while imports during the same period grew almost at the same rate. On average, it
increased from LYD 19,286 million in 1999 to LYD 82,552 million in 2004 in real

volume terms that put Libya for thorough involvement in the global economy opening
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its doors to the outside world, especially to European countries. This renders the
Libyan economic policy more relatively significant in the international economic

framework (CBL annual reports).

2.2.2 Challenges and Opportunities \Y’

The Libyan economy suffers from many negative aspects resulting 2«3 political
situation and financial crisis. As mentioned earlier, different obs(?were imposed
on Libya by the (US) and the (UN). The challenges were as fol%

In 1981 United States US prevented Libya from ex;%gq: oil in 1981 and
ract

extended it later to include direct trade, commercial el activities.

Moreover, in 1992 the United Nation (UN) approves an eqono y'thaQXt:luenced
severely. These prohibitions have impacted over hea duqat noil sc?tor and other
sides of Libyan people’s lives negatively. T 1s cum \s ‘E)' be feeble the

Libyan economy. This embargo came a e f twg i byan citizens of
involvement in the crash of an Americ r a 1988. The embargo
was eased in 1999 and completely wi (}

In 2003 after the country acce%esp g\e crash, whereas the (US)
embargo ended in 2004. FL% 1! resident Al-Qaddafi declared
that the country’s pubhc s tor ad jﬁe{ lea@'!e economy in Libya and so called

for oil sector prlvatxsatl led e a into the World Trade Organisation

(WTO). Since Aug@ Utitgd in @g‘{n (UK) and United States (US) have
agreed that lesz cegt p ﬁﬂlty for the 1988 bombing of Pan Am flight
103, where % a agre @' USD 2.7 billion as a compensation to the
victims’ f f the LockerbleT%)cotland) air crash. As a result, the (UN) Security
Council %m 12th September in 2003 to withdraw its 11 year economic sanctions

regl@ohe arms embargo to Libya for 18 years.

On 19th December 2003, the Libyan Foreign Minister declared that, the government
decided to get rid of the internationally banned weapons (Paul, 2004). In 2004, Libya
agreed to pay compensation to the French airline UTA for the loss of a plane that

crashed over the West African state of Niger in 1989. Libya also agreed to pay USD
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170 million compensation, USD one million for each of the victims’ families, and to
pay USD 35 million to the victims’ relatives of the attack that made on a discotheque
in West Berlin in 1986 (Tim, 2004). After that, on 23rd April 2004, (US) President
Bush made the decision to remove the remaining sanctions on connected bgsiness in
Libya, by sending a diplomatic mission to work in Tripoli. Six mg b%r he
revoked the trade embargo on Libya, but Libya was still on the statm%

terrorism.

By 27th April, Al-Qaddafi visited Europe after 15 years of hNo—Mediterranean
%th

rs list of

Partnership (EMP or Barcelona Process) for preliminary ta! announcement

in Brussels that he would again support Freedom Fight e refiffed his offer
of peace (Tim, 2004 and Fernandez & Rainey, 2%Then on ‘@- 2005,
&

portfd h the.@untry had

eV re were still

Human Rights Watch, during their first visit to Li
taken significant steps to improve the human rlghtire

serious problems, including the use of v1ole@ain

expression and society, and the contmued t1 of pali _\
these challenges, some opportunities ¢ t a s $
&

In October 2003 list of 360 co Ns <<’rs (steel, petrochemicals,

s s
cement and agriculture) § to be? pr@sed (Energy, Information

Administration/Department of Energ \20'\ ced by the Prime Minister that
\ ;

reached three steps. In t , the) pro @orshlp of 26 factories was shifted

from the public to th Nte egto }lt (el'ld of 2005. The second stage was to
transfer 46 factorl sh ho’;l panies in which employees and others
e end 0

would own sh third stage aimed at privatising 54 factories

during the pe 07/2008. \\'
After t 2003, Libya observed more development in its connection to the
west, ilitated further emphasis on venturing investment in the oil and gas sector

where competition rivalry was enhancing between (EU) and (US) companies. With a
target of investment of some USD 30 billion by 2010, the National Oil Company
(NOC) launched more series and attempts of assessment and Production Sharing
Agreements, which included incentives for both oil and gas development companies

(Zouber & Amirah-Fernandez, 2008). Additionaily, Libya is also searching for the
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internal political modification according to the fact that it cannot integrate a foreign
policy, exposing to the international capitalist system with domestic political system

based on post-Cold War revolutionist.

Since September 2004, when the (UN) and (US) put Libya under the s @ade

sanctions, the measures for improving the private sector role in the dgonghy were
undertaken, accelerated the reform in Libya (IMF, 2005). Furthermdre, on 1st
November 2004 to achieve the liberalisation of the economy tagget, §rime Minister

Shukri Ghanem announced that Libya would eliminate som y subsidies on
electricity, fuel and essential food items worth USD 5 bi ﬁeir one month of
withdrawal of the freezing of USD one billion from Li assefs banks, this

T
was done successfully. ‘é | _Sv
4 b o

In the middle of November 2004, President Bushw ?@Q to ir@ase the US

ban on American export and imports bank@ Lib is st had paved the

path to facilitate US investment (Zouber dz, @8). Moreover, in

January 2005, according to the declara &5 themﬁg @nent the first tender
l é L] a&
h

of the entire series for Exploration of Production (EPSA)

and 11 of 15 new EPSA to Ame%oil 1es grating in partnership with
other firms had been facilitat§d obrasjof raki@dian oil, the Medco Energy
International of Indonesia, %S C \)( strzﬁ'@‘}'\/ertex Energy of Canada, and
Sonatrach of Algeria are l&oun ' ch @ted from Libyan oil and gas that

reflected global intere@ y!roﬁé‘ﬂon deposits (St John, 2014). On the

other hand, Italia ss;s yi 1@’ investment companies which provided
M’s ne(

about 25 percent gy iiports had interests in the Libyan oil and gas.

2}

——
(o
tv‘E/ﬁ
V]

N
With the actiwgtiof®f the “Green St“{ém” gas pipeline, its share was increased to 30

percent. %
On 3rgary 2005, the US Boeing Corporation announced the sale of up to six

737-800S to Buraq Airlines, the first private Libyan airline company for the cost of
about USD 367 million (St John, 2014). In March 2005, to establish branches in Libya
and contribute as shareholders in local banks the General People’s Congress (GPC)

approved a procedure allowing foreign banks.
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In August 2005, for encouraging the trade and making the country free trade area,
thereby Libya collected import taxes (except for those on cigarettes). These duties
supplanted by a 4 percent tax named the Service Import Tax. Sarah Whitson, who
works as a MENA director at Human Rights Watch, said “The Libyan Gov ent’s
invitation reflected a welcome degree of transparency. We are lookin & to
further human rights improvements in the country, as Libyan and int ignal laws

demand” (Human Rights Watch, 2005).

In May 2006, the US returned full diplomatic relations with LWand removed it

from the State Sponsors of Terrorism list. In addition, the also omitted Libya
from the annual certification of countries that are not fu peratipg wigh American
antiterrorism efforts. g N

IS
In October 2007, eventually Libya was voted in S 6&1 } ous@l- as a non-

permanent member. Although Washington did4agt doxﬁe iby&)plication, it
did not block it either (as was done in prégOusjattemp joi@& 1995 and 2000)

(Kaplan, 2007). After that, in December eg027, glfi %Sarkozy was the first

Western leader after 2004, who welcom olaQa fi to {?country. Col. Qaddafi

decided to rebuild diplomatic relatioﬁndi cog‘ﬁy’s isolation from the US

and Europe. The two parti%wva a!;j cﬁgned number of business
' g al

agreements, such as accord to supply.0 Quclear reactors to desalinate sea

water, and develop the p@&use bt Toglear e@rgy. They also signed deals worth

ten billion Euro for Fr 1Ty (. pwa)@bW).
Cey I ;
O
\Y

After Qaddafi ha%% thi? t@}to France and made these deals, he also
visited Spain (hiS\gec®¥nd official visiﬁ)&ée 1984), where he met with Prime Minister

Zapatero an Ng Juan Carlos. He a}o made some investment agreements with some
Spanish, 1&:&@ in Libya worth over USD 17 billion (€11.8 billion). In addition,
there @ossibility of 2 billion € investment in defence and aeronautics and over
USD 5 billion in the Libyan energy sector. Other investment enterprises with the
Libyan government are anticipated for infrastructure contracts worth in excess of € 50
billion in Libya. At the end of this visit, Libya and Spain signed a political
cooperation accord which says the Spanish will help train the Libyan police in

migration and border control.
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On 5th September 2008, the (US) and Libya relationship entered an historic new
phase when Condoleezza Rice, the (US) Secretary of State visited Libya for the first
time after 1953. She pointed out that America had a long and bad history with Libya,
which started to improve when they turned away from nuclear weapons and terrorism.
She stressed that although the relationship between the two countries ha d loped,
they have a long way to go. Hence, they are working on a trade invest él\

which would improve the climate of investment as demanded by American

firms (Shernannah, 2013).

Hence, the Libyan economy became open in front of, fl g business and

"?

investment after a long period of isolation and suffering I r de onstrates to
T meﬁ.of the

werv 1t’1 .t&é Libyan

geography and natural resources (oil and gas), a pe tl‘re try{;-take a step

l@.posmoned in

opeigtion reached 6.089

million in 2007 with a huge land of abo '{&e most part is still in
a natural undeveloped state. Libya st s 0 &}e most important issues
on the agenda for government polic ref and Libya’s reintegration
into the international commu@olv i s

The Libyan government ;@d tl‘flt
pan-African body. L1 ¥ a
Organisation, which 1 tle po 11

a leading part1c1 he cg iona@ctivities.

hold the largest oil reserves in Africa, accounting for gr

world’s total reserves. These facts and events

further in economic relations with most other

the heart of the North African region. L1b very s

CI‘I]S

a‘ &

step ld expose an access for a Union-

m h‘q':b' er of the 50-state African Union

In brief, it ¢ e en that after the\"/’\lt’hdrawal of United Nation’s sanctions in 1999,
the oil an%leld of Libya had opened to international investors. This situation led
to I rea ibyan income from oil and gas exports, which encouraged the
government to introduce a series of liberalisation economy measures, including a
significant role for deregulation and private sector ownership. As a result, Libya’s
economic growth rate turned one of the highest average in the world during that
economic reform period. GDP went up to reach an average rate of 22.6 percent

annually. Moreover, gross fixed investment had reached an average rate of 15.6
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percent per annum, with a share of non-oil GDP reaching 63 percent (CBL S1st
annual report, 2007). Thus, within these financial and political changes in Libyan
history, the economy began to change from a socialist command economy to a
Western-style free market system. In this system; the citizens were mqv.ngly

expected to fend for themselves.

It is understandable that the newly-established stock market had exp%ons placed
upon it to create a welfare and growth in the national economy. Qen though, the

political history of Libya is somewhat dissimilar from other dev ng countries. At
that time, Libyan government realized that there are 1 in uences that are
peculiar to Libya, and consequently they require early tio le ck market

performance. As a result of that, Libya has launched@ono pro&'amme

h
as an attractive development option to help sustain atlonzy ongmy '5 financial

investment. This step sets the preliminary stage to er1i0 1 on fo@ﬁbyan Stock
Market establishment?. CV 3
2.3 FINANCIAL MARKET /(\
« 0}
Financial market plays a 51gn1ﬁc e bwen &3 and borrowers, without

financial markets, borrowers wo 1 uickly. Intermediaries, such

as banks are quite similar to %mark 3 t dep031ts from those who have

money to save and can | @ éﬁted money to those who need to
g G

borrow as loans and tions in the financial market are
more complex than e b af:tle:rplt requires market where borrowers and
their agents can der 1r a s, and where lending commitments can be
sold to other a ics too A good e ple of financial market is a stock exchange

where a o can earn money by sellmg its shares to the investors, and its current

share% ght or sold as well.

2 For more information about Libyan economy, see Masoud. N (2009).
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In her study Rose (1997) reported that the financial market is a saving channel to
those individuals and institutions that need more funds for spending than are provided
by their current income. She considered the financial market as a heart of the financial
system attracting and allocating savings and setting interest rates at security prices. In
addition, Mishkin & Eakins (2006) described the financial market as a plac where
people can become rich or poor quickly and where offer the money &@ demand
(investors). The financial market helps to transfer a good part of basAings of the
society to a profitable investment. It also helps to produce capital Xhat is the most
important factor of production. According to this concept, thi nNi is defined as a
collection of links between the surplus units’ savers (indi m |ins’titutions) and
deficit units. This meeting between the two parts exis an qrgapizedl system. In
addition, some authors defined the financial market z@e of ekcha Tg' shares

e mgk tt reg@tions and

rules. From all these definitions a comprehen\si? defi Mcan ﬁeducted as
J &

and bonds and making deals in a limited time, based 0

follows: \C‘)
1. Financial markets are the organization(%t facili t in financial products
and stock exchanges by facilitating th%m sfhek nd \d warrants.

A} ? &
2. A financial market is a meetr wjn IS ﬁ sellers to trade financial
products that are stocks and s tweg th }fn(Q ne ways, including the direct

ey

use of the stock exchange b&h&n @n sel $I

&

N
2.3.1 The Function of @ial Ma }ln Mconomy

O

N
Stock markets and{thei¥ ecoflomi ncﬁ&ls represent a strong linkage among the
various sectors ciety, including \s@érs and producers considering that the saving
sector needs \mloy their savings in more beneficial projects. In addition, the
producti:s ors always need financial sources to help them in continuing to

performl economic functions (Masoud, 2009). Besides, the financial system
performs doing the essential economic function of funding from the savers (whom are
their expenditure less than their income) to the spenders (whom they wish to spend
more than their income). The most important lenders are resident citizens. However,

firms, the government and foreigners may also lend their excess funds. Conversely,
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the borrowers are usually the firms and the government, sometimes resident and non-
resident citizens as well. Funds flow from lenders to borrowers in two ways. Firstly,
indirect or market-based finance (top of a chart) debtors borrow funds directly from

lenders in the financial market through selling the financial instruments to them (such

as stocks and shares) which are claims on the future income of the b ers.
Secondly, if financial intermediaries play an additional role in the fund elling,
it indicates to indirect finance (bottom of a chart). These financial ir&diaries are
classified into credit institutions, monetary financial institutions er financial
intermediaries. Financial market and financial intermediaries are eparate entities,
but they have a strong relationship (Aljbiri, 2008). In u y, Levine (1997)
reported that in a modern economy, the financial syste S ent 1 functions
as follows:
1. The financial system provides a suitable envi nt o # sk @et for the
public's savings. o‘ {\

. Financial systems also provide tools o purchas po@ until needed for
future spending on goods and serv1c >\’

]

3. The financial markets prov1d t to™protgct 5&@ esses, consumers, and

government against risks to peopl ert an on),%\
CQ N
4. These systems provide chann forg{ i licy to achieve society’s targets
of high employment, Iow@n a@ama@conomic growth. Figure 2.1 shows
N

the flow of funds via tge Ihgncipl arget! O

of s Via the Financial Market

G ndirect e

| Financial mtcrmedlanch ﬂ

, Borrower-Spenders
Households, Business firms Households, Business firms

Government, Foreigners Government, Foreigners

m I Direct Finance J { Fund )
L

Source: (Mishkin and Eakins, 2003

v
Financial Market
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2.4 STOCK MARKET

The stock market is the main gateway to draw the savings into the productive sectors

and the national economic interest. The market is adding well to complete the
privatization and expansion of proprietorship based business. Finally, it a§ lead to

the development and the betterment of the economic growth by ; ging the
y.

investment channels that will affect the economic growth positive very few
researches have been found about the LSM activities because § has become a

developed market. Accordingly, it would be useful to add so@évant information

about it to the available literature in the respective field. l
2.4.1 Definition of Stock Market \do X
| &
The stock market is a very advanced market pla re,_eduifj anck%ﬁ'ares are the

traded commodity. At the same time, it is quegess \e for 3§ creation and
alsg4a key to structural

development of a strong and competiti\
t gi&msecure bank-based

transformations in any economy; frogs the rﬁj

situation to a more flexible, more s egpriom .,t at@ safe from the shocks,
fluctuations and lack of investorN ﬁden%iple 986) and Heertje (2004)
indicated that stock markets %WS wt:f : @nt and industry can increase
long-term capital and where 1Ivegiors cap apd sell securities. Normal markets are
simply considered as me }ﬁsms t
or institutions. While e ks:
vendors meet to tr %st th
based on commupj n ufi epho&? lines and computer links with no physical

meeting placA \Q}IY.
N

Additi =Wery few stock markets around the world still have a physical location
wh@

omy. K

)

the 8%sibility of trade among individuals
> 'forﬁgstock) are physical where buyers and

e."g. oy foreign currency) are a national network
g

s and sellers meet to trade. Wai & Patrick (1973) argued that stock
markets are those markets which have been treated with money, in the short and long-
term. Here the firms sell stocks in order to generate long-term capital that will channel
into their profitable options, because people would invest in winners rather than
losers; buyers hold on to their stocks for future dividend payouts. The activities of

buying and selling equities in the stock market are significant for the distribution of
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capital within economies (Pratten, 1993). Moreover, transaction prices provide
investors with indicate the market value of their wealth that may effect on their

decisions about their consumption expenditure (Pratten, 1993).

Despite prices are alarmingly high or rising, this indicates a rise of confi $ong
investors, and affects the confidence of businessmen and then thisﬂyrestment.

Furthermore, the stock exchange is the main factor of the decisions of"%he business

investment. The reason is the price of shares affects the quantity of f0ds that increase

by selling newly issued stock to fund the investment expendituﬁ.

According to Teweles & Bradley (1998), in North Am jeall C tu@edvord ‘stock’

means ownership or equity. In companies, these st(;l:ﬁt ded in @€ nlm&Vcalled

n
the ‘stock exchange. Besides, Fabozzi et al., (2 offered jtt t!'pég)of stock
market role. Firstly, the interactions of buyers an do <rn toc%\;s?a'rket which

determine the value of the traded asset; seco#ck ﬂ'ar pre@'e a mechanism

for investors sell a stock and asset; thirdly, ces the cQyt of @“fransaction.

\ :
>‘ A
On the other hand, Mishkin & Eakins (& dgiined ghe st(@! market as a safety that
7]

denote on a share of ownership of tN ings set@the firm (shares of stock).
Stock markets also classify d?’nd *’IOIT : d% tools (money market) and
longer-maturity financial ass;%pit 1 9, @lding cash or spot and futures
markets as displayed in F} N.& | %(J
N
\ P | (—)(J
2.4.2 Money Marketo) '3

Historically, th maﬁc of begpra highly active location where many buyers
€

N
and sellers e ith different ofﬁs‘@ daily. It considered based on a 365-day year in

the (UK) % a 360 day year in the (US) (Mishkin & Eakins, 2006). Starting from
1970,it
tend to ery fluctuating. During the period of (1970s - 1980s), the rates increased in

come more important to increase the interest rates sharply. These rates

the short-term that came with a regulated ceiling on the rate that banks could pay for
deposits, led to a rapid outflow of funds from financial institutions. This outflow, in
turn, caused the failure of many banks, savings and loans. However, the word “money

market” in fact refers to the markets for financial tools where trade the short- term
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investment securities of less than one year. It gives a chance to the borrowers to get

short-term loans.

It also gives the opportunity to the investors to get a high level of security by investing

their money in financial assets with a high level of liquidity since the co@cial
banks play a significant role in this market’s activity. Money market secu% three
main characteristics. Firstly, it usually has a sale in large denominatim&e ondly, it

has lower default risk. Thirdly, it matures in one year, while the i ents of the
financial mature in less than 120 days. The money market is a kgt for short-term

Wys, or 12 month

treasury securities, especially treasury bills, having 91dayg 1

1 risk}l:hese also
decline the cost of transactions to develop secdgd 11&1rke that.@se' a place for

corporates or financial institutions’ wareh&@rplus foé‘:ort periods until
they require them. C : \? é
o S
L

2.4.3 Capital Market \

- The word “capital” refers to% s for Ln idl ~@eans of long-term investment
s
€

'3 . .
instruments with entitlemenwo\fo $ ore \@’re trade the equity tools. Capital
Wit

3 dia@ insurance companies and pension

market securities hold b ci

funds. These have a 1 liefabl u (’f funds that will be available to deal
with in the future.@vst Js'i ifi iﬁmems of this market’s shares and bonds
in the long-term e: g X
A &
~

1. Capital m%\elated with long-term securities.

2, eclve role in financing the long-term productive projects.
3. A capital market more organized than other markets because of associated dealers
and specialists.

4. Invest in the capital market is less liquid and riskier than the money market. The

returns are high on capital compared to the investment in other markets.
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In this market, the returns are high compared with the other markets. The capital
market is divided based on the facts whether the financial tools contain a promised
output of cash flow during the time, or offer participation in the firm's future
profitability. The following sections will describe the classified markets briefly.

I

2.4.3.1 Cash and Spot Market c

This market deals directly with buyers and sellers, and it contains ks: primary
market and secondary market. The next portions will discuss%? two types as

follow: Y.
1. Primary Market (d
X

The primary market, also known as “issue marke@ses sequri
§2c '

shares, including the businesses that allowed toT th
it tgCa

argued that primary markets are completely viw pﬂ?lis conoé?cs. They are a

source for the owners to the finance produ& ivities S, léuse they serve to
channel funds from savers to borrowers se but % )@.challenge an initial

public offering on their own, and t% depfend the&stance of investment
banks. The latter represents instm i, specﬁfse in marketing initial

N
ownership shares, offered byee gw bu nes?agt@ that provides shares in the
he

primary market at a slightly hig rice ’$ éy

&\ Q 405
2. Secondary Market (\
nenny e (\: ? |
. @
This type of mark %erﬁ B.e}l oféme securities is previously issued, because

most investors hyeans to scll lgn&R'rm bonds before they reach maturity. In the

end, they te kae 1 their holdings%?stock to brokers and intermediaries. In fact, in
second brokers specialised developed a superior knowledge of the factors

whichainflo¥ece risk, costs and returns relating to exchanging financial instruments in

these markets.

As already indicated, secondary markets are very important contributors to the
efficient performance of primary markets, because the former has the ability to

purchase or sell previously issued financial tools. This factor makes these tools much
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more flexible than other markets for their investment. It also enables them to move
quickly without a big loss in market value, from one security to another and from
security to cash (Haugen, 2001). There are two types of market in the secondary

market for capital securities: organized market and unorganized market.

i. Organized Market %\

Organized market has a building for buying and selling securitie%gluding stocks,
bonds, options, and futures). This market performs trading ww i
for instruments of securities, which are recorded according toYs =

to ensure that they will lead to the competitive trading. e

In his study Haugen (2001) reported that there a?or organiz ft(’)&%arkets
0

worldwide. For example, the Nikkei in Tokyo is f thf onger a %e markets

fic procedures

s and regulations

internationally. Another major market is the Nemk N xcga% (NYSE), in

which trading the shares of around 1,600 ﬁ@e g&n geii ock exchange is
the American Stock Exchange (AME) \mmc udes

(LSE) in the UK, the (DAX) in Ger Ggld tﬁw ‘t
% )

Canada. Organized market divided } 0 tyes a d‘!lo@'

\A.
a. Third Market %Y. [ §

ecurj,é/ in the OTC market. The market is
w@{are not members of the organization,

This market involves thc@?g
T

unorganized and includ®gb

although they hay, %rig o securities registered in those markets.

Moreover, thes@gef j ’ng&? purchase and sell securities at a greater or

lesser amounA
S

b. Fo§ ket
The four™ market indicates direct trade among institutions without using an exchange.

This market includes the trade between major institutions and rich individuals, who
deal with buying and selling securities in large orders. This task is performed as a

strategy to decrease the commission paid to brokers through a strong network of
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telephones and computers. Thus, the conclusion of four transactions can occur in the

market quite rapidly at low cost.

Libya solely has an organised stock market. There is no definition of the fixed
commissions for the transactions dealt in the Libyan stock market, where is no
condition to create a third or fourth stock market as in the US. Acfo to the
Libyan Stock Market Authority (LSMA) rules, it is not allowed brokerage

firm to operate in the stock market without registration. A broker. rm requires a

license from the LSM that allows it to work as a financial intemw :

\%
\n;‘d Yot have

This market also named as the Over-The-Counter ( 1Qmark , an

a site where trading the unlisted stock. In this m trading @pe t10 e done by

ii. Unorganized Market

using a nationwide network of phone lines and omp s t etermme the

prices by financial paper negotiations. Hau 1) ;‘d t th ravare two levels of
prices (wholesale and retail). Retail prices ffered to ¢ d1v1c@l investors who are
usually executed orders through brokgr™® i’.%x& @ prices are offered to
other dealers who wish to alter th 0 pogitibn Qenry (2000) has noticed
there are two more markets presegigg,the % and Fourth market.
S

2.4.3.2 Futures Market ' \: “éy

In his study Cuthb ! (2(@3 argued that forward and future(s)
contracts treats 1 11ar w Uguz{l()? forward contracts involve no upfront
payment and @ t aif cow:‘:%d only at the expiry of the contract that

negotiated b n two parties ancgusually is not significant. A future(s) contract
trades in thﬁé\ket and involves a down payment known as the initial margin. That is

a dep ensure both parties to the contract are active, which usually earns a
comMeitik interest rate without cost. Typically, a futures contract is a forward

agreement that is updated on the market to market on a daily basis. Figure 2.2 shows

the classification of stock markets.
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Figure 2.2: Classification of Stock Markets

Stock Market
.
Capital Market Money,
1
l I : &
Cash or Spot Market Future Market
] Y "
1 1
Primary Market Secondary Market V

l
1 1
i Unorganized market z l

Organized market

! 1 V
Fourth Mark @ Y-

Third Market

Source: (Handay, 1997)

2.4.4 The Importance of Stock Markets \3 ..‘ M {{Y\J

Stock markets contribute immensely to th\?)mm de opm@ all over the world.

Theorists and researchers gave differgs mons ‘\'er the importance of
stock markets in increasing econor%/el meng 11 r years They addressed
that stock markets have the actl ies ke nhancmg savings and other

forms of capital, which is ime of b th tife pr@ and trade sectors, which will

J‘

co erce, information technology,

199§mpha5ized on the fact that there are

communication and m ent ng
three critical elemen 07< t?}@vhﬁg‘{:an promote economic growth:
&
=~

Impr0v1 he roduct1v1ty of i 1n§t§tments

3. R@% profitability of existing capital stock.

Furthermore, there are many factors that have helped stock markets to gain

improve the stock m et

) Increasing S d 11{1

o

prominence during the 1990’s in many countries. These factors include an increase in
the private sector’s role in the different types of economic activities, innovative
technological advances and the strong speed of getting the financial information. In

addition to that, there have been advances in communication means through the



42

appearance of new and useful financial tools. Besides new legislation was introduced
which guarantees freedom of trade and movement of capital. All of these indicate the

importance of stock markets in providing more opportunities for growth.

2.4.5 Market Size \z

The stock market size determines through the usage the volume of oﬁ& znd listed

companies, and it proxied by the number of listed companies. Thevale for this
measure is that most of the stock market size positive correlatéwﬂ the ability to

capitalize mobilization and diversify risk on the econ )W over the world.
ala 993) and

Subrahmanyam & Titman (1999) have calculated markgt siz®as gn in

Demirguc-Kunt. A & Levine (1996); Hartmann 0:
or ﬁqr-stock

N
el&rm‘as. Total

the'gg-ck market.

The listed companies’ number in the stock m irficat®yto t tension of the

tl‘é‘ two dimensions,
market capitalisation per GDP can be%sider%% @ator of market size.
Bekaert. G. et al., (1995) addressed @ ratfo of gty \1talisati0n to GDP is a
useful tool in describing the time-s&g o@ %jnteéﬁon. Morck et al., (2000)
determined that the larger mgrketQize relptivestq @mic activity contains more
informative prices. These wmel Hep 6563 and managers to differentiate
between sounds or poor ip@ﬁm lhro h m@recise proxies of stocks.
o N T o Y B
2.4.5.1 Market Ca '(\‘&)tio-/ ?’ <9

&
A A -
market Size, a\%?a'ndard index often used that is the market

As a proxy of 30
capitalizatiop&J'hiS measure is ecﬁ;‘.’l all listed shares’ total value. In terms of

economjc4 ance, the assumption comes through market size and the ability to

market development. According to their calculation age@onSists o

market capitalisation is measured by the total liste

value increasable between the listed compggs.

mobilize cMital and diversify risk is positively correlated (Alajekwu & Achugbu,

2012).

In their study, Beck & Levine (2004) addressed that with market capitalization, there
is no theory that indicates that shares listing will effect on resource allocation and

economic growth. Levine & Zerovs (1998) indicated that market capitalization is not a
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good predictor of economic growth. Meanwhile, Yartey (2008) has a different opinion
about this issue, he assumed that behind this measure is that overall market size is has

a positive correlation with the ability to capitalize mobilization and diversify risk on

an economy-wide basis.

2.4.6 Market Liquidity 3 \,

Liquidity indicates to the possibility of turning the securities 3\ through an

efficient market system, or more precisely, the ability to easily b sell shares.

In his study, Demirguc-Kunt & Maksimovic (1998) sp tvio main reasons
behind the significance of liquidity in the stock market ripfion® ﬁrst one is
that liquidity relates to the probability of risk of %estm t: ent is

deemed to be less risky where investors are able t% theif hos?mckly with
i

cheap cost. Meanwhile, the second reason is ge it tion Y‘Tlore efficient

and as such liquid market enhances long-t@mi

AN
Moreover, Aljabiri (2005) addressed r pgi ‘i Aays that stock market

]
n betyeen ¥ht s ‘—)market and the money

liquidity produces a profitable inte

market. This communication h e res yto %me readily acceptable as
collateral for bank lending, t 'ncreai cfedband investment. There are two
main proxies of hquldlty, tugover ral otal e traded ratio.

\‘9

2.4.6.1 Turnover Ra \ ¢ (‘)(J
AR

Liquidity is the s‘& W eco;;&nc agents can buy and sell securities. With

a liquid mark initial investors @v get their savings during the investment project

because th Xqulckly, cheaply, and easily sell their stake in the company. So, ease
of inv %‘1 the long-term can come from more a liquid market, probably more
proﬁﬁojects, thereby improving the capital allocation and improving prospects
for long-term growth. This ratio measures the market liquidity, which is considered as
the total value of shares traded divided by the total value of listed shares or market
capitalization (Adenuge, 2010). Beck & Levine (2004) preferred this measurement

rather than the other measurements because contrasting with other measures, the

numerator and denominator of turnover ratio contain prices.
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2.4.7 Market Index

The stock market index reflects the change in the market capitalization of the
securities by listing and including the calculation of the index. The index calculation
depends primarily on the momentary transitory closing prices for the ingtanganeous
papers included in the equation of the index as well as these are by the
relative weight of the index equation papers. From that ground, an);&nge in the
closing price of one paper will effect on the whole index by depe?n.g the relative

importance of this paper in the index (LSM publication).

2.4.8 Market Efficiency

o oSN
In his study Maalkiel (2003) introduced the definition fficight fi L@narkets.
He states that efficient financial markets are the k{?;atpﬁvnvestors to
\hout @ti g above-

1ourdef stock prices can

carn above-average returns and arbitrage opportURiti

average risk. The author also reported that %‘1 su
produce portfolio trading opportunities %v 1~be\'
% :

tigrSugdps
q
efficient even if some interruption 0& ructiong hgppe o them. Furthermore, the

same study criticized some siudw!hic fou tha@r the reaction against new

information or important n oungem t‘ul@ the time, stock prices will
illustrate the positive seri latign by iééstors. He shows that the evidence
of efficiency happenixéeci.@r: @ﬁe stock market is often rather thin
(Fama & French, 19&' 8). l M?

A ) S

Malkiel & Famﬁw) for USA; 6r;@}71 (1970) for the UK; Solnik (1973) for eight
European ﬂ{ts; Conrad & Juttndy (1973) for Germany; Jennergren & Korsvold
(1975) f ay and Sweden and Aybar (1992) for Turkey tested the weak form

to_r&gzhance to earn the
AL

S t@( stock markets are still

ot
o

exceptional risk amendment return. Th

efficiggey Wpothesis. These studies found mixed results. Butler & Malaihah (1992)
investigate the behaviour of individual returns in two stock markets, Saudi Arabia and
Kuwait, during 1985-1989. The authors used serial correlation several tests to evaluate
the weak form efficiency in the two stock markets. Their study tried to examine the
similarities and differences of these stocks, regarding exchange mechanisms and

efficiency. Their findings were that institutional factors help the operational
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inefficiency in the Saudi Arabia stock market, including trading delay, liquidity,

market fragmentation and the absence of official markets.

Some studies for Arab markets were provided by Gandhi et al., (1980) and Fram &
Ajami (1994) found the same results. Especially Fram & Ajami (1994 ¢ ed the

efficiency of four Gulf States’ markets, which are Kuwait, Saudi Ara %\1 an and
Bahrain. He used a serial correlation test and a runs test, Al Ajami re%&ed that his
study results provide evidence to substantiate the claim that a small sygck market does
not conform to the efficient market hypothesis. The efﬁc1ent et theory is not
strongly supported even in more developed markets. Dry ( 70) investigates the
changes in price of 15 stocks listed on the LSE, the r of so e sjafistical tests
agree with the random walk model, despite small s ys atic chqng 1 Egﬁention

that perhaps there are some patterns present in share

Based on Malkiel & Fama (1970) the hypothgShw,
Hypothesis EMF. Age & Kocaman (2008& i ital markets and

the efficient market hypothesis and as mcal om the Istanbul Stock

Market. They depicted that there are %p
RN

1. Weak Form: This type of Jn a??ocu%s ofpthe 1@matlon subject of historical
i
price or return consequences%eans %J iciency asserts that the stock

price reflects all historica @n patic 1st¢dl rates of return.
2. Semi Strong Fomgé ‘t% rm,(aﬁ' ublic information, like accounting

data and annual re list éﬂutsj?me earning announcement and dividend
increase announ %are i fo:éﬂe investors, because that will reflect in the

prices of the s arket \q.f
3. Stron? This focuses on the fact that the current price of the market reflects

all pu private information (including inside information).

2.4.9 Market Activity

Stock market activity is defined by two selected factors: the value and volume of trade
divided by GDP and the turnover ratio with the number of transactions. Levine (1991)
and Bencivenga et al., (1995) (1996) stated that there is a linkage between higher
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transaction costs and lower value-traded ratios which may affect saving rates to
economic growth rates. Using cross-country regressions during the period (1976-
1993), Levine (1998) said that stock markets might improve growth through liquidity.
They found that stock market activity had a positive correlation with meas f real
activity. Atje & Jovanovic (1993) used a similar approach for forty co during
the period (1980-1988). They explored significant correlation betw %alue of

stock market trading as a percent of GDP and economic g etersen &
Fialkowski (1994) and Datar et al., (1998) provide further ill tratlt which stating

that the quoted spread is a poor proxy for actual transaction ced by investors.
They called for an alternative measure such as turnover rat a)‘ perform a better
job of capturing an asset liquidity. Brennan et al., (199 d hM al,, (2001)
found a negative and significant linkage between ex d retprns jndl &ej evel of
liquidity substituted by trading volume and share over ratm

\C-)

An average of 12 months’ records may and \td\ 1de concrete ways to

understand the issues involved. Dif] uthﬁrs fi sed the empirical evidence
upon stock market liberalisation an t);é%vork of De Santis (1997);

Aggarwal et al., (1999); ar ? %an Kim & Singal (2000);
Y

Kassimatis (2002); Bekae ekaert et al., (2005).

2.4.10 Market Volatility

’

(Engle & Mangane[k ) Al @(?mcal analysis of the main determinants
of stock market tiity anfl ‘Jhey:@ponded significantly to the volatility of the
exchange rateA@anada has been@Eo.wn by (Koutoulas & Kryzanowski, 1996).

Kearney (1 éNho found the 51m11ar results in Ireland. Meanwhile, (Fang, 2000)
ative reduction effect in the stock market return process related to the

explor
Asiai®Nisi} in Taiwan. Many studies have found a lower volatility in developed

markets than in emerging markets. For example, it is obtained from the study of

Therefore, stock markf‘@l ty ect nges in money supply and oil prices

Ferson & Harvey (1994) which emerging markets have higher volatility than their
industry or developed markets. Also, Stone (1992); Divecha et al., (1992); Wilcox
(1992) and Harvey (1994), (1995) documented high volatility in emerging market.
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Low correlation between developed and developing markets reduces volatilities in

portfolios from these markets (Hassan et al., 2006).

2.5 LIBYAN STOCK MARKET

Yv

Libyan government recently realized that the country is in urgent ne%\create a
0

market for securities for the changes in the economic arena of local international
markets. The stock market is one of the effective means to mol@wlngs and turn

them into investments in all productive sectors of the nationa omy. The stock

market is also necessary because of the results of the exp ielw ownership earlier
in the absence of an integrated system for the stock ma@ c '&equ t problems
include the low efficiency of the performance of the gubliCompanigs:

the apparent weakness in demand for the Initial Pu@ering 1P i t.b@%hares of
a sio}l.c market is
th&e area, but a
2
NS

In his study Aljbiri (2012) said that:% 0 Qf_?\

adgition to

[¢]

Y

“Recently, in Libya man)%\wmir an f(‘m@%l authorities and also many

studies which done reg€ntlyfpave r t the establishment of capital
markets is necessary 1IQ imK; -Pn@um and long term financial
1 1obi%{ion, augmenting financial sector

intermediation, e@g @
competition, faci{ta t offfluct Qﬁ: monetary policy through indirect
instrument, and ing/ mu ?!dedg‘dreign capital”.
& ¢
2.5.1 The Estab torlbp);u Stadk Market

.

The Libyan% arket LSM is)r?emerging market, it established in June 2006.
Accordingims=ie General Peoples’ Committee issued Resolution No. 105 of 2005
whick staNs that the mission of the Libyan Stock Market establishment is to be
assigned to the General Peoples’ Committee for the Economy. It shall make all the
necessary arrangements to oversee the establishment process and develop the market
in order to contribute to investment development. This decision was based on Law
No. (21) Issued in 2001 on engaging in economic activities, as article 10 of this Law

states that the General Peoples’ Committee has the right to determine who is
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responsible for the process of establishing a stock market in Libya. In March 2006, the
General Peoples’ Committee issued Resolution No. (134) on the establishment of the

Libyan Stock Market, with the capital of 20 LYD million. According to that, the

General Peoples’ Committee on the Economy issued Resolution No. (244) 6 on
the nomination of the first General Director and the first management ittee of

the Libyan Stock Market, in Tripoli and Benghazi branches. During that 1od only

six companies were listed, and manually trading operations. In 20 to increased
trading volumes and to ensure the safety of transactions in t et, the market

administration launched the electronic system for trading, g, depository and

central registry. e

In 2008, the General Peoples’ Committee issued Re‘se&n No. [436 a'@ statute

of the LSM transferring the market to the Econom vel ent Fund

(ESDF) and increasing its capital to LYD 50 milli{g. At the Libyan
Stock Market issued rules and regulations gofe the ion &&e stock market
which are supposed to serve the investor: nsure ¢gRe in@ity of the market
transactions. Then, the market shares fer and private sectors to
become a joint stock company o a glﬁ de @ entities and more than

1,400 shareholders on 16th Janu . ,

N
o
2.5.2 Libyan Stock Market(\ga) Deyél erfcg

The Libyan Stock mat, ha a

qxpeg ced development over the past years

cl(anegg and economic growth. Hence, it is one

and has led to incre nvegt
of the fundamen‘(%n' yan@bnomy It gives an opportunity to the savers
to invest the1 ey and savings ng:;h‘c. form of securities and achieve great returns

leading to se of the GDP. The increasing of the investment opportunities
afford ¢ markets may lead to attracting many investors, including the local and
foreigMgpygstors.

In the establishment year, LSM was still new (in the infantile stage); the number of
contributing companies and the trading volume was very small, and there were no

public and foreign investors in the market. The total trading volume in the stock

market was only LYD 355,840 (LSM annual report, 2006).
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In 2007, the LSM stayed in the same situation. The average of trading was very small,

the variations were very small as well and the contributing companies were very few.

The situation was at this level until 03/04/2008 when the electronic trading was started
that made the market’s transactions more efficient (high in speed); whjch§n turn
increased the number of contributing companies, was because th et made
invitations to the private companies to become contributing companies 1wthe market,

to contribute and improve the stock market development in leya

Through 186 meetings traded for this year (2008), t Q er of trading was
4,385,228 shares totalling LYD 427,782,296.600, "F n Wenty seven
million seven hundred and eighty-two thousand and 3 hun¥redfand gifety sg-dmars

and 600 \ 1000 dinars," implemented through 264 p '@ﬁ? highest

turnover was in June; trading book during the mot @ 1S02, 2‘63(;3 from the

number of 269,299 shares through the imple on 0 th p&sses. Whereas
the lowest value of trading was LYD 32 500 1n®vember with the

amount of 106,777 shares through im ntatlon:s Ke @process (LSM annual
"9

S5

report, 2009).

Aé'
The Libyan stock market wi es insi lan t51de developments in 2009
which led to an improvement op% (aggpg volume has increased to more

h;e thdn

than 72 million LYD

mlll& shares and through more than 5

thousand processes (L - OO(.)\

2 s
st@'n the main table, there were more than 15

In addition, a nu% cogl
companies in a Ygb¥st. In 2009 alsdgiM launched the new website in the market

operated u $atest technique. Th}websxte provides a range of new services of a
erv

short n ice centre and voice services, which enable the investor to follow

up lt ons in the market immediately.

Based on the central depository and the registered management, shareholders with
more than 25 companies, there are other members involved in the stock market. There

are around 250 thousand investors registered in the market and 11 brokerage firms
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engaged in buying, selling and providing advice and services to promote the

department of subtraction (LSM annual report, 2009).

For the legislative environment, the issuance of stock market law is the most

important achievement of the stock market. The issuance of the law has ciéhinated

from a great effort in preparing the draft law, workshops and meetings ational
dﬂxp practically

experts and Arabs in this area in January 2010, which will open the

economic activities and orderly stock market. The regulatory controls the

organization of financial institutions in a market environment. \)

N

At the international level, LSM has succeeded in attractin aj e‘tion of the other

e Arab le eﬁ_hanges
for the year 2010. Besides, it also got the membersjy e Expeyg e'C_g&}nittee of
the deposit of Africa and the Middle East (Alam a 0}_] ) thd-arket to the
organization of International protection of t inyest aLn\ w Ye of the first
acceded to the Arab markets. In addition, \g@qe am ofcss Union of African
stock exchanges and attained the ghembers \Q t &XAI—Ana) Numbering
International organization and the Faflera 'o“ of Q‘changes (WFE) as an

observer (LSM annual report, 2010\ A"‘/
S

The number of the increase %/;stor%’eacjeﬂl @&nd 250.000, whilst number of

Registered Companies bﬁﬂ. 'ih\SS of t erage daily trading value became
(A®co

LYD 304,005 in 201 : ib@VCemral bank 1$ = 1.35 LYD). In
addition, the daily @e tr; di?lg no‘ZCE?’was LYD 304,005.260 in about 7,465

transactions. The, r ofgBro e.ér\npanies in 2010 was 12, and the number of

listed compa@ 10 was 25 (Ls.y;x.nual report, 2010).
<

In 2011,%arket closed on 22/02/2011 because of the war that took place on

17/0®ausing it to close for one year until 22/02/2012. For this reason, the study
period stopped in February 2011. Table 2.1 illustrates the trading summary of LSM in

Arab markets. It received the honour of the presidengy o

=

ha B

the study years (LSM annual report 2011).
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Table 2.1: Trading Summary of LSM (2008-2010) (1USD 1.35LYD)

Year Trading value Trading volume No. trades Market Capitalization Turnover
Value Ratio
2008 29,276,065.600 29,276,065 4231 8747,80,997.50 0.35%

2009  65,548,389.600 5,493,846 5912 2,654,819.771 s ) 1.38%
2010 58,065,004.650 4,513,994 7.514 3,770,649.81&{ 0.24%

Starting from 22 /02/ 2011 The market was closed uew war

Source: LSM annual reports (2008, 2009, 2010 and 2011) \d’

N
2.5.3 The Main Obstacles Prevented Earlier Est @ent:o t Llh%'_}n Stock

Market Y. \ Q\Y\J

Libya, like many other countries, suffered awng tim m éblems within its
economy, in especial inflation, balance o men% i ﬁates of employment
and growth. All of them caused to cr«% Yin t@conomy Instead, the
problems of irregularity in supply M e cte{ﬁ%gaﬁvely on prices and
balance of payments. Similarly f&l.poli].‘y t c@be more than the level of
expenditure, which caused by ahal Jé@opulatlon densities, growth and

employment, which led to K\Y\ct rll dis rtlo@the employment market. Besides,

during the 1980s, sever, ne in, i 011 prices and the effect of UN and
US sanctions also h vefse € / thé]ubyan economy during the early 1990s
the major reasons i the{i s that Libya faced in the early 1980s and
1990s. -S"

The exp n of Cobham & economics (1995) goes that stock markets in
develob‘ntnes can suffer from many problems. These problems can be due to
an imperfect flow of information and high transaction costs, because of being their
economies too small to benefit from the economies of scale which characterise the
major stock markets of the world. He also emphasises that in the developing countries,

there must be a strong preference for a bank-based rgther than a market-based system.

Moreover, Fry (1982) points out that:
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“At best stock markets play a minor role; more often they resemble gambling
casinos and may impede growth in developing countries."

Despite the importance of the stock market for Libyan economic development, there

were some limitations that the absence of a stock creates. Among the limitations and

obstacles identified are: Q

1. The difficulty of predicting and controlling of uncertain mrcums&k owing to
the issue of the instability rules and regulations without feasrlyﬁtudles being

conducted.

economy between the Libyan people.

2. The weakness of public awareness of the role of inve&ie strck market in the

3. The Libyan banking system is not sufficiently well loped

4. Most Libyan companies are unable to sell ad r su d\%-r financing
further capital investment. CV "‘ 4\
5. Lack of efficiency and development 0 an al i 12@ institutions and a
A

financial press in this field. Q
-é P
Aj \

2.5.4 Regulatory Framework o Ll n T ark

l %
Although time to develop a I‘VL programme offered shares for
privatization in Libya in jfie en@ne stczegmarket it has been assigned to the

offices of the editors tr e@'e subscription process. However, after

the announcement th POJ it $ackd m@y difficulties. For example, the investors
riptéc hare!!?)ffered which led the specialists to review

the marketin gram of the s@ﬁ offered. It also led the General People's
Committee%\e some modifications to the process of legislation, such as resolution

did not prefer t

¢ for the year 2004, about identification of controls and the financial

numb.
value 1e economic units for the public purpose of transferring the ownership of

these units.

Furthermore, the General People’s Committee made a resolution that No. (242) for the
year of 2003 to the Libyan Central Bank to establish the LSM, and to delete the Head
of Libyan Central Bank’s resolution that was about the establishment of the trading
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shares department in the investment management. The last resolution No. (134) was
issued (in the year of 2006) which was about the establishment of LSM, which is

considered an important turning point in the Libyan financial system history.

In addition to that, to make an investment in all sectors more deeplwbyan
government has made impressive changes through issuing many regula%: h
the Law concerning the encouragement of foreign capital mvestmenhk 0. (5) of

1997). Also, LSM issued the Law No. (21) of 200100ncerr:1$e practice of

economic activities, specifying the tools for it exemplified in i als and public

v
companies. Y’

In addition to that, the Law No. (9) of 2000 made to ¢ Commerce

and Free Zones; Banking Law (law No. 1 of 2005) % Co 1Pat®Money
for;

Laundering (law No. (2) of 2005). For more regwatlons see

appendix (2.2). \’ 43'

2.5.4.1 Rules and Regulations of leyan O

Since its establishment, the LSM has @ell @tly there are a number

of rules and regulations that orgam ent aﬁ'ﬁ’operatlon of the market's

companies. From the formatuc W

LS
and trying to avoid the other ngrk 'sfm 4Jor thlS reason, LSM prepared

regulations governing the&hﬁ ratiops an@have fair trading and to protect the

rights of sellers and byye o;l non* axkeb)@s The law of the stock market aimed

tmg the developing systems

to organize and dev, mpahies) apd e@omlc institutions, and provide them with
needed financia he % ck market aims to enact the concepts of
transparency, sure. \

The resglutqns and legislation have been coming one by one in Libya for the
estab % of the stock market. One of those is the resolution No. (31) for the year
2003 which was about the issuance of a list of estate, the companies and public
economic units. Another one was the resolution of the Secretariat General People's
Committee No. (313) for the year 2003, on the adoption of the program to re-organize

the public companies (expand the ownership base). In addition to that, the capital of
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the new economic units has been determined according to the value of the shares
subscribed. Besides, the share value is funded directly by the subscribers and the cash
payment, but it can benefit from the money, which is available from other sources.
The subscription began with some company’s shares; that was put up these to the

public since the end of 2003 (LSM publication entitled* the importance ow of

economic growth, 2009). 5 \)

In 2007, LSM specialists, in cooperation with international experts?n to prepare
t

reculations governing the stock market's operation, in order to investors and
o t=

ensure the integrity and transparency of transactions in th?ﬂket (LSM annual

report, 2007). These laws include three themes as follows:

O
1. Internal regulations governing the administrat;@d fingncia ?ff-\ Y;n the

market, which was in 2007.

s \’Y'
. The rules governing the market activity wer 8. u‘ T

3. The capital market law, which was m Jo regulaigithe 1ty of the market
\di ﬁq% arket transactions.

and establish the Capital Market Autho ] ove@
% Q-
2.5.4.2 Internal Regulations of LllN t %ie é""

In 2007, the Board of dlrecto%,;M o d Js mternal resolutions governing

the administrative and fi ] asch manéément and workers in the market

which can be listed as f w¥(LS al r , 2007).
’

1 Regulatlonsf ee éy ar
b 4

2. RegulationgolNgai mg and devel nt.
&

3. Official @ns regulations.

4. Rogulati¥ns for the Management Committee.
5. Financial regulation of the market.

6. Sanctions regulations.
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2.5.4.3 The Rules of Libyan Stock Market

In 2008, the LSM prepared a set of regulations, which were issued in the new statute
of the market under the General People's Committee Resolution No. 436 in 2008.
These regulations are basic rules to regulate the operation of the market to p the
investors, safety of transactions, and application of principles of dﬁv

transparency in the LSM (LSM annual report, 2008). In his study, § a (2013)
addressed these laws as follows: Y.

1. Regulations of Listing and Disclosure Y\.,

These regulations involve many of the provisions es !oa L ing listing
companies in the LSM including the formation o listing thelr
function definition, listing requirements, rules of’ ellat}o 15! and the

disclosure and nature of the data and processes. Y' \ Y\.’

2. Depositing and Central Remstermg 0u ions 6
\; & )

These regulations contain provisions esﬁ i @%e process of depositing
and registering of securities in the l d he determination of the
functions of the depositing and r1n de me rganlsmg the clearing and
settlement process. These lavx% nclu ‘}}J}é e the process of the purchases,
sales and inheritance, tl]e edure\§for seizure and freezing of the
securities (Shernanna, 2 3) | %

?f S
3. Trading Reg@ﬁ :b.)“ é\
These regu]at ganize secuntle&‘&dmg in the LSM, including identifying trading

places and E1 s, administrative and technical measures for trading activity,
preventlb exploitation of inside information in securities trading, and the
prohib f price- fixing in the market.

4. Brokers’ Regulations

These resolutions, governing the brokers’ activity in the LSM, including conditions

and requirements for a brokerage license, functions and responsibilities of brokers,
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and all administrative and technical procedures relating to brokerage activity in the

market.
5. Fees and Commissions in Libya Stock Market

These regulations organize determine the value of fees and commiss id for
direct and indirect services offered by the market to clients an staeholders,
including listing fees, membership, brokerage licenses, und iting, trading,

grievances, conciliation and arbitration, and services of depo% nd registering

securities. Yw

6. Corporate Governance \d
N

These control the management of listed companiosgf® the stogk 1 rk!:t-'i(r? order to
ensure best practices that protect shareholders an holder miptits, b§1- as earning
distributed profits, get the information, att W and“pa ipati@in the annual
meetings, and voting rights. & S

O iy b
These resolutions also include disc% rgles a ran%sarency, including the
Y9
disclosure of reports and financial Qgg ent%ie réén%s of boards of directors.
\
ds

They also contain all issu; Wg b! I -@ directors and supervisory

committees, such as their bdSicjrespoys '1@@ duties, remuneration of the

@]

an@hdependence of these committees.

=]

members, and conditions

It should mention that N i
[ ]
a 1{s reports of boards of directors.

the rules on disclosQOI: nangialste &
44.{ d b-): $
N

7. Sanctions in ¥ge Market

03731

.5
Pt
Lo
o

qt m¢npatory for listed companies, except for

9
This regu@wolves measures relating to the impose sanctions on any procedure
that m@nes the provisions of the statute, rules and regulations of the market. It
includes ™ number of issues such as the formation of the sanctions committees,
determining their tasks, specifying the violations and sanctions, and other matters

related to appeals against the decisions of the sanctions committees.
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8. Grievances

This regulation includes procedures relating to grievances about decisions of the

sanctions committee, board of directors, or the management of the market. It

addresses the formation of an appeals committee, determining its funcv and
mechanism of action, and all the complaints procedures. c\

9. Regulation of Conciliation and Arbitration .

This regulation governs the function of settlement of dispufSy that may arise
m%ﬁar

between traders and dealers in the market, including a t procedures to

complete the process of conciliation and arbitration. \d
o
10. Regulation of Settlement Guarantee Fund | &
2 R

ns Nhe Settlement

This regulation includes all the rules controjling $he

Guarantee Fund, which contains the compy L@ fco
market for the implementation of the se ;n% ifsgt
ensure the fulfilment of the obligatioéan& %a

time, and creating confidence in t ingw, 1}&3& encouraging local and
foreign investment dealings in the?ﬂet. , : N

LS

rokers g in @' market have to participate in the

| ~

on shRifies the value of contributions by

ibfions4gom dealers in the

[y

ey accounts, in order to

iné%perations in a suitable

Based on this regulation, &

Fund and pay subscrip, Th
members, the capital Fuhd? n 7
work, and the se e%r of iﬂ)}s d\gnevances concerning the administration of

the Fund and w ers (Sh aﬁ}a@m.

re€and operational rules of the Fund's daily

9
According t . above regulations, therefore, that LSM establish an integrated
legislati ework, which contains the trading rules of the market that will protect

investowffom non-commercial risks and ensure the integrity and transparency of

transactions in the LSM.
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ii.

iii.

1v.

Vi.

Vii.

Viil.
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11. Law No. (11). 2010 on Libyan Stock Market

In January 2010, the Law No. (11) on the capital market was issued, which is divided

into eight parts to organise all aspects of capital market activity, and can be

summarised as follows: Yv

The first part of this regulation, which includes fourteen articles, pAgvidgs for the

establishment of an independent supervisory body operating under, Ehe supervision of

the Ministry of Economy, it calls the Capital Market Authority. Th¥ body seeks to

create a suitable environment to achieve stability and gro e capital market

through a series of goals such as protection of investo trfders from non-

commercial risks, ensuring the integrity and transparenc ma wctions, and
L 2
I

reducing risks coming from financial transactions (1@012) | _{.)

To achieve these objectives, the law sets out a raxw

Capital Market Authority, which can be sunut%w as {1

Regulating and controlling the issuan secu %s\?

N,
Regulating and controlling the di@ oﬂwaﬁt @c?mation for investors.
N\
Gathering information and Etat?!regtliytl e s&al market, and publishing its

reports. 'y
&

~
Receiving and follow@ cow@s an@orts relating to market activity or
intermediaries, and@ sZta)?eflsiug-‘lncluding the imposition of sanctions.

@
Ensuring the Q&Wn@t V‘%f th,é}tcounting and auditing standards in the

preparation o&m accounts and cial statements of actors in the market.
%& -
Imposing tandards of corporate governance for listed companies and all the

Wor 1vhe field of securities.

=t
o
[=1
%
o
=4
]
=
[on
<
-
=
o

Issuing and giving of permits and licenses necessary for the exercising of activities

related to the capital market.

Adopting a suitable system to ensure the fulfilment of the obligations arising from

trading operations.
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ix. Adopting a proper system to protect clients in securities, including effective means

to compensate those affected by non-commercial risks.

Furthermore, this section determines the entities subject to the observe and

supervision of the Capital Market Authority, including the institutions which in

securities, involving the stock market, issuers of securities, brokerag@ cOWpanies,

accounting and audit offices, investment funds, and financial cm&tl g offices

(Shernanna, 2013). T

The second part of this law, which contains nine parts, provi gulations for the
issuance process of the security types, and importan! edilres for public
subscription, also, the listed companies’ obligations 1 e mpar uch as the

]
disclosure of important data and information related ‘toédmin' tratiye Y-ancial
activities of these institutions. \ b 4 b

The third part, which includes seven sides, %’ze the
ie

V
=
Vith the LSM and
s all ini@tive and financial

determines its goals and functions; it also s
aﬁan and functions of the
“9

affairs of the market, such as budget, r %s, agh% xn
} 6

board of directors.

Y9 Q-
A
\
Part fOUI‘, which involves fift a: %168, I

ulagesth ivity of the working entities

in the market, including the 1 tiﬁq{ of épse institutions that operate in
securities, organizing thej My dcl ifyin@eir obligations.

o T

t
In addition, this parjsgnclygies 'gfti@ f all actors in securities to disclose all

¢
e
information, data tistif Jlemgﬁle statute, financial statements certified by

an external aﬁ&, an annual list @gj?le shareholders, any important information

affecting thg\g of securities, or as the rules and legislation requirement.

Part @ch contains nine articles, regulates the issues which have a relationship
with the investment funds, including the establishment of these funds, administrative

and financial affairs of funds, responsibilities and functions of their management

committees.
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Part six, which contains six parts, regulates measures for the settlement of disputes,
involving the formation of committees of investigation, disciplinary matters,

grievances, and conciliation and arbitration, adding to identifying the functions and

powers of these committees.

Part seven, which includes five articles, sets sanctions for all practices t@travene
the provisions of the regulations in the field of securities. *

Part eight, which includes thirty-three items, provides a se‘Jgeneral rules

governing the collection of important aspects of the stock =guch as identifying

listed companies in the market and their securities listing A&CWyding fo the conditions
required by the regulations for the listing process. Kd,

. | &
In addition, this part presents the incentives for any™ ted gorhpgglies téing in its
securities in a not less than a sixty day perixiw ) as Y?r’nption from

income tax reach five years with the poss'b%; re
N;

period, and exemption from customs dutie

o%
0 " :
Moreover, this section stresses that ck mark musL;;@close all important data

radi@reports, and reports of any

e tQ 50% over this

and information, and present fin mtat
exigent circumstances. Also% ents J\em et the staff in the market from
m.g 4. . e
trading securities withou&@ 0 \y«i ap@/Market Authority CMA (Aljbiri,
In summary, The @JstatJe ] lve@H rules and regulations controlling its
operations, w@osed{ fect 1&. stors from non-commercial risks and ensure
s

the integrity ansparency of fx@'actions in the market. However, there was an
obvious de \' the relevant authorities in issuing the law in 2010 of the stock

mark& lowing the establishment of an independent body to supervise and
contro he processes taking place in the stock market. However, the stock market

2012).

G
Y,

3
5%

has been operating since 2006. In addition, so far, the related authority has not issued

the regulations of this law, and had not established the Capital Market Authority for

supervision and control.
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Finally, despite the statute of the LSM indicates that all listed companies with capital
exceeding LYD 250 million are obliged to register in the stock market, only 12

companies currently appear on the main list, and only 13 companies appear on the

sub-list of the market. ‘

Besides, the issuance of the regulations of the new law is signific \orce all
companies to enrol in the market as provided for in article 67 of the w, thereby
ensuring the protection of investors’ rights, the integrity of trans s, disclosure

and transparency, and the application of standards of corporate Mnance stipulated

by the new law. Q |
2.5.5 Libyan Stock Market Structure s \d,
¥

)
The establishment of the LSM is a significant s in tpef¥co ribuQ'-‘e\n towards

N
\en@ﬁ to realise a

sticg savings, attracting

tixﬁigoj ects through the

improving the economy's financial organizatjons;¥§n oOr

better utilisation of financial resources hz&? 11

foreign savings and channelling these gesour¥es Eo{
< $
&

development of the stock market. E
7]
\%gc @de a resolution No. (134)

On 3 June 2006, General Peo Non
ike inl Ldya. In 2010 LSM listed twelve

S5

regarding the establishment % ck m
companies divided into fowt S, ‘eh'-Q mg s its own speciality, they are:
N

1. Banking Sector 0} l ,?’I (_)(J
2. Insurance Sec%Q— J‘b)', Ygéj

&
3. Investl$ inancial Sector N
4. In® ector

On the other hand, the administrative structure of the Libyan capital market consists

divisions of the following organizational (LSM publication, Libyan Stock Market

structure of LSM “2008”).

1. Trading Department
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ii. Central Listing and Depository Department
iii. Membership and Administrative Affairs Department
iv. Financial and Administrative Affairs Department
v. Research Studies and Development Department c§.
vi. Control Oversight and Supervision Department *
vii. Legal Affairs Department VY.
viii. Public and Quality Relations Department Y'
!

ix. Communications and Information Systems Departm \d
L

x. Committee Affairs office é v)) | -{_}T
xi. Office of Technical Cooperation T \: \;Y'

. | N % kg
xii. Office of Internal Audit 0) é

In his study Aljbiri (2012) addressed tl% the%l its establishment LSM
composition was strongly supportin%nanﬁial r @panies, with banks and
insurance attracting the large qua@f s a%zest@‘gnt flows. Also in 2010, the
banking sector was the maif’s in tllﬁk]e alling 73 percent of market
capitalization; followed by instfan 0 pan‘l‘é‘\A9 percent, financial service 4

percent, and industrial pexcentgIn a on to that, most of these firms are

N
public companies, anc@ 0 he%ej;!: sqgéring from many problems for instance,
; )

in terms of disclo ancipl dgfigit, unting standards. In addition to that, the
companies llste;1 M wereMmo ge{’upg good profits in Libyan economy. Since the
beginning, t% rnment had use&“Ba.nks and insurance companies to make a strong
starting i% ibyan Stock Market (LSM) and privatization efforts in general, and

then glo bush them into the private sector. In addition to that, the number of

=

publicly Wsted firms is quite low, relative to the number of firms in the economy.

Libya has many profitable companies such as the telecommunication and industrial

categories, and oil companies, both linked to highly profitable growth sectors are set

to attract local and foreign investors, and improve the daily trading volumes and

market capitalization.
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Since 2010 LSM expected to join Telecoms companies (Libyana and Al Madar), (the
Libyan Iron and Steel Company) to its listed companies to acquire more depth and

sector diversity. The sale of as many as 40 percent of the stake in two government-

owned mobile phone networks, Libyana and Almadar, was expected surpass
ez

previous IPO proceeds. The oil companies, both private and public, mi% isted in

the stock market, if the basic conditions are available. However, the report of

LSM 2010 indicated that there are more than 22 companies listeq in sub-table when
the conditions will be ready, and they are from different secfprs. Yowever, oil and
telecom companies did not join the ranks of LSM liste anies until now.
However, there are plans to attract these firms becaus% alstrong role in the
Libyan economy (LSM annual report, 2010). \d‘

’é\ |
Otherwise, the Libyan stock market did not have #gariety ’o fingnci "?hstruments,
because only one instrument exists for investorw \‘Q 1es; &%‘e is no bond
instrument until now. Also, as mentione We 1pan‘i$‘s? mainly banks,

insurance are listed on the market, which s that t mos@oﬁtable companies

did not list in the LSM yet especi GDa.nd M \‘kChart 2.3 shows the
structure of LSM based on listed co\ S. f 4 Q%C?
S |
Figure 2.3: Strttur of LS j 0 ted Companies

-

:

@ Banks
B Insutrance
Services

= Industry

v
S
&
A A
S
S

Source: Libyan Stock Market report 2010



64

2.5.6 Libyan Stock Market Characteristics

Libya did not have any experience about the stock market operations. Thus, it was in

need to benefit from the other Arab countries’ experiences; especially from Egypt an
Jordan in the area of staff training and the preparation of regulations q{%ntrols

necessary for the functioning of the market. 1
The LSM contains a huge range of participants, which include co ks, individual
investors, institutional investors, financial instructors and w1th assigned

responsibilities. The continuous trading system is a basic the trading market.
Each company has an assigned board at the trading offi trades have
0 th

5 kaerage

to via a licensed broker in the office. In the middle

firms licensed by the Libyan stock market to trade They C d sell the
equities on behalf of their customers against the Mes for their
own account. While their legal unit and n es t 1m1ted liability
company, it may be so that the two may co a% a art ip f@lonmg solely as a
broker (LSM annual report, 2008) 1 ,é
ﬁ \

Despite the presence of diverse g of in HA LSM, especially in the
secondary market, the breal%o var us e§ investors is not recognised.
There is no available informatj boft .‘th,Vldual investor’s percentage as

opposed to institutional i %rs, terefore, thé?%rf)e of information is vital. Clearly,

the primary 1nst1tut10t Vesﬁr S 1 a cog}ists of insurance companies, banking

orp@tlon (government agency), saving funds,
-t aé\ investment funds. While, the first two

and different £ }f
institutions h.&aeen mainly ne@dyers in the market, they do not frequently

participate selling side.

institutions, the Li

Liby@ need to benefit from the other Arab countries in the area of training and

the preparation of regulations necessary for the functioning of the market because

LSM is infant market by the lack of the experience in this field.

In the first year (2006), the stock market did not do any operations because it was the

establishment year. In 2007, the trading was very small, and it was a handy trading.



65

Also, the number of contributing companies was very limited, and there were no
public and foreign investors at all. The number of contributing companies almost

reached 6 (LSM annual report, 2007). However, the system began to change on the

3rd of April 2008, when the stock market started to use an electronic tradjpg; when

increases the volume of transactions in the market after connecting the ce&&y.stem

and the Settlement Guarantee Fund. After that, it was linked to the hea rs of the

market in Benghazi and Tripoli, by being linked electronically usin %—opﬁc links

and also with the satellite. Later on, the number of listed comp ie&;eased, which

reflected the success of LSM as an emerging market in the fi‘&se (LSM annual
|

report, 2008). s
After all that, LSM invested sufficient time for the {gfart fe ctr\gﬂr@g and

t
implementation of business strategy, information ‘%gem;n foffm ab and

Togs WAt sa@énvironment

?eo C ittee made a
stat@ of the market and

international markets and the mechanism of actiorw S

to attract the investors. Subsequently, thtwral

resolution No. (436) of 2008 on 16-1 I—ZO(M stablish
"éhents for the session

increase its capital to LYD 50 millio %0 provﬁe}ﬂ?e
\ - 3 . .
%, andl i (@atlon into a joint stock

for IPO for the public and private its gransf

&/

company owned by a number Nga’ Hes 3@ more than 1400 regular
%8

contributors (LSM annual re )- S
L 4 LY
NS @)

2.5.7 Libyan Stock Mar&\ldinb Sy$jem ‘Q%
N

“

L . .
Trading system in t (&nj\k‘et ifle éra:ess of buying and selling securities of
listed companies # ro@ in the market.

NS P
N

The securitgra d in the LSM\‘? divided into two groups: equities and debt

instrume uying and selling of orders were achieved by licensed brokers and

implemenWg based on continuous action during trading hours. The passing of
customer drders by telephone or verbally, thus, is acceptable as long as such orders are
subsequently confirmed either by order forms accordingly completed and signed by

customers, or by a corresponding statement transmitted in written form.
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Trading for the officer occurs in units, each worth LYD 50 of nominal value of the
shares. Most shares have a nominal value by LYD 1, with the exception of equities
whose average ranged between 8 to 10 LYD, such as the Wahda Bank, Tripoli
Regional Bank, Cement Regional Company, Suq Al-Gumaa Regional B and

United Company for Insurance with a nominal value of LYD 10. Theref
brokers take place a spot basis at (T+1); quoted the prices of shares in&d% which

3

increases with the greatest change of 5 percent on the previQus

compulsory on the daily movement of a share. \S

Subsequently, the ceiling is applied to prevent the large pric uczations to eliminate
speculation and to protect the small investors' interests exce i!m this rule
happens just when there is a requirement of a stock dividgnd ahd gri us’tggﬁ, or
when listing a company originally, in this case its pri floated for 95 mifthes and,

P 4
then they set the base price for that day. Obviouslywe-L %‘hp-to-date

record of all transactions and all register tradeéws. might occur

on the day following the trading day, when ‘N

Libyan stock market. The latter is given t bse ue\b$'
- \ 3

records and to deliver all transactions 4gg ) t8 they nuirl{;&mpames who should

resultantly update their records wiihiN‘lrel usi@s days (Masoud, 2009).
’

in vblw.@? in the LSM in the period
&

N

e @saction with the
sﬁf‘ays to update their

Table 2.2 presents further detaffs he tr
2008-2010.

Table 2.2: Trading Syst

7

Statement ‘(ﬁlme Trading Value (In Million) (LYD)
8
Actual trading A 4231 \%\329,216 29,276,065.60
Ownership transfe! 1032 784,012 8,092,711.00
Protected 1 2,052,000 390,413,520.00
Total 5264 4,385,228 427,782,296.60
2009
Actual trading 5912 5,493,846 65,548,389.60
Ownership transfer 23 672,872 6,755,720.00
Total 5935 6,166,718 72,304,109.60

2010
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Actual trading 9545 6,069,066 77,948,216.48
Ownership transfer 53 336,170 3,361,700.00
Protected Deals 9 10,160,000 105,878,000.00
Total 9607 16,565,256 187,187,913.48
Source: Libyan Stock Market annual reports 2008, 2009 and 2010 \z

The trading value in the LSM increased clearly during the period 20085& In 2008,
it was to LYD 29,276,065.600 and reached LYD 65,548,389. 600 in - finally, in

2010, it increased to LYD 77, 948,213.480. Trading volume also to creasmg trend
during the study years; in 2008, it was 1,549,216 while, 2 9 1t developed in

5,493,846, then increased to 6,069,066 in 2010. This tren reased of
the number of trade during the study years. Althought valut o ota the
years shown in Table 2.2 was high, except in 2009. g thls y ar, l'a!he of the
actual trading was small compared with the other eqrd t uld ntlon that

de£\conducted in

t v@ a value of LYD

this increase in the total trading value was the WOf p'r‘&te
e?

the LSM in these years. In 2008, there was a

390,413,520.00 which equivalent to more 91 per\&t e@al trading recorded
in the LSM in that year. This deal w pergtion pri@\’sing 19 percent of Al
Wahda Bank shares of the Arab T 10 -Sge protected deals were
conducted in the LSM with a v % 05 78, 0 which represented about
56% of the total trading re ord gt@‘d-tese deals were between the
Economic and Social De m nt ES and Privatisation Agency in the

context of prlvatlslng p

According to the ponf n 2010 the securities of Gumhouria Bank
were the most in terms of vah@d volume of trading; the trading value was

LYD 16, 73% which equivalent to 21.5 percent of the total actual trading value.
di

Moreov ing volume of Gumbhouria Bank securities was 1,260,176 that was
equwal bout 20.8% of the total actual trading volume in 2010. The Sahara Bank
comes second, with a trading value of LYD14, 697,232.78 which equivalent to about
19% of the total actual trading value. Furthermore, the trading volume of Sahara Bank
securities was 1,143,839 which equivalent to about 18.8 % of the total actual trading

volume in. Meanwhile, the securities of the National Cement Company were the least
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active traded in; the trading value was LYD 278,839.58 which equivalent to about 0.4
percent of the total actual trading value. Meanwhile, the trading volume was only
22,999 which equivalent to about 0.3 percent of the total of actual trading volume.

Ly

(LSM annual report, 2010). Table 2.3 illustrates the volume and value of Trading of
companies listed on LSM in 2010. \

Table 2.3: The Volume and Value of Trading of Companies Listed onf&gn Stock

Market in 2010 Y-

Company Trading Volume %  Trading Value illion) %
Gumbhouria Bank 16,734,255.24 21.5 1,260,176 l 20.8
Sahara bank 14,697,232.78 19 1,143,853 18.8
Commerce and 14,096,153.64

Development Bank

Al-Wahda Bank 9,263,925.61

Libyan Stock Market 7,911,370.94

Libyan Insurance  5,438,053.90

Company

United Insurance  2,237,969.51

Company

Sahara Insurance 2,258,873.29\

Company Y’

Assaray Bank 1,03 :

National Commercial 3

Bank &
Mediterranean Bank CN

National Cement compa%
Total 77

; &&9 22,999

00 6,069,066 100

3
o
Source: Libyan St& ket annual report 2

On the o %d, the main list of the LSM includes six privatised companies based
on the priwggi#ation programme, these companies are: the Libyan Insurance Company,
Gumhouria Bank, Sahara Bank, Al Wahda Bank, National Commercial Bank and the
National Cement Company. These companies and banks represent about 85 percent of
the total capital of companies listed on the LSM. Furthermore, the total trading value

of these companies in 2010 was LYD 49,964,477.13 that was equivalent to 64 percent
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of the total actual trading value in the LSM. Likewise, the total trading volume of
these companies in 2010 was more than four million securities, equivalent to more
than 66 percent of the total actual trading volume in the LSM. In addition, the
protected deals conducted in the stock market concerned the privatisation of public
companies and banks to strategic investors. Therefore, it is clear that the gglvagsation
of state-owned enterprises had a positive impact on the capital and y of the

LSM. At the same time, the market has played an increasing role in ™e sale and

privatisation of public sector enterprises (Shernanna, 2013). \3

2.5.8 Libyan Stock Market Main Indicators during the ears

\d' ‘p and

During the study years, stock market main indicatorsghgd reac ed fier
A

down levels. Table 2.4 shows the trend outlook on the 2 Y.
V
z ), of
Table 2.4: Libyan stock Market Main @'jyors ':ir
&y
Yea tradi Index Tradin T. Val T Total average of
r trading g ﬁlﬁ Q‘ g

he Stully Years

\\\

days (IDX)  Volume i @a[:i )' tion Value
2008 186 796.75 1,549,216 76 065" 874+%80,997,50 157,398.20
2009 253 1104.28 5,4% 65,548£89. 0l @,8 19,771,00 259,084.544
2010 191 1295.04 4,513,99 58,0¢5 ﬂ{@, 67,773,648.000 304,005.260

%
Source: Libyan Stock Market, @ ;@

The above table € inpthe & th@a'm LSM indicators between the study
years. Number o 4@1’ dafs 1 ve@m 186 in 2008 to 253 in 2010. However, it
started to dec o be 191 in 20L@n the other hand, the index increased during

the study ze?i nd it was 796.75 in 2008 to become 1295.04 in 2010. Trading
fluctuating trend, it was 1,549,216 in 2008 then increased to become

volume
5,493, 2009, and then decreased and reached 4,513,994.

Besides. trading value also took a wave trend until arrived at LYD 65,548,389,600 in
2009, and then started to take down trend to be LYD 58,065,004.650. Moreover,
market capitalization increased between the study years to be LYD

3,767,773,684.000. The same trend was in total average of the value it was 157,398.20



in 2008, but it became LYD 304,005.260 in 2010. Based on that the year of 2009 was
the best year between the study years because there are many events happened in this
year, such as the enrolment 1.SM Company in the listed companies. Also, many
companies moved from the sub-list to the main-list such as Al-Gumhouria b and
Cement Company. The importance event is launching a new price ind x, dex

has many advantages such as Does not focus on a particular sector, @refore

provides a fair distribution for all sectors.

2.5.9 Libyan Stock Market Performance V

Stock market performance reflects its contribution in the econ gro*'th. It could be
h Harin™a@a)., @012)
. >\

oaiedJ(2 )bg&ﬂed that

h,{s n c,é&orate but

also the whole country. Table 2.5 shows the 0 oIN\SM @l.g the study

years as follows: \EO é

Table 2.5: the Performance of rig 0 QOOS —2010)

Year LSM performa

2008 46§

2009 _
2010 Q 73 i@-
O"

The table mad re arshe oﬁ‘DSM annual reports, 2008, 2009, and 2010

judged by the ratio of market capitalization to economig gr

In their studies Ash & Huizinga (1999) and Ben Nac

a well- developed stock market lead towards highe

*

According to th abl€ guld noted that the performance of the LSM

increases durip® study years. In.@fS it was 17.416 then increased sharply until

reaching 73. 2010. This indicates that this result supports the achievement of the

secon(m e of the study that is the performance of LSM good compared with its

establis t date.

2.5.10 Listed Companies and Financial Institutions in Libyan Stock Market

As previously stated the number of listed companies was very limited in the first two

years of trading. Afterwards, the list elongated reflecting the strong growth of the
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Libyan stock market. This section would present the total number of listed companies

and financial institutions which in the LSM.

In 2006, there were only three listed companies in the banking and insurance sectors,
this number increased to six companies in 2007 divided between banki d

insurance sectors. During the study years the number of the listed com n the

main-list and sub-list increased (LSM report 2010). The following secti xplain the
LSM companies in the two types of lists. Y'

)

2.5.10.1 Listed Companies in Main-List in Libyan Stock MarY'

In 2008, when LSM started using the electronic tradin@' th-list are

]
produced. The main- list includes companies registered iWQe markget th ]'avgsgt all
A

registration and listing conditions; thus, they trade thei uritifs n tife mﬁn market.

There were eight companies in the main- list. Then, i%O

increased to ten on the main list.

)

ing List in Libyan Stock Market in 2010

The Capital (Thousand LYD)

ahda Bank 108,000,000.00
Bank 252,000,000.00
Assaray Bank 50,000,000.00

Commerce and Development Bank 33,333,330.00
Gumbhouria Bank 200,000,000.00

National Commercial Bank 33,333,000.00
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Mediterranean Bank 100,000,000.00
Insurance Sector

United Insurance Company 10,000,000.00
Libya Insurance Company 70,000,000.00

Sahara Insurance Company 15,000,000.00 Yv
Financial Services Sector \
Libyan Stock Market 50,000,000.00 b
Industrial Sector

F

Nation al Cement Company 600,000,000.00
Total 1,488,666,660.000

Source: Libyan Stock Market annual report 2010.
2.5.10.2 Listed Companies in Sub- List in Libyan Sto@Marke | '(}Y'
Ly

In 2008, there were nine companies in the sub - list m €t wbﬁ;, in 2009
there were sixteen. Conversely, in 2010 sub-ii coﬂ{ain thm@x companies,

from the industrial sector there are eight ¢ & s@ves and tourism

sectors have four companies and one co y resﬁ\n’(qy, @d on the sub-list of

the market. National Company for Mills Fo \r and Oya Tourism

Investment Company have the hig ; i
ni

ich\&? LYD 300,000,000.00.
?f @etable Qils has the lowest

Meanwhile, Development Cor%rfor R
capital that is LYD 14,230.000.0 he\ pﬁé@f the sub- companies is LYD

1,891,453,638. Table 2. 7 s N liked Dmpapiein sub-list in LSM.
|
Table 2.7: L1sted -L{stcéae in Libyan Stock Market in 2010
‘ A ’ .
Company \'Y" The Capital (In Thousands)
Industrial sector \v)

32,210,000.00

Libyan Compan y 'obacco 75,780,000.00
Developm OMpany for Medicines and Medical Supplies 90,069,530.00
Develop mpany for Pipes

Developmem Company for Refining of Vegetable Oils 14,230,000.00
Development Company for Tubes 35,000,000.00
Development Company for Wires and Cables 78,850,000.00
Development Company for Engineering Industries 36,900,000.00

300,000,000.00

National Company for Flour Mills and Fodder

Service Sector
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Al-Rahila Company for Oil Services 50,000,000.00
Development Company for Medical Services 87,414,108.00
Development Company for Construction 100,000,000.00

Development Company for Food Imports 100,00 @

Tourism Sector

Oya Tourism Investment Company Jog%
Total 638.00
Source: Libyan Stock Market annual report 2010. V

On the other hand, in 2010, twenty companies from S selctors signed listing

agreements with the LSM; it was expected to improve Mhgjr liqui d mcrease their

trading volume in the market. Table 2.8 sho he c iep @ed listing
agreements in LSM during the study years. ¢ ,'

Table 2.8: Companies Signed Listing @en s Withatie Li @ Stock Market

Company A.kProﬁle

Libyan Iron and Steel onjpany ftgc'ables

National Investment Company \ velo eht (&)any for Agricultural Investment

Al Madar mobile phone Company “ébmpany for Import Transport Tools

Libyana Mobile Phone Company J any for Health Facilities

Industrial and Services Investments compa a mpany for Financing and Leasing
Tourism Investment and Real E any l ent Company for Advertising

Building Materials Industry co an an Company for Health Insurance

Libyan Joint Company for C ¢ ,‘ C‘)‘harmaceutlcals And Medical Equipment company
African Company for C The Import of Construction Materials company
United Air Compa Airline Oil Company

Stock market annual report 2010

ber of companies listed in LSM is quite small because of the market’s limited
life. However, it can be said that the risk is high in the market, and the investors do

not have the principle of diversification due to the limitation of listed companies in

LSM.
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To conclude, in future the Libyan government plans towards privatization would be

quite effective. Market reforms will help the stock market to be strong enough to

increase the number of listed companies. Besides, the government made a decision

that will provide some incentives to listed companies in the market that will ne

by giving those companies listed in the tables of the market. There are n@ on its
i

securities. However, these incentives would attract more companies ster in the

LSM in future. Y.

2.5.11 Brokers Companies in the Libyan Stock Market

For trading in the financial markets, Brokerage compani%the i ' iaries. The

success of financial markets depends on the succegg of Trelajed 1e8 @Ch as

investors, corporations and brokerage companies. rage cofp es’a e core
4

entity in the financial market to link up the investo thecq arké‘j’.hey assist

the investors to access the market at the lo Mt. Sﬁf:ci lly,%' provide the
r a

eir custo S a ecommend them

financial consultation regarding investmen

d ,@aﬁons (LSM annual

es @SM during the study
&

s

ne &%tudy Years (2008 — 2010)

L

to subscribe to securities, according to t lied

report, 2010). Table 2.9 shows the

years.

A& Greén AProy Spimpany

6 Libya for &}'ce financial company
7 Foreign Exchange company

8 International Arab company

9 Annour company

10 The National group

11 Alwaseet Almobasher company

Source: LSM annual report 2010

The above table illustrates the brokerage companies in LSM, the number of these

companies was six companies in 2008, then it was increased to 12 in 2009 but at the
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end of 2009 this number declined in 11 when Universal Financial Investment

company stopped its activity.

2.5.12 Libyan Stock Market Index

On 30/04/2008 LSM introduced the Electronic Trading System (ETS) jf@ time
7

starting from a base of 1000 in April and closing at the highest level .6, then

started to decrease until it arrived the lowest level at 749.55 in NoverNper. After this

point, it started to increase again at the end of the year and rose to Mel of 796.75,

down by 203.25 points, or 20 percent. It is clear that the sefgondfquarter of the year

2008 was relatively volatile. The most significant reas%ve Jcli in 2008
confpan

ies 1 edw-the

influenced by the fluctuation of movement of prices

g IS
calculation of the index (LSM annual report, 2008). R
4 *3.

During 2009, the LSM index has jumped by 4 erxt i
points and still around this level till the enx&)
A

LSM managed two successful IPOs in 2Q09, wHil sek
15% range (LSM annual report, 2009). , o A (.}
“ &
\M oy,

In the year of 2010, the LSM indeg ha 0 pefeent, reaching 1600 points,
which represent the highest I%j%c: 20 ;}sdr @t closed the year at 1354
points, the banking index ww y S(‘R cen{ rance by 98 percent, services
by 78 percent, and indu by 15@, Ho@er, the performance of the LSM

N
during 2009-2010 was @n’o lan lyl'e@génted (LSM annual report, 2010).
U
2.5.12.1 The Ide% ew r t@ibyan Stock Market

2D ",
From the b mg of September 209, the LSM started using a new price index,

t rea{?ﬁg 1018.79
the4global crisis, the

e_ri mited to the 10-

car.

=1

volume; provided that the price is stable and close to fair value. Without being
weighted according to the market's capital this indicator also measures the change in

the price of papers, and it does not focus on the special sector and hence provides a

better distribution of the sectors.
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Like other financial markets, the LSM launched a new index in order to diversify the
indicators to provide tools that have a wider price for investors to follow the market

operations through it. The following paragraphs will apply and introduce some of

these ideas. Yv

New method includes the pricing index that is not weighted by quantitii.(@ most

important characteristic of this indicator is:

1. Composite price index consisting of the most active-listed StONl the market,
which are chosen according to most heavily, traded values, a thme a stable price

comparable to its fair value. \d

2 This index measures the change in stock prices wi t weiglitin i:n: cb)g?he
" -
<

capital market.
3. This index does not consider the percentage O%Zadi g

sectors. é:‘? . >\?

The index is calculated according to t\

The index value at t}ﬁqe =|T

The total closing pri@e calc y copdirlg to the weighted closing price method
v/t

by quantities. :%

mfa,&; pricas atthe time ¢ (2 1)

- r——
“-
5o,

The denomi ﬁ& The denominator is the total conversion of the closing price factor

of stom ding in the index to its level. This denominator derives from the

startin in the index (base date), by dividing the total of the closing prices of

companies on random number or multiplier (for example 1000) to be the starting point

for the index.
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Total of clesing pricas of sacuritias (isted in the Bage day

The index value in the bass day’

Denominator =

(2.2)

The first period is determined to launch the index that was 01/09/2009. curities
included this indicator as 5 active stocks while they should detenw'k[ ¢ previous

period and should exclude the inactive onse. Thus the securities wigspmigatered into the
index calculation are as follows Alsahara Bank (ASB), Trade elopment Bank

(TDB), Libyan Stock Market Company (LSMC), Al-Wghd
Insurance Company (LIC) and Al- Gumhouria Bank (AGE). Wy 1 dl]cin the nominal
0 an?i,aggd after

dividing the share. LSM started to use the experi the ihdegof| t@ectronic

(AWB), Libyan

value from 100 to 10 dinars per share, United Insuranc

system, starting from 30th July 2009. For more . bm\ nde\sée appendix

B ki V g

2.5.13 Information Technology Develomnw? toc@larket

In April 2008, LSM started its %ﬂtedﬂTra i
&

Egyptian model. This new compN

more transparent and effici gd it copl n@ Central Clearing Depository
in 2&

System (CCDS) introduced 1 J‘ ¥ (‘j’

From the begimingg& es
information technol&@( T)§in

international s % h e T @rks include such as installing the technical

é_am (ATS) based on the
as <i‘lgne:d to make the market

ea‘t ‘Wbrk with standards and specifications of

equipment (s connecting the@?ﬁy fibre optics, installing an electronic system

related t &mg, depository, ¢ ﬁ'canng and monitor, forming internal computer
netw r% the standards of the market and protecting it by protecting programs.
These mResures emerged with preparing bank data related to the technical department

in the market by connecting them to the internet.

In this regard, lots of agreements were included to make the efficiency of the market

stronger; such as, signing contracts about income and install trading, clearing and
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control systems signing an understanding memo with NCDX and MCX Exchange in

India.

On the other hand, LSM made a cooperation agreement with London Stock

and an agreement with Arab society of certified accountants in Jordan. @
LSM reports that contain annual data showed that more than 6.075 m

dinars were the cost of technical equipment’s in LSM. So, it can .S; that the

Libyan stock market had an effective experience of internationgal other Arab
countries in capital markets that would develop the market g information
technology, which eventually would increase the stock marke nc

2.5.14 Libyan Stock Market and Other Emerging $’Ia ke Ex en‘cKY'
m

l O
Over the last decade, so many Middle East and
developed countries around the world have esta ishe¥theg s

rofn s of the
these countries to develop their own pr1 t tor i

mark that helped
nt ythin their own

esgment, this measure

strongly affects trade and indeed est b e rgghnologlcal trade in

& ﬁo
these nations. ¥ A&
>

economies and economic infrastructures. lon thiT
e'fo

In 1996, the number of stock thro ‘:y Me@rld continued to rise, which
constituted almost 60 perce of t el ’I’a& d stgc¥ markets with a total capital of
around 1.9 trillion US$ resul(,\bse c nes liquidity has increased even
faster, and turnover Ju o % ?‘ pcg:ﬁt of emerging market capitalisation
between 1985 and vm 20 /America witnessed the greatest increase
in the market t1 é&m}j ent post-July 1997) before recovering by

51a it declined ﬁ-&ﬂl 9.2 percent in June 1997 to peak by the end

r, the Middle Eastern stock markets have different efficiency of

mid-1999. A
of 1999.

equity. st arkets in developed countries because many of them are small, some

are new.#d others have been successfully closed to foreign investors. The whole
Middle Eastern market accounted for about 0.9 percent of the world stock market

capitalisation and 8.0 percent of emerging market capitalisation by the end of 2001

(Smith, 2007).
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In his study Gentzoglanis (2007) tested the stock market performance and economic
growth in four Arab countries. He found that the reduction in economic growth
occurred worldwide when the share performance in the Egypt stock market is very
weak, particularly after the 11th September 2001. Foreign brokers® tr $oNS
declined to about 6 percent in March 2002 from a total 25 percent, whil mes
share index was at its lowest level for 8 years. Morocco was anot bﬂple of a
badly performing stock market; this situation came from a number rs: the poor

results of listed companies, government failure to float some%i 1 of privatised

companies on the nation's stock exchange, lack of investo rest in emerging

markets. Furthermore, in January 2002, the launch of newW¥§ces ﬂliled to increase

interest in the equities, and the stock market also failed to

ew fitse gk%share
index (IGB) decreased about 7.4 percent, after a 15.3 nt dedlingj 10@Nith 13

percent fewer transactions by 60 percent less by 2% 4 \'Y'
Y-
The same case was in the Tunisia stock mar re activigg#vas vesy limited as the
issues accounted for 90 percent of the prim arket. Th wa@ack of the foreign
AN

Inancial Market” was

o

d wa-the fastest growing stock

o
=
|72}

more active as it was very open to fi nv

investor in the financial market. Differ; %’or
0

% St

market among its neighbours. It% mj' italigtton close to 5 billion USS,
isat]

providing the ratio of a % capitglisatfon @DP of around 77 percent
(Gentzoglanis, 2007). \ | \.‘ 4 CQ

The market capitalisa N inc@Sed by 158 percent during the last five

ﬁa c—)func’tion from the technical side of the

N
stock market, J rod P\ode&ecurltles’ Law to create a regulatory body,

which led to &crease in investo@conﬁdence to invest. Correspondingly the flow

of informaty ong the market institutions, investors and participants were made

years. However, bys§ep

trans and the creation of sophisticated and administrative functions within
marft ingtutions helped the Jordan stock market to be a good model as a successful
market. Likewise, Jordan’s financial market is well placed to be more competitive. As
a result, the government created four other bodies, i.e. The Jordan Stock Exchange

(JSE), Jordan Stock Depository (JSD) and Jordan Securities Exchange industry to
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represent the private sector (JSEC) besides providing proper training in securities

dealing (Gentzoglanis, 2007).

2.5.15 Positive Effects of the Stock Market on the Economy

This section will list the potential impacts of the development of the @\arket on

the economy.
2.5.15.1 Area of Finance

The stock market can help to correct the imbalance fundin ay'arlse from using
the sources of short-term financing (bank loans) in the cing o -term assets
(furniture, equipment and buildings).The reason is that ne of the l,et @pames
do not take the matching principle and homog nei herwt y Jise 15?&0 finance,

which provides for the need to Homogeneity betw the ?ﬁ and the age
of assets invested from the company. I n, 3 s et can help to
improve the rules, systems and decmlons w Wi he aw Q general policy on
funding and lending (LSM publicatio d “ p of LSM of economic
growth).

e\
2.5.15.2 Area of Investment [ o
, s &
The reports of observatio & ing th\'zb 198920990 indicated that the public sector
used the economic reseyrc i)rop('i)&é way. The same reports mentioned
’
that some prO_]eCtS ar cted nt si %?somal or political circumstances purely

while the creanozo me pr bt:,)} ccuévd in areas far from markets and sources of

raw materlal tuation may pr@&e the over investment which comes from the

projects th ve negatlve value at p sent
Regardl foreign investment, the foreign investors prefer to invest in the financial
assets 1 d of investing in the real assets. The reason is that they do not want to face

problems which have a relationship with the company’s estabhshment, so they are

searching for existing company and buy its shares to implement their investments.
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There is another type of investors who live in oil consumer countries and they feel that
there is a high risk on their investments that come at the oil prices. Therefore, to
reduce this kind of risk, they avoid putting their investments in their countries. If the

LSM was not an efficient market, it would assure preventing the investors, to st in

the country. For this reason, they will search for other countries th e more
efficient markets so that they can achieve their objectives, i tments and
diversification of the investment portfolio. Y.

The stock market can increase the growth of GDP, control the deficit as well as

reduce inflation rates. The effect of the market is not very enil in the short run,

but it has an exponential impact in the long term. It is be et Mcrease that

occurs in real economic activity will lead to a w@optim m O'Jt—{%} future,
thereby, increase the movement of dealing in the_sto®h marlget 'high pri¥s, and that
Y' N
1e3y It

will in turn result in more investment opportupiti Ip theutual effects

of the stock market and real economic acti ac g thQr te of economic

growth and development. The followini

study of a country. " A
Ae u

Q
2.5.15.3 Mechanism for Determmg t, ure, ei?nterest Rate
i

wn

1 states

?iQ economic growth
A,

>
. . L9, .
Stock market contributes to inter 3 Q} this is done using the Central
Bank of the open marke&mgy, wlﬁc\§~an i rtant tool for the management of
monetary policy. Acco% al @( buys and sells government bonds in

it,
Ld
the stock market to i %ce t 1??@1 tle nterest rate structure.
Qf N
’ D

tudies, ek is\’ rstrong relationship between monetary policy

According to sy

ock prices in stb@ markets, which confirmed the existence of a

positive ship between the quantities of money offered on one side, and

betw@

This relationship exists due to an increase in the resulting decline in interest rates and

of the interest rate and the level of economic activity on the other side.

the money supply, which will encourage more investments leading to increased

production and lower unemployment, that the level of demand for products and an
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increase in production reflect it, that would increase profits, leading to increased stock

prices in stock markets based on the rise of the money supply.
2.5.15.4 Improving the Financial Situation of the Country T

The stock market can improve the financial situation of the counts%ugh the

implementation of privatization programs; that will eventually reduccNnflationary
pressures on the public level. Then the companies would be able? improve their

performance and contribute more effectively in the process of ech development.

e ¥ the proceeding of

at@le country,
rat Y'

The increase in real economic activity leads to an incr

country taxes that contribute to the support of the fin

which ultimately causes more implementation of privag ation pr .y * N
| O
2.5.15.5 Control Inflation and Modify Imbal r% \’Y'

The stock market can also contribute to the rw 0 tﬁe 1 of<i<n£ation pressures

by providing the liquidity and long-term Sgnan ing, ich Qlld produce new
S
eés, which will increase

investment opportunities and expansi xist@y?

the levels of growth rates of the ent'\ y f the gbdds @' services.
S

2.5.15.6 Improve Corpor, emrma,lce Difelosure of Accounting

d &
The stock market can @mpo‘t \m es iéa%oviding medium and long-term
finance, and also in K a o i

'l a tion of resources. The market can

’ : : .

channel the resour to f)pro atl c\7astments, according to their economic

feasibility, whic@gad #° ﬁa.r}\c ea@f the number of companies and expansion
nes,

which will ope@fle sites of new production to conduct more

-

of the existing
employme, wa our and an increa§e in local output.

In the transparency and disclosure, the rules and regulations of governing the

financM®market works require that listed companies have to be committed to

providing and achieve a number of requirements for disclosure of accounting. The

most significant of these laws is the need to provide account information about the

company's performance in specific times and uniformly with other listed companies in

the market.
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Moreover, the stock market also has a role in the field of good management and the
concentration and control of ownership, accounting education policies, laws and
decisions, privatization and expansion of the base of ownership and wealth
distribution program. Besides, it can create a suitable environment of bon share
investment by encouraging saving and raising investment awar@n

improving the allocation of financing sources. Furthermore, it can augmeMreconomic

thereby

growth, allowing the comparison of the investment opportunities,Qacilitating the
privatization program. They transfer the ownership of economicNic units, state-
ilifting the program of

distributing wealth to the poor families in Libya. This l

portfolios and more importantly converting shares t@ycas en
attracts the foreign investment. ’ .kc‘)
4 X

2.5.16 The Libyan Stock Market Contrib@ in

Economy \CO
The Libyan stock market is a develope %et tl-@v
% 6 .

need a long time to be a real and eff

SN

role of the market is still indirect. Y_

|7
On the other hand, the Libyan s{gtk r@ @indirect promotion role in the

economic growth through Nrea:ie of jhe e ar profits. For example, most of

the companies and ban%w ma qfit @he end of the year. For example, the

Libyan insurance cqmpany magle oﬁt \@’yailable for distribution for 2009 about

LYD 9,019,895,5@0—, Sﬂ#d thY' nsurance company made a profit available

for distributio& 2009 about LW,151,822,886 that means that these profits
. . -

became inc N Libyan economy (LSM annual report, 2009).

owned establishment and companies to the general public,

2.5.17 FoMpign Investment Trading in the Libyan Stock Market

Foreign investments are considered one of the most important injection factors in the
stock markets in developed and developing markets of all countries. This type of
investment was appeared in the Libyan stock market from 2008 during the trading of

foreign securities on the Trade and Development Bank, Sahara Bank, Al-Wahda
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Bank, Al-Gomhoryia Bank and the Libyan Insurance Company. However, this trade
was simply because the market was new. Table 2.10 presents the foreign trading value

in LSM in 2008-2009.

Table 2.10: Foreign Investors Trading Value in LSM in 2008 @

Country Trading Trading percentage Trading ading percentage
Value (2008) (from foreign Value (2009) (from foreign
investors) \ > investors)
Egypt 120,336 39.77% 21 1,768,95? 43.13%
Palestine 67,585 22.33% 2 30.02%
Algeria 0 0% | 045%
Tunisia 44,685 14.77% , \dm%
Sudan 23,200 7.67% 0% \¢
Jordan 2,968 0.98 % 06>
Syria 9,682 3.20% A
India 489 0.16% \é);
Italy 33,660,000  11.12% S;d 10%
Total 302,605,000  100% 64 100%

Source: Annual reports of the Libyan stock gﬁ@zo%&%’ S
[}

L
*There is no available information about n IN 0 z{gﬁfe beginning of 2011
According to the table ab%:2008‘. vg_};.\!lgz? bigger value of trading which

reached LYD 120,336,0 wﬂe If just@!D 489 its equal 0.16 percent of the

foreign investors tradghg merce 208% Egypt still has the largest value of

|
trading, but it increa%o LYD'21 : &,&&While the trading value of Tunisia was the

lowest one, it w. %45}, 5. é\\
NGRS
Comparin%Ag the two years i@{ng value, the trading value was increased from

LYD 302 00 in 2008 to LYD 490,508,76 in 2009. This situation indicates the
increa he contribution of foreign investors in LSM. During the study years, the
LS e three agreements for joint co-operation partnerships; these are: agreeing
with Arab Society of Certified Accountants; London Stock Exchange and the

University of Reading. These three issues will discuss next.

On October 2007, Jordan signed an agreement for joint co-operation between the

Libyan stock market and the Arab Society of Certified Accountants (ASCA). The
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policy of the convention within the Libyan stock market is rehabilitation and
development of employee skills in accounting and auditing. It would improve their
knowledge through examine and review updated methods of international accounting.

The advertising for the LSM is available online under the frameworl& cientific
programmes agreed. ! %

On 15th October 2007, an agreement was signed in London cht co-operation
between the Libyan stock market and the London Stock Exchw S) in the area of
training and skills development for employees. The cony, twﬁgneﬁts from the long

experience of LSE in this area for the rehabilitation o tL do

regulations and developing the commensurate ¢ e¥ requifed La@tate. The
convention additionally stipulates the need for
symposium and conference which will hold enthe In? ervi T
&
On 17th October 2007, the LSM si 101 t g &Qagreement with the
d1ng to this agreement,

University of Reading in the area o t1e

d i‘n o countries, Libya and

\I) Adlsclosure of financial data,
gove ; ah@e preparation of legal rules and
fo

e of censorship and hence protect

technical assistance and trainin

Britain to market intermediari
arbitration and dispute res
regulations. These woul enh c

the users. In addition @t, 1 Vld® sultancy for the development of the

financial markets ([% 1ee r”OCCéJ

In 2008, the L anist A‘}%\ ing programmes inside and outside Libya for
its employa&a variety of sto\c@harket fields. One of these programmes was in

Egypt an ain. Other programmes include attending the international conferences

and ps such as the Federation of placement centres in Africa and the Middle
Ea , to improve its member’s skills (LSM annual report, 2008).

The year 2009 witnessed many agreements and workshops such as, "Investment in
capital markets and portfolio management and investment funds" workshop that did
share with English reading university on 16-5-2009. In 18-05-2009, the LSM attended
Arab stock markets meeting in London Stock Exchange LSE. In addition to that,
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various training programmes were made for the market employees; brokerage
company employees and sessions, raise public awareness of the importance of the

stock market (LSM annual report, 2009). In 2010, the LSM continued to organize the
training programs to improve its employee’s skills, which affected positivYa its

performance. C\

2.6 CONCLUSION

In short, it shows that, Libyan economy is in need of the existen@tock market,

as there are many un-favourable factors which can hindgr t velopment of the
Libyan economy as discussed in the previous section c heKJo:?' is highly
depended on the oil revenue, the development of figancidrand sto arkﬁ.could
lessen the risk of the country from being too vulne the ¢ i thg a1l price.

Recently, after the establishment of LSM, many 1 er% be@:me by the
is StM Toom Yo' the market to

market to make its role more prominent. Howéer, jher

improve the services offered so that they ajract b al oreign investors.
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