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The Impact of Government Expenditure Volatility on the Structural Resilience of the Libyan  Abuazoum& Al-Ghuwaizi

Abstract

This study aims to analyze the impact of government expenditure instability on the
structural resilience of the Libyan economy during the period 1980-2023 using the
Autoregressive Distributed Lag (ARDL) methodology. A Structural Resilience Index
(SRI) was constructed to measure the ability of the Libyan economy to absorb shocks
and restore equilibrium, based on a set of structural and sectoral indicators. Economic
diversification and oil sensitivity indicators were also employed to assess the degree
of dependence on the oil sector. Unit root test results indicated that the study variables
were integrated at levels 1(0) and I(1), which justifies the application of the ARDL
model. The Bounds Test further confirmed the existence of a long-run equilibrium
relationship among the variables at the 1% significance level. The Error Correction
Model (ECM) results showed that the error correction coefficient reached (ECT = -
0.780), indicating that nearly 78% of short-run disequilibrium is corrected annually
toward long-run equilibrium. The findings also revealed a significant positive
contribution of economic diversification to structural resilience, while oil sensitivity
continued to increase the vulnerability of the Libyan economy in the long run. In
addition, the Zivot-Andrews structural break test and the CUSUM and CUSUMSQ
stability tests confirmed the stability of the econometric model, with a significant
structural break detected at observation (28). The study concludes that strengthening
fiscal policy stability and promoting economic diversification are essential conditions
for enhancing the Libyan economy’s capacity to absorb shocks and achieve
sustainable structural resilience.

Keywords: Government Expenditure Volatility, Structural Resilience, Libyan
Economy, ARDL Methodology, Fiscal Policy.
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