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Abstract: This work examines the challenges faced by the SME sector in Libya, highlighting its limited contribution
to GDP and employment despite significant growth potential. It discusses the regulatory environment, ownership
structures, and the impact of government financing on local economic development. Recommendations for
enhancing the SME landscape are provided to foster entrepreneurship and economic resilience.
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Introduction

In the early years of the Gaddafi regime, the Libyan economy saw the near-total
elimination of private sector activity, with the state assuming control over
manufacturing, agriculture, and essential services. Although the government initiated
economic reforms to promote a more liberal economy and revitalize the private sector,
these efforts had limited impact. By 2006, the National Economic Strategy
acknowledged the importance of private enterprise in fostering economic growth;
however, insecurity and political instability have continued to hinder meaningful
progress. Today, the private sector contributes only about 5% to GDP, indicating a
significant challenge for economic diversification.

This study aims to analyze the factors limiting the growth of the private sector in
Libya and to explore potential strategies for enhancing entrepreneurship and economic
diversification in the post-Gaddafi context.

Results and discussion
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The analysis of the SME sector in Libya reveals significant challenges and
untapped potential for growth. While SMEs are crucial for job creation and economic
development globally—contributing up to 50% of GDP in developed nations—they
only account for about 5% of Libya's GDP. Estimated contributions of SMEs to
employment suggest they represent roughly 11% of total jobs, highlighting a stark
contrast to their roles in other economies [1].

The lack of official data on the number and size of SMEs complicates a
comprehensive understanding of the sector. The 2006 business census identified
117,828 enterprises, predominantly microenterprises with an average of just 2.5
employees per firm. This figure is markedly lower than averages in neighboring
countries, signaling a need for growth in scale and capacity [2].

Ownership structures within the SME sector show that 80% of SMEs are privately
owned, with a small percentage operating as corporations or family businesses. This
concentration suggests that while individual entrepreneurs may dominate, family
businesses can lead to market monopolies, limiting competition [3].

The regulatory environment for SMEs in Libya is heavily influenced by
government ministries, particularly the Ministry of Finance, which plays a pivotal role
in resource allocation for SME development. However, the reliance on transfers from
the central government leaves municipalities underfunded, hindering local economic
development initiatives. The existing legal framework, governed by the Local
Administration Law, provides municipalities with certain competencies, but many
essential services remain under the control of central institutions, limiting local
effectiveness.

Furthermore, the absence of adequate financial resources and regulatory clarity
impedes the growth of small businesses. Municipalities often lack the necessary
funding for local development projects and economic initiatives, which stifles
entrepreneurship and innovation.

Conclusion
while the SME sector in Libya holds significant growth potential, it is hampered

by a combination of limited scale, inadequate regulatory support, and insufficient
funding. To foster a more vibrant SME landscape, comprehensive reforms are needed
to enhance access to finance, improve regulatory frameworks, and empower local
governments to facilitate entrepreneurship. Addressing these issues could unlock the

sector’s potential, leading to greater economic resilience and job creation in Libya.
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