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m Abstract:

This paper aims to analyze and measure the impact of successive monetary
reforms, specifically fiscal devaluation policies, on the structure of foreign
trade financing (letters of credit) in Libya during the period from 2000 to
2025. The study adopted the descriptive analytical approach to assess recent
developments, including the imposition of the foreign exchange tax in 2024
and the official devaluation of the dinar in April 2025, and the econometric
approach using the double logarithmic regression model (Log-Log Model).
The study reached econometric results that reflect the depth of the structural
distortion; it showed that the demand for letters of credit is price-inelastic
(-0.38), which means that raising the cost of the dollar (whether through the tax
or the devaluation) did not succeed in curbing imports. Rather, 2025 coincided
with a surge in opening letters of credit despite the rise of the official price
to 5.56 dinars. In contrast, the results proved that “oil-financed government
spending” is the dominant driver of imports with a high-income elasticity
(0.95). The study recommends the need to move from “price management” to
“quantity management” by activating a unified budget and controlling public
spending, since relying solely on the exchange rate in the absence of a sound
fiscal policy only fuels cost-push inflation without achieving external balance.

e Keywords: exchange rate, letters of credit, rentier economy, import
flexibility, foreign exchange tax, fiscal reduction.
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