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ABSTRACT - This study aims to investigate impact of money supply on inflation in
Libya during the period 1980-2017, using modern econometrics approach. The result
revealed that the series of money supply and inflation are stationary at first difference
using ADF test. The Johansen co-integration test indicates the presence of one co-
integrating vector and the VECM demonstrate that the existence of long run uni-
directional causality between inflation and money supply run from money supply to

inflation. In the short run there is no causality relationship in either direction between
the two variables.
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! Friedman M., Schwartz A. J.(1963). A monetary history of the United States, 1867—
1960. Princeton, NJ: Princeton University Press for the National Bureau of Economic
Research.

2 Fischer S.(1962). Rules versus discretion in monetary policy.In Friedman B. M.,
Hahn F. H. (Eds.), Handbook in monetary economics (Vol. 2, PP. 1155-1184).
Amsterdam, The Netherlands: North Holland.
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None Test statistic -5.0A -3.40
P-Value *0.0000 *0.0012
Intercept Test statistic -5.15 -4.99
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Intercept and Test statistic -5.33 -5.96
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Prob.** Critical Value  Statistic Eigenvalue  No. of CE(s)

0.0141 14.26460 17.6473 0.4Yr4 None *
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VAR Lag Order Selection Criteria

Endogenous variables: INFLATION LM?2
Sample: 1980 2017
Included observations: 32
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VEC Residual Serial Correlation LM Tests
Null Hypothesis:no serial correlation (s ¢ (33 bl ) 22 g2 Y 1 adal) (a2 b
Sample: 1980 2017

Included observations: 36
Prob LM-Stat Lags

IFitsumSharewDenbel, YilkalWassieAyen, TeshomeAdugnaRegasa(2016), The
Relationship between Inflation, Money Supply and Economic Growth in Ethiopia: Co
integration and Causality Analysis, International Journal of Scientific and Research
Publications, Vol (6), No (1). pp 556-565. P:563.
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Series: Residuals
84 Sample 1982 2017
Observations 36

6 Mean -1.72e-12
Median -0.712248
5 Maximum 11.69342
Minimum -12.65594
4 Std. Dev. 4.805890
Skewness 0.003694
31 Kurtosis 3.703653

Jarque-Bera  0.742773
Probability 0.689777

Y T T T T
-15 -10 5 0 5 10
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