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Abstract

This study addresses the main determinants affecting inflation in the Libyan economy using annual
data from 1980 to 2021. The Augmented-ARDL model used to find a cointegration relationship
between the variables and determine their relationship in the short and long run. The results obtained
indicate that the study variables, namely money supply, economic growth, government spending,
and the global inflation rate, are linked to a cointegration relationship with the inflation rate in the
Libyan economy. The long-run results indicate that the money supply and global inflation rate
positively affect inflation, while the rest of the variables negatively affect it. While the short-run
results show that, the only variable that positively affects the inflation rate is the global inflation
rate. In addition, the negative impact of economic growth continues in the short run, as is the case
in the long run. Therefore, it can be said that, based on these results, the main source of inflation in
the Libyan economy is imported inflation, as a 1% increase in global inflation increases the domestic
inflation rate by 1.84% in the long run and 1.93% in the short run. In light of these results, this study
recommends several measures to reduce the effects of imported inflation.

Keywords: inflation, money supply, imported inflation, Libyan economy, Augmented-ARDL
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