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Abstract

This study discusses the long-run determinants of the real exchange
rate of the Libyan dinar during the period 1980-2015 using the (Co-
integration) and VECM model to estimate the long-run relationship between
the real exchange rate and its basic determinants. The results showed that the
real exchange rate of the Libyan dinar is positively affected by both trade
openness, monetary supply and affected negatively by economic growth and
government spending. And the study recommended the consideration of fiscal
and monetary policies that would diversify the productive apparatus and
improvement domestic exports, which would contribute to stabilizing the

Libyan Dinar exchange rate and raising the rates of growth and development
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Ln M2 Ln GE LnOPEN LnGDPpc LnRER Okl
4.03 3.61 3.63 8.90 -0.37 Mean
4.01 3.44 3.64 8.91 -0.40 Median
5.77 5.17 4.32 9.52 0.29 Maximum
3.26 2.93 2.89 7.94 -1.14 Minimum
0.53 0.48 0.39 0.35 0.46 Std. Dev.
1.33 1.74 0.09 -0.47 -0.13 Skewness
5.41 5.78 1.79 3.44 1.76 Kurtosis
19.34 29.71 2.23 1.63 2.39 Jarque - Bera
0.00 0.00 0.33 0.44 0.30 Probability

145.17 130.03 130.80 320.39 -13.27 Sum

10 8.06 5.39 423 7.37 Sum Sqg. Dev.
36 36 36 36 36 Observation
1.00 Ln RER
1.00 0.01 Ln GDPpc
1.00 0.48 0.76 Ln OPEN
1.00 0.23 -0.46 0.46 Ln GE
1.00 0.71 -0.35 -0.59 -0.07 Ln M2
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Constant Constant asaal
@ None | Constant | None | Constant Constant Constant
& trend & trend
1 -5.15 -5.09 =513 -3.10 -1.91 -1.68 -1.62 -1.46 Ln
(0.00) (0.00) {0.00) (0.00) 0.63) 043 ©0.76) [(USF)] RER
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(0.00) (0.00) {0.00) (0.00) 0.50) 037 .57 049 OPEN
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(VAR) Jilast by ajl glaball cfial (iall) ssl) auas

HQ SC AIC FPE LR Test/Lag
2.18 2.33 2.11 0.00 NA 0
237 -1.46 -2.82 0.00" 174.04" 1
-2.12 -0.47 -2.96" 0.00 36.31 2
-1.27 1.14 -2.49 0.00 17.79 3

* indicates lag order selected by the criterion

LR: sequential modified LR test statistic (each test at 5% level)
FPE: Final prediction error

AIC: Akaike information criterion

SC: Schwarzinformation criterion

HQ: Hannan-Quinn information criterion
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Y= 00 F OLXtF &t vovvrviiiiiiiiiiieeiirie e 9
O é)m Jals Aa g0 Al s2a L_su 6(b < d) IGITEN c(b) 2\;_)&3\ Cre AlalSia ABall p2a
r Jal sadll e (iS5 o(d, b) daual e Xy, Y
Yy, Xi~ Cl (d, b)

Cun cdahll o zisall Glhiie G dad)l JolSall @llos) eha) S (A G,
Jalall (guailasa sl alasialy elldg (1) JalSall dap0 Gt oz 3salll i o i

cJalSall Ay i Ll calpaniall A8S (56K (o dladnia da i o3 el i)
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:(Almosabbeh, 2006, PP. 58-59) «(106

i=1

O Ane Xy Juinad) gisdl) 53y Jasall Slsdal) 0l dnie £, (E= 1., T)

et Lol a3l Jedld) alina o Lasg - Culsil) (e dnia pr cciiall a (P*1) )

S Bl el am ole IS8 sy e (9) Al 3 (VAR) zises ofé s
p A il e Jo¥1 @Al IS8 3 (9) Aladd delia alad  lly ccilgaial

k
AXt = z FtAXt—l + "Xt—l + "Xt—k + Ef e ver e (11)

i=1
a\)zém_k‘M\J;Y\QMM\QLJMFF(I—HI— ..... —Ht)t:'—\:\:

Op skl da¥) 8 Al G s Clastes o (gint digias o TT ¢ hlal
Bagagall ball ladgill axe waat Koy ddghaaall 4y 23 PIA Gag (Xy) & uiall
0sS5 Xt 3 palial) anas ol (1 = 0) Lia (gl A ghanll 45y S 133 c3yfine Xt (0
LIS 2 giaaal) 45y il 1Y) Lab cchariall cp ALlSS ABe dsag pe (a1 (Bifine i
baie I <P o) Cuny daugiall s b Ll cilalSiag Bjiine Xt ualic aan (3585 (1= )
L3lgl) A T # 0 S 138 . ey dsie P-r oy AlalSiall clgaial) e 1@l 5
-(Almosabbeh, 2006, P. 59) 51530 55 Lishll (sl
Trace & Max-) )laa¥ Gy o il Jalsall jlas) (5) ad) Jgaad) by muass
Wy 7 3l uria o i) JolSall 30l 2a g asl (ADAA ¢a a3 ¢(Eigen test
£ 35 Gag ecaghll da¥) (8 clprial) G it JalS ADke aag s (ERY) (e U
Al dgalse b cchriall on ide JelSE ABle 4l asag pam (Ho) paal) (b (b
OEY) e JSI Gy %1 dugins (ggiwe die Baals b LSS ADe gag (H1) ol
e JalS5 A 5a9 pass (Ho) pandl b ) &1 WS . (Trace & Max-Eigen test)
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GBle bty anss daniill 038 (4 cailey .(Trace & Max-Eigen test) cukaa¥) e IS
(VECM) z3sas B3 e dishall Ja¥) 8 &bl dae z 3gaill lpiiia o Clsill
(5) & Jsss
(Trace & Max-Eigen test) ¢ guilagal ¢idiall Jalsil) c,lad) gl

Elger; \(;:Iue Test Trg((:)esTest clive s
. = . & jidiall Jalsal)

Prob. Critical Max Elgen Prob. Critical Trch T e dﬁ.
Statistic Statistic | <liial) Cu

Value Value
0.01™ 33.88 39.03 0.00™ 69.82 101.93 X

0.01™ 27.58 33.45 0.00™ 47.86 62.90 1) o 3y
0.24 21.13 15.80 0.05 29.80 29.45 (2) o 3y
0.15 14.26 11.03 0.09 15.49 13.65 (3) i 2y
0.11 3.84 2.62 0.11 3.84 2.62 (4) o 3ay

2(2) o(1) pBF Jhadl e alaieVU (EViews) Slasy) malindl alasiuls daldl sl : jsaal)
ol dagina (ggin Yo paall b by s

:(VECM) gisai cfylas) 4-4

Laliy Gt Auahl) e 7z 3gaills A2 ariall A}l Judlaal) o e 2SN 22
DR & 43l il Gm JaY) Alsh )5 ADke dgay S s eV el uial Jalsil)
Wil o 23908 DA o Apala) alasnay Ll 3 sl Gyl e o AL
ushall U1 & iad) Copeall o Alaad Lalell Lipall (5S35 «(VECM) lppiial) 2asie
23 Bysal) oz 3gatll gl
Ln RER: = a0 + aaL.n GDPpct + azL.n OPEN; + asL.n GE: + auLn M2;

deyu ol Qaaill deju ety 3 (ECTy) add) st aa e Jumnl) (S
Ol iat w Le (I yuaadl) day & Wlsill Py (Speed of Adjustment) —asal
clas) dashall Ja¥) b Cplsil gl Aa DU A3l 85l wass w by eughall Ja) 8
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W) 3lidl lie diy A AL Jughal) Ja¥) Alae DS e iy (71 = <2016
sadul)
ECT1t = Ln RER: + aulL.n GDPpc: + axL.n OPEN: + asL.n GE;

F 0N M2t oo, (13)
bl alasials @l (A s asag a6 (12) Ualaall llial) Jishal) JaY) Sz 3gail
i b WS (EViews) Jlasy)

(6) o Jox>
(VECM) Julast ag Jughal) Jal¥) cilidlal cfpsial) smia  Saaliaal) Julatl) il

Vector Error Correction Estimated
Sample (adjusted): 1983 2015
Included observations: 33 after adjustments
Standard errorsin () & t-statisticsin [ ]
Ln Consta
Ln RER | Ln GDPpc OPEN LnGE | Ln M2 nt
1.21 -1.50 0.70 -0.42
CointEql: 1.00 (0.14) (0.13) (0.15) (0.11) -5.79
I8.46I* I—11.34I* I4.54I* I—S.Q?I*
-1.13
ECTw11 (0.52)
[-2.201™
R’ 55%
DW 1.88

2(2) (1) 281 alsaad) e e WU ((EViews) Slasy) galill alasiuls dalll slae) : jaaal)
%1 Ligina (g5uee die Ulias) (gsina juaiall of ) jui”
%5 Ligina (gl die Gilias) (gsina uid) of ) i

(6) o5 Jsand) il Gy Jaghall JaY) (3 dad) Cipeall joes Alslas 4SSy

U adl e
Ln RER = 5.79— 1.21 Ln GDPpc + 1.50 Ln OPEN — 0.70 Ln GE
(8.46) (-11.34) (4.54)
£ 042 LN M2 oo eeeese s e seeens (14)
(-3.97)
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5yaall daleall dad uis Cus (olaill LDl Locilly 508 Rl Capuall yrw dig e
o adall oyl jrn g i) lgle Ciiji %1 Gawiy (g)lall ZBaY) Jana g L) o
e Baall a0l pd) 8 Aidie — L A A el et dube <ol Gus %115
glil ) sl las cgale <o @lalgll daws 2Ly ) — AED 26N allae il gl
Ald e cojig il chplall san 35Sl 50L5L Lgeas gylaill A1 Jaee
L Lgale it Al A )il (3lsa) 8 Sl o i) e il 3)jginall pdatl ¢ Lis))
e g i) ool s eV ol laall A jlal) Aal) (alaas) il clgila s

ceall Ll zgall oyl
aly Pl Liginn (g5ine vie Adall Cipall jow o Gile 5 casSall Gy of @
adde i %1 Ay casSall Y gl Of 50kal) Aalaal) Aol s i (Opa e
LS asall @iyl 5ol @l Gum (%0.7 sy asiall Copall e (aliss
Loe 8Ll oda asail (al Y1 5005 () il allas die L Lgingil dunus 4l
glladll & Johnll AL e abud) e bl Gaaleasl Ml Jaall aliss) ) (s
Ra0 ) aiall Cipall jouw alidd) & Gty Lae clajous iy 31 Y] aldl)

.(& Tolcha, 2016, P. 204
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Fiall Cpall a3 D) (gl munaiy Caill ey g U i 3 yaY) cgin
Lilasy Wy Lol 5ol of LS T L e i 3 il Al Y asalasads
ol PR e ol Gaiall Cipal) r (sl 00 %55 Mo o ) el (R?)
LS il Ll ) AlKae agag pae o Shmd ez dsailly dapaall da V1 i)
(DW) Gl = iy dfilian] gaass
el Slnall adad) Cayall jaa ofy cdsinn cul€ z dpaill 3 O ¢ a Laa eay
Bl ¢ealaiBY) saill (go IS Bauag ¢kl Giapally ¢(glatll L) (e JS Wilas) il
csSall BaY) il e ST (alai®¥) sailly glaall FLEY) 8L OIS ol o oasSal)
Cayal) yous ladas pal (e 2 3saills dapaall das )Y sl o e Jay Las c(saiill Ginyells
cashll oY) 3 alll Sluall aa
Ciluagilly miliil) -5
zun1-5
Sl yial aaly ¢ aall Capall e paat 73l e 8 Aggdally 4ylail) il Gy
Cagplall (DAY Bl clgiy Lag Aojliaic zilail) ol i coels Gum cad 55354
Jandl (e a3 b s (53 a1 ez ilall o3 Lgale ciiada ) Jgal) Cabiaal Fpalaay)
il Copaall s dglu i (& AY) e g isa duladl Jga
ilie Ao A diad (s alatly DL saad Al 558 DA ulll Juall japes o
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okl UV 3
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cspeaill W jrea 4] Cumg edgladil) plall (e Aiaall cilailally Ll 3 sall Lasyy @
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cileUsall Aol clpabal) o33 Lile e ) bl 8 Lt By pem callay Y]
O Braal) Al aileadlly ClSHall ol cililels Siles Jie Dbl e Lolawy)
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(uaay) Galdl

(1) a2, dss>
(2015-1980) 38l JMA Ll 3 Julail) (8 Laadiial) 3 gaill il piia

S el A Lad 2 P PTI C
(CPIU) | (CPIL) (NER) | (FER)

42.2 26 - - 0.49 3.33 0.30 1980
46.5 28.4 = = 0.49 3.33 0.30 1981
49.4 27.3 - - 0.54 3.33 0.30 1982

51 27.1 = = 0.56 3.33 0.30 1983
53.2 26.1 - - 0.61 3.33 0.30 1984
55.1 30.7 = = 0.54 3.33 0.30 1985
56.1 27.4 0.36 2.80 0.66 3.13 0.32 1986
58.2 29.2 0.36 2.80 0.60 3.33 0.30 1987
60.6 25.7 0.36 2.80 0.68 3.45 0.29 1988
63.5 27.6 0.36 2.80 0.53 4.35 0.23 1989
66.9 18.9 0.36 2.80 0.99 3.57 0.28 1990
69.7 23.2 0.36 2.80 0.84 3.57 0.28 1991
71.8 28.8 0.41 2.42 0.70 3.57 0.28 1992

74 42.3 0.45 2.24 0.52 3.33 0.30 1993
75.9 63.4 0.53 1.91 0.42 2.86 0.35 1994

78 80.4 0.53 1.91 0.41 2.38 0.42 1995
80.3 111.7 0.53 1.91 0.32 2.27 0.44 1996
82.2 115.7 0.53 1.91 0.33 2.17 0.46 1997
83.5 120 0.53 1.91 0.33 2.13 0.47 1998
85.3 123.1 0.63 1.58 0.33 2.13 0.47 1999
88.2 1174 0.66 1.51 0.38 1.96 0.51 2000
90.7 1054 0.82 1.22 0.52 1.64 0.61 2001
92.1 97.5 1.65 0.61 1.20 0.79 1.27 2002
94.2 96.3 1.93 0.52 1.26 0.78 1.29 2003
96.7 97.2 1.93 0.52 1.30 0.76 1.31 2004
100 100 1.93 0.52 1.31 0.76 1.31 2005
103.2 101.5 1.93 0.52 1.33 0.76 1.31 2006
106.2 107.9 1.93 0.52 1.24 0.79 1.26 2007
110.2 119 1.93 0.52 1.13 0.82 1.22 2008
109.9 121.9 1.93 0.52 1.13 0.80 1.25 2009
111.7 125 1.93 0.52 1.13 0.79 1.27 2010
115.2 144.8 1.93 0.52 0.97 0.82 1.22 2011
117.6 153.6 1.93 0.52 0.96 0.79 1.26 2012
119.3 157.6 1.93 0.52 0.96 0.79 1.27 2013
121.2 171.4 1.93 0.52 0.90 0.79 1.27 2014
121.4 192.1 1.93 0.52 0.87 0.72 1.38 2015

(World Bank, World Development Indicator, 2017) :c:tly e Talae) Gald) dac) @ jsaall
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-{The World Economic Outlook Database (IMF)}

CPIU
cpIL '

FER.

-SDRS s2n55 ulll Slual) Jasy s 25 1986 (10 el dis I yaens 30 gy Cipeal) lad b o i) *#

1(2005) Ll el e cllgind) Sl ol Q) #*

2(2) a2, Js
(2015-1980) 5380 VA Lud (A Judadll (b dadiinal) 3 gadl) ) e
el sl p sgdally 281) () esSal) GAN) e LN Yl aall @)/ ol
M2 (GE) g (GDP <l gial)
“(OPEN)
O % Al Al | e % ) | TRl | e % Al | 2l umal | Al
(GDP) (GDP) (GDP) Tada
30.84 12008.1 18.64 7259 57.83 13032 38941 1980
41.31 13898.1 27.45 9296 44.54 10763 33641 1981
38.16 12801.1 26.71 8959 42.21 10247 33541 1982
38.04 12158.1 27.86 8905 39.44 9371 31963 1983
40.69 12179.1 27.75 8307 38.7 8411 29930 1984
52.56 15473.2 27.51 8099 34.85 8320 29440 1985
56.77 13617.4 29.21 7008 24.21 6525 23987 1986
74.18 16538.1 26.24 5851 26.02 5816 22294 1987
58.76 14729.1 32.97 8265 22.62 5796 25067 1988
76.63 20380.1 34.02 9047 27.32 5882 26594 1989
60.68 18594.2 29.20 8948 36.89 7194 30644 1990
57.90 19633.5 28.32 9602 31.39 7777 33908 1991
66.32 22787.3 27.61 9486 28.24 7704 34358 1992
72.42 22392.2 32.79 10140 26.08 6781 30921 1993
77.46 22306.3 31.03 8935 25.16 6193 28796 1994
62.22 20340.1 23.63 7726 26.56 6882 32690 1995
55.08 19655.1 26.26 9372 25.43 7372 35683 1996
49.12 17942.6 29.31 10708 24.72 7425 36531 1997
61.48 18419.3 34.00 10187 17.95 5980 29960 1998
55.25 19875.2 27.81 10004 21.8 7068 35975 1999
48.52 18571.3 27.63 10575 31.74 7388 38271 2000
48.07 16397.1 38.17 13021 31.76 6485 34112 2001
40.46 8283.3 42.18 8636 46.79 3833 20471 2002
33.09 8664.9 42.73 11189 50.78 4831 26186 2003
29.60 9768.7 42.35 13976 53.65 5988 32996 2004
26.58 12585.8 29.08 13765 64.65 8468 47335 2005
25.98 14282.6 31.14 17117 68.93 9660 54963 2006
30.31 20519.3 33.61 22752 75.12 11711 67690 2007
42.72 31579.5 48.12 35567 65.2 12571 73917 2008
71.19 36170.7 72.07 36620 54.39 8525 50808 2009
51.61 35602.4 57.83 39886 60.96 11417 68974 2010
142.86 45713.8 59.66 19090 47.07 5402 31999 2011
62.55 49891.1 45.65 36415 63.86 13694 79759 2012
101.41 52630.1 88.05 45693 60.3 8282 51896 2013
224.88 52451.3 143.12 34724 40.27 3876 24262 2014
320.01 54357.1 176.13 31323 28.59 2813 17784 2015

(UNCTAD, « 2017)«World Bank, World Development Indicator :=lily e Talae) Gl slae) :jdaal)
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ol Sl gl ) (gl + ol paball) G lad) 5)larll daiy Gl (5l £ L) *
52 Osalally asSall iy ¢ 5ol impally caia i) Canemiy ¢ JlaaY) Jlaall il (o IS dod **

Alal Sl
#(3) o do>
(VAR) Jalail g 7 3gail) culpiial Lial) 3l cuyid
Lag LogL LR FPE AIC sc HQ
0 -29.75213 NA 5.65€-06 2.106190 2.332933 2.182482
1 76.60365  174.0367*  4.17e-08  -2.824464  -1.464002*  -2.366710*
2 103.8336 36.30655  4.07e-08*  -2.959610*  -0.465431  -2.120394
3 121.1013 17.79104 8.89e-08  -2.490990 1136907  -1.270313

* indicates lag order selected by the criterion

LR: sequential modified LR test statistic (each test at 5% level)
FPE: Final prediction error

AIC: Akaike information criterion

SC: Schwarzinformation criterion

HQ: Hannan-Quinn information criterion

#(4) o dss>
(Trace & Max-Eigen test) ¢ guilagal idall Jalsil) c,lad) gl

Unrestricted Cointegration Rank Test (Trace)

Hypothesized Trace 0.05
No. of CE(s) Eigenvalue Statistic Critical Value Prob.**
None * 0.704662 101.9301 69.81889 0.0000
Atmostl* 0.648393 62.90176 47.85613 0.0011
At most2 0.389680 29.45402 29.79707 0.0547
At most3 0.291638 13.65334 15.49471 0.0930
Atmost4 0.078605 2.619720 3.841466 0.1055

Trace test indicates 2 cointegrating eqn(s) at the 0.05 level
* denotes rejection of the hypothesis at the 0.05 level
**MacKinnon-Haug-Michelis (1999) p-values

Unrestricted Cointegration Rank Test (Maximum Eigenvalue)

Hypothesized Max-Eigen 0.05
No. of CE(s) Eigenvalue Statistic Critical Value Prob.**
None * 0.704662 39.02834 33.87687 0.0111
Atmostl* 0.648393 33.44774 27.58434 0.0078
At most2 0.389680 15.80068 21.13162 0.2367
At most3 0.291638 11.03362 14.26460 0.1525
Atmost4 0.078605 2.619720 3.841466 0.1055

Max-eigenvalue testindicates 2 cointegrating eqn(s) at the 0.05 level
* denotes rejection of the hypothesis atthe 0.05 level
**MacKinnon-Haug-Michelis (1999) p-values
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Cointegrating Eq: CointEql

LN RER(-1) 1.000000

LN_GDPPC(-1) 1.210138

(0.14300)

[8.46260]

LN_OPEN(-1) -1.501653

(0.13242)

[-11.3400]

LN GE(-1) 0.700522

(0.15360)

[4.56071]

LN M2(-1) -0.424759

(0.10702)

[-3.96913]

C -5.792709
Error Correction: D(LN_RER) D(LN_GDPPC) D(LN_OPEN) D(LN_GE) D(LN_M2)
CointEqgl -1.133586 0.737295 0.136728 -0.412091 0.464555
(0.51627) (0.70960) (0.62977) (0.46483) (0.72953)
[-2.19573] [1.03902] [0.21711] [-0.88654] [0.63679]
R-squared 0.546549 0.583044 0.177360 0.617966 0.598399
Adj. R-squared 0.062867 0.138291 -0.700122 0.210464 0.170025
Sum sq. resids 0.743456 1.404557 1.106286 0.602696 1.484527
S.E. equation 0.222629 0.306002 0.271574 0.200449 0.314593
F-statistic 1.129977 1.310940 0.202124 1.516473 1.396906
Log likelihood 14.78887 4,610188 8.429607 18.14721 3.724203
Akaike AIC 0.138196 0.774363 0.535650 -0.071701 0.829737
Schwarz SC 0.916868 1.553035 1.314322 0.706971 1.608410
Mean dependent 0.013750 -0.037500 -0.010000 0.057500 0.066562
S.D. dependent 0.229975 0.329643 0.208280 0.225589 0.345315
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LN_RER Residuals

T
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LN_OPEN Residuals

T
1985 1990 1995 2000 2005 2010 2015

LN_M2 Residuals
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1985 1990 1995 2000 2005 2010 2015

LN_GDPPC Residuals
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LN_GE Residuals
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