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Abstract

Changes in the money supply may influence the general level of prices, and
hence the balance of payments. Therefore, it is important to know the size and
behaviour of this impact as it helps the monetary authority in forecasting the
balance of payments, which enables it take the appropriate measures to achieve
external stability.

This research approaches the impact of money supply on the Libyan balance of
payments during the period (1980-2008). It aims to analyze the impact of the
Libyan balance of payments throughout the period (1980 - 2008). The economic
theory states that the increment of the money supply leads to a decline in the
value of the local currency, making goods and services produced locally more
competitive in international markets. This leads to increment in exports and
decline in imports; then an improvement in the balance of payments. But, that
depends primarily on the flexibility of the productive apparatus of the state,
where the weakness of this flexibility, it may be the effect of the expansion of
the money supply inversely on the balance of payments. So the current study
assumes that the increment in the money supply may lead to changes (positive
or negative) in the Libyan balance of payments.

The researcher, in extracting results, has adopted two approaches: the first is the
analytical descriptive method, which presents the changes that have occurred in
the balance of payments and the changes in the money supply in the Libyan
economy during the study period, while the second represents the econometric
method through using the "standard economics"” for recognizing the effect of
money supply on the Libyan balance of payments. The techniques used here are
in the extended "unit root test™ (dickey — Fuller) test to investigate the stationary
of the time series of the variables included in the model. In addition the joint
complementary test (Engel — Granger) has been used to see whether there is a

long run relationship between the variables of the model.



In addition to some statistical techniques through which the form is confirmed
free from the econometric problems.

The results of descriptive analysis show that in some years there is increment in
the money supply and there is deficit in the balance of payments. during the
period (1980 - 2008). as in some Yyears, there was an increase in the money
supply and there was a deficit in the balance of payments, while in other years
there was a an increase in the money supply and a surplus in the balance of
payments.

The reason behind the balance of payments surplus is either the trade balance
surplus, or to decline of the deficit in the balance of services and unrequited
transfers, or both together. But the deficit in the balance of payments; is
attributable to the increase in imports and decrease of exports, or because of the
increased deficit in the balance of services and unrequited transfers, or both
together.

The results of the econometric techniques show that all variables are stationary
at the first difference, as it turns out through the (Dickey—Fuller) test. The
(Engle—Granger) test also shows the presence of integration between all the
variables included in the model, which indicates the absence of spurious
regression in the estimated model.

The sign of the variable of money supply comes in two definitions (M, M,)
positive but the sign of money supply (M1, M) is very low. This indicates that
the money supply in Libya does not have an important impact on the balance of
payments during the study period.

This is what also turns-out through the descriptive analysis. It is found out that
changes in the money supply has nothing to do with the changes in the balance
of payments. In some years, there has been an increment in the money supply
and a deficit in the balance of payments. In other years, the money supply
achieves growth and achieves a balance of payments surplus. It is also shown
through the standard model that the balance of payments is impacted by others



factors, net domestic credit (DC) with negative impact on the balance of
payments and the dummy variable (D;), which represents the period of
application of the import budget in the Libyan economy for the purpose of
reducing imports and ease pressure on the balance of payments.

The sign of the dummy variable (D;) comes positive i.e it reversely impacts the
balance of payments.

In spite of the low explanatory power of the model, all the variables included in
the model achieve high statistical significance. In addition to the high statistical
significance of the estimated model, it is free from the econometric problems.
Thus the hypothesis of the research has been accepted which states that the
increase in the money supply leads to occurring changes (negative or positive)
in the Libyan balance of payments during the period (1980-2008) while the
impact of money supply on the Libyan balance of payments does not comply
with the result that has been obtained through the econometric model due to the
significance of the Libyan economy and the changes occur on the balance of
payments during the study period, may be referred to other factors that might be
more important than the money supply in affecting the Libyan balance of

payments.
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) _ycial) ; t F
J _ - «
staal “ B1 B2 Bs Ba Bs Bs D.W | *F | RZ | idgal | ddgal)
gl 1954.90 | 0.065GDP | -0.127M; | -0.131DC | 0.013G | 1690.47D; | -1706.25D,
; (3 -3) 209 | 413 |040| 2.074 | 3.76
Jds¥ (0.411) | (0.660) | (-0.496) | (-2.367) (0.272) (0.748) (-0.731)
510.671 | 0.076GDP | -0.097M; | -0.150DC | 2781.36D;
(4-3) (0.128) | (0.8001) | (-0.397) | (-3.164) (1.820) 194 | 645 | 044 ) 2064 | 4.2
0.083GDP | -0.082M; | -0.149DC | 2821.09D;
(5 -3) (1.087) | (03912) | (:3.229) (1.924) 1.93 | 9.29 | 0.55| 2.056 | 4.18
(6 -3) 0('21?;65';/')1 '?_'5183‘:’1';? 2228'(2)2')3 ! 2.06 | 11.90 | 0.55 | 1.706 | 4.64
1517.29 | 0.059GDP | -0.060M, | -0.136DC | 0.013G | 1783.58D; | -1554.41D,
(7-3) (0.313) | (0.584) | (-0.291) | (-2.388) (0.285) (0.777) (-0.671) 209 | 407 1040 2074 | 3.76
3713.61 | 0.171GDP | -0.451M; | 0.017G |-759.016D; | -4295.98D,
gigall (8-3) (0.722) | (1.772) | (-1.905) | (0.338) (-0.345) (-1.900) 168 | 3.20 | 0.28 | 2069 | 3.54
o ] 3063.28 | 0.193GDP | -0.477M; | -3605.60D,
(9 -3) 06980) | (2507) | (2.171) | (.2.209) 1.56 | 5.64 | 0.33| 2.060 | 4.68
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(1) s ala
Al jal) (b daddiiceal) a0y il paial) (lany cililad Jglan

(1 -1) a8 Jox>
(2008 -1980) 35l J3A ( 52003) Al el L (B aghil) (2 0
Dl osle
L2 ¥l 2l 0 T2 il 2l 0 "
*M2 *M1

24432.14 17255.36 1980
26106.18 19731.46 1981
23399.46 17566.85 1982
21719.47 15181.05 1983
21304.59 13833.67 1984
25018.32 17288.61 1985
18374.32 11834.63 1986
18929.10 12830.60 1987
18479.22 11810.20 1988
18667.88 13437.96 1989
21298.62 16074.05 1990
21103.85 15533.92 1991
23044.00 17227.33 1992
23521.04 17426.86 1993
24525.45 18355.76 1994
25623.78 18259.03 1995
25585.56 17962.57 1996
23028.47 16253.70 1997
26357.25 18290.08 1998
25628.77 18016.44 1999
19880.36 14125.82 2000
18934.36 12743.91 2001
14196.62 9504.15 2002
14051.8 9029.2 2003
12659.74 8693.56 2004
12125.22 9308.63 2005
12151.99 9430.47 2006
16388.38 12513.59 2007
22022.23 16348.98 2008

.2000 -1966 5_all i « 4 yaal) g L83l clplaa) ¢ slaa¥l g Eigad) 5l ¢ (538 pall Lud Copme B2 jaiad)
. *(1100 = 2003) b A el Geaiiiall aladiind a3, A8 ite e ¢ Ay siad) 5 El ¢ g Sl L Cojae @)

100



(«-1) A& Jo
cile gaall ¢ jaag ¢ gl Gl sall Alay ¢ dualll <l jalall g cula ) gl Alaa)

(2008 -1980) 3_sdll JMA (»2003) ALl laudl

D Osile
cle gdaall o) jua OV pall Ala <l palall Alaa) <la gl Aaa) o
*PB *BT skl *X *E

11328.57 20351.79 38626.19 18274.40 1980
- 6860.67 279.21 25897.75 24500.56 1981
-3240.22 4384.78 22044.57 17659.78 1982
-2783.68 5252. 63 19240.53 13987.89 1983
-2506.63 3016.33 16838.78 13822.45 1984
3978.22 8455.45 18047.52 9592.08 1985
653.31 3902.72 9460.31 5557.59 1986
-1178.36 480.97 6405.97 5925.0 1987
-1592.16 -121.96 6335.29 6457.25 1988
289.42 836.50 7953.28 7116.79 1989
1127.68 3700.69 11122.84 7422.15 1990
212.24 2619.93 10526.57 7906.64 1991
1675.33 2501.67 9634.33 7132.67 1992
-1704.21 112.62 8475.40 8362.78 1993
416.06 996.36 8126.97 7130.61 1994
2015.19 2736.10 8892.55 6156.45 1995
2170.32 2446.52 9301.60 6855.08 1996
2082.18 2403.94 8744.21 6340.28 1997
-160.05 463.61 6231.81 5768.19 1998
337.90 2622.15 7641.78 5019.63 1999
6107.09 7371.09 11181.45 3828.55 2000
1620.65 4212.02 8311.25 4099.23 2001
414.85 3388.65 13659.39 10270.74 2002
4059.0 9554.0 18.770 9216.0 2003
4993.48 9258.25 18662.87 9404.62 2004
1343.70 15364.30 25077.57 9713.27 2005
13377.09 20607.50 30516.39 9908.89 2006
12922.08 20114.19 32358.36 1224416 2007
8969.45 24008.55 36589.83 12581.28 2008

A8 e dael ¢ g sl a3 el Lud G jeaa : Haadl)

. *(1100 = 2003) (bl A iaall addall aladiul a3
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(z -1) A2 o>

«(($2003 Jlawsl ) AL g Ay Jlal) JlandIl Aol cleUaill e laal) laal) gl

(2008 -1980 ) 358l VA ey Aaal) gl facall (addiall g

Ul iadal) (i) Aaay) el il Alaayl el il i
Al sl L Jeudl GDP L8 JaulL GDP
16.8 10553.8 62860.7 1980
17.8 8798.8 49347.8 1981
18.4 8.932.4 48543.2 1982
19.0 8511.7 44825.3 1983
19.6 7804.7 39834.0 1984
20.2 7852.1 38812.5 1985
25.7 6767.5 26324.6 1986
26.8 5933.2 22454 .4 1987
25.5 6170.6 24156.2 1988
27.4 7094.7 25895.3 1989
28.9 7749.6 26858.6 1990
28.6 8440.2 29530.5 1991
30.0 8774.4 29249.8 1992
30.9 9287.5 30058.5 1993
33.0 9913.5 30072.4 1994
34.9 10582.5 30350.5 1995
37.4 11782.5 31540.8 1996
43.2 13800.5 31958.1 1997
39.3 12610.6 32098.6 1998
43.8 14075.2 32132.4 1999
55.0 18456.9 33530.7 2000
64.9 17196.0 33290.2 2001
91.6 24309.0 33163.6 2002
100.0 37360.7 37423.4 2003
121.2 48105.4 39678.8 2004
150.7 66450.7 44087.2 2005
173.3 80729.9 46583.6 2006
182.5 89260.3 48898.0 2007
210.5 105728.4 50225.1 2008

e ) 1996 -1962 5l JDa delaia¥) g Aabai®y) <l pdigal) ¢ ayhadill dalell Ayl Lialll Al ) jaiad)
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(p 1997

A8 e o] ¢ sl N ¢ o 3S el Ll Co e @)
L) 22008 -1980 5l (MA alll aBY) Al 1Al il il JB B aghil) o qullall ciladae (SE) aal ) dese i) 22 ()
T70= ¢(p 2010 b)) jme daals 3 5dia e rivale



(2-1) a2 Jya

(2008 -1980) 3 _sdll JMA (4 ladl s ALEN Jlanlil) alad) BN  Aaall L) Ala

D Osle
Sl alal) glsy) | el i) Pla Sl alal gliny) | el el (i

A PRI Ayl Jlaull ol

*G ALl *DC G 4l DC
20842.86 2379.76 3501.6 399.8 1980
22038.20 9366.85 3922.8 1667.3 1981
19678.80 10865.22 3620.9 1999.2 1982
19035.26 12537.89 3616.7 2382.2 1983
16708.67 14981.63 3274.9 2936.4 1984
13393.07 15069.80 2705.4 3044.1 1985
9393.00 10563.42 2414.0 2714.8 1986
7716.42 12553.36 2068.0 3364.3 1987
7726.67 14192.55 1970.3 3619.1 1988
7047.08 15830.29 1930.9 4337.5 1989
9373.70 20393.77 2709.0 5893.8 1990
8318.18 19936.71 2379.0 5701.9 1991
9160.0 20505.33 2748.0 6151.6 1992
8126.21 21744.66 2511.0 6719.1 1993
6304.55 22386.67 20805.0 7387.6 1994
8729.51 22559.31 3046.6 7873.2 1995
10282.35 20391.98 3845.6 7626.6 1996
12456.94 16587.73 5381.4 7165.9 1997
13514.00 18665.14 5311.0 73354 1998
11070.78 19406.39 4849.0 8500.0 1999
10400.0 9828.73 5720.0 5405.8 2000
11775.04 5344.07 7642.0 3468.3 2001
11378.82 13470.31 10423.0 12338.8 2002
6109.9 19790.9 6109.9 19790.9 2003
9047.36 -23083.00 10965.4 -27976.6 2004
5602.39 -31039.88 8442.8 -46777.1 2005
13686.73 -39532.60 23719.1 -68510.0 2006
17668.27 -47845.64 32244.6 -87318.3 2007
15407.60 -48634.49 32433.0 -102375.6 2008

*(100 = 2003) (s A sl (adiall aladial o3 Adlide slacf ¢ gsiadl 5 58 ¢ g S el Ll Cijeae 1 jaadll
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(2) Ao 3ala
Gretl 4o cila da

(1-2) gl

Model 10: OLS, using observations 1980-2008 (T = 29)

Dependent variable: PB

coefficient std. error t-ratio p-value

const  1954.90 4755.08 0.4111 0.6850

GDP 0.0653387 0.0990294 0.6598 0.5162
M, -0.126798  0.255907 -0.4955 0.6252
DC -0.131138  0.0554028 -2.367 0.0272 **
G 0.0126329 0.0463717 0.2724 0.7878

D, 1690.47 2260.75 0.7477 0.4625

D, -1706.25 2335.54 -0.7306 0.4728

Mean dependent var 2071.304 S.D. dependentvar 4728.010
Sum squared resid 2.94e+08 S.E. of regression 3657.857
R-squared 0.529715 Adjusted R-squared 0.401455
F(6, 22) 4.130020 P-value(F) 0.006308
Log-likelihood -275.0779 Akaike criterion 564.1558
Schwarz criterion 573.7269 Hannan-Quinn 567.1533
rho -0.139820 Durbin-Watson 2.085833

Excluding the constant, p-value was highest for variable 15 (G)
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(< -2) gl

Model 12: OLS, using observations 1980-2008 (T = 29)

Dependent variable: PB

coefficient std. error t-ratio p-value

const 510.671  4001.56 0.1276 0.8995
GDP 0.0759273  0.0948919 0.8001 0.4315
M, -0.0969822  0.244522 -0.3966 0.6952
DC -0.149694  0.0473092 -3.164 0.0042 ***

D, 2781.36 1528.18 1.820 0.0812 *

Mean dependent var 2071.304 S.D. dependentvar 4728.010
Sum squared resid 3.02e+08 S.E. of regression 3545.322
R-squared 0.518044 Adjusted R-squared 0.437718

F(4, 24) 6.449259 P-value(F) 0.001133
Log-likelihood -275.4333 Akaike criterion 560.8667
Schwarz criterion 567.7032 Hannan-Quinn 563.0078

rho -0.081412 Durbin-Watson 1.942437

Excluding the constant, p-value was highest for variable 1 (M)
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(€-2) gl

Model 2: OLS, using observations 1980-2008 (T = 29)

Dependent variable: PB

coefficient std. error t-ratio p-value

GDP 0.0828595 0.0762606 1.087 0.2876
M, -0.0816457 0.208723 -0.3912 0.6990
DC -0.149160  0.0461871 -3.229 0.0035 ***

D, 2821.09 1466.41 1.924 0.0658 *

Mean dependent var 2071.304 S.D. dependentvar 4728.010
Sum squared resid 3.02e+08 S.E. of regression 3474.870
R-squared 0.597688 Adjusted R-squared 0.549410
F(4, 25) 9.285201 P-value(F) 0.000097
Log-likelihood -275.4432 Akaike criterion 558.8864
Schwarz criterion 564.3556 Hannan-Quinn 560.5992

rho -0.071304 Durbin-Watson 1.932034

P-value was highest for variable 1 (M,)
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(3-2) Gala)

Model 14: OLS, using observations 1980-2008 (T = 29)

Dependent variable: PB

coefficient std. error t-ratio p-value

M, 0.136336 0.0577863 2.359 0.0261 **
DC -0.182984  0.0342372 -5.345 1.36e-05 ***

D, 2672.03  1465.04 1.824 0.0797 *

Mean dependent var 2071.304 S.D. dependentvar 4728.010
Sum squared resid 3.16e+08 S.E. of regression 3486.914
R-squared 0.578690 Adjusted R-squared 0.546281

F(3, 26) 11.90409 P-value(F) 0.000043
Log-likelihood -276.1122 Akaike criterion 558.2245
Schwarz criterion 562.3263 Hannan-Quinn 559.5091

rho -0.179124 Durbin-Watson 2.058026
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(> -2) gl

Model 10: OLS, using observations 1980-2008 (T = 29)
Dependent variable: PB

coefficient std. error t-ratio p-value

const  1517.29 4854.07 0.3126 0.7575

GDP 0.0586327 0.100337 0.5844 0.5649
M, -0.0595919 0.204506 -0.2914 0.7735
DC -0.136372  0.0570963 -2.388 0.0259 **
G 0.0132742 0.0466123 0.2848 0.7785

D, 1763.58 2269.39 0.7771 0.4454

D, -1554.41 2315.87 -0.6712 0.5091

Mean dependent var 2071.304 S.D. dependentvar 4728.010
Sum squared resid 2.96e+08 S.E. of regression 3671.132
R-squared 0.526295 Adjusted R-squared 0.397103

F(6, 22) 4.073733 P-value(F) 0.006757
Log-likelihood -275.1830 Akaike criterion 564.3659
Schwarz criterion 573.9370 Hannan-Quinn 567.3634

rho -0.147877 Durbin-Watson 2.094914

Excluding the constant, p-value was highest for variable 15 (G)
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(s-2) gl

Model 11: OLS, using observations 1980-2008 (T = 29)

Dependent variable: PB

coefficient std. error t-ratio p-value

const  346.957  4239.97 0.08183 0.9355
GDP 0.0706461 0.0952272 0.7419 0.4654
M, -0.0505630 0.197360 -0.2562 0.8000

DC -0.151792  0.0504331 -3.010 0.0061 ***

D, 2752.40 1529.36 1.800 0.0845 *

Mean dependent var 2071.304 S.D. dependentvar 4728.010
Sum squared resid 3.03e+08 S.E. of regression 3552.067
R-squared 0.516208 Adjusted R-squared 0.435576
F(4, 24) 6.402017 P-value(F) 0.001183
Log-likelihood -275.4885 Akaike criterion 560.9770
Schwarz criterion 567.8134 Hannan-Quinn 563.1181

rho -0.090530 Durbin-Watson 1.956824

Excluding the constant, p-value was highest for variable 10 (M)
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(5 -2) galad

Model 3: OLS, using observations 1980-2008 (T = 29)

Dependent variable: PB

coefficient std. error t-ratio p-value

GDP 0.0745161 0.0809949 0.9200 0.3664
M, -0.0414007 0.159263 -0.2600 0.7970
DC -0.151926  0.0493948 -3.076 0.0050 ***

D, 2775.74 1472.39 1.885 0.0711 *

Mean dependent var 2071.304 S.D. dependentvar 4728.010
Sum squared resid 3.03e+08 S.E. of regression 3480.787
R-squared 0.596317 Adjusted R-squared 0.547875

F(4, 25) 9.232432 P-value(F) 0.000101
Log-likelihood  -275.4925 Akaike criterion 558.9850
Schwarz criterion 564.4542 Hannan-Quinn 560.6979

rho -0.084763 Durbin-Watson 1.951271

P-value was highest for variable 10 (M2)
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(2-2) gl

Model 15: OLS, using observations 1980-2008 (T = 29)

Dependent variable: PB

coefficient std. error t-ratio p-value

M, 0.100075 0.0413202 2.422 0.0227 **
DC -0.184707 0.0341086 -5.415 1.13e-05 ***

D, 2624.25  1458.82 1.799 0.0837 *

Mean dependent var 2071.304 S.D. dependentvar 4728.010
Sum squared resid 3.13e+08 S.E. of regression 3470.491
R-squared 0.582649 Adjusted R-squared 0.550545

F(3, 26) 12.09924 P-value(F) 0.000038
Log-likelihood  -275.9753 Akaike criterion 557.9506
Schwarz criterion 562.0525 Hannan-Quinn 559.2353

rho -0.182108 Durbin-Watson 2.065227
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(& -2) Gala

Model 34: OLS, using observations 1980-2008 (T = 29)

Dependent variable: PB

coefficient std. error t-ratio p-value

const 3713.61 5145.19 0.7218 0.4777

GDP 0.171405 0.0967445 1.772 0.0897 *
M, -0.451061  0.236792 -1.905 0.0694 *
G 0.0171562 0.0507569 0.3380 0.7384
D, -759.016  2201.94 -0.3447 0.7334

D, -4295.98 2260.47 -1.900 0.0700 *

Mean dependent var 2071.304 S.D. dependentvar 4728.010
Sum squared resid 3.69e+08 S.E. of regression 4007.174
R-squared 0.409949 Adjusted R-squared 0.281677
F(5, 23) 3.195939 P-value(F) 0.024614
Log-likelihood -278.3675 Akaike criterion 568.7350
Schwarz criterion 576.9388 Hannan-Quinn 571.3043

rho 0.118484 Durbin-Watson 1.684593

Excluding the constant, p-value was highest for variable 15 (G)
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(¢ -2) @Lad

Model 35: OLS, using observations 1980-2008 (T = 29)

Dependent variable: PB

coefficient std. error t-ratio p-value

const  3063.28  4388.92 0.6980 0.4916
GDP 0.192645 0.0768560 2.507 0.0191 **
M, -0.476507 0.219450 -2.171 0.0396 **

D, -3605.60  1632.60 -2.209 0.0366 **

Mean dependent var 2071.304 S.D. dependentvar 4728.010
Sum squared resid 3.73e+08 S.E. of regression 3864.187
R-squared 0.403595 Adjusted R-squared 0.332026

F(3, 25) 5.639265 P-value(F) 0.004295
Log-likelihood -278.5228 Akaike criterion 565.0456
Schwarz criterion 570.5148 Hannan-Quinn 566.7585
rho 0.178351 Durbin-Watson 1.564098

Model 36: OLS, using observations 1980-2008 (T = 29)

Dependent variable: PB
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(4 -2) Gala

Model 2: OLS, using observations 1980-2008 (T = 29)

Dependent variable: PB

coefficient std. error t-ratio p-value

const  3738.45 5228.76 0.7150 0.4818

GDP 0.170780 0.0973198 1.755 0.0926 *
M, -0.337360  0.184625 -1.827 0.0807 *
G 0.0209776  0.0510354 0.4110 0.6848
D, -405.611  2282.56 -0.1777 0.8605

D, -3807.86 2321.23 -1.640 0.1145

Mean dependent var 2071.304 S.D. dependentvar 4728.010
Sum squared resid 3.73e+08 S.E. of regression 4029.146
R-squared 0.403461 Adjusted R-squared 0.273778
F(5, 23) 3.111141 P-value(F) 0.027373
Log-likelihood -278.5261 Akaike criterion 569.0522
Schwarz criterion 577.2559 Hannan-Quinn 571.6215

rho 0.123323 Durbin-Watson 1.666675

Excluding the constant, p-value was highest for variable 25 (D,)
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(0 -2) Gala)

Model 4: OLS, using observations 1980-2008 (T = 29)

Dependent variable: PB

coefficient std. error t-ratio p-value

const 3527.64  4637.29 0.7607 0.4539
GDP 0.183430 0.0772713 2.374 0.0256 **
M, -0.349570  0.165953 -2.106 0.0454 **

D, -3286.42  1634.63 -2.011 0.0553 *

Mean dependent var 2071.304 S.D. dependentvar 4728.010
Sum squared resid 3.77e+08 S.E. of regression 3882.373
R-squared 0.397968 Adjusted R-squared 0.325724
F(3, 25) 5.508670 P-value(F) 0.004802
Log-likelihood -278.6590 Akaike criterion 565.3180
Schwarz criterion 570.7871 Hannan-Quinn 567.0308

rho 0.170101 Durbin-Watson 1.571363
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