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Analysis of the relationship between oil price fluctuations 

and inflation in the Libyan economy 
 

 

Abstract 
 

The main aim of this study is to investigate the nature of relationship between oil price 

fluctuations and local inflation level in Libya during the period 1987-2021. In order to 

achieve its objective, the study adopted Hansen parameter instability cointegration test 

and DOLS method. The findings of the study indicated a long run positive relationship 

between oil price fluctuations and local inflation level in Libya. 

Keywords: oil price, local inflation, Libya, cointegration.

JEL Classification: E31, Q31, C22
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2.3 

1

lnOIP, lnINF4.6833893.63014

outliers

0.961524

0.45860.6319

35

1

  LNINF LNOIP 

 Mean 4.683389 3.63014 

 Maximum 5.619313 4.601865 

4.33 Minimum 3.95569 2.668616 

 Std. Dev. 0.458566 0.631857 

 Jarque-Bera 3.195746 3.153597 

 Observations 35 35 

** Normally distributed at 5% significance level. 

3.3 

2

ADF, PP, ADF-t statisticstationary at 

first differenceintegrated of order one

2

  LNINF LNOIP 

ADF -2.142192** -5.528799** 

PP -2.056837** -5.499346** 

ADF- t statistic -4.630120** -5.705351** 

* ** Stationary at level, first difference (5% significance level). 

4.3  

3

0.51
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3

 
LNINF LNOIP 

LNINF 1  

LNOIP 0.51** 1 

** Significant at 5% significance level. 

5.3  

4Hansen parameter instability test

0.0353545

  4

 
Stochastic Deterministic Excluded 

 
Lc statistic Trends (m) Trends (k) Trends (p2) Prob.* 

0.035054 1 0 0 > 0.2 

Lag selection: HQ, SC, AIC, FPE, LR=3 lags. 

6.3 DOLS 

0.3199865

10.32

Sek et al. 

(2015) ; Salisu et al. (2017) ; Choi et al. (2018)

6DOLS 

Variable Coefficient Std. Error t-Statistic Prob.   

LNOIP 0.319986 0.072284 4.426764 0.00029 

C 3.570377 0.270659 13.19142 0.0000 

Diagnostic tests 

Jarque-Bera normality test statistic =0.655110 , P-Value = (0.720684) Normally 

distributed 

Correlogram Q statistic No serial correlation  

Correlogram square residuals No ARCH effect 

4 conclusion 
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