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Imported and local inflation in the Libyan economy
Price channel versus cost channel

Hussen Faraj Alhwij
The Libyan Academy for postgraduate studies — Elkhums branch
Hussen.Alhwij@academy.edu.ly

Abstract

The main aim of this study was to investigate the nature of relationship between
imported inflation and local inflation in the Libyan economy. With distinguish
between price and cost channels. In order to achieve its objective, the study used
a time series data, and adopted ARDL model. The basic findings of the study
indicated that imported inflation positively contribute in local inflation in the
Libyan economy, both in short and long run. Furthermore, the price channel was
stronger than cost channel in transforming inflation into the Libyan economy in

the short run. However, in the long run cost channel was the strongest.

Keywords: imported inflation; local inflation; the Libyan economy; cost; price.
JEL Classification Codes : E31; E64; C22.
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daal) <l el duia 3 JuBhall Ald) a1 2(2) eéJM\
) &l pitial Aka 31 Juudball Adaa ol dpilianl) Gaibadl) :(1) o, J gtad
LNLINF LNPMNF LNCMNF
Mean -0.26974 -2.40856 -3.354
Maximum 0.172804 -0.77702 -1.81616
Minimum -0.88092 -4.25491 -5.04461
Std. Dev. 0.30321 1.068328 0.935776
Jarque-Bera 1.507153** 2.167873** 1.730586**
Observations 33 33 33
** Normally distributed at 5% significance level.
Gaal) ) il dia J Judlaall aa o) jda <l LSS 1(2) A Jgaad)
LNLINF LNPMNF LNCMNF
ADF -5.159378** -4.989490** -4.892006**
PP -5.219759** -4.737414* -2.395199*
ZA -6.217460** -6.060907** -5.444695**
* ** Stationary at level, first difference (5% significance level).
Gl & e (o S Y Jidad 1(3) A8 J )
LNLINF LNPMNF LNCMNF
LNLINF 1
LNPMNF 0.75%* 1
LNCMNF 0.59%* 0.95%* 1
** Significant at 5% significance level.
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Cunl) @) il G o Adial) Jalsdl) LSRN 5(4) B Jgaad)

L Critical values .
Model Test statistic T0) ™) Decision
1) Joint F 7.071100 5.395 6.350 Cointegrated
T -3.750684 -2.860 -3.220
Joint F 9.031048 5.395 6.350 .
@) T 3.738646 2.860 3220 Cointegrated
aal) e Undl) piaat 73 gai 1(5) pd) Js2alUECM
Variable Model (1) Model (2)
C 0.098161** 0.242132**
D(LNPMNF) 0.237943** -
D(LNPMNF(-1)) -0.221386** -
D(LNCMNF) - 0.065658
D(LNCMNF(-1)) - -0.10105**
D_2002 -0.503342** -0.4993**
D_2009 - -0.33859**
D 2011 0.251441** 0.206035**
D_2015 - -0.20562**
COINTEQ* -0.309798** -0.22073**

** Significant at 5% significance level.

A4l aladiuly Jashall Ja¥) PMA ) Glalea 3l 1(6) a2, J92aOLS

Variable Model (1) Model (2)
LNPMNF 0.212719** -
LNCMNF - 0.347164**

** Significant at 5% significance level.

2(7) 8 sl Cuothall Cmeadil) G galll A i) ) JuAY)

Test Model (1) Model (2)
JB normality test 0.011882** 0.197810**
Breusch-Godfrey Serial Correlation LM Test 0.076720** 3.221968**
Heteroskedasticity Test: Breusch-Pagan-Godfrey 5.647817** 7.201578**
ARCH 2.775128** 0.583662**
Ramsey RESET Test F statistic 2.100795** 0.095322**
** P-Value more than 5%.
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