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Dynamics of Inflation and Unemployment in the Libyan Economy Based on the
Phillips Curve Hypothesis' An Econometric Study for the Period (1991-2024)

Asmaa Abdulrahman Al-Taleb*
Libyan Authority for Scientific Research - Tripoli - Libya.

Abstract: This study examines and analyzes the relationship between unemployment and inflation in the Libyan
economy, based on the Phillips Curve hypothesis, during the period from (1991-2024). The analysis focuses on
determining the nature of this relationship in both the short and long term. This period holds particular
significance for the study, as Libya experienced major economic, political, and social transformations, including
periods of economic growth followed by international sanctions, political instability, and fluctuations in global
oil prices. These variables may have influenced the relationship between unemployment and inflation in various
ways. The results of the study, obtained through a bounds test using annual data for the Libyan economic, indicate
the presence statistically significant at the 10% confidence level. However, the result at the 5% confidence level
was inconclusive in confirming this relationship. In the short term, the findings show that the Error Correction
Model (ECM) is statically significant and carries a negative sign, reflecting the Model's ability to correct long-
term disequilibria over a two-year period.

Keywords: Unemployment; inflation; Phillips curve; Autoregressive Distributed Lag Periods model (ARDL); Error
Correction Model (ECM).
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Null hypothesis: No levels relationship
Number of cointegrating variables: 1
Trend type: Rest. constant (Case 2)
Sample size: 32

Test Statistic

Value
F-statistic 4.075515
10% 5% 1%
Sample S... 1(0) (1) | 1(0) 1(1) | 1(0) (1)
30 3.303 3.797 4.090 4.663 6.027 6.760
35 3.223 3.757 3.957 4.530 5763 6.480
Asymptotic 3.020 3.510 3.620 4.160 4.940 5.580

* (O0) and I(1) are respectively the stationary and non-stationary bounds.
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ECM ezl el 739l (3) Jou>
Dependent Variable: D(INF)
Method: ARDL
Sample: 1993 2024
Included observations: 32
Dependent lags: 4 (Automatic)
Automatic-lag linear regressors (4 max. lags): U
Deterministics: Restricted constant and no trend (Case 2)
Model selection method: Akaike info criterion (AIC)
Number of models evaluated: 20
Selected model: ARDL(2,0)

Variable Coefficient Std. Error t-Statistic Prob.
COINTEO* -0.467098 0.129055 -3.619374 0.0011
D(INF(-1)) 0.369830 0.166348 2.223235 0.0339

R-squared 0.312470 Mean dependent var -0.245313
Adjusted R-squared 0.289553 S.D. dependent var 6.485533
S.E. of reagression 5.466529 Akaike info criterion 6.295626
Sum squared resid 896.4880 Schwarz criterion 6.387235
Log likelihood -98.73002 Hannan-Quinn criter. 6.325992
F-statistic 13.63448 Durbin-W atson stat 1.971926
Prob(F-statistic) 0.000882

* p-values are incompatible with t-Bounds distribution.
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