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Exchange Rate and Inflation Dynamics and Their Implications for the Economy
and Living Standards in Libya
Dr. Muhammad Khanfour!' Dr. Ibrahim Karshman ? Dr. Sultan Al-Tawilni 3
Lecturer !, Assistant Professor 2, Associate Professor >
Abstract Keywords
Since 2011, the Libyan economy has experienced monetary and financial instability due Exchange Rate, Inflation,
to weak institutions and exchange rate volatility, resulting in persistent inflation and a Monetary Stability, VECM

decline in citizens’ purchasing power. This study aims to analyze the causal relationship
between the exchange rate and inflation and to assess its implications for economic policies
and living standards during the period 2011-2024. The study relied on official data and
employed VECM models, cointegration tests, and the Toda—Yamamoto Causality Test
(1995), which allows for examining causal relationships among variables even in the
presence of non-stationarity or differing integration orders. The results indicate a
unidirectional causal relationship from the exchange rate (EXR) to inflation (INF) at a 1%
significance level (P<0.01), while monetary and fiscal policies lacked effectiveness and
independence. The study recommends unifying the exchange rate, enhancing the
independence of the Central Bank of Libya.
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