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Abstract

Inflation phenomenon is the centre of interest to both developed and
underdeveloped countries around the globe, because of the negative
effects of this phenomenon that prevent such countries from their
reaching goals in achieving stability of the general price level which will
lead to economic stability, full employment, and continuing economic
growth.

Libyan economy like the other developing countries' economies is
suffering from a marked rise in the rates of inflation, therefore, the main
objective of this study is to analyse the causes and sources of inflation in
the Libyan economy and assess the role of monetary policy tools to tackle
inflation during the period (1980 — 2010).

In order to study the historical pattern of inflation in Libya we estimated a
one-model equation, wher ethe gross domestic product deflator as a
dependent variable, and the independent variables includes, money

supply, exchange rate and aggregate consumption expenditure.

Estimation results indicated the important of the independent variables in

explaining the changes in the price level.

The result of the estimated equation indicated that prices respond
positively to changes in all the independent variables. In addition,we
found that changes in the exchange rate more effective than the other
independent variables in affecting the behaviour of inflation in Libya.
The results indicated that a 1% change in the exchange rate will increase
the level of prices by 0.48%, and if the money supply change by 1%, it
would lead to a percentage change in in the price level by 0.34%. and if
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the consumption expenditure has changed by 1% it would lead to a

change in the price level by 0.24%.

The findings of the Study showed that the rates of growth of money
supply in the Libyan economy during the period (1980 — 2010 was too
high and exceed the rise in the growth rates of the real gross domestic
product. and we concluded that indirect monetary policy tools are

ineffective in dealing with inflation phenomenon in Libya.
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