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Abstract

This study aimed to analyze the impact of fiscal discipline on monetary stability in the Libyan economy during the period
1980-2024. The study examined the relationship between a set of fiscal discipline indicators, namely foreign reserves as a
percentage of Gross Domestic Product (GDP), domestic public debt as a percentage of GDP, and money supply as a
percentage of GDP, and the inflation rate as an indicator of monetary stability. The study employed the Autoregressive
Distributed Lag (ARDL) model and the Bounds Testing Approach to investigate both the long-run and short-run
relationships among the variables. The results revealed the existence of a cointegration relationship among the study
variables, confirming a long-run equilibrium relationship between fiscal discipline and monetary stability. The findings also
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indicated a negative relationship between foreign reserves and inflation; however, this relationship was not statistically
significant. In contrast, a statistically significant negative relationship was found between domestic public debt as a
percentage of GDP and the inflation rate. Furthermore, the results showed a statistically significant positive relationship
between money supply and inflation in both the short and long run. The Error Correction Model (ECM) confirmed the
economy's ability to return relatively quickly to its equilibrium path following economic shocks. The study recommends
strengthening fiscal discipline, rationalizing public expenditure, improving public debt management, and controlling
monetary expansion rates in order to enhance monetary and economic stability in Libya.

Keywords: Foreign reserves, monetary stability, Libyan economy, inflation, co-integration, domestic public debt, money
supply, fiscal discipline ARDL model, Error Correction Model (ECM)
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Long Run Coefficients
Variable Coefficient Std. Error t- Statistic Prop
Gnfa -0.025911 0.017508 -1.479902 0.1469
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Mgdp 0.197025 0.045611 4.319709 0.0001
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Variable Coefficient Std. Error t-Statistic Prob
CointEq(-1)* -0.703720 0.109732 -6.413105 0.0000
DINF(-1) 0.670700 0.124548 5.385084 0.0000
D(MGDP) 0.202550 0.039292 5.154984 0.0000

R-squared=0. 586931
Adjusted R-squared= 0.566277
Durbin-Watson stat=1.723029
F-Statistic =28.41801
Prob (F-Statistic) =0.000000
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