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The impact of public spending on inflation in the Libyan 
economy During the period (1990-2020) 

Muftah A. Elailish 
Faculty of Economics and political science, Misurata University, Libya 

Abstract: 
The paper aims to study the impact of government spending on the inflation 

rate in Libya during 1990-2020. The study relied on an econometric model 
employing unit root tests and ARDL regression. The research concluded several 
results, the most important of them is the high increase in public spending in the 
recent years as well as the current expenditure has increased represented 28% of 
the total expenditure in 2010 compared with 55% and 70% in 2015 and 2020 
respectively while the development spending has stayed at a very low level. The 
inflation rate increased significantly during most of the search years with some 
fluctuation in exceptional years. The results also showed that there is a co-
integration association between general spending and inflation rates which is 
consistent with the economic theory. This means that any increase in general 
spending will be associated with an increase in inflation rates, but this effect is 
not significant at 5% level of significance. The short term results indicate that 
there is a reverse effect but it is very limited to the inflation rate, as the value of 
this effect reached 0.000290 which means that the increase in general spending 
by 1% will lead to a decrease in the inflation rate by about 0.03%, but this effect 
will lead to a positive effect in the long term. 

Keywords: inflation rate, public spending, current spending, development 
spending. 
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ADF & PP
The 

decision 
P.P Test ADF Test Variables  

At LEVEL  
Intercept  &
Trend  

Intercept  
Intercept  &
Trend 

Intercept 

NO 0.50302.141789-  0.21102.198044-  0.10953.172859-  00.03133.184328-  Inf  
NO 0.08383.310979-  0.55821.42209-  0.09673.236201-  0.17071.077799-  G 

The 
decision  

P.P Test ADF Test  

Variables 
At 1stDifference 

Intercept  &
Trend  

Intercept  
Intercept  &
Trend  

Intercept  

I(1)  .00016.082355-  .000006.401665-  .00254.933700-  .00045.016826-  Inf  
I(1)  0.00009.124787-  0.00009.286335-  0.00008.208349-  0.00008.366845-  G 
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Bounds Test

F

F

F

Bounds Test

K Value Test Statistic 
1  6.038984  F-Statistics 

Critical Value Bounds 
I (1) I (0) Significance 
3.51  3.02  10% 
4.16  3.62  5% 
4.79  4.18  2.5% 
5.58  4.94  1% 

Eviews

ARDL

G

 )ARDL Long Run Form and Bounds Test(  
 Prob.  t-Statistic  Std. Error  Coefficient  Variables  

0.1589  1.460755  0.000100  0.000146  G  
0.1118  1.659841  2.913714  4.836300  C 

EC = INF - (0.0001*G + 4.8363) 

Eviews
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Prob.  t-Statistic  Std. Error  Coefficient  Variables  
0.0189  2.544795 0.155510  0.395742  D(INF(-1))  
0.0032  -3.326540  8.72E-05  -0.000290  D(G)  
0.0441  -2.141311  0.000111  -0.000237  D(G(-1))  
0.0084  -2.907338  9.37E-05  -0.000272  D(G(-2))  
0.0002  -4.454478  0.119831  -0.533782  CointEq(-1)*  

Eviews
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Breusch-Godfrey Serial Correlation LM 

Test

RValue-P

Serial Correlation LM Test

Breusch-Godfrey Serial Correlation LM Test : 
Null hypothesis : No serial correlation at up to 2 lags 

F-statistic  1.123551 Prob. F (2,9) 0.3458 
Obs*R-squared 2.961291  Prob. Chi-Square (2) 0.2275 

Eviews

Heteroskedasticity Test

R

P-Value

Heteroskedasticity Test

Heteroskedasticity Test: ARCH 
Null hypothesis: Homoskedasticity  

F-statistic 2.254275 Prob. F (1,25) 0.1458 
Obs*R-squared  2.233244 Prob. Chi-Square (1) 0.1351 

Eviews

Jarque- BeraJ
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Inf G years 
7.63  2709.0  1990  
10.33  2379.0  1991  
10.80  2748.0  1992  
11.24  2511.0  1993  
14.72  2805.0  1994  
11.55  4611.2  1995  
12.18  5045.3  1996  
13.18  5021.4  1997  
5.02  4441.0  1998  
1.50  4296.0  1999  

-2.9  5250.2  2000  
-8.9  5631.6  2001  

-9.83  8487.0  2002  
-2.00  6866.2  2003  
1.30  17230.0  2004  
2.57  21343.0  2005  
1.54  21378.0  2006  
6.16  30883.0  2007  
10.45  44115.5  2008  
2.43  35677.2  2009  
2.45  54498.8  2010  
15.87  23366.5  2011  
6.12  53941.6  2012  
2.6  65283.5  2013  
2.4  43814.2  2014  
9.8  43178.9  2015 
25.9  29171.3  2016 
25.8  32692.0  2017 
13.6  39286.4  2018 

-2.2  45813.0  2019 
1.4  37310.0  2020 

 


