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Lag LogL LR FPE AIC SC

0 -72.00419 NA 0.168508 3.894958 3.981146
1 51.36105 227.2518* 0.000315* -2.387424* -2.128857*
2 53.43026 3.593894 0.000350 -2.285803 -1.854860
3 57.43229 6.529630 0.000352 -2.285910 -1.682589

* indicates lag order selected by the criterion

LR: sequential modified LR test statistic (each test at 5% level)

FPE: Final prediction error

AIC: Akaike information criterion
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The cointegration Test
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Pairwise Granger Causality Tests
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Granger Causality Test Between Money Supply and Exchange
Rate in Libya

Abdallah Ibrahim Noredean
University of Sebha, Libya, Faculty of Agriculture, Department of Agricultural Econimics

ABSTRACT

This paper examines the relationship between exchange rate and its determinants which is the money
supply (M2) based on Granger test of causality, the integrated of first order and unit rote test approach
between exchange rate and money supply is adopted to attain our objective of study.

The stationary test for the time Series analysis have been applied and the Augmented Dickey-Fuller test
(ADF) remedial measures of autocorrelation in the data has been used.

The empirical results provide evidence for two-way causal relationship between exchange rate and
money supply.

The result prove that in the short run the money supply affecting exchange rate of Libyan Diner via US$,
and in the long run the exchange rate feedback to money supply has a negative value.

These results have been proved by tow-way Granger causality which have been found statistically
significant in negative value equal (-0.069386), which main that money supply in its broader definition
default (LD) exchange against (USDS).

Keywords: money supply, exchange rate, Granger causality and co-integration test.
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