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Abstract

This study aims to analyze the dynamic relationship between money supply (MS2) and the volume of bank
deposits (BD) in the Libyan economy using a Vector Auto regression (VAR) model, based on time series
data during 2004M1 t02024M12. The study employed Impulse Response Functions (IRFs) to examine the
nature of own shocks between (MS2) and (BD). In addition, Variance Decompositions (VDs) analysis is
used to measure the relative contribution of each variable to its own fluctuations and to those of the other
variable. The results indicate that the relationship between (MS2) and (BD) is short-run, with no evidence
of a long-run relationship according to the cointegration test. The findings found that the effects of shocks
gradually dissipate over time, and it also reveal that each variable is largely explained by its own
innovations, although (MS2) exerts a relatively stronger influence on (BD) than vice versa. These results
can be interpreted considering the structural characteristics of the Libyan economy, where the banking
sector suffers from liquidity shortage and withdrawal restrictions, reducing the ability of deposits perform
their role as an effective monetary intermediary. Accordingly, the study recommends enhancing the
effectiveness of monetary policy and developing the banking sector in order to improve the transmission
mechanism between (MS2) and (BD).
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Variable Model ADF | ADF (F. | PP PP
(Level) | diffy | (Level) | (F.diff)
MS?2 Intercept 0.9914 | 0.0000 | 0.9929 | 0.0000
Inter&Trend | 0.6070 | 0.0000 | 0.6037 | 0.0000
None 0.9996 | 0.0000 | 0.9999 | 0.0000
DEP Intercept 0.9712 | 0.0000 | 0.9438 | 0.0000
Inter&Trend 0.6454 | 0.0000 | 0.2285 | 0.0000
None 0.9923 | 0.0000 | 0.9938 | 0.0000

10 Jlaay) EViews galiy cila jiae 1 jradll

Co-integration &l jidall Jalsill 2.4
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(Trace & Max-Eigenvalue) ¢ guila gl & il Jalssll <l jlasl (2) Jsaal

Hypothesized Trace
No. of CE(s) Eigenvalue Statistic Critical Value Prob. * *
None 0.038055  9.834668 15.49471 0.2937
At most 1 0.000857  0.212747 3.841466 0.6446

Trace test indicates no cointegration at the 0.05 level

Hypothesized Max-Eigen
No. of CE(s) Eigenvalue Statistic Critical Value Prob. * *
None 0.038055  9.621920 14.26460 0.2380
At most 1 0.000857  0.212747 3.841466 0.6446

Max-eigenvalue test indicates no cointegration at the 0.05 level
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VAR Lag Order Selection Criteria

Lag LogL LR FPE AlC sC HQ
0 -4458.022 NA 3.00e+13 36.70800  36.73675 36.71958
1 -4446.836  22.09745 2.83e+13 36.64885  36.73510*  36.68359
2 -4439.555  14.26127*  2.75e+13*  36.62185*  36.76560  36.67975*
3 -4437.437  4.114033 2.80e+13 36.63734  36.83859  36.71840
4 -4435.882  2.994856  2.85e+13 36.65747 36.91621 36.76169
5 -4433.702  4.163081 2.90e+13 36.67244  36.98869  36.79982
6 -4429.423  8.099117 2.89e+13 36.67015 37.04390  36.82069
7 -4425.616  7.145462  2.89e+13 36.67173 37.10298  36.84543
8 -4421.945  6.827803 2.90e+13 36.67444  37.16319  36.87130

10 oyl EVIeWS zali pn Gla jha @ yuadl

2 slafyl die I3 lasi¥l g lad 73 sai il e (4) Jsaal

Vector Autoregression Estimates
DMs2 DDEP

DMS2(-1) -0.027299 0.256783
(0.07664) (0.08997)

[-0.35619] [ 2.85396]

DMS2(-2) 0.240539 0.272310
(0.07744) (0.09091)

[3.10617] [ 2.99535]

DDEP(-1) -0.050080 -0.315939
(0.06473) (0.07599)

[-0.77372] [-4.15785]

DDEP(-2) -0.043850 -0.020712
(0.06541) (0.07679)

[-0.67042] [-0.26975]

C 494.8412 291.5457
(153.113) (179.749)

[3.23187] [ 1.62196]
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VAR Residual Serial Correlation LM Tests

lag h
Lag LRE* stat df Prob. Rao F-stat df Prob.
1 4.243965 4 0.3740 1.063460 (4, 482.0) 0.3740
2 4.644184 4 0.3258 1.164230 (4, 482.0) 0.3258
3 5.376350 4 0.2508 1.348798 (4, 482.0) 0.2508
lags 1 to h
Lag LRE* stat df Prob. Rao F-stat df Prob.
1 4.243965 4 0.3740 1.063460 (4, 482.0) 0.3740
7.243108 8 0.5106 0.906550 (8, 478.0) 0.5107
10.88071 12 0.5392 0.907530 (12, 474.0) 0.5392

(325250 e AKEA) uiladl) are A (o i)

VAR Residual Heteroskedasticity Tests (Levels and Squares)

Joint test:
Chi-sq df Prob.
15.48540 24 0.9057

VAR Residual Heteroskedasticity Tests (Includes Cross Terms)

Joint test:
Chi-sq df Prob.
25.92861 42 0.9756
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Variance
Decomposition of

DMS2:

Period S.E. DM2 DDEP
1 2262.226 100.0000 0.000000
2 2268.958 99.75959 0.240413
3 2319.507 99.70475 0.295245
4 2320.767 99.70502 0.294981
5 2322.916 99.70035 0.299648
6 2323.041 99.70019 0.299805
7 2323.135 99.69991 0.300092
8 2323.144 99.69988 0.300117
9 2323.148 99.69987 0.300132
10 2323.149 99.69987 0.300134
11 2323.149 99.69986 0.300135
12 2323.149 99.69986 0.300135
13 2323.149 99.69986 0.300135
14 2323.149 99.69986 0.300135
15 2323.149 99.69986 0.300135
16 2323.149 99.69986 0.300135
17 2323.149 99.69986 0.300135
18 2323.149 99.69986 0.300135
19 2323.149 99.69986 0.300135
20 2323.149 99.69986 0.300135
21 2323.149 99.69986 0.300135
22 2323.149 99.69986 0.300135
23 2323.149 99.69986 0.300135
24 2323.149 99.69986 0.300135

Variance
Decomposition of
DDEP:
Period S.E. DM2 DDEP

1 2655.774 30.03197 69.96803
2 2749.617 28.21093 71.78907
3 2800.941 30.54170 69.45830
4 2803.113 30.57291 69.42709
5 2805.889 30.70996 69.29004
6 2806.091 30.71963 69.28037
7 2806.238 30.72682 69.27318
8 2806.254 30.72762 69.27238
9 2806.262 30.72798 69.27202
10 2806.263 30.72803 69.27197
11 2806.263 30.72805 69.27195
12 2806.263 30.72805 69.27195
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13 2806.263 30.72805 69.27195
14 2806.263 30.72805 69.27195
15 2806.263 30.72805 69.27195
16 2806.263 30.72805 69.27195
17 2806.263 30.72805 69.27195
18 2806.263 30.72805 69.27195
19 2806.263 30.72805 69.27195
20 2806.263 30.72805 69.27195
21 2806.263 30.72805 69.27195
22 2806.263 30.72805 69.27195
23 2806.263 30.72805 69.27195
24 2806.263 30.72805 69.27195
Response of
DMS2:
Period DM2 DDEP
1 2262.226 0.000000
2 -134.6430 -111.2514
3 477.9454 -59.22540
4 -76.43731 -1.737354
5 98.48689 -16.77241
6 -23.87622 3.193655
7 20.54086 -4.098521
8 -6.277319 1.204733
9 4.336857 -0.948321
10 -1.529493 0.335115
11 0.925013 -0.213717
12 -0.358026 0.083518
13 0.198889 -0.047522
14 -0.081891 0.019745
15 0.043027 -0.010495
16 -0.018469 0.004536
17 0.009351 -0.002310
18 -0.004129 0.001025
19 0.002039 -0.000508
20 -0.000918 0.000229
21 0.000446 -0.000112
22 -0.000203 5.10E-05

Lcagll et Jghaa

DUIJHSS: Vol 4. Issue8. September 2026, University of Derna



g el e 25139019 25301 2o 0 (s B (el

23 9.76E-05 —-2.45E-05
24 -4.49E-05 1.13E-05
Response of
DDEP:
Period DM2 DDEP
1 1455.402 2221.473
2 121.0813 -701.8506
3 513.0525 147.1627
4 -78.53789 -77.46032
5 124.7080 4.850903
6 -33.29834 -4.708160
7 28.62518 -2.360193
8 -9.581319 0.660429
9 6.415784 -0.966482
10 -2.424291 0.376219
11 1.421263 -0.271029
12 -0.577788 0.114213
13 0.313063 -0.067222
14 -0.133364 0.029412
15 0.068782 -0.015771
16 -0.030220 0.007055
17 0.015097 -0.003596
18 -0.006772 0.001632
19 0.003313 -0.000807
20 -0.001507 0.000370
21 0.000727 -0.000180
22 -0.000334 8.28E-05
23 0.000160 -3.97E-05
24 -7.38E-05 1.84E-05
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