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The Effects of the Liquidity Crisis and the Role of the Banking System

In mitigating it in Libya

Abstract:

The research aimed to identify the effects of the liquidity crisis on some
macroeconomic variables (such as real GDP, inflation rate, and bank credit
volume), and to identify the role of the banking sector in mitigating the
liquidity crisis. The research relied on the inductive and deductive approach
in the theoretical aspect, and on the descriptive analytical approach when
monitoring and following up on the role of the banking sector in
exacerbating or mitigating the liquidity crisis in Libya. It also tracked the
development of liquidity in the banking sector and the extent of the Central
Bank's monitoring of it. The descriptive approach was also used, relying on
reports, periodicals, and scientific research to describe the phenomenon
and explain its causes and effects. The method of re-evaluating the
policies adopted by the Central Bank in the face of this crisis was also
used by tracking its effects on some economic variables. The research
results revealed that the liquidity crisis had an impact on some
macroeconomic variables (such as real GDP and inflation rates). It also
revealed that the Central Bank of Libya and commercial banks contributed
to mitigating the crisis. Accordingly, the research recommended the need
to achieve political and security stability, financial discipline, and unify
financial and sovereign institutions. It also recommended reviewing the
monetary policy related to foreign exchange sales fees adopted by the
Central Bank, which leads to a reduction in the money supply outside the
banking system. The Central Bank of Libya's management and economic
actors in Libya must also review banking policies
related to bank credit, restore the confidence of individuals and economic
institutions in
the banking system to absorb the money supply circulating outside the
system, and adopt a gradual change in the exchange rate.
Keywords: Cash liquidity, GDP, inflation, bank credit, central bank
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