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The role of financial policy in achieving stability in the general level of prices in the in 

Palestine. 

Prepared by: Khaled Mohammad Ahmad Ghareeb 

Supervised by: Dr. Atef Alawneh 

 

Abstract 
 

This study aims to identify the role of financial policy in achieving stability in the general 

level of prices in the in Palestine, during the period between 1994 and 2015. The 

researcher focused on studying the development of Palestinian financial policy tools, and 

verifying its role in achieving one of the most important objectives of the economic 

stability, namely stability in the general level of prices in Palestine. That was conducted 

through describing and analyzing time series of the study variables: (The volume of public 

expenditure, the direct and indirect tax burden, the status of the budget as independent 

variables, and the general level of prices as an dependent variable, by adopting the 

Consumer Price Index CPI).

 

The researcher used the descriptive method, the analytical method and the standard 

method, as they correspond to the time series for the purpose of describing, analyzing and 

measuring the phenomenon and its hypotheses. He also used the secondary data (time 

series during the 1994-2015 period) for the study variables (the volume of public 

expenditure, the direct and indirect tax burden, and the general level of prices, as an 

independent variable, by adopting Consumer Price Index (CPI) obtained from its official 

sources in Palestine. The data were analyzed and their development was described through 

relying on the change rates of the study variables during the period 1994-2015. 

 

The results of the time series analysis showed that there was fluctuation in the development 

of all variables, and the analysis of results showed that the main reason for the instability in 

prices and the fluctuation in the time series of all variables are due to the political and 

economic instability in Palestine. The study also showed that the continuous rise in prices 

is caused by the rise of the import prices, and also caused by the focus of financial policy 

on current expenditures, which is directed then to consumption; Thereby increasing the 

aggregate demand for the aggregate supply. 



 

 ز 

 It was proven in the statistical analysis that there is an impact of the public expenditure on 

the general level of prices The results of the statistical analysis showed that the variable of 

direct tax burden has an impact on consumer prices. As for the two indirect variables of the 

tax burden and the status of the budget (deficit or surplus) the result showed that they have 

no impact on consumer prices. 

 

In light of these results, the researcher presented a number of recommendations, the most 

important of which is the need to work on the formulation of financial policies capable of 

functioning independently of the negative impact of the objective political and economic 

conditions, and to focus the policy of public expenditure on development and investment 

expenditures, so as to support the production process. That will increase the overall supply 

and reduce the overall demand and thus lowers prices. This also shows the need to review 

the tax system so as to ensure the stimulation of production and the increase of supply in 

order to reestablish balance between demand and supply. 

 

Keywords: The Financial Policy, Volume of Expenditure, Direct Tax Burden, Indirect Tax 

Burden, Budget Status, the General Level of Prices. 
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Gdp   cpi 
 

1994 2,843.3 
    

1,327.3 0.0 

 1995 3282.80 

    

1,427.1 0.0 -465.62 

1996 3409.60 559.56 1,072.1 -135.1 100.00 1,398.5 0.0 -1131.16 

1997 3759.80 688.99 1,130.1 -54.8 107.62 1,460.3 0.0 -1223.30 

1998 4067.80 771.58 1,074.7 30.0 113.63 1,528.3 0.0 -1038.31 

1999 4271.20 827.54 1,181.9 4.6 119.93 1,552.9 0.0 -1191.79 

2000 4313.60 828.00 1,667.8 -218.8 123.28 1,518.9 863.0 -856.60 

2001 4003.70 181.00 1,437.6 -315.6 124.79 1,369.4 872.6 -827.70 

2002 3555.80 208.00 1,293.6 -306.6 131.92 1,181.8 749.1 -485.60 

2003 3968.00 623.00 1,635.0 -268.0 137.73 1,281.4 849.7 -1070.60 

2004 4329.20 904.00 1,528.0 -125.0 141.86 1,358.1 1,002.2 -1587.90 

2005 4831.80 1125.00 2,281.0 -275.0 147.69 1,470.1 1,196.9 -1365.40 

2006 4910.10 565.00 1,707.0 34.0 153.36 1,448.8 1,092.0 -1233.40 

2007 5505.80 1494.00 2,877.0 61.0 156.22 1,575.6 1,451.4 -418.40 

2008 6673.50 1293.50 3,487.7 270.1 171.67 1,855.5 1,557.4 380.60 

2009 7268.20 1265.00 3,375.9 -425.5 176.39 1,963.2 1,736.1 -1143.40 

2010 8913.10 1590.90 3,200.1 -144.4 183.01 2,338.7 1,882.8 -1306.90 

2011 10465.40 1957.74 3,254.6 -94.3 188.27 2,664.9 2,212.9 -2069.50 

2012 11279.40 2008.06 3,258.2 -85.9 193.50 2,787.2 2,482.6 -1820.80 

2013 12476.00 2065.52 3,419.1 258.7 196.84 2,992.2 2,376.3 -2383.40 

2014 12715.60 2520.70 3,606.9 414.8 200.25 2,960.1 2,216.9 -2149.00 

2015 12503.10 2653.49 3,621.4 66.8 203.12 2,863.9 2,537.3 -1712.90 
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1996 937.0  645.5  

1997 1,075.4 15% 807.2 25% 

1998 1,104.7 3% 868.4 8% 

1999 1,186.5 7% 941.5 8% 

2000 1,449.0 22% 939.0 0% 

2001 1,122.0 -23% 273.0 -71% 

2002 987.0 -12% 290.0 6% 

2003 1,367.0 39% 747.0 158% 

2004 1,403.0 3% 1,050.0 41% 

2005 2,006.0 43% 1,370.0 30% 

2006 1,741.0 -13% 722.0 -47% 

2007 2,938.0 69% 1,616.0 124% 

2008 3,757.8 28% 1,779.7 10% 

2009 2,950.4 -21% 1,548.6 -13% 

2010 3,055.7 4% 1,845.4 19% 

2011 3,160.3 3% 2,177.0 18% 

2012 3,172.3 0% 2,240.1 3% 

2013 3,677.9 16% 2,319.9 4% 

2014 4,021.7 9% 2,791.2 20% 

2015 2,891.4 -28% 2,891.4 4% 
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1995 544 19.0 3.5% .. 

1996 1072.1 242.3 22.6% 92.2% 

1997 1130.1 262.3 23.2% 7.6% 

1998 1074.7 235.8 21.9% -11.3% 

1999 1181.9 239.4 20.3% 1.5% 

2000 1667.8 469.0 28.1% 49.0% 

2001 1437.6 340.0 23.7% -37.9% 

2002 1293.6 252.0 19.5% -34.9% 

2003 1635.0 395.0 24.2% 36.2% 

2004 1528.0 .. .. .... 

2005 2281.0 287.0 12.6% 100.0% 

2006 1707.0 281.0 16.5% -2.1% 

2007 2877.0 310.0 10.8% 9.4% 

2008 3487.7 215.0 6.2% -44.2% 

2009 3375.9 185.9 5.5% -15.7% 

2010 3200.1 272.8 8.5% 31.9% 

2011 3254.6 294.5 9.0% 7.4% 

2012 3258.2 211.0 6.5% -39.6% 

2013 3419.1 168.4 4.9% -25.3% 

2014 3606.9 160.9 4.5% -4.6% 

2015 3621.4 106.0 2.9% -51.9% 
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Dependent Variable: CPI   

Method: Least Squares   

Date: 07/11/17   Time: 21:40   

Sample: 2008Q1 2015Q4   

Included observations: 32   

     
     

Variable Coefficient Std. Error t-Statistic Prob.   

     
     

C 64.00511 4.597382 13.92208 0.0000 

DIRECT 117.8664 51.66100 2.281535 0.0306 

IND -0.866914 17.74819 -0.048845 0.9614 

EXP01 0.042529 0.006079 6.996365 0.0000 

BUD -0.011249 0.017577 -0.639970 0.5276 

     
     

R-squared 0.748806     Mean dependent var 103.3472 

Adjusted R-squared 0.711592     S.D. dependent var 6.010730 

S.E. of regression 3.227981     Akaike info criterion 5.324192 

Sum squared resid 281.3362     Schwarz criterion 5.553213 

Log likelihood -80.18706     Hannan-Quinn criter. 5.400106 

F-statistic 20.12165     Durbin-Watson stat 1.484234 

Prob(F-statistic) 0.000000    

CPI = 64.00511 + 117.8664*DIRECT +-0.866914*IND + 0.042529*EXP01 + -

0.011249*BUD



 

141 

 

 



 

141 

 

 

 



 

142 

 

 

 

 

 

 

7ADFCPI

Null Hypothesis: D(CPI,2) has a unit root  

Exogenous: Constant   

Lag Length: 4 (Automatic - based on SIC, maxlag=7)

          
   t-Statistic   Prob.* 

          
Augmented Dickey-Fuller test statistic -6.043266  0.0000 

Test critical values: 1% level  -3.724070  

 5% level  -2.986225  

 10% level  -2.632604  

          
*MacKinnon (1996) one-sided p-values.  
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1ADFBUD 

Null Hypothesis: BUD has a unit root  

Exogenous: Constant   

Lag Length: 0 (Automatic - based on SIC, maxlag=7) 

          
   t-Statistic   Prob.* 

          
Augmented Dickey-Fuller test statistic -9.912621  0.0000 

Test critical values: 1% level  -3.661661  

 5% level  -2.960411  

 10% level  -2.619160  

          
*MacKinnon (1996) one-sided p-values.  
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4

Date: 07/11/17   Time: 21:51   

Sample (adjusted): 2008Q3 2015Q4   

Included observations: 30 after adjustments  

Trend assumption: Linear deterministic trend  

Series: BUD CPI     

Lags interval (in first differences): 1 to 1  

     

Unrestricted Cointegration Rank Test (Trace)  

          
Hypothesized  Trace 0.05  

No. of CE(s) Eigenvalue Statistic Critical Value Prob.** 

          
None *  0.616609  31.04725  15.49471  0.0001 

At most 1  0.073376  2.286212  3.841466  0.1305 

          
 

 * denotes rejection of the hypothesis at the 0.05 level 

 **MacKinnon-Haug-Michelis (1999) p-values  
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Pairwise Granger Causality Tests 

Date: 07/11/17   Time: 21:52 

Sample: 2008Q1 2015Q4  

Lags: 2   

        
 Null Hypothesis: Obs F-Statistic Prob.  

        
 CPI does not Granger Cause BUD  30  1.57623 0.2266 

 BUD does not Granger Cause CPI  1.18428 0.3226 
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3.2

 

    0202 

2008 

 603.90 -28.40 26.69% 3.11% 90.76 

 742.10 -14.00 29.23% 2.06% 93.62 

 837.10 20.70 30.17% 1.29% 95.33 

 702.50 -23.00 25.87% 1.00% 95.51 

2009 

 819.50 24.00 19.44% 2.05% 94.55 

 700.30 -35.40 21.95% 1.08% 95.37 

 822.30 62.20 23.52% 1.22% 97.18 

 847.60 -71.40 23.60% 1.43% 98.44 

2010 

 744.10 -12.90 25.66% 3.44% 98.90 

 787.00 0.70 21.66% 3.87% 98.96 

 741.00 17.40 22.98% 1.69% 100.27 

 803.80 15.80 24.39% 0.87% 101.86 

2011 

 806.94 -16.81 24.83% 3.25% 102.23 

865.09 22.65 24.06% 1.64% 102.18 

 817.86 -10.73 24.12% 1.64% 102.93 

 836.75 6.64 23.44% 1.40% 104.17 

2012 

 792.71 3.01 24.57% 4.53% 105.32 

 878.35 -0.34 22.02% 1.72% 104.84 

 827.39 4.45 21.71% 1.80% 106.15 

 987.70 -79.63 22.95% 1.64% 106.64 
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3.2

 

    0202 

2013 

 873.77 15.37 26.55% 4.90% 107.11 

 925.58 30.58 25.64% 1.76% 106.69 

 965.17 10.11 28.36% 1.74% 107.68 

 933.55 -68.81 31.22% 2.50% 108.76 

2014 

 916.72 43.56 35.12% 5.02% 109.45 

 1050.63 -35.30 32.46% 1.95% 108.02 

 1178.38 47.32 33.63% 1.96% 110.10 

 933.49 -46.80 30.73% 1.51% 110.12 

2015 

 948.30 0.63 31.09% 4.60% 110.09 

 987.76 22.39 30.72% 1.85% 111.02 

 1011.58 -10.33 34.41% 1.61% 111.07 

 1064.07 -7.65 29.23% 1.74% 111.79 
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