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



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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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
EXPO1 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
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CPI1 =64.00511 + 117.8664*DIRECT +-0.866914*IND + 0.042529*EXP01 + -
0.011249*BUD
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LS caalill il ol puads 8 Aliall oyl 368 e aSt sa 5 (P-value= 0.000)
o) Cus Serial correlation Lulud Jals 5 as g0 W ad) A pal) &l patiad &3 gaill il 50l

.1.48 s sl Durbin— Watson test jlaal 4.8
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A0 Dalead ,edd Eua (BUD 4jigal) Alay CPl éllgioal) jland 4Me Jiatyy o

.(BUD) &) sall Ala g CPI p 4idlal) Y

CPI = C(1) + C(2)*BUD

ot s Al bl Jalasl e DU 2D o gadl) Gaabat i Alslaal) Gkt J8

Unit root test sasiul, Stationary a3l dulull oS (asi —

Johanson ¢ gl sa JLAA) afadiuly a5 juad g JaV) AL gl Zolalsal) AR jasd —

.Cointegration Test

Granger Causality Tests alaiiuly il (asd —&

:Unit root test alaiiuly Stationary e 3l dulull S paad

olaal aladsuly s Unit root test alaaiuly Stationary  due il Aulidl o S asd &

il g BUD 453 gall Ala g CPI cllgiiaadl jlad o yxial Augmented Dickey—Fuller test

‘;3 LQSC_\tL\S‘

CPIl siall 4 3l bl )5S ADF JLaa) il (2.4) a8 Jgan

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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oatial Bgie 3l ALl b CPI Alulid (3.4) &85 Jsaall A duie 3l Al o sSu m8 (a
Tl (S Gandl Lygiad) LAl el G (U sl e e CPI dllgind e
s CPI 1 0.05 o & 25 0.000 ' Augmented Dickey—Fuller test .. 3l
e Aol A o g Y 4 o gat S Akl A il mi
Cllgiaddl Sl A 30 AL 8 A 30 Al 0 oS da gy 4d) Alad) Ayl s g o S0

BUD _siall 43l Al (S ADF Lidl) milii (3.4) a8 Joaa

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.

ALl b (BUD) alulul (4.4) &, Jsaall 6 die3l bl osSu JLial) il cpds
Bdall ()5S pandl dypiaall Aef il Cun (s (BUD) i3al Al i dgia )
siall 0.05 e J8 a5 0.000 »_)sis L Augmented Dickey—-Fuller test 4. 3l
Se ai Sl Gy sheal) dpm il (b i Gl s Al Gpaill J8 iy Lea <(CPl) ol

.(BUD) & 3 sall Alla die 3l Aludidl 8 )5S a5y 4l (gl ey ) 58l 22y Y
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Jkaal &5 Johanson Cointegration Test alaaiuly Ja¥l dligh Zollal) 280l jasd .o
alaaiuly s CPI cllgindl laud s BUD 453 gull Al (5 paiia G Ja¥) Al sk dolalSill 483
t b WS il @l «Johanson Cointegration Test ¢ guila 5o jloal
a3 433 5a) Aa g Ja¥) Alysh ABBlall ¢ guilh 2 JLGS) il (4.4) B Jgn

llgiuall

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

p ) sl JalSl) GBle yadl @ gailaga L) Ans (5.4) oy Jsaadl Jiess

Ble V) e asms aie thyjial) dam il o Cua B3 sall Alla s elliidl el i
BLIS ADle aa g Y 4 ) ool il it %5 (5 siae die Ja¥) Alsh AL sasl
gl AN (5 e n ST 2y 0,13 A saine Bsine Ay il G 2V Alsha

gyl Gaca il aey L -0.05
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ol el Cua %S5 s vie CPl cuwd &l edl Al jh50 o) & & jiall
CPl dlgall jland Ao BUD ) sl Alad ds 480le 22y ¥ il 0 6N Jgaall
Ao il acyy Ly 5 0.05 AVAN (5 siin e 381 285 0.322 (5 5l & suna & 5ine AV
Y,y BUD 453 ol dls e CPI cligiuadl [land puaial 4w dDle 2 g V5 4 jiuall
:0.05 Aall (s sivne (e S 2250226 4 sina
O Granger Causality Tests aladiuly Ll (aad JLAd) gilii (5.4) a8 Jaa

Sllgieal) a9 435 gall Ala

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 157623 | 0.2266
BUD does not Granger Cause CPI 1.18428 | 0.3226
I
|

g 4y dldyg BUD () gall jac g CPl (n 3830al) Aalaa ket (S Y il st @l
ol da sl oy el el plige patiall g A5 sl Al it G dw A

gialandil) Falall 253 sl Aualia s ¢ iadandil) by
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