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sl
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+21L0gPal_CPl) 1 +/12L0glsr_CP1) 1 +23Loglsr_Ml) 1 +A 4L0g1s1;1 l}/ .
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S0 sl 8 Ledlabaa S0 L) pmlall s o sl 28l liaea Lgis it 5 LS il
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+/15Logls1;1if +5t..(4)
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i De B n.!é dalell O ( ﬂ'lcozﬂ + XQYt—l + X’SYﬁl + 2‘4Et71 + ASF;—I + 167:71 ) e ).;j\

el Aag el oyl paail el slaty) puiie Aalaall s3a ey ey shll sl
Ll ) iy 6.4

Al dl) ad il clS Cuny ) b jalas e Gl o2 iy Cdal
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il il elly ) Al ) sdie by 85 201572007 sle o Lo dpie )l 5 i
Sl Jie L ) elasd (538 el Sleall e Lt o a Jabi o3 il dilaial
) L o Bl 55800 5 il Gl & et Al a5 il a8 lgidl
b &l g e s sy Y sl Jilie Jidl Ga e W 2010 ellgiua ey

g 5 jidl) 4y s Alubus a5 (538 el L Y] i) (e incie) (M) Jl

32



EECIRWAL

»:."uA “
l.@a.uﬁ 9 M\Jﬁ\ @‘Lﬁ

33



oualdl) Juadl
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(Unit Root Test) saa ¢!l jaa L) 1.5

= A dgay QIR i dalamdy) il ol o IS LAy e
i) Al Ll e <) peial oda ol jad) Al 3 S oSS G ki g dyshall sl

skl sl & LliY) Ak i Gacmr e @5l ) W (s 8 llia

o pa il A0, Ly Aol Al (L DD e Al oda b i

a3l JDldl G ady Lonad ) ) ey Fie ) ol el ity ¢ ppland
Dy s ol patiall e pate JSI JlSal A5 ) aaatp Leh S (520 e U5 < puaiall
CailSE (g il e d 33 ax ) jEie o) USLe alea Sal 3 d daal e DlalSie yariial
a—ad a5 el vy b Eie e (at level) s el asi e Al jall s3a & il
Al @l i) ol (at 1% different) <l @ e J5Y) (6 sl die &l priall

At level and 1% ) Jdg¥ b g dl) g giunay Jo¥) (6 sienal) o Ban gl Jia (1) Jgan

(different
Variables ADF test atlevels | ADF test at First
(Prob. ¥) Difference (Prob.*)

Palestine CPI 0.0680 0.0000

Israel CPI 0.0033 0.0000

Israel money supply (M1) 1.0000 0.0420
Israel exchange rate

USD/NIS 0.0115 0.0000
Israel exchange rate

NIS/EUR 0.7366 0.0000

G sal e e s (e Lo < puriall Aia 3l JWSL ol il Jpaad)

i piall 3l (K15 Y 5l Qi Jill) i yaass il b plall Jlanl] (s sinse e
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(Unrestricted Cointegration Rank Test) & adall Jal€ill cpuils g L) 2.5

03 a3l 5 s Qo) st 3 Gaal g 4d L LEaY) 13 ol el 3
e oan gl i) i e sVl y oS Jilatl s (il LG i juaiall B (DL
O Lo DL de U an LAY 138 o die 3 Judladl ) il 5 J V) (s siasal
(2) Jsaadl s LS ¢0.05 allaia) (s i e lase oS5 Jishll sl o < yuial
Ny ey i) G Lesas)y LS A dls gl gud LAY il )

Ailaal

Johansen-Juselius Co-integration — & idall Jalsill ¢ gudla sa LA (2) Jg2a

«
T2 | g E 5, -
B = = = = S s =
o 5 2z | vz | 2% 2 S
2% 5 =% | 88 | T R 5 "
a . ) = & = *® = S o *®
>3 = ‘T * = L v *
= 7 &) =

S
None

% 0.330577 | 86.07510 | 69.81889 | 0.0015 | 41.33796 | 33.87687 | 0.0054

At;“,,?“ 0.172145 | 4473714 | 47.85613 | 0.0953 | 19.45850 | 27.58434 | 0.3799

At;n,,?“ 0.124399 | 25.27864 | 29.79707 | 0.1517 | 13.68303 | 21.13162 | 0.3916
At “310“ 0.105453 | 11.59561 | 15.49471 | 0.1774 | 11.47809 | 14.26460 | 0.1318
Atff“ 0.001140 | 0.117519 | 3.841466 | 0.7317 | 0.117519 | 3.841466 | 0.7317

integrating eqn(s) at the 0.05 level ; Max-eigenvalue test indicates 1 —Trace test indicates 1 co
co-integrating eqn(s) at the 0.05 level; * denotes rejection of the hypothesis at the 0.05 level

s dalaa Jalsal) cilgatia e (1) 220 4 jtuall A ) (trace) duibas) oas

Glgaie dg g aie o Ay huall Clum il ) & LB meal () Adaal) dpua il
75 i s ynl L adll e 581 (86.07510) M sa o HLaY] dilian) die o e JolSS
JalSall an) 5 datia 3 sm g Ay jtuall dum jil) (b Ky Y Sl e .(69.81889) s
od Jull5 ((47.85613) oe i a5 (44.73714) i) dilian) of Cua o i)

Aglan) AN WA TS (6 sie die 3aa) g ALl AL dga s A i (trace) dlas)
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(r) J & si—all i a6l (Max-Eigen Statistics) Al degll adl) aal) asy)
sy gty (1) il Jell Bl Al A il aa o el JelSal e
(33.87687) — »—S1 41.33796 el o Cum &l jiiiall JulSil el ALY Goa yal
Aagdll CulS 3 Baal 5 LLl<S ABle 25 s (e A dial) Apia @l (b A LS s Gl aag
Max-) igldll i oall adY) laaV) iy Sl ¢(27.58434) e J (19.45850)
ol Al oda b ¢ Ly L& il JWlSall a5 4sie a5a 5 U (Eigen Statistics
Lyl MS B n e sa LS aa) g S5 4ntie cllia o )
"ARDL" ;5 _guall cilay sl & Jasd) zigai 3.5

e e Al o288 Al glnad) @l il ol saa g aa jlasl e Bl
cr— Lo ) Woaasy ARDL jlidl of o pla I(1) Js¥) cli g a5 1(0) s sinsal)

0S4 sl (lag) e b cedl LGE (Lag) de DU @l s il 3L el ual
:(3) Jsaad G LS peaill saall e ARDL Lial gl

(Lag=4) juall s1a) e ARDL _LEdl (3) Jsas

Variable Coefficient |Std. Error| t-Statistic| Prob.*
LOG(PAL CPI(-1)) 0.996617 | 0.096544 | 10.32295 | 0.0000
LOG(PAL CPI(-2)) -0.188282 | 0.091528 |-2.057092| 0.0423

LOG(ISR _CPI) 0.171208 | 0.049623 | 3.450197 | 0.0008
LOG(ISR _M1) 0.056741 | 0.022663 | 2.503717 | 0.0139
LOG{ISR _MI1(-1)) -0.046607 | 0.023017 |-2.024929| 0.0456
LOG{SR _SHEKEL USD) | -0.020697 | 0.012197 [-1.696850| 0.0929
LOG(SR _SHEKEL EUR) | 0.007912 | 0.015797 | 0.500885 | 0.6176
C 0.002320 | 0.099968 | 0.023205 | 0.9815

o —= N ALEYL JA ul s phads (B ) (s sie Ol Gl Jsaad) G
Sl e Uy 55 0l 3 b)) () ) paill el e dilaa) Y2 3 sl
s3¢h s Cplands 8 £l U Lladl 558 Lls i pul (3 Jlenl) Cmii ) LS (o) (pplands 8

=S Jl —ul e 3 e (plandd 8 Al o s AL lud all xe (38 g5 Aagl)
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<S5 3 (simwakaet,2012) A )2 ae @8 g a5 sl ol ) e il S sl
1 A 5 el st (g Dle 8t e o 5 ail (e e Al
Ji il o cph ol 8 Jn SV Alendl (Y udy Gl 8 el e ]
Ll Japll Jie 55l 5 Y sall Cojem e o) ARDL il il (g Liad ¢ 18 )
udy 1385 Ll ) Ll (padd 3 Jleil) (5 sie o S Legd Gadd (g) Ailian) dA1Va 50
%50 (e S JSE b el cOleadll b Jidl Alee e el gl Slaicly
D8 ae Aagill oda (38 55 il 3 (M) S5 e dad sl (e (2015¢040)

vl ey aludl e 56 aae U jaly 3 2015 ale i) Al

Ao dlia o 3 il o A G ARDL 3 ol sl sl e Wl

O ol BV %89.3 day S5l i 3 el (5 sl Jishl sadl e dudad
Aty (phuld 8 el 6 e e Ll i (M) 8 u) a5 el
2 Sl s sie o ) Legd ad 5ol s Y sl e S Capea e o) W) %52
Al (5 il 05 Ald) i, e 305 Lol 130 5 (4) st i LS (s

dnndanlal) aal)

Jashl) saal) e ARDL L) (4) Jsta

Variable Coefficient| Std. Error | t-Statistic | Prob.
LOG(ISR CPI) 0.893269 | 0.132333 | 6.750166 | 0.0000
LOG(ISR M1) 0.052871 | 0.021436 | 2.466422 | 0.0154

LOG(ISR _SHEKEL USD)| -0.107983 | 0.062344 | -1.732066 | 0.0864
LOG(SR SHEKEL EUR)| 0.041282 | 0.085842 | 0.480908 | 0.6317
C 0.012103 | 0.521445 | 0.023211 | 0.9815
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Std. 0.132333 0.021436 0.062344
Error

0.085842

-0.1080*LOG  + 0.0413*LOG
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_EUR)

+

0.0121

0.5214
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(Bounds Test) JLidlh ADRL JLidY el saall (asd 5.5
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SI(F) dbany) dal L 05 ) AV (6 gie die @l <l i) o amdl sadl)
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e S a5 F=4.375828 iad oL i il 138 ¢l ja) diad Al G il J s
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ARDL Bounds Test ,Lidl (5) Jga

aedl gaal e el puiadl o ADle aa g Y sdy jieall 4 kil
el ol el il o Al 0 ga g Al 4 ylanl)
Test Statistic Value k
F-statistic 4.375828 4
Critical Value Bounds
Significance 10 Bound I1 Bound
10% 2.45 3.52
5% 2.86 4.01
2.5% 3.25 4.49
1% 3.74 5.06
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(s dalall Jglaa
1. Unit root test (ADF test)
Table (1.1) unit root test at level for Palestinian CPI

Null Hypothesis: PAL CPI has a unit root

Exogenous: Constant

Lag Length: 2 (Automatic - based on SIC, maxlag=12)

t-Statistic| Prob.*
Augmented Dickey-Fuller test
statistic -2.757310, 0.0680
Test critical
values: 1% level -3.493747
5% level -2.889200
10% level -2.581596

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

Table (1.2) unit root test at 1** different for Palestinian CPI

Null Hypothesis: D(PAL CPI) has a unit root

Exogenous: Constant

Lag Length: 1 (Automatic - based on SIC, maxlag=12)

t-Statistic| Prob.*
Augmented Dickey-Fuller test
statistic -7.198314| 0.0000
Test critical
values: 1% level -3.493747
5% level -2.889200
10% level -2.581596

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




Table (1.3) unit root test at level for Israeli CPI

Null Hypothesis: ISR _CPI has a unit root

Exogenous: Constant

Lag Length: 7 (Automatic - based on SIC, maxlag=12)

t-Statistic| Prob.*
Augmented Dickey-Fuller test
statistic -3.862612| 0.0033
Test critical
values: 1% level -3.497029
5% level -2.890623
10% level -2.582353

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

Table (1.4) unit root test at 1% different for Israeli CPI

Null Hypothesis: D(ISR_CPI) has a unit root

Exogenous: Constant

Lag Length: 0 (Automatic - based on SIC, maxlag=12)

t-Statistic| Prob.*
Augmented Dickey-Fuller test
statistic -7.423388| 0.0000
Test critical
values: 1% level -3.493129
5% level -2.888932
10% level -2.581453

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




Table (1.5) unit root test at level for Israeli money supply (M1)
Null Hypothesis: ISR M1 has a unit root

Exogenous: Constant

Lag Length: 0 (Automatic - based on SIC, maxlag=12)

t-Statistic| Prob.*
Augmented Dickey-Fuller test
statistic 4.907059| 1.0000
Test critical
values: 1% level -3.492523
5% level -2.888669
10% level -2.581313

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

Table (1.6) unit root test at 1% different for Israeli money supply (M1)

Null Hypothesis: D(ISR_M1) has a unit root

Exogenous: Constant

Lag Length: 2 (Automatic - based on SIC, maxlag=12)

t-Statistic| Prob.*
Augmented Dickey-Fuller test
statistic -2.960983| 0.0420
Test critical
values: 1% level -3.494378
5% level -2.889474
10% level -2.581741

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




Table (1.7) unit root test at level for exchange rate of NIS/EUR
Null Hypothesis: ISR_ SHEKEL EUR has a unit root
Exogenous: Constant
Lag Length: 3 (Automatic - based on SIC, maxlag=12)

t-Statistic| Prob.*

Augmented Dickey-Fuller test statistic |-1.040235| 0.7366
Test critical values:| 1% level -3.494378
5% level -2.889474
10% level -2.581741

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

Table (1.8) unit root test at 1* different for exchange rate of NIS/EUR

Null Hypothesis: D(ISR_SHEKEL EUR) has a unit root

Exogenous: Constant

Lag Length: 1 (Automatic - based on SIC, maxlag=12)

t-Statistic| Prob.*

Augmented Dickey-Fuller test statistic |-10.06892| 0.0000
Test critical values: | 1% level -3.493747
5% level -2.889200
10% level -2.581596

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

Table (1.9) unit root test at level for exchange rate of NIS/USD
Null Hypothesis: ISR SHEKEL USD has a unit root
Exogenous: Constant

Lag Length: 3 (Automatic - based on SIC, maxlag=12)
t-Statistic| Prob.*

Augmented Dickey-Fuller test statistic |-3.444789| 0.0115

Test critical values:| 1% level -3.494378
5% level -2.889474
10% level -2.581741

*MacKinnon (1996) one-sided p-values.
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Table (1.10) unit root test at 1* different for exchange rate of NIS/USD
Null Hypothesis: D(ISR_SHEKEL USD) has a unit root

Exogenous: Constant

Lag Length: 0 (Automatic - based on SIC, maxlag=12)

t-Statistic| Prob.*

Augmented Dickey-Fuller test statistic |-7.300712| 0.0000
Test critical values:| 1% level -3.493129
5% level -2.888932
10% level -2.581453

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

2. Johansson co-integration test

Table (2.1) unrestricted cointegration Rank Test (Trace)
Sample (adjusted): 2007M06 2015M12

Included observations: 103 after adjustments

Trend assumption: Linear deterministic trend

Series: LOG(PAL_CPI) LOG(ISR_CPI) LOG(ISR_M1)
LOG(ISR_SHEKEL EUR) LOG(ISR_SHEKEL USD)

Lags interval (in first differences): 1 to 4

Unrestricted Cointegration Rank Test (Trace)

Hypothesized Trace 0.05
No. of CE(s) | Eigenvalue| Statistic | Critical Value | Prob.**
None * 0.330577 | 86.07510 69.81889 0.0015
Atmost 1 | 0.172145 | 44.73714 47.85613 0.0953
Atmost2 | 0.124399 | 25.27864 29.79707 0.1517
Atmost3 | 0.105453 | 11.59561 15.49471 0.1774
Atmost4 | 0.001140 | 0.117519 3.841466 0.7317

Trace test indicates 1 cointegrating eqn(s) at the 0.05 level

* denotes rejection of the hypothesis at the 0.05 level

**MacKinnon-Haug-Michelis (1999) p-values
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Table (2.2) Unrestricted Cointegration Rank Test (Maximum
Eigenvalue)

Sample (adjusted): 2007M06 2015M12

Included observations: 103 after adjustments

Trend assumption: Linear deterministic trend

Series: LOG(PAL_CPI) LOG(ISR_CPI) LOG(ISR_M1)
LOG(ISR_SHEKEL EUR) LOG(ISR_SHEKEL USD)

Lags interval (in first differences): 1 to 4

Unrestricted Cointegration Rank Test (Maximum Eigenvalue)

Hypothesized Max-Eigen 0.05
No. of CE(s) | Eigenvalue | Statistic | Critical Value | Prob.**
None * 0.330577 | 41.33796 33.87687 0.0054
Atmost1 | 0.172145 | 19.45850 27.58434 0.3799
Atmost2 | 0.124399 | 13.68303 21.13162 0.3916
Atmost3 | 0.105453 | 11.47809 14.26460 0.1318
Atmost4 | 0.001140 | 0.117519 3.841466 0.7317
Max-eigenvalue test indicates 1 cointegrating eqn(s) at the 0.05

level

* denotes rejection of the hypothesis at the 0.05 level

**MacKinnon-Haug-Michelis (1999) p-values
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3. Autoregressive Distributed Lag (ARDL) Test.

Table (3.1) ARDL test at short run

Maximum dependent lags: 4 (Automatic selection)

Model selection method: Akaike info criterion (AIC)

Dynamic regressors (4 lags, automatic): LOG(ISR_CPI) LOG(ISR_M1)

LOG(ISR_SHEKEL USD) LOG(ISR_SHEKEL EUR)

Fixed regressors: C

Number of models evalulated: 2500

Selected Model: ARDL(2, 0, 1, 0, 0)

Note: final equation sample is larger than selection sample

Variable Coefficient | Std. Error | t-Statistic Prob.*
LOG(PAL _CPI(-1)) | 0.996617 0.096544 | 10.32295 0.0000
LOG(PAL_CPI(-2)) | -0.188282 | 0.091528 | -2.057092 | 0.0423

LOG(SR_CPI) 0.171208 0.049623 | 3.450197 | 0.0008
LOG(ISR_M1) 0.056741 0.022663 | 2.503717 | 0.0139
LOG(SR_MI(-1)) | -0.046607 | 0.023017 | -2.024929 | 0.0456
LOG(IS%gSDI){EKEL_ -0.020697 | 0.012197 | -1.696850 | 0.0929
LOG(ISER[—JSI'{})IEKEL— 0.007912 | 0.015797 | 0.500885 | 0.6176
C 0.002320 | 0.099968 | 0.023205 0.9815
R-squared 0.995264 Mean dependent var | 4.618859
Adjusted R-squared | 0.994926 S.D. dependent var 0.078351
S.E. of regression 0.005581 Akaike info criterion |-7.466439
Sum squared resid 0.003052 Schwarz criterion -7.265425
Log likelihood 403.7213 Hannan-Quinn criter. |-7.384967
F-statistic 2942.389 Durbin-Watson stat | 2.057941
Prob(F-statistic) 0.000000

selection.

*Note: p-values and any subsequent tests do not account for model




Table (3.2) ARDL test at long run

ARDL Cointegrating And Long Run Form

Dependent Variable: LOG(PAL CPI)

Selected Model: ARDL(2, 0, 1, 0, 0)

Sample: 2007MO01 2015M12

Included observations: 106

Cointegrating Form

Variable Coefflmen Std. Error | t-Statistic Prob.
DLOG(PAL_CPI(-1)) | 0.188282 | 0.091528 | 2.057092 | 0.0423
DLOG(ISR CPI) | 0.171208 | 0.049623 | 3.450197 | 0.0008
DLOG(ISR MI) | 0.056741| 0.022663 | 2.503717 | 0.0139
DLOG(ISR _SHEKEL |y r0607| 0.012197 | -1.696850 | 0.0929
USD)
DLOG(ISR_SHEKEL | 007912 | 0.015797 | 0.500885 | 0.6176
EUR)
ContEq(-1) 20.191665| 0.045549 | -4.207862 | 0.0001

Cointeq = LOG(PAL_CPI) - (0.8933*LOG(ISR_CPI) +

0.0529*LOG(ISR_M1)

-0.1080*LOG(ISR_SHEKEL USD) +
0.0413*LOG(ISR_SHEKEL EUR) + 0.0121(

Long Run Coefficients
) Coefficien ..

Variable ¢ Std. Error | t-Statistic Prob.
LOG(SR_CPI) 0.893269 | 0.132333 | 6.750166 0.0000
LOG(ISR_M1) 0.052871 | 0.021436 | 2.466422 0.0154

LOG(ISRgls)})IEKEL—U 20.107983| 0.062344 | -1.732066 | 0.0864
LOG(ISRI—J%I){EKEL—E 0.041282 | 0.085842 | 0.480908 0.6317
C 0.012103 | 0.521445 | 0.023211 0.9815
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Akaike Information Criteria (top 20 models)
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Graph (3.1) ARDL criteria graph model selection method:
criterion (AIC)

Table (3.3) ARDL Bounds Test

ARDL

Akaike info

Sample: 2007M03 2015M12

Included observations: 106

Null Hypothesis: No long-run relationships exist

Test Statistic Value
F-statistic 4.375828 4
Critical Value Bounds
Significance 10 Bound I1 Bound
10% 2.45 3.52
5% 2.86 4.01
2.5% 3.25 4.49
1% 3.74 5.06
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Abstract

This study aims at identifying the effect of the Israeli monetary
policy on inflation in Palestine. The study shed light on inflation in Israel,
money supply in Israel (M1) and shekel exchange rate against the dollar
and the euro, to notice the effects on inflation in Palestine. The researcher
examined the effects by carrying out important tests on the time series of
these variables. The researcher took monthly data during 2007 to 2015 to
test its stationary and their degree of stillness. In addition to performing co-
integration test to determine the number of relations between variables, and

finally conducting the test model (ARDL).

One of the most important results of the study is the integrative
relationship when conducting ARDL test which showed that there is a
positive relationship between consumer prices in Israel and consumer
prices in Palestine. In addition, the Israeli money supply (M1) relationship
was also positive compared to consumer prices in Palestine. However, the
exchange rate of both the US dollar and the euro against the shekel did not
have any statistical significance. In other words, it has no impact on

consumer prices in Palestine.



