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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 integration. In addition to performing
co-integration test to determine the number of relations between variables,
and finally estimating an ARDL model. 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.

Keywords: Monetary Policy, Inflation, Exchange Rate, Consumer
Prices, Stationary series, ARDL Model.
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kel ale ) zlitia) ddae apaail cililad) & ) palill oo LES oae #asalll 3L 5
.(Laurenceson & Chai, 2003) 322x«

s ot Jysnd I 0 ARDL G (ECM) Und sl 3 508 153050 (St .6
e il glagd g3 Jyshall el e 3 sl g uaill saall Jaomd ey (3
.(Pesaran & Shin, 1999) J: skl (saall
Y1 3 ghadll ¢ gaall Al sl A8l adl il ye o il JelSl ARDL LA (paniay
JalSall e Jaly ellia 1S o) 5 o yaaiall ases G sl Al sha Ao 2 5a 5 LIS o8
(all 3 ppal g Jal) AL sl w3laill i o Al 3 shadl) ld <l yuial) G & il
(Sl saill e ARDL i) dapa iy

p p
ALog(PaI_CPI):,BO+ > aliA(Log(PaI_CPI)t_i)+ Z aZi(Log(Isr_CPI)t_i)+
i=1 i

P
2

0

p p
i a3i(Log(Isr_M1)t_i) .20 4I(Log Isrm/S EO (Log(lsrni%ur)t_I

MlLog(Pal_CPI)tilmzLog(lsr_CPl)til+/13Log(lsr_Ml)t71+14Log(Isrni7 +/15L0g(lsrniy +gt..(4)
dt-1 urg-1

&-’\M\‘é\.}jw\iﬂ\gﬁmﬁo_jcw‘é‘jﬁ\gt_géjy‘&J)ﬂ‘GAAt_ua.\
b Usgns ST 23 saill 8 Lgialan o oS3 Ll agalall oy sl sll) 380, G Lgdy o 23 LS
_M\M\@@N\u\M\MJJAULJPA&_g;M\

Jiad daleall (e (ﬂicozu"'ﬂ'z 1+/13 1+ﬁ“Etl+ﬂ“5 1+ﬂ~ 1))31\
'wjgw)d\u\ﬂ\mﬁaﬂ‘;m‘)ﬂa@Y\ e dé\.xd\a&(m"jcéjﬂ\ddd\éﬁ)n
Al yal) bl 5

b i) sl Ly S Eumy At 1 s slias (e Gusl Ll o3 il cdal]

5 il 4y 50 Al e 5 ke a5 indil) slas Dl (53 5l leall (e 5353k plands

Aalaial) ULyl calS Gl 1) ddlia) 65y siie il a5 2015-2007 ale o e dgia 3l

&b gl el Jia Ll pu¥) sland (538 el Sleall e Lebo s Ja Jslii o5 il pudy

llgiusal e (el A i o Wil sy sSaal) 5 yiall (il 4y jed Aliadis a5 Ji) ul

@2als (ML) Sl ) (8 283 (iase 5 5 y5all 5 5V ol Jilie Jasll (o pua jlasl Ll <2010
Lot & yidl 4y el Al (o 5 (5 S pall o) oY) i) (1
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Lgidlia g Al al) geilis
(Unit Root Test) sas gl yia JLad) 1

sl A ABDe 25y A Qllall 8 ks AalaBiy) Ay plail) é o KU alaii¥) i
ellia )l 45 ) 5l Liad e < yiall a2 Cal el a8 s ¢ JIST 0 parite G Jyshall
sl sadll 3 1l Y1 gf A3l (383 cpanias Law 0315 () Losas (s 58

(s 8 adcaill 5 ALl ) Al Al (G Le 483Dl e Al 5ol 038 b aigs
S g ol puaiall dyia 3l Judlad) (andy Liad a8 ) i) adey 4t 1 Jusdlall e et
Cre Delia uaiall e Cua ol juiall e e JSI QSN A5 aaa g el S (s (e
Al oda (& ULl lSé (35 4 (e d 340 ey | i of USLe alea (Sl o) o da 2l
JsY) (s sl die ) juaiall (and o3 Gl day g 3 jEiae e (at level) s sl uss e
(AU (1) Jsandl ey LS 5 it g 431 il yaaiall sl (at 1% different) Gsdl o

At level and 1) (A1 Gl (s sinas Js¥) (s sivad) o sangll s 3(1) Jga

.(different
ADF test at First ADF test at Variables
Difference (Prob.*) | levels (Prob. *)
0.0000 0.0680 Palestine CPI
0.0000 0.0033 Israel CPI
0.0420 1.0000 Israel money supply (M1)
Israel exchange rate
0.0000 0.0115 USD/NIS
Israel exchange rate
0.0000 0.7366 NIS/EUR

Jia (s siall o e 58 (e lgie &l juaiall die 311 dudball ol bl Jsand)

Jie ol el 8 (S5 HY 5l Qe J5dl) G s yaas s Syl (B lall Jlans¥) (5 5ise

Jadll e s (ML) Jl ) (8 28 (i g yadll s hansld ( olad) a1 (5 s

S JLEA) alasiuly Sl i g At 311 JusSlall O G35l e | jiine meanal 5 o) Jilia
.(Augmented Dicky-Fuller) g sall Ui 5

s 1 Judlad) (e JS slai) (6) S (s
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isr CPI pal CPI
104 115
100 4 1104
105 {
%
100 {
92
95
88
90
84 a5 |
80 T T T T T T T T 80 T T T T T T T T
2007 2008 2009 2010 2011 2012 2013 2014 2015 2007 2008 2009 2010 2011 2012 2013 2014 2015
Isr Shekel USD isr M1
4.4 300,000
424 250,000 -
409 200,000
3.8
150,000 4
3.6
100,000
3.4
50,000 {
3.2 T T T T T T T T
2007 2008 2009 2010 2011 2012 2013 2014 2015 . . . . . .

T
2007 2008 2009 2010 2011 2012 2013 2014 2015
Isr Shekel EUR

4.8

4.4

4.0

JilE (e Cuwa)  (stationary) Sl Alls 8 <) atall die 1 el o) 1(6) JSa
(Eviewes Sbas¥) Jladll gy aladiuly Sl

(Unrestricted Cointegration Rank Test) ¢l adall Jalsill fdla sa L3302

o2 Jray A5 Ayie 3l Judladl Jalas 8 dpaal e 4l L SLEaY) 138 ol jals Qigs
e san sl s il e alaie Wl s (oS Jalail 5 ) A8 < ppsiall A 50 Judlll
Cm e Al dae W SLERY) 13a Gl daia 3l Jedladl ) Eal s J5Y) (s sl
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(2) Jsaall Lai LS 00,05 ddlaial (s sisa e lanxe oS5 Joshall (saall e el jrial)
Agiloan) Ao a5 il G La sanl 5 LSS E8Me cllia Gl Gl LAY il

.Johansen-Juselius Co-integration - <& yidall JalSall ¢ gusila sa Ll 3(2) Jgsa

Hypothesiz Trace 0.05 Max- 0.05
ed No. of | Eigenvalue Statistic Critical | Prob ** Eigen Cl'it'i.cal Va Prob **
CE(s) Value Statistics s
None * 0.330577 | 86.07510 | 69.81889 | 0.0015 41.33796 33.87687 0.0054

At most 1* 0.172145 | 44.73714 | 47.85613 | 0.0953 19.45850 27.58434 0.3799
At most 2* 0.124399 | 25.27864 | 29.79707 | 0.1517 13.68303 21.13162 0.3916
At most 3 0.105453 | 11.59561 | 15.49471 | 0.1774 11.47809 14.26460 0.1318
At most 4* 0.001140 | 0.117519 | 3.841466 | 0.7317 0.117519 3.841466 0.7317

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

e Jalaiall Jalsill cilgatia (e (1) 22 &y jhuall dua 8 (trace) Adbas) ids
JalSS ilgatie 2 s g ade e Ay jhiall Slua @l (ad ) oy QEal) zedl () ddad) 4yl
s 75 daall el e ST (86.07510) Jss oo JsaY) dglaa) die o il
& idall Jalsill a5 4nie 3 sa g2 Ay shall 4 all (b ) Sy Y elld a5 (69.81889)
dglas) (b Ml «(47.85613) (e i 45 (44.73714) JaY) ddlas) o Cua
) sy s dilias) AV QI3 75 (5 siue die daa) 5 ALlE A8e 3 a5 I 05 (trace)
JalSill U (1) J Ay _jeall dpis dll (Max-Eigen Statistics) asiall dadll .adl!
pand ALl dpm jall (b y oy (r+1) i) JalSD Clidal Alal) A ) a1 il
(o i add b we s (33.87687) o S 41.33796 Aadll o Cua & ikl Jalsil
e B (19.45850) Aeill il 13] sas) 5 LalS5 A8Me 2 5a 5 (g A ieall A i) ia
! (Max-Eigen Statistics) 413 dedl e=BY) R iy MG (27.58434)
Sl anie dllin o ) alis Al o3a () ¢ Ml 5 o jitiall JalSall aa) 5 dsie 2 ga g
Okl IS (8 i se 8 LS 2al
"ARDL" (s jtuall cilag pall i landl zigad .3

s sinuall e 5 e Al all sda 8 40 gluiall <ol jueial) lisas gl jia ladl) e 2l
33l il G Lo B U aasy ARDL Jlsia) el sal old (1) 1) Gl s 1(0)
ARDL JLsial &5 o S 4 5 5,)la4l (lag) 2o (b il Lalak (Lag) de 300 G5 ll
1(3) Jsaadl (LS il g2l e
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(Lag=4) ssaidll gadl e ARDL Jlid!) :(3) Jga

Variable Coefficient Std. t-Statistic|Prob.*
Error

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_M1(-1)) -0.046607 0.023017 [-2.024929 |0.0456
LOG(ISR_SHEKEL_USD) [-0.020697 [0.012197 |-1.696850 [0.0929
LOG(ISR_SHEKEL_EUR) [0.007912  [0.015797 (0.500885 [0.6176
C 0.002320  |0.099968 [0.023205 |0.9815

Sl mse ) ALRYL Jl e 5 Olands (3 Sl (5 i b Gl saad) oy

b ) e Uad 55 Jil ) (B ) ¢ Opall) sl o dilan) WY 53
Aol o3 5 Cpplandls 8 g ;0 Ula) 555 Lelh i) o (8 Jlans) ani ) LS (5 (s
& Il 058 U e (g6 3 e Cpanlh b pdusill G Gum ARal) bl Jall e (381 55
(2015 ¢Aidandal) saal) Al Logi LEEY) ) Al 4 jlaill s sil) 8 JsY) el il

LalS Glanls A Sl e sl Llag) i il pul (8 28l (= je o ) ddLayly
)y yad Ll ABSa o3y g ey (pbanld 8 L) (5 siosa (8 55 imye 31
(ste Al all S 53 (simwakaet, 2012) Al )3 e 38 53 138 5 pdaill g Ll o jila
e V) VI A 5 el adadl ol e 8 adaill e o )B aEll (e
wL@\ (ol s M\@Mgd,mﬁy\w\ Q‘\JMM‘;M\
A_fuk.wm‘d}a.d\JLAAQUJMAJ\JAJD\AJ\(:\UML)M@JWY\G}MLAG ‘)J\LAGJUA.J
aal 5o (2015 cule) %50 o ST S 68 Ayl clabadll 3 Jadl) dlee e
JJ\2015 e\.ﬂ: M\%}‘)ﬂ@m‘b& dﬁ‘jﬁjd-‘-“)“‘gﬁ(Ml) M\ua}w

o peall ey ald) land il aae )y

L) A8le i o)) G yrdiall G WMD) ay ARDL 22 508 Ol ) sl e Ll
O ) ALYl %89.3 Ay izl (phuld G ) g sind dishll gadl e
¢%5.2 Aoy (plandd & ) (5 sie e Ulagl i (ML) Ll u¥) 528l (ia s jaal
LS Cplands 8 Jlansll) (5 shsn e i) Lagd a5l 5 Y 5l Go IS Cpa pan oy
Ailanlal) 2l el (g gl o 58 5 A8l il Hall e G381 53 Liasl 138 5 (4) sl iy
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dushll gadl e ARDL sl :(4) doa
\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(ISR_SHEKEL_EUR)|0.041282 (0.085842 [0.480908 [0.6317
C 0.012103 [0.521445 1|0.023211 (0.9815

e ol Ailae 35 o dishll gadl e (ARDL) gased 4US (Says
L LS o il il e Al el il

LOG(PAL_CPI)= | (0.8933)*LOG (ISR_CPI) | +(0.0529)*LOG (ISR_MI)

-0.1080* LOG (ISR _SHEKEL USD)

+0.0413*LOG (ISR_SHEKEL EUR) | +0.0121

Std. Error 0.132333 0.021436

0.062344

0085842

0521445

ADRL gisai jbad) 41

a3,k 20 O (e A8k Juadl ) e slaie Yy ADRL sl ¢l ja) g
L dasg A5 Eviews gebin Gaob oo Wl b laal o Liad) o) 2 AIC &) 2
dua -7.484 (e Jal olaayl RV el Y Jad) dagl) Cciilsa AN )oYy cg_: Jazaidl
shig @@ el @Y1 o L QB,Y1 el ADRL(2,0,1,0,0) 0L8Y) et oS
(7) S8 a5 LSz 3 sl
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Akaike Information Criteria (top 20 models)
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X o ¥ £ @ £ B ¢ & X ¢ 6 6 ¢ 6 6 ¢ 6
T ITITITIIIIIIIILIIIII<<

e Gua) (AIC) ) e sy 1 Al an )lu ARDL 48 jla 3 g gl 2(7) JS4

(Eviewes Sbas¥) Jdiaill mals  aladiuly Salill Jul
(Bounds Test) Jidk ADRL LY aadl saall gasd 5

sl Gn ClBle 2sa s e U (Bounds Test) pasd ol yab dul )all cuds
dpa ll Gle aainy g5 (Bounds Test) Jhidl sk <lldy ¥ ol el ol e
Ll gaall e 8o 3 s g Al A jdll 5 el sl e Ao g W il 4y hal)
all e LSH(F) dibany) dadll L o5 A VA (6 sie ie @lldy @l pial) G
A il J il 5 Ay jiaall A i) (i oy oY) aal o ST F 2a S 13l ¢(11) e Y
& siadl eV 2l (30 ST o 5 F=4.375828 e (s (i anill 138 21 ] ind Al
O ABle dllia () ime Al A ) J 5 5 4 stuall dpa dll b ) Sy 138 5 965 AV
Sial b lle slaieY) a3 Sills %5 AV (6 sive die aedl (5 stad) e el i)
(5) dsasl) a5 LS iy s ADRL
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ARDL Bounds Test _tis) :(5) Jsa

el sadl el juidl e ddle s g Y iy il 4 il
el el e il jaaiall ¢ A8e 3 pa g Abad) 4y il
Test Statistic Value Kk
F-statistic 4.375828 4
Critical Value Bounds
Significance 10 Bound 11 Bound
10% 2.45 3.52
5% 2.86 4.01
2.5% 3.25 4.49
1% 3.74 5.06

(Granger Causality Tests) sl yasd 6

oda Anie ) Alude 3 0 it O Al 48 jadl 43 )k & Granger dwed) 483l

ool ;¥ Jalasl alagy G patl) bl Cile gane pading Al Jlaial Clua 8 45 )bl

Al aas g (plandd 8 adoaill g M1 () usl) (gafill (a5 ymall (g dpand) A83al) aai
t Ul Jsaadl A LS ()5Sl clagin Al

.(Granger Causality Tests) dudl JLid) :(6) Js>

Null Hypothesis :4iall 4ua il chaLal g';atistic Prob.
1 I|DSA|;2L CPI does not Granger Cause M1 102 0.76615 | 0.5985
) |(\:/|F:>LI ISR does not Granger Cause PAL 352790 | 0.0035

b adaill o L)y aiill (g peall 4 d83e @la o Gildl Jsaad)
e ophadd 8 adaill A A8 dln g 4y Y1 A sl kil G (el
A dll da UL (0.05 > 0.5985) 4Aflas) Al¥a 50 i LS) (gadill (ya g yaall
o s rall A A @llia (ol 4l Ay jaeall 3 kil o oS3 AN Al 8 Ll g juall
1l (0.05 < 0.0035) 4ilban) AV 3 LSl (plandd b aaiail) e 1) ) gl
@B (g yrall Ly ABe Alin G a5 Aad) Am i) Jili g &y puiaal) dpm il (ymd 53
Oshaads 8 el e L )
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Al Al il

e et Al g il ) 8 A0l Al <ol ol G A8MR) (520 Al 028 iy
25059 505l 5 (SapaY) Y sl e IS Jilie JaEN Copea jas ¢ L) uY) (ML) 2l
4 ed by (e (pauill) Gulaudd A cllgioad) e o dil ) b ellginal a5
IS Jishall 5 ppadll (gaall e A8e dlia ol (il 2015 — 2007 ple ie dia 1) 5 sl
g_a\J.\’:mX\ cﬁ@l (ARDL) )Lﬁa\ 9\);) Qe cﬂh} aasl) ua)s}d.\:\\).m‘\ Gﬂgﬂl@_\u.d\ )Lz.m\ (e
cilal) o 4 gall Lala@y) A8Sad) o SN st Sy c@\.’ﬂ\ edall e dleil)
Gl e ol A ¢ Ll ) JO0aY) dai 138 5 el culadl s cdanddll
Lal ¢ ihanddll SLaBY) e Ml 5 Lo ) eV e Tk s sl Jyshll 5 ypadl)
AV Legd 00 8 (5,550 5ol s (Saoe¥) DY sall e Jalll G e jru (o sty
Waxy o) il 5 ) 8 Sllginal) Jalxs Agalliy I oy g Jyshall 5 il sl e dlias)
Aoulld Alaas Jaul)

e (ML) S8l e 5 Sl (8 ellgiuall el o JS (Aol A8l cuilSs
sl 5 A8l il jall e (381 555 ) 038 5 (pdunall) Cpudanadd 8 Gl e
2015 ale calil) il Al

s Ly A8l il e Tely Al ol a3
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