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Abstract

The study aimed at estimating the aggregate final consumption function in the
Palestinian economy in the period (1994-2016). The study also aimed at highlighting
the reality of consumption in the Palestinian Territories and building an econometric
model that illustrates the relationship between the aggregate final consumption per
capita as a dependent variable, and the per capita aggregate disposable income,
aggregate saving, and public debt in addition to political stability as independent
variables.

The descriptive approach was used to present the theoretical concepts related to
consumption and to highlight the most important factors affecting it. The researcher
analyzed the development of final consumption and its components in Palestine, and
the determinants of this consumption during the study period. The quantitative
approach was used to construct an econometric model for estimating the
consumption function in the Palestinian economy by using the statistical program
EViews.9.

The study concluded that there is a high consumption tendency in the
Palestinian Territories during the study period because of their exceptional
circumstances, where the final consumption contribution in the Gross Domestic
Product reached 122%. The study concluded that there is a positive relationship
between the dependent variable, which is the aggregate final consumption per capita,
and the independent variables, which are (aggregate disposable income, public debt)
per capita. However, the relationship was negative between each of the independent
variables (aggregate saving per capita, political stability) and the dependent variable.
The adjusted coefficient of R-Square was (99.13%). This means that the independent
variables included in the estimated model account for 99.13% of the change in the
dependent variable. The remaining ratio is due to other independent variables, which
were not included in the model, in addition to the random error in the estimation.

The study presented several recommendations, including the need to develop
economic policies that promote the increase in production at the expense of
consumption. There is also a need to enhance the awareness of the Palestinian
society about the importance of consumption rationalization and the importance of
saving. The Palestinian Authority should work to formulate policies that limit the
effects of Israeli occupation on the Palestinian society aspects of life, and adjust
consumption determinants in a way that reduces both budget deficit and public debt
rates. The study also recommends reviewing the Paris Economic Agreement and
providing an investment environment to encourage both domestic and foreign
investment, to achieve Palestinian reconciliation to provide the required economic
environment in this context.
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102.32% . 3,152.2 3,080.70 1994
102.87% 7.69% 3,394.7 3,300.00 1995
99.66% -1.94% 3,328.7 3,340.10 1996
98.00% 12.76% 3,753.4 3,830.00 1997
94.53% 10.29% 4,139.5 4,379.00 1998
92.88% 6.39% 4,404.2 4,741.60 1999
93.36% -8.09% 4,048.1 4,335.90 2000
97.98% -4.82% 3,852.9 3,932.20 2001
101.78% -9.10% 3,502.4 3,441.10 2002
102.61% 14.94% 4,025.7 3,923.40 2003
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94.63% 6.51% 5,359.5 5,663.60 2009
90.28% 3.13% 5,527.1 6,122.30 2010
88.93% 10.73% 6,120.2 6.882.30 2011
93.40% 11.64% 6,832.3 7.314.80 2012
87.72% -4.00% 6,558.8 7,477.00 2013
90.96% 3.51% 6,788.9 7,463.40 2014
93.40% 6.20% 7,209.7 7,719.30 2015
92.91% 3.57% 7,466.9 8,037.00 2016
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0.0005 65.25292 47.85613 None *
0.0260 32.19872 29.79707 At most 1*
0.2924 9.580524 15.49471 At most 2
0.0858 2.950661 3.841466 At most 3
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(R? = 0.9929), (Adjusted R? = 0.9913), (DW=1.82), (F =602.630) (Prob = 0.0000)
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Null Hypothesis: U has a unit root
Exdgenous: Constant
Bandwidth: 4 (Newey-West automatic) using Bartlett kernel

Adj. t-Stat Prob.*

Phillips-Perron test statistic -3.932696 0.0073
Test critical values: 1% level -3.788030

5% level -3.012363

10% level -2.646119

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

Residual variance (no correction) 217.517..
HAC corrected variance (Bartlett kernel) 161.742...

Phillips-Perron Test Equation

Dependent Variable: D(U)

Method: Least Squares

Date: 12/18/17 Time: 01:20

Sample (adjusted): 1996 2016

Included observations: 21 after adjustments

Variable Coefficient Std. Error t-Statistic Prob.

U(-1) -0.983848 0.244845 -4.018251 0.0007

C -0.375226 3.395594 -0.110504 0.9132

R-squared 0.459403 Mean dependentvar 0.773985

Adjusted R-squared 0.430951 S.D.dependentvar 20.55439

S.E. of regression 15.50528 Akaike info criterion 8.410630

Sum squared resid 4567.858 Schwarz criterion 8.510109

Log likelihood -86.31162 Hannan-Quinn criter. 8.432220

F-statistic 16.14634 Durbin-Watson stat 1.824673
Prob(F-statistic) 0.000735
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Date: 12/17/17 Time:21:14
Sample (adjusted): 1997 2016
Included observations: 20 after adjustments
Trend assumption: Linear deterministic trend
Series: PAC PGD PS PYDN

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 * 0.808470 65.25292 47.85613 0.0005
Atmost1* 0.672874 32.19872 29.79707 0.0260
Atmost 2 0.291775 9.850524 15.49471 0.2924
Atmost 3 0.137166 2.950661 3.841466 0.0858
Trace testindicates 2 cointegrating eqn(s) at the 0.05 level
* denotes rejection of the hypothesis at the 0.05 level
**MacKinnon-Haug-Michelis (1999) p-values
(ell) gl kS 1(¥) (3ala
Dependent Variable: PAC
Method: Least Squares
Date: 12/18/17 Time:01:16
Sample (adjusted): 1995 2016
Included observations: 22 after adjustments
Variable Coefficient Std. Error t-Statistic Prob.
C 3306.123 68.56895 48.21603 0.0000
PGD 0.187440 0.044622 4.200659 0.0006
PS -0.777156 0.040312 -19.27866 0.0000
PYDN -2783752. 102089.6 -27.26774 0.0000
DUM -24.56123 10.51980 -2.334763 0.0321
R-squared 0.992997 Mean dependent var 1756.047
Adjusted R-squared 0.991349 S.D.dependentvar 177.6385
S.E. of regression 16.52210 Akaike info criterion 8.643991
Sum squared resid 4640.656 Schwarzcriterion 8.891955
Log likelihood -90.08390 Hannan-Quinn criter. 8.702404
F-statistic 602.6306 Durbin-Watson stat 1.823500
Prob(F-statistic) 0.000000
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Scated Coefficients

Date: 12/18/17 Time: 01:26

Sample: 1994 2016

Included observations: 22

Standardized Elasticity

Variable Coefficient Coefficient at Means
C 3306.123 NA 1.882707
PGD 0.187440 0.164823 0.036793
PS -0.777156 -0.5689337 -0.041560
PYDN -2783752. -1.029109 -0.868403
DUM -24.56123 -0.065915 -0.009536

(Autocorrelation) (S BLEy) jLad (o) Gala

Breusch-Godfrey Serial Correlation LM Test:

F-statistic 0.005361 Prob. F(1,16) 0.9425
Obs*R-squared 0.007368 Prob. Chi-Square(1) 0.9316
Test Equation:
Dependent Variable: RESID
Method: Least Squares
Date: 12/18/17 Time: 02:47
Sample: 1995 2016
Included observations: 22
Presample missing value lagged residuals setto zero.
Variable Coefficient Std. Error t-Statistic Prob.
C -0.638878 71.20411 -0.008972 0.9930
PGD 5.76E-05 0.045994 0.001253 0.9990
PS 0.000480 0.042059 0.011409 0.9910
PYDN 887.4186 105909.7 0.008379 0.9934
DUM 0.162937 11.06778 0.014722 0.9884
RESID(-1) 0.020880 0.285176 0.073216 0.9425
R-squared 0.000335 Mean dependent var 2.11E-13
Adjusted R-squared -0.312060 S.D.dependentvar 14.86552
S.E. of regression 17.02774 Akaike info criterion 8.734565
Sum squared resid 4639.102 Schwarz criterion 9.032122
Log likelihood -90.08022 Hannan-Quinn criter. 8.804661
F-statistic 0.001072 Durbin-Watson stat 1.848301
Prob(F-statistic) 1.000000
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Series: Residuals
Sample 1995 2016
Observations 22

Mean
Median
Maximum
Minimum
Std. Dev.
Skewness
Kurtosis

Jarque-Bera
Probability

2.11e-13
-1.152784
24.52963
-22.99595
14.86552
0.166256
1.790667

1.441962
0.486275
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(Aloll sbuaad) Jacigiall SLER) 1(V) Gake

Hypothesis Testing for U

Date: 12/18/17 Time: 02:53

Sample (adjusted): 1995 2016

Included observations: 22 after adjustments
Test of Hypothesis: Mean = 0.000000

Sample Mean = 2.11e-13
Sample Std. Dev. = 14.86552

Method Value

Probability

t-statistic 6.65E-14

1.0000
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Heteroskedasticity Test: Breusch-Pagan-Godfrey

F-statistic 0.453178 Prob. F(4,17) 0.7688
Obs*R-squared 2.119826 Prob. Chi-Square(4) 0.7137
Scaled explained SS 0.500399 Prob. Chi-Square(4) 0.9735

Test Equation:

Dependent Variable: RESID"2
Method: Least Squares

Date: 12/18/17 Time:02:58
Sample: 1995 2016

Included observations: 22

Variable Coefficient Std. Error t-Statistic Prob.

C 352.3379 841.7857 0.418560 0.6808

PGD -0.075216 0.547797 -0.137306 0.8924

PS 0.013336 0.494886 0.026948 0.9788

PYDN -353632.5 1253301. -0.282161 0.7812

DUM 112.9290 129.1461 0.874428 0.3941

R-squared 0.096356 Mean dependent var 210.9389

Adjusted R-squared -0.116266 S.D.dependentvar 191.9797

S.E. of regression 202.8333 Akaike info criterion 13.65936

Sum squared resid 699403.1 Schwarzcriterion 13.90733

Log likelihood -145.2530 Hannan-Quinn criter. 13.71778

F-statistic 0.453178 Durbin-Watson stat 2.589841
Prob(F-statistic) 0.768807

(Multicollingarity) dlficall cijyaiall Gu miall adl) Jalall jLis) :(4) Gale

Varitance Inflation Factors
Date: 12/18/17 Time: 02:59
Sample: 1994 2016
Included observations: 22

Coefficient Uncentered Centered

Variable Variance VIF VIF

C 4701.701 378.9197 NA
PGD 0.001991 22.80287 3.737353
PS 0.001625 3.423442 2.268491
PYDN 1.04E+10 255.5208 3.457706
DUM 110.6661 6.081007 1.934866
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Cavariance Analysis: Ordinary
Date: 12/18/17 Time: 03:04

Sample: 1995 2016
Included observations: 22

Balanced sample (listwise missing value deletion)

Correlation
t-Statistic
Probability ) PGD PS PYDN
U 1.000000
PGD -5.93E-14 1.000000
-2.65E-13 -
1.0000 -
PS -1.00E-14 0.005274 1.000000
-4 48E-14 0.023585 -
1.0000 09814 -
PYDN -4.34E-13 -0.649374 -0.511162 1.000000
-1.94E-12 -3.818815 -2.659719 -
1.0000 0.0011 0.0150 -
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