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Abstract: Objective: This study aims to analyses the optimal size of government expenditure in Palestine over the period
(1996-2020) and determine the optimal size of this expenditure through the reflection of this expenditure on achieved economic
growth rates. Methodology: It was reached to the results by theoretical analysis and quantitative standard, The Researchers
using mainly the Canonical Cointegrating Regression (CCR), Dynamic Ordinary Least Square Method (Dynamic OLS) and Fully
Modified Least Square Method (Fully-Modified OLS) by following the methodology which used by Hajaya and Edie Nat (2017) and
Scully (1998 - 2003) based on the work of Barro (1990). Results: The study found that the Palestinian government could have
increase the public expenditure as a share of GDP to the proportion (17.7%) - if it were following a balanced budget and the
absence of budget deficit which constitute the optimal size of public expenditure that offers the best contribution to improving
growth rates economic. This difference between optimal expenditure proportion and the proportion of the real current
expenditure is a decrease in the efficiency of expenditure could have been achieved by the government in the absence of those
financial problems. Recommendation: The study concluded with a set of recommendations, the most important of which are
rationalizing and reducing government spending and raising its efficiency, and on the other hand, searching for flexible and
permanent sources of government funding.
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Variables Calculated Value P -Value 1% Critical Value 5% Critical Value 10% Critical value
Iny -1.23 0.64 -3.75 -2.99 -2.64
A(InY) -3.70 0.01 -3.77 -3.00 -2.64
InX -1.25 0.63 -3.75 -2.99 -2.64
A(InX) -3.63 0.01 -3.77 -3.00 -2.64
InZ -0.21 0.93 -3.75 -2.99 -2.64
A(InZ) -3.66 0.01 -3.75 -2.99 -2.64
e 8yt pé dwhall lskie ol pusly JSiy 14l 1 a8) Joazl
@ qleg 1(1) Jo¥l Gotmall ais 8die lgi<ly 1(0) l=dll ggimall
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Unrestricted Cointegration Rank Test (Trace)
Hypothesized Trace 0.05
YP Eigenvalue — — Prob.**
No. of CE(s) Statistic Critical Value
None * 0.594997 45.53240 29.79707 0.0004
Atmost1* 0.584865 26.55131 15.49471 0.0007
At most 2 * 0.319683 8.089138 3.841466 0.0045

Trace test indicates 3 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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Dependent Variable: InY
Canonical Cointegrating Fully Modified Least .
A Dynamic Least Squares (DOLS)
Regression (CCR) Squares (FMOLS)
Variable Coefficient Prob. Coefficient Prob. Coefficient Prob.
InX 0.165*** 0.009 0.165%** 0.000 0.132%** 0.000
(0.057) (0.037) (0.010)
InZ 0.766*** 0.000 0.769%** 0.000 0.848%** 0.000
(0.094) (0.070) (0.014)
C 1.123** 0.047 1.087** 0.033 0.598*** 0.000
(0.531) (0.476) (0.066)
R-squared 0.946 0.946 0.999
Adjusted R-squared 0.940 0.940 0.999
S.E. of regression 0.080 0.081 0.011
Long-run variance 0.006 0.006 0.000
Mean dependent var 9.236 9.236 9.238
S.D. dependent var 0.329 0.329 0.329
Sum squared resid 0.129 0.130 0.002
Sample (adjusted): 1998-2020 1998-2020 1999-2019
Included observations: after adjustments 23 23 21
Fixed leads and lags
specification (lead=1, lag=1)
Long-run covariance estimate (Bartlett
kernel, Newey-West fixed bandwidth 3:0000 3:0000 8:0000
Co-integrating equation deterministic: C
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