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Estimating the Hidden Economy Using Currency Demand Approach:
A Case Study of Palestine

Abstract

The study aims to estimate the Hidden Economy (HE) by using the currency demand approach in Palestine (2000-2010), through
studying the relationship between a group of variables that affect the percentage of cash money held by the public (CC) to the broad
money supply (M2). The model used Fully Modified Ordinary Least Squares (FMOLS). Results showed that the hidden economy in
Palestine is varying over time, the annual average during 2000-2010 reached about 816.2 Million dollar, which is about 16.6% from
the GDP, this ratio reflects a positive reality, especially when compared with the ratio of the H.E in neighboring and regional
countries.
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Lalall agallas b cplalall dis il gl b gl
i) (s gl 2, Ao Jawgie ccpled) Gulelall 222 )
Aghaiadl gl duaig (308 plaiy Ausall diall Gy ulaud
Sy gl ol Wlieay 2580 (e () ad) il ol
Al we adi Loy zisall e Wi &8 el
i) il (2) el b sl zdsail oliy o ¢ fdandil
IN(CCIM2); = Bo + B1 In(1+(T/Y)): + B2 IN(WIY), + fB3
(R)t + B4 IN(SE); + B4 In(GNlpc)i+ DD + & (2)

T @
) mial)

& aal alladl s Al gl o gl Ay
) sl alieay 258 (imse

tANE ) & pgial

ladll il U (Raliall ¢ 5n) A peal) A

(CCIM2),

(T/Y),
L lea!
)l ) Ads) el ) ) A
G e el o (WIY),
L lea!
JSaally 4 Ayl Wl e saldl e
A ulieS Ay ladll Sl 8 L) R)
LAleally Balaa™ Al dua
Olelall ) Aaalall agallas b ulelell A (<E)
t
sl 3 cledl)
ceaY) casill Jaal (e 28 canas (GNIp)
AN ey Lo bl 1 Al 38l ey i 50
t

3 e 0 :2007/6

N ks JSE 13 L(1H(T/Y)) sl of G soLay) aas 2
i) pan Ll el A0 () Cus igall G ekl e sl
Gt oAV sudly sha gsbs ¥ B pe T Ayl (al g8l 4 48
) Sum cgamly ) Clall G oS5 i el (1) Hils) 5 85 e
Al el 26 58 Ln (0)=—00 oY ks T/Y =0 ol T=0 Ll sl
e i iy s Ln(1+0) = Ln(1) = 0 das e Jeans s (1)
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:Cointegration Test & i) Jal<il) < Ladl

i) JalSall pula g Adpk Mo DA (e
& daia gall 2 JYA e ai ¢(Johansen Technique)
Gl e o JaY) Alsh o jidie oS5 ADe 3a (2) Js
Jlas) dag of (Trace) Y1 Jlas) e Baady us ¢z dsail
G JAlS Cleatia sae o s S Akl G il
Sl %5 5 %1 Ao s sine die Ay gine S (1=0) ia
ae e ST agay s A Al daca jdlly iy Lead
AN ssae de Laads o(r>1) JelSill cleaie Jia
dtall Ao @l sl dysiee dagill culS %5 dgilasy)
& Cua (1<) ASY) e aals JalS5 aaie sa g il
IS sl et A AL da ) s daa il s3a il
A jhal) A il vie HEAY) a g N (1) Sl antia (g
5 sime e (1<2) SV e JalSill cpgate d5m s o i
e Al o3 b e oS Al 5 Cas %55 %1 AN
i oo ST asay Gail A Al daa ) Jsd ae
(r>2) Jalll

ol Aol 73 gai & puiial & yidiall JolSil HLAS) ilii 2 Jga
Ol g by ploy Lishollil] ) )Y

(Trace) & Las)

izl o E) M2 a5l alieey 258l (ape dpS e
.(180= <2010
e el o) Bl Y i S A dlad sl
Se Glad il e Alasidl esll Jiall ded deud DA
Gk dasie A (I Lhaiy (GDP ol bl e
A dedl) Juals
:(Unit Root Test) saa gl ,ia Lad)

(Unit Root) saa ol i <l jladl) &5l (1) Jsas edas
PP Ggpprgmnld sl dasgddl Zapall aladiu) DA (s
sie ol s (level) ilal) @sa b il S aae
Godl 38l aie LS aae Gl %5 o %1 ANS (s s
3 Gase ) AL 2 A (5t el L (JsY)
Logdl Ll ) 52l ey (ol uiiall) pd o) Lalinay
e %15 %5 AN s siae i Al SV Goal AT aey |l
Al G Al ay oY) AS Gua sl
A Wy (%1 AN (5 ghe e il 38 Ll T o) ) xial)
o L3 Alaine 058 zasall il Al Judlad) (s
Gl 3l s {Integrated of order (2)} awtll Zs
el Ay

Lyl < piial 5aa gll yda LR Y PP s Lis/ it 1 Jgta

dagd) dagd)

ASY) Joa R A
Likelihood Critical | Critical | JaS Glgaia 2
Ratio value value (r) = & jiza)

%5 %1
117.708 | 127.708 -
146.114 (0.0003) | (0.0003) (r=0)
88.8038 | 77.8188
93.0685 (0.0237) | (0.0237) (r=1)
63.8761 | 54.6815
59.3566 (0.1132) | (0.1132) (r=2)

Trace test indicates 1 cointegrating egn(s) at the
0.01 level

Trace test indicates 2 cointegrating eqn(s) at the
0.05 level

Max-eigenvalue test indicates 1 cointegrating
eqgn(s) at the 0.05 level

Max-eigenvalue test indicates 1 cointegrating
eqgn(s) at the 0.01 level

al ssimall [ S G @A

154 327 __

Ln(CCIM2) | 6 5025) | (0.0224%) —
217 221 8.24

Ln@+TIY)) | (0.2175) | (0.2056) (0.0000%)
1.96 252 781

Ln(WIY) | (0.2088) | (0.1158) (0.0000%)
0.35 231 8.28

Ln(GNlee) | 0.9787) |  (0.1726) (0.0000*)
1.69 291 7.5

LnGE) | (0.4283) | (0.0516) (0.0000%)
® 2.26 3.72 __

(0.1882) | (0.0072%) -

ALl S aae ALED Ay il A ) b *
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Adj ) Jondl yonill Jalas dad caly Lag %1 A2 (5 i
Aial) padl o ) edy Lo 0.963 Ve (R
Jealall Ll (e (%96.3) 4 Lo Luski z35adl 3 5251
) iaal) sl = s Al 2 il da) bl el
D)y s (%3.7) iad Lo (5 ¢l sl olinay 25810l (o pe
Dfind A (A s o5 AT Gl (50 il il L Jualal)
Lo 5 ) 8 A8 (e 3y haly Al p3laill b dais s
fis bl 73 gaill Cila e Alasinly 50kl adlly Aggal) 2
b ) L) aan 6 8 3 gaill 83 g g Adl (g 2SI
(Serial Correlation) 33 Lls,¥) Aae Ly
laa & (Heteroskedasticity) Uaall agoa (uilas jlasl
Clagyal Aok 4 1k Ll asi o) Wl ord sl
08 da e i Jus FMOLS B dasaad) 5 el
A Y oS G il gias 8 Julby oS
air Y dnie (e Gl Guilats 93 Bl YL daladl ddlall
A&yl oda 8o Ll
ehal  gala L)
:(Multicollinearity’)
& il e dwed o zisall olga¥ |k
DA e b (Sa 535 (VIF) ol st Jales olasind
o lieloaa o Jfie piie JS G Jhd lasdl Aldles ¢ o)
e ialy 138 (s AN Akl @l i) BL e Ll ) i
Ll e saddl Jhall Jalall ASEe o585 (10) e S
1Al Aabeal) (e Lsbun Sy JSS 73 00ill VIF dad 3393 50

Uited @ paia) ssial)

O

VIF =

T_RZ - 1-0968 1%

L b 23 saill dpanil) alo dad a2 Cam
VIF Gad of cub (4) Json B G sd) il DA o
zisall VIF daf o J8 Aliidl ol puid) (e it <0
3sa g b yshi ay Jill oSa July ((VIF = 31.25) LY
il Jaall Jalal A
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MacKinnon- p-values)— 4l saall dadll Cuuny 4, gixall
(Haug-Michelis (1999)
Al Y gz d gl Ay s

sadl Ak o i)l JelSl cldle syl GlialY) axg
Sslo cllall Ala i oY) astin Al ol 23 gal G juate G
dasiadl 5 jrall eyl 48k Hadiuly Cplaulh 8 dlal)
(FMOLS) Fully Modified Ordinary Least Squareslis
iy yall 8yl Ty 5 ey (in pde mec Jle Jast )
L A als Y AlKEs La pead 5 (OLS) 4alal) (5 _aiall

LS danaaal) s jial) claypall Ayl aladioly laad) gl
:FMOLS

Al il 3L e il usiall Jlasdl Alls o
((FMOLS) WS danadl (5 il cilay yall 4l alasialy
Aaal o obdl AL) el uidl sl S N
G sue de ol gu Aflasy) 4N aaal (306 gl 4y sl
G omall sl o mlull S s e 5 %5 5 %1 A gine
(1) Gake A daasa EViews gl — (3) Jsaal

Ly yb ofasinls deell Ao bl 5 pai pndi zilii 3 J gta
FMOLS LS daniaall o sieall Ciley yall

Dependent Variable: LOG(CC/M2)

t-

Coefficient|Std. Error Statistic

Variable Prob.

LOG(1+(T/Y))| 34.62439 | 1.594029 |21.72130|0.0000*

LOG(WI/Y) 0.478023 | 0.096629 |4.946978|0.0000*

-0.074060 | 0.008076 0.0000*

(R) 9.170634

LOG(SE) 0.681931 | 0.127021 |5.368644|0.0000*

LOG(GNIPC) | -1.109928 | 0.130070 0.0000*

8.533313

C 1.766200 | 1.131508 |1.560926| 0.1271

R?=0.968 Adj R°= 0.963

0.05 (5 s tic Liliaa] JIa yuicidl) *

fobl) 3 gall) 5392 anils
OlialYl g 3] LY aas a5 Agleny el U
dsall P Ge gl Gim Ol bl Zasaill 30 5al
sie dglias) dysiee ) Al il e o G
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dad by Cua anhl) a6l aiii FMOLS alaaiuly 8 sall
12 5 ¢«(P-value = 0.424) 4 sine 5 sinar (J=1.712) sy
g5 sl o mgi A Akl dam gl Jadl i
D AR s g dgad aladiuly A4 SLaY) ana ol
0S5 dflany) Gl WS e gisall i e Sl e
p M il e (3) 85 %) aaiy) Alalas

In(CC/IM2)= 1. 76+34.62*In(1+(T/Y)+0.47<In(W/Y),

—0.07*In(R)¢+ 0.68*In(SE);— 1.10*In(GNlpc): (3)

B olad s ARlu) i) Ales Lle slae¥l
o) ((CC AL 3 5al) b peaal) Al s 35 i
(T) Gl e 5% eia g audall Aaladd) puay & Y
e ad g o i B iy lls e 013 Y
o2 8 e Gl G @A OsSys L bl Ay sl
Lesbud al il — amil) ol )90 Ao ju (8 Lgy pdang Ao 5 )
LY i e Jomni — 8y o) LB (0 S b
& ial L) el mamy (5) Jsaally ¢l
sl all ol gin sy A cplauls

LIS NIF) coliill asiai Joleo Lis/ =ilii 4 Jgaa
onl Ao b 75 pai 5 icsal] O piiall
Variable Centered VIF
C NA
LOG(1+(T/Y)) 1.628302
LOG(WI/Y) 1.121624
(R) 3.993812
LOG(SE) 7.220055
LOG(GNIpc) 14.00983

:gé\ sl lual) Jagial) L)

oall hugd) o Al WIS A @l (m i
studemund, ) Liall Lsbus 058 of 2 Y zasadl s
Logiall 4dlaay) dedl L) & b, ((2006,p86
Allaa¥ly t = -0.4578 dad culy Cun (Hall Sl
Jsd g Ay jtall doca il mdy ) udy 138 5 <Prob = 0.6494
e gsb Fall ol Lugdl o S5 aa
Ayl o8 (3a5 g Sk Lils
:(Normality) & sl asdall a5 il JLad)
PP ESY SNG  P U VO TN R VO S
A bl 1 @ias JlaaY g ¢ andall a6l & (Residual)
Sl g o8 1Y L WaY (Jarque-Bera) Jlaal il
Ol cadl 8y ¥ b ekl sl o (Residual)

million us$2010-2000 5 se U (phauli 5 450 Loy aan 5§ Jssa
Ao Alais 114 ' 4
: M Alatiay! gl As CCL-CC2 CC_2 CC1 ) ?f: il

%y sia ALY ) 34811 Tax=0 Tax # 0 448al)

18.09 758.7 4194.7 1.22 623.2 107.5 730.8 700.7 2000
17.96 699.9 3897.2 1.07 651.9 168.1 819.9 788.6 2001
14.57 500.1 3432.6 0.99 502.2 165.8 668.1 694.9 2002
17.57 674.6 3840.9 0.89 761.6 226.1 987.7 976 2003
19.61 823.1 4198.4 0.90 911.3 248.5 1159.9 1149.9 2004
22.02 1020.3 4634.4 0.92 1104.9 251.8 1356.8 1339.8 2005
20.43 943.5 4619.1 0.88 1069.7 263.4 1333.1 1408.9 2006
12.22 633.3 5182.4 1.02 622.6 225.4 848.1 843 2007
12.57 785.5 6247.3 1.02 770.1 227.1 997.2 972.9 2008
12.66 850.4 6719.6 1.01 848.2 238.3 1086.5 1101.5 2009
15.47 1288.5 8330.6 1.15 1125.3 196.6 1321.9 1329.9 2010
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