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Abstract 
 
The study focused to Determinants of Economic Growth in Palestine using counteraction approach. The main 
objective of this study is to examine the major determinants of economic growth in Palestine between the 
periods the first quarter of 1996 to the fourth quarter of 2012, applying the Johansen method of counteraction. 
All the variables are integrated at first order; as a result the Johansen's counteraction approach was used. The 
studies found out that The Number of Workers Full Employment. and foreign aid had a positive effect on 
growth in real gross domestic product, Gross Fixed Capital Formation, foreign direct investment, The Degree Of 
Trade Openness, are the significant determinants of growth in real gross domestic product Palestine, Base on the 
findings the following policy recommendations are made: Policies should be put in place to increase Gross 
Fixed Capital Formation, and foreign aid. Educational institutions should link up with the corporate 
organizations to train productive labor force. 
Keywords: Foreign Direct Investment, Unit Root Tests, Economic Growth 
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Introduction 
The issue of the economic growth is one of 
the most important indicators, which 
reflects the living standard of the 
individuals. It was discussed and analyzed 
by many economists in ancient and 
modern days, the theory of the economic 
growth aimed at searching for the factors 
of the economic growth and it went under 
two main stages. The first stage is the pre- 
Keynesian theory and it depended on the 
theoretical analysis of the factors of 
economic growth and didn't attempt to 
explain the relationship between these 
factors and the economic growth in 
quantitative terms (barro& xovier, 2004). 
After the Keynesian theory, attempts to 
build the economic models have been 
started. One of the most significant models 
of these models is Harlod- Dowmar's 
model which is faced by a bog criticism 
from Solow who presented a new model 
because the technological advancement is 
considered an external factor that couldn’t 
be explained (jhingan, 2011).                
In This model, Solow was aiming at 
searching for reasons of disproportion 
between the poor countries and the rich 
ones. Finally, he came into the conclusion 

that when any country has any kind of 
technical developing and capital 
accumulation at a large scale but weak 
population growth, this would help in 
developing, and that was the first result of 
Solo's research. The second one was the 
idea of approaching between countries 
which means that developing countries can 
catch up the other rich and developed ones 
at the long run but that was conditioned by 
some important factors like capital 
accumulation (jones, 1976). However this 
notion faced sever criticizing from some of 
economists as the reality came to prove 
what was opposite to that notion. Also it 
was noticed that the rich countries became 
richer and more developed which resulted 
in widening the gap between those rich 
countries and the poor ones. Moreover 
Solo's notion related to the technical 
developing and considering it as an 
external  factor plus his model didn't 
introduce a sufficient explanation for the 
way of developing that factor although it is 
very important( morishima, 1969). 
However models of the internal growth 
were put in order to solve the problems 
which Solo's model faced especially his 
notion of closeness which the internal 
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growth models referred to the theory of 
declining the marginal productivity. In 
addition that these models searched for 
means and policies of developing the 
technical factor which resulted in 
cancelling the theory of the declining 
productivity and considering the technical 
developing as an internal factor in the 
models of economic growth.  These 
models also have shown the necessity that 
economy should work at any time even 
monopoly conditions and have seen that 
any policy that has the ability to affect 
positively on research and developing is 
accepted, in addition that the stat itself 
should be ready to intervene in order to 
help and protect the new innovations and 
inventions plus increasing opportunities of 
education and training for all people in the 
society.  
Like many developing countries, the 
primary focus of policies in Fiji is to have 
high and sustainable growth. However, to 
achieve and maintain a high growth rate, 
policy makers need to understand the 
determinants of growth as well as how 
policies affect growth. Since World War 
II, the trend growth of real GDP has 
become a key policy (Ahuja, 2009). 
This paper is about an empirical analysis 
of the factors affecting economic growth in 
Palestine. It takes a time series approach 
for the period first quarter 1996 -fourth 
quarter 2012, his empirical work involves 
the estimation of a dynamic panel data 
growth equation to identify the key 
determinants of per capita real GDP 
growth. Based on the analysis, the paper 
attempts to determine which factors appear 
to have been most effective in terms of 
increasing economic growth and suggests 
the key elements of a policy framework 
that could promote sustainable economic 
growth in Palestine. 
 
 

1. Previous studies: 
The development of economic growth 
literature can be classified into two 
frameworks, which involve the application 
of economic theory to growth estimates. 

The first framework addresses the 
identification of growth determinants 
which explain the observed differences in 
growth among countries, the second the 
issue of `convergence' which relates to 
whether contemporary differences in 
aggregate economies converge to 
equilibrium over time framework. This 
paper focuses on the first framework where 
growth covariates are identified, with 
special reference to Palestine. A wide 
range of studies have investigated the 
factors underlying economic growth. 
Using differing conceptual and 
methodological viewpoints, these studies 
have placed emphasis on a different set of 
explanatory parameters and offered various 
insights to the sources of economic 
growth. 
 
1.1 The Study by Al-Khatib (2009) 
entitled "Determinants of the non-Oil 
Sector Saudi Economic Growth" 
analyzed the determinants of the economic 
growth in Saudi non-petroleum economy. 
The study was done the period 1970-2006. 
The study used method to estimate OLS 
the parameters of the econometric models, 
used the equation form below: 

  
Where: 

  : Gross Domestic Product of the non-oil 
sector 

: Total fixed capital formation by the 
government. 

: Total fixed capital formation private. 
: The labor force in the public sector 
: The labor force in the private sector 

: Government soft loans to the private 
sector 

: Government spending except for the 
soft government loans 

: Mass scale expanded money M3. 
The study found that every increase in 
government loans by 1%. lad to increase  
on the rate of GDP growth of non-oil rate 
by  % 0.07, they study also found  
Coefficient ratio of investment in the 
private sector  was 0.697,and 0.535 in the 
government sector. Because of increase in GDP 
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growth, it heals positive impact on employment in 
government sector while it had negative impact on 
private sector employment. The results 
indicated negative impact between the 
dummy variable and growth rate of real 
GDP. 
 
1.2 The Study by AL-Raimony (2009) 
entitled "The Determinants of Economic 
Growth in Jordan" estimated the role of 
exports, imports, labor and capital 
Variables in real GDP growth in Jordan. 
To examine the empirical relationship 
between these explanatory variables and 
real GDP growth, the paper used a 
standard linearized Cobb- Douglas 
production function. The study  was done 
for period between 1980- 2008 by 
applying Ordinary Least Square (OLS) and 
Second Order Auto Correlation 
Techniques, using the equation  form 
below: 

 
Where: 

: Gross Domestic Product 

: Labor size growth rate 

:  Real capital stock growth rate 

: Real Export Growth rate 

:  Real import growth rate 

: Dummy Variable, the dummy 
variable used for (1) in during the political 
instability for period 1970- 1973 and 1987- 
1991, and (0) is otherwise. 

: The standard error 

The study found that labor growth has a 
negative impact on the growth of real 
output. Increase in the growth rate of labor 
size led to decrease in the growth of real 

output. The relationship between real 
capital stock growth and real output 
growth was observant to be positive the 
increase by in real capital stock by 1% led 
to an increase of in real output growth by 
55%. The study also observed a positive 
relationship between real export growth 
rate and real output growth rate. A 1% 
increase in real export growth rate led to an 
increase of in real output growth rate by 
51%. 

1.3 The Study by Rahman& 
Salahuddin (2010) entitled “The 
Determinants of Economic Growth in 
Pakistan: Does Stock Market 
Development Play a Major Role?” 
analyzed of the relationship between 
economic growth and its determinants, 
with special focus on stock market 
development in Pakistan. The study used 
fully modified ordinary lest square 
(FMOLS), during period 1971 to 2006, 
used the equation from below: 

 

Where:  
: Log of real GNP per capita. 

: Market capitalization. 

:  Log of financial development. 

: Log of financial instability.  

: In flatiron rate. 

: Log of foreign direct investment. 

: Log of literacy rate. 

:  Log of stock market liquidity.  

Bader S.S. Hamdan, ,Int.J.Eco. Res., 2015, v6i2, 01 - 06 ISSN: 2229-6158

IJER MAR - APR 2015 
Available online@www.ijeronline.com 

3



The study found suggests that there exists 
a significant positive relationship between 
stock market development and economic 
growth, and Stock market liquidity has a 
positive effect on economic growth.  
Human capital and physical capital 
influence economic growth positively. The 
study recommends pursue suitable 
financial reforms to improve economic 
growth in their respective countries. 

1.4 The Study by Kogid (2010) 
Entitled "Determinant Factors of 
Economic Growth in Malaysia: 
Multivariate Counteraction and 
Causality Analysis investigated the 
factors that stimulate and maintain 
economic growth. The determinant factors 
studied are consumption expenditure, 
government expenditure, export, exchange 
rate, and foreign direct investment in 
Malaysia during period 1970 to 2007, , 
used the equation from below: 

 
Or in a linear form: 

 
Where: 

 = LGDP at time t, xit = LCE, LGE, LX, 
LER and LFDI at time t, i = 1, 2, 3, …, n, 
and  error term , where  a and  are 
unknown parameters of the model. The 
purely mathematical model of the 
economic growth function given in 
equation (2) is of limited interest to the 
most researchers, for it assumes that there 
is an exact or deterministic relationship 
between CE, GE, X, ER, FDI, and GDP. 
But relationships between economic 
variables are generally inexact because, in 
addition to CE, GE, X, ER and FDI, other 
variables may affect economic growth.  
The study found that all variable trends 
tend to increase over time from the year 
1970 to 2007, except for the exchange rate 
and foreign direct investment, the study 

found also government expenditure; 
exchange rate and foreign direct 
investment are not the main important 
determinant factors to the economic 
growth in Malaysia. The study 
recommends that the effect and role of 
government expenditure, exchange rate 
and foreign direct investment on economic 
growth may be less important. 
Nevertheless, this does not mean that the 
importance of these factors in spurring 
continuous economic growth should be 
ignored rather, these variables may be 
viewed as a catalyst and complement 
factors of economic growth.  
 
2. Methodology And Analysis:  
2.1 Data sources: 
Quarterly data for the study were obtained 
from the Palestinian Central Bureau of 
Statistics and the Palestinian Monetary 
Authority Online, variant data covered the 
period the first quarter of 1996 to the 
fourth quarter of 2012. 
 
2.2 Economic and Econometric Model 
Specification: 
This paper considered an augmented 
growth model by Solow as adopted from 
Seetanah (2011). The model considers the 
conventional sources of economic growth 
The Number Of Workers Full 
Employment.(L), The Gross Fixed Capital 
Formation(I), The Foreign Direct 
Investment(FDI), foreign aid (AID), AND 
The Degree Of Trade Openness(0P). The 
model takes the following reduced form: 
After taking the natural logarithm of the 
equation becomes as follows (Bose, 2007): 
 

 
 
Where:  

 :  Is the Gross Domestic Product 
at Constant Prices. 

: 
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:Is The Gross Fixed Capital 
Formation. 

:  Is The Foreign Direct 
Investment. :  Is the Foreign Aid 
Inflow. 

: Is The Degree Of Trade 
Openness. 
: Random error. 

 
2.3 Unit Root Test: 
The test stillness series first procedure in 
proceedings time-series analysis, and is 
used in the test dormancy usually test the 
presence of unit root (Unit Root Test) in 
the time series by testing Dickey Fuller 
(Augmented Dickey Fuller: ADF) or test 
Phelps Perron (Phillips Peron, PP). The 
test Phelps Peron (PP) tests are important 
for the detection of stillness time series, 
the following table shows the test for sleep 
study variables (Gujarati, 2004). 
 
Table (NO 1). Unit Root Test Results: 

PP ADF 
Variable 1st 

Difference Level 1st 
Difference Level 

-9.1900* -0.0294 -9.1180* -0.2646  
-7.3865* 2.9613 -0.2808 2.4712  
-5.8411* -2.3445 -5.8278* -2.3853  
-3.7434* -1.9712 -6.9894* -1.3876 Log fdi 
-3.7733* -1.3945 -3.5697* -1.8930 Log ADI 
-10.5275* -0.0880 -3.3674* 0.5220 Log OP 

 Note:   *Indicates stationarity at 1%. 
 
Seen from the above table that all the 
variables are unstable in the first level, and 
but stable after taking the first difference 
with the exception of Number Of Workers 
Full Employment (L) by test (ADF), 
except that all the variables were stable 
after taking the difference as the first test 
(PP).t that all the variables were stable 
after taking the difference as the first test 
(PP). 
 
2.4 Johansen Cointegration Test: 
Since all variables are integrated with 
order one, i.e. I (1), the Johansen 
cointegration, test can be applied, 
cointegration implies existence of long-run 
equilibrium relationship; thus help predict 
stable, Granger (1986) testing for 

cointegration helps to avoid spurious 
regression. Non stationary variables can 
lead to spurious regression unless at least 
one cointegrating vector is present 
(Nowbutsing, Ramsohok and Ramsohok, 
2010), the following table shows the 
results of a test of the integrity of the joint 
Johansson (Brooks, 2008). 
 
Table 2. Johansen Cointegration Test Results 

 0.01 0.05 Trace  Hypothe-
sized 

Prob.*** 
Criti-

cal 
Value 

Criti-
cal 
value 

Statis-
tic 

Eigen 
value no. of CE(s) 

0.0004 104.96 95.753 119.76 0.4841 None * 
0.0126 77.818 69.818 76.746 0.3868 At most 1* 
0.0914 54.681 47.856 44.949 0.2852 At most 2 
0.2402 35.458 29.797 23.119 0.1725 At most 3 
0.2236 19.937 15.494 10.807 0.1074 At most 4 
0.0644 6.634 3.841 3.4200 0.05125 At most 5 

 
Trace test indicates 1 cointegrating eqn(s) at the 1% 
level and 2 cointegrating eqn(s) at the 5% level 
*denotes rejection of the hypothesis at the 1%/5% 
level 
**MacKinnon-Haug-Michelis (1999) p-values 
 
The results are shown in Table 2, below. 
Based on the Eigen value statics, we reject 
the null hypothesis of no counteracting 
vectors; the test indicates one long-run 
relationship among the variables. 
 
3. Estimation model: 
The previous estimate equation Least-
squares (OLS), was addressing the 
autocorrelation problem by adding self-
regression coefficient (AR1) and that, as in 
the following table: 
  
Table (NO3): Estimation model determinants of 
economic growth in Palestine 

P.value t-
statistics S.E coefficient variable 

0.0000 8.5859 0.0256 0.2204 LOG L 
0.0000 8.1939 0.0597 0.4892 LOG I 

0.0598 1.9177 0.1093 0.02096 LOG 
FDI 

0.0002 3.9317 0.0394 0.1552 LOG 
ADI 

0.0007 3.5581 0.0328 0.1168 LOG 
OP 

0.0000 15.809 0.0575 0.9091 AR(1) 
DW= 1.15 (ajd R20.973) (R2:0.975) 

4. Results And Discussion: 
Through the above table, we find a positive 
relation between The Number Of Workers Full 
Employment and economic growth, in addition 
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this study considers the correlation between 
foreign aid and economic growth, a positive 
correlation and it is statistically significant 
between these two variables, one percent 
increase of foreign aid results in an increase in 
GDP (15.5 percent), Moreover, the coefficient 
values of other variables, FDI, The Degree Of 
Trade Openness (OP), The Gross Fixed 
Capital Formation (I) are positive and 
statistically significant, which confirms a 
positive correlation of these determinants on 
economic growth of Palestine, Even if the 
coefficient value of dummy is not statistically 
significant, the positive side of the coefficient 
value would assume a positive impact on 
economic growth in Palestine. 
 
5. Conclusions And Recommendations: 
The study examined the determinants of 
economic growth in Palestine using 
counteraction approach. The empirical analysis 
is based on time series econometrics. It is 
found in the current study that all variables; 
growth in real GDP , The Number Of Workers 
Full Employment, Gross Fixed Capital 
Formation, foreign direct investment, foreign 
aid, The Degree Of Trade Openness. Rule 
turned out to be non-stationary at their levels 
but became stationary at their first difference. 
The results of Johansens's counteraction test 
indicate that there exists relationship between 
growth in real GDP, Independent variables. 
The study finds out that The Gross Fixed 
Capital Formation (I), The Foreign Direct 
Investment (FDI), foreign aid (AID), AND 
The Degree Of Trade Openness (0P), had a 
positive effect on growth in real GDP.As a 
result, increase in these variables lead to 
improvement in real GDP growth. 
Based on the above results, the study 
recommends the emphasis on investment in 
Physical capital, and employees for its 
important and prominent role in increasing 
economic growth, also Policies should be put 
in place to increase Gross Fixed Capital 
Formation, and foreign aid. Educational 
institutions should link up with the corporate 
organizations to train productive labor force. 
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