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Unemployment is a key economic indicator that has consistently garnered
attention from policymakers, economists, and the public. In major oil-exporting
countries like members of OPEC, crude oil exports significantly impact revenue,
foreign exchange flows, and the labor market. This research investigates the
presence of asymmetric interactions between oil price fluctuations, exchange
rate changes, and unemployment. To achieve this, annual data (1990-2020) from
selected oil-producing countries (Iran, Iraq, Kuwait, United Arab Emirates, Saudi
Arabia, and Nigeria) were analyzed. The nonlinear autoregressive distributed lag
(NARDL) approach with asymmetric lags was employed to reveal the asymmetric
impacts on unemployment in response to oil price and exchange rate
fluctuations. The findings suggest that positive oil price shocks have a significant
short-term impact on increasing unemployment in these countries, while
negative oil price shocks have no significant short-term effect on unemployment.
However, in the long term, the impact of a positive oil price shock on
unemployment is greater than the impact of a negative oil price shock.
Additionally, positive exchange rate changes (depreciation of domestic currency
against foreign currency) have a significant negative impact on unemployment in
the short term. Regarding the long-term effects of exchange rate changes, both
positive and negative changes impact unemployment in these selected countries,
leading to decreases and increases, respectively. Notably, the magnitude of the
impact of appreciations in the exchange rate is greater than that of depreciations.
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1. Introduction

In most countries of the world, especially
developing countries, unemployment
(especially among young people) is a
variable that, in addition to economic
aspects, has social and political aspects, all
of which are important for people and
governments (Farzangan & Witthoven,
2017). Therefore, examining the factors
influencing changes in unemployment can
lead to more correct planning and dealing
with unemployment changes. Since the
1970s and after the impact of the oil shock
on the supply side of the economy, new
literature on the effects of oil prices and
shocks on total production, investment,
and unemployment has emerged. In the
80s, it was discussed that changes in oil
prices would not necessarily cause
symmetrical changes in unemployment,
and we may see asymmetrical effects on a
set of macroeconomic variables (Mork,
1989). In addition, in the studies of the last
decade, the discussion of the effects of
uncertainty regarding oil prices was also
included in the research literature as a
factor affecting unemployment.

The first part of the research aims to
familiarize readers with the theoretical
literature of the subject under study. First,
the oil market is examined, and then the
theoretical foundations related to the
exchange rate are stated. The following
section discusses the labor market and
various theories related to it. The next
section reviews previous domestic and
foreign studies and explains the method
used in this research. The final part of the
research is dedicated to drawing
conclusions and expressing policy
recommendations.

2. Methodology

This research aims to investigate the
relationship between changes in the
unemployment level and a set of important
and influential variables, such as oil price
and exchange rate, in terms of whether
this relationship is symmetrical or
asymmetrical. To achieve this research
goal, the self-explanatory model with
nonlinear distribution breaks (NARDL)
specified in the study of Shin et al. (2014)
was used. The reason for transitioning
from linear and symmetric estimation
models to asymmetric models is to
simultaneously and coherently model in
the study of long-term asymmetries and
dynamic adjustment patterns. To achieve
this goal, it is necessary to go through the
steps that must be completed and
maintained in a general and theoretical
way.

One of the positive points related to this
method is reducing problems that may
occur in an equation due to the
endogeneity and correlation of variables.
The next case is when long-term
relationships between variables are the
subject of investigation. At this time, the
self-explanatory method with distributed
intervals can distinguish explanatory and
dependent variables and assume that a
reduced equation exists between
dependent and exogenous variables.

On the other hand, this model can
identify co-integrating vectors with
several integrating and synchronizing
vectors. Also, the error correction model
can be derived with a linear change in the
self-explanatory model with distributed
breaks obtained from integrating short-
term adjustments with long-term balance
without losing long-term information.
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3. Findings

The findings show that in the long run, the
shocks of increasing and decreasing oil
prices have significantly affected the
unemployment rate at levels of 5 and 10
percent, respectively. The positive impact
of these fluctuations on unemployment
has been greater than the negative impact.
In the short term, only the increase in the
price of oil at the level of 10% has become
significant. The effects of oil price changes
on economic variables and even the
public's mind become apparent over time.
As stated, although the drop in oil prices
has not significantly affected the
unemployment rate in the short term, its
increase has had a positive and significant
effect. Also, the shocks of the increase in
the exchange rate in the long term have
had a negative and significant impact on
the unemployment rate, so in the long
term, the increase in the exchange rate
fluctuations has a negative effect on the
unemployment rate with a confidence
level of 95%, but in the short term, only
positive changes are in the exchange rate,
which is significant at the level of 10%.
With the increase in the exchange rate
(decrease in the value of the national
currency), the production of export goods
becomes affordable. The results for the
livestock variable show that it had a
negative and significant impact on the
unemployment rate in the short term.
Among the reasons, it can be stated that
the increase in oil prices has led to an
increase in foreign exchange earnings
from the place of oil export for oil
exporting countries and, as a result, has
caused an increase in employment.

4. Results
* During positive oil shocks, oil-exporting
countries should increase their foreign

exchange reserves and avoid sudden and
severe increases in eConomic expenses or
imports.

e During negative oil shocks, oil-
exporting countries should release part of
their reserves to balance the foreign
exchange market and manage supply and
demand.

* Increase the foreign exchange
reserves to an amount that can cover a
significant part of the country's essential

needs, preventing uncertainty and
speculation in the foreign exchange
market.

* Making exchange rates predictable to
prevent damaging the labor market and
reduce unemployment.

* A managed floating exchange rate
should be adopted until the economy
returns to its long-term trend and
overcomes short-term shocks.
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