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Abstract

This study examines the determinants of the unemployment rate in Afghanistan using time series data
from 1991-2020. More specifically, this research investigates the relationship and impact of GDP, FDI,
LF and EX on unemployment in Afghanistan in the long run. The data in this research has been used from
the World Bank and United Nations Databases. Auto Regressive Distributed Lag (ARDL) bounds testing
approach has been applied for the investigation of the long-run relationship between the dependent
variable (Unemployment) and the independent variables (GDP, FDI, Labour Force and Export). The
findings indicate that FDI, Labour Force (LF) and Export (EX) have a negative and insignificant
relationship with unemployment (UN). On the other hand, GDP has a negative and significant
relationship with unemployment in the long run. Furthermore, several diagnostic tests are conducted to
check the model's stability. The CUSUM and USUMSQ test results showed that this method is stable and

has parameters.
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1. Introduction

According to the World Bank, Unemployment refers to the Labour Force percentage who
currently do not have a job and searching for one. In other words, a typical description of jobless people
includes people who have recently been looking to be employed, are currently looking for a job, have lost
their job, or have chosen to leave their current job.

Additionally, based on the International Labor Organization (ILO), unemployed people are those
who are without a job, searching for a job, and have wanted a job in the last recent four weeks and are
currently available to start working in the next two weeks or have found a job and are awaiting to start it
in the next two weeks but are unemployed.

The measurement of the unemployment rate in Afghanistan is the people who actively search to
get a job as a member of the Labour Force. In addition, the unemployment rate in Afghanistan increased
in 2021 by 13.30 percent, as it was 11.20 percent in 2021 (World Bank, 2023).

The economic situation in Afghanistan has been going through major challenges since the fast
withdrawal of international security forces and international institutions between 2012 and 2014. In
particular, it has influenced significantly on reducing foreign assistance and investment. The policymaker
described the transition during this period of significant changes to the nation’s security and financial
infrastructure (World Bank, 2012).

Collier (2009) investigated that the role of employment is complex in a conflict or post-conflict
setting in a country like Afghanistan, and it requires a more sophisticated understanding. He described the
uniqueness of the economic measures needed to promote post-conflict rehabilitation.

In many ways, Afghanistan is exceptional, not the least of which is its terrain and history. The
country's backbone is the Hindu Kush, a vast mountain range that forms the western stub of the
Himalayas. Afghanistan, which encompasses the Pamir Mountains and the plains and hills south and
north of them, is described as "the meeting place of four ecological and cultural areas: the Middle East,
Central Asia, the Indian Subcontinent, and even the Far East" due to the Pamir Mountains' encroachment
into Chinese Sinkiang (Dupree, 2014).

Foreign direct investment (FDI) in a country has a significant role in providing the capital
necessary for domestic investment and job creation and providing managerial and technological
allocation, as it plays a vital role in the economic growth and development of the country. However,
reducing foreign direct investment caused a country to seek other alternatives, negatively impacting
economic growth and employment opportunities (Haidery, 2020).

For all developing and emerging nations, FDI has been increasingly important during the past
three decades for boosting economic growth. Numerous studies demonstrate how FDI advances
technology, fosters the development of human capital and employment opportunities, promotes trade
integration, improves the business environment's competitiveness, boosts income growth, and ultimately
leads to economic development in both the host and home countries and it can reduce unemployment in
the host countries (Dunning, 2000; United Nations Conference on Trade and Development, 2002).

Certain macroeconomic factors influence unemployment in a country; however, in this study, the
variables focused on are FDI, GDP, Labour Force, and Export influences in Afghanistan. Some empirical

analysis shows that foreign direct investment (FDI) influences a country's productivity and GDP growth
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more than domestic investment. Therefore, FDI plays a crucial role in reducing poverty as it helps the
country experience high economic growth, improve economics, and reduce unemployment. Furthermore,
besides economic advantages, FDI is critical to helping the host country with social and environmental
improvements and creating job opportunities to reduce unemployment (Haidery, 2020).

Moreover, studies on the impact of export on unemployment found different results. For example,
Gocer et al. (2013) and Dogan (2012) indicated a negative relationship between export and
unemployment. On the other hand, Ozughalu and Ogwumike (2013) and Aktar et al. (2009) investigated

that export has no impact on unemployment.

2. Literature Review

The impact of macroeconomic variables on unemployment in a country represents a direct threat
to the stability of a nation socially and economically (Abouelfarag & Qutb, 2021). Furthermore, the
unemployment rate is affected by many macroeconomic factors. Therefore, this study used specific
macroeconomic variables such as GDP, FDI, Labour Force and Exports to determine the relationship
between these variables and the unemployment rate in Afghanistan.

Unemployment has been considered one of the most critical problems in macroeconomics and is
one of the challengeable matters to overcome. Moreover, the impact of FDI on unemployment has gained
even more significance in light of the nation's important macroeconomic indicators during the world's
financial and economic crisis. Therefore, the government must adopt a better policy to provide a business
environment and a suitable marketplace for foreign capital, which will impact job creation and reduction
of unemployment (Nikolaev & Stancheva, 2013).

Malley and Molana (2007) indicated that the relationship between unemployment and GDP is
generally believed to be governed by Okun’s law. Furthermore, Adanu (2005) points out that Arthur
Okun (1962) examined an inverse relationship between unemployment and output using the U.S. GNP
data. Okun’s law describes the relationship between GDP, and this law is the most famous idea in
macroeconomic theory. Okun discovered in his original research that a 3% rise in GDP growth rate
(above the typical rate) was projected to cut the unemployment rate by one percentage point (Altig et al.,
1997; Walterskirchen, 1999).

Moreover, Okun’s law investigated the relationship between GDP and unemployment. Okun's law
examines the statistical correlation between a nation's unemployment rate and its rate of economic
expansion. Okun discovered that a 1% drop in unemployment was linked to a 3% rise in output. The 3 to
1 ratio has come to be known as Okun's law (Blanchard & Fischer, 1989).

Furthermore, Rigas et al. (2011) investigated Okun’s law which applies to the current economic
environment. This study used data on unemployment and the GDP from 1960-2007 in three countries,
including Greece, Spain and France. According to the findings of this research, the connection between
unemployment and GDP is negative. However, due to the rise in Greece's unemployment, there will be a
less severe loss in economic output.

Higher levels of unemployment are frequently associated with labour market institutions that are
more rigid and may prevent the development of new jobs, according to several ideas and prior empirical

investigations on the relationship between unemployment and the labour force (Cain, 1967).
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Aqil et al. (2014) investigated how GDP growth, inflation, FDI, and population increase affected
Pakistan's unemployment rate. According to the analysis, neither GDP growth nor inflation significantly
affects unemployment. However, there is a significant and adverse impact of FDI and population growth
on unemployment. This situation means the country's unemployment rate will decrease due to increasing
FDI and population growth.

Gocer et al. (2013) examined the influence of export and foreign direct investment on
unemployment using data from 2000 — 2011 in Turkey. The empirical finding shows that over the long
run, export and foreign direct investments have a decreasing impact on unemployment, and export has a
greater significant influence.

Additionally, Foreign Direct Investment (FDI) significantly increased in the 1980s by 20 percent
per year and 40 percent during the 1990s (United Nations Conference on Trade and Development, 2003).
During the mid-2000s, the largest amount of FDI was seen. The foreign capital is still flowing despite the
subprime mortgage crisis, with the mid-2000s witnessing the highest FDI levels ever (United Nations
Conference on Trade and Development, 2009).

Furthermore, the unemployment rate is one of the detrimental challenges in Afghanistan. While
there is no exact up-to-date data on unemployment in the country, some ground studies indicated an
approximate unemployment rate is 60% in Afghanistan (Akbari, 2019). In addition, the International
Labour Organization (2022) reported that since the collapse of the previous government of Afghanistan
and the Taliban takeover of the country, more than a half million people have lost or been pushed out of
their jobs.

Based on the Economic Ministry of Afghanistan report on 2021, economic growth has slowed
down during the past five years compared to an average of nearly two-digit growth rates between 2002
and 2014. The average growth rate from 2015 through 2020 was 1.5%. Before the COVID-19 shock, the
growth rate rose to 4% in 2019 from 1.3 percent in 2015 before declining to -2 percent in 2020.
According to the Income Expenditure and Labour Force Survey 2020, 17.2 million people in Afghanistan
are working age, with 8.6 million men and 8.7 million women. According to estimates, the
unemployment rate will be 18.6% in 2020, more significant than the 15.2% for men and 32% for women.

There have been conducted certain studies regarding unemployment in Afghanistan, however, this
study has used different variables and the most recent years with updated data therefore, this study is the
key to understanding unemployment in Afghanistan and the impacts of mentioned variables on

unemployment in Afghanistan.
3. Research Questions

Afghanistan is a developing country. There are not many research studies to investigate and
explore the determinants of unemployment and the relationship of unemployment with the Labour Force
in this country, hence this paper aims to fill the gap in that research area. In addition to the theories and
past studies reviewed above, this study has been tested based on the following questions:

1.What is the connection between (UN) and (GDP) in the long run?

2.What is the relationship between (UN) and (FDI) in the long run?

3.What is the relationship between (UN) and (LF)?
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4.What is the impact of (UN) and (EX)?
4. Research Objectives

1.To examine the long-run relationship between GDP (GDP) and the unemployment rate.
2.To investigate the long-run relationship between FDI (FDI) and the unemployment rate.
3.To examine the long-run impact of LF (LF) and the unemployment rate.

4.To analyze the long-run relationship between EX (EX) unemployment rate.

5. Methodology

This paper used annual data from time series between 1991-2020 in order to explore the
determinants of the unemployment rate in Afghanistan. The data have been used in this study are from
World Bank and United Nations databases. The study used the variables with the natural log.
Autoregressive Distributed Lag (ARDL) model is used to discover the long-run association between the
dependent variable which is the unemployment rate (UN), and independent variables such as gross
domestic product (GDP), foreign direct investment (FDI), the labour force (LF) and exports (EX). Below
is the econometrics model:

LN UN=py+p,LN GDP +,LN FDI+ ;LN LF +B4LN EX+ g
UN = Unemployment rate

GDP = Gross domestic product
FDI = Foreign direct investment
LF = Labour Force

EX = Export

6. Results

To determine the long-run relationship of the variables (dependent and independent), the
Autoregressive Distributed Lag (ARDL) model is used. Lag 2 was chosen as the maximum lag. The lag is
typically chosen to be 1 or 2 for annual data, but it is up to the researcher to choose a longer lag length for
data that occur more frequently (such as quarterly or monthly data) (Bakhshi & Ebrahimi, 2016). The
length of optional lags for the ARDL method has been chosen for use in the Akaike Information Criterion
(AIC).

Moreover, to eliminate inaccurate regression and confirm that no variables are integrated I (2), by
utilizing the Augmented Dickey-Fuller (ADF) and Phillips-Perron (PP) tests, the unit root test was
conducted to determine whether the order of integration between the variables used in the study is level |
(0) or I (1). The result of both Augmented Dickey-Fuller (ADF) and Phillips-Perron (PP) tests show that
LF is stationary at level I (0); however, UN, GDP, FDI, and EX are stationary in the first difference I (1).

6.1. Test of Bounds for Cointegration

The empirical result of the bounds test in Table 1 depicts that at a 1% significance level, the

estimated F-statistics value surpasses the upper bound critical value. The lesser and higher bound have
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critical values of 3.81 and 4.92, respectively, at a 1% significant level. Nevertheless, the computed F-
statistic is 5.509, greater than the upper bound value. Therefore, this study does not refute the alternative
hypothesis, which assumes that there is cointegration among variables. Thus, this research has a long-run
relationship between the study variables since this study verifies the bounds test of cointegration and the

long-run relationship between variables. Hence, the ARDL model is used to estimate the values of the

long-run coefficients.

Table 1. F-Bounds Test Result

Test Statistic Value Signif. 1(0) I(1)
F-statistic 5.509540 10% 2.68 3.53
5% 3.05 3.97
k 4 2.5% 34 4.36
1% 3.81 4.92

6.2. Long-run Relationship

Table 2 displays the finding of ARDL in the long run. Based on the long-run result, there is a
negative and significant relationship between LUN and LGDP. A 1 % increase in GDP per capita will
decrease the unemployment rate by 0.29 in the long run in Afghanistan. Okun’s law supports this result.

However, LFDI, LLF and LEX have a negative and insignificant association with LUN.

Table 2. Long-run Relationship

Variable Coefficient Std. Error t-Statistic Prob.

LN _GDP -0.295890 0.047256 -6.261407 0.0002
LN _FDI -0.006405 0.005771 -1.109836 0.2993
LN _LF -0.524146 0.318211 -1.647165 0.1381
LN _EX -0.048156 0.035398 -1.360424 0.2108

6.3. Diagnostic, QUSUM and QUSUMSAQ tests

To evaluate the stability of the method, QUSUM and QUSUMSAQ tests and numerous diagnostic
Itests (serial correlation, model specification, residual normality, and heteroscedasticity) have been
conducted. The result of diagnostic tests which is illustrated in Table 3 describes that model is correctly
specified, it is homoscedastic, does not have a serial correlation problem and all of the residuals are
normally distributed. As well as the result of CUSUM and CUSUM of Squares confirms the stability of
the model. Figures (1) and (2) below exhibit the results of CUSUM and CUSUMQS, respectively.

Table 3. Diagnostic Test

Serial correlation ~ Normality Heteroskedasticity Model specification
F-Statistic 1.985543 2.495715 1.285851 1.820086
Prob 0.2179 0.287119 0.3726 0.2193
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Figure 2. CUSUM of Squares

601


http://dx.doi.org/

https://doi.org/10.15405/epsbs.2023.11.51

Corresponding Author: Norhayati Mohamed

Selection and peer-review under responsibility of the Organizing Committee of the conference
eISSN: 2357-1330

7. Conclusion and Recommendations

This study aims to indicate the impact of macroeconomic variables on the unemployment rate in
Afghanistan. Unemployment is one of the world's most complex debates and economic problems. The
variables in this study have been used are GDP, FDI, LF, EX and unemployment rate. Based on the
findings of the study a raise in GDP decreases unemployment at a significant level in Afghanistan. This
result is in line with Okun’s law. However, FDI, labor force and export have a negative relation with the
unemployment rate but do not have a significant impact.

Based on the result we can investigate that the FDI has negative and insignificant. Therefore, the
FDI must be justified to create more job opportunities in Afghanistan, and the policymakers must
consider investigating more rural development as the majority of the Afghan population is living in rural
areas on the World Bank (2021).

In Afghanistan, most economic growth factors depend on international investors. Therefore, the
policymakers may focus more on exports to open opportunities for internal investors and connect the
people with the international market to seek jobs and export goods to other countries. It will help the
country to create more job opportunities and connections to the international market.

The Afghan government and policymakers should also encourage investors to develop new
projects to focus production on exports, fuelled by the market, to create more job opportunities. This will
help address the issue of unemployment. Furthermore, enhancing economic expansion and raising labour
productivity will lower unemployment.

The government of Afghanistan has to invest in some particular sectors, for example agriculture
sector as the majority of the population works on it. Therefore, the government should have some policies
to encourage and develop the agriculture sectors to help people increase their household income and
reduce the unemployment rate.

For future and further researchers in this area, it is recommendable that may choose different
variables and methods of research because of the data limitation and data collection, therefore, in future

studies it is important to consider the method and data with different variables.
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