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Abstract

Inflation is one of the main issues in macroeconomics and one of the main concerns of many
countries. In recent years, the existence of rapid inflation due to economic sanctions and the
lack of injection of oil revenues has weakened the performance of macro variables, including
the increase in the unemployment rate and its spillover effects on all the provinces of the
country, especially the underdeveloped and poor provinces. Is. Therefore, it is necessary
to examine the effective factors in the direction of control, stability of the inflation rate,
and chronic reduction of the unemployment rate. Therefore, the current research aims to
analyze the spatial effect of inflation on unemployment in the provinces of Iran with a
spatial econometric approach during the period of 2006-2021. Before estimating the spatial
model, spatial spillover effects for the spatial auto regression model were confirmed using
Moran’s, Jerry C’s, and spatial F tests. Based on the obtained results, the inflation rate and
its proximity effects have negative and significant effects on the unemployment rate of the
studied provinces. According to other results, it has been observed that the gross domestic
product and credits for the acquisition of capital (construction) assets and the logarithm of
human capital have a positive and significant effect on reducing the unemployment rate;
meanwhile, the wage rate has a negative and significant relationship with the reduction
of the unemployment rate in the provinces. It is suggested to move simultaneously in the
direction of stabilizing the inflation rate and increasing the employment rate to increase the
competitiveness of production for the less developed and poor provinces.
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1. Introduction

The increasing unemployment has caused various economic, social and cultural
problems in the society. Also, inflation is generally considered to mean a
disproportionate increase in the general price level, which imposes serious costs on the
society. These two variables are socially important for policymakers (Jaafari Samimi
et al., 2014). The high values of both of these variables are considered negative from
the point of view of the society and as a result from the point of view of the policy
maker. Therefore, the policy maker aims to lower these two variables. The relationship
between inflation and unemployment has always been questioned. One of the first
theories in this matter was put forward by Phillips, who stated that there is a trade-off
relationship between unemployment and inflation, which means that as the
unemployment rate decreases, the inflation rate increases and vice versa, but since the
beginning of the 1970s, unemployment and inflation went together. And the emergence
of inflationary stagnation destroyed this exchange relationship (Ganika and Putra,
2022).

Trying to control inflation, keeping unemployment low is still a difficult task for
developed countries as well as developing countries. Whether the unemployment rate
can be stabilized by increasing the aggregate demand for mobility through fiscal or
monetary policies, or without increasing the price level, is an issue that has been widely
debated in the economic literature since Keynes (1936). Macro has been discussed.
Especially after Phillips (1958), where the Phillips curve was used by Phillips (1968).
Friedman (1968), Lucas and Rapp (1969); Lucas (1976); Bruner et al. (1976); Layard
and Nickel (1986, 1990), Blanch and Oswald (1994), Grubb (1986), Cross (1988), and
Pissarides (2013); and recently Blanchard (2016) for the analysis of aggregate demand
and aggregate supply in macroeconomic models. Therefore, the effects of examining
both variables in the economy of all countries in the world are of particular importance.

2. Methodology

In spatial econometrics, spatial effects are added to the performance of periodic or
complex regression models (panels). Therefore, in spatial econometrics, sample
information has a spatial component. When data has a spatial component, two issues
can be discussed: (1) Spatial dependence, and (2) Spatial heterogeneity. Before
estimating spatial panel models, we need to perform spatial dependence tests and to
check the existence of autocorrelation between disturbance terms. The existence of
spatial coherence between observations and spatial autocorrelation between
disturbance terms indicates the need to use spatial panel models. To do this, Moran,
Jerry C, and Jetis Ord J tests are used. The Moran test examines the assumption of
spatial autocorrelation between disturbance terms. In spatial econometric models, to
model spatial reactions, it is necessary to select the numerical value of spatial
directions. For this purpose, we have two sources of assumptions: (1) Position on the
coordinate plane, which is expressed by latitude and longitude, so that the distance of
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any point in the location, or distance of any observation located at any point relative to
fixed or central points or observations can be calculated. (2) The source of spatial
information is neighborhood and neighborhood, which expresses the relative location
in the space of an observed peripheral unit, compared to other such scales.

3. Conclusion

In this study, the spatial effect of inflation on unemployment in the provinces of Iran
for the period of 2015-2016 was investigated with a spatial econometric approach.
First, in order to check the diagnosis of spatial dependence, the spatial dependence of
the provinces was confirmed by the Moran, Jerry C and F tests, and based on the
significance of the above tests, the research model was estimated in the framework of
spatial auto regression. According to the research results, the inflation rate shows
negative effects on the increase in the unemployment rate of these provinces, and this
result is consistent with the results of other studies such as Mangapuram (2022), Meloni
(2022), Popescu and Diacono (2022), Melabi et al. (1400) and Naqdi et al. According
to other results, it has been observed that the gross domestic product and credits for the
acquisition of capital assets (construction) and the logarithm of human capital have a
positive and significant effect on reducing the unemployment rate; meanwhile, the
wage rate has a negative and significant relationship with the reduction of the
unemployment rate in the provinces.

Inflation and unemployment rates in Iran's economy are far higher than the optimal
rates, and this causes its effects to spill over to less developed provinces and weaken
the performance of macro variables in the economy. In order to reduce inflation and
unemployment in all the provinces of the country, it is necessary to pay attention to the
economic environment that governs the country, because it is possible to try to reduce
inflation and unemployment with different economic policies, but how are the existing
conditions? It will determine the necessary tools to solve the problem. An economy
that has a natural unemployment rate and an economy that has an unemployment rate
beyond the natural unemployment rate cannot reduce unemployment with similar
methods. Therefore, considering the results of the research, it is suggested:

1- Simultaneous movement in the direction of stabilizing the inflation rate and
increasing the employment rate with the aim of increasing the competitiveness of
production for less developed and poor provinces.

2- Controlling government spending and controlling the current budget of developed
provinces and increasing the construction budget of underdeveloped provinces in order
to improve the economic infrastructure with the aim of increasing employment.

3- Policies have been carried out to control inflation and production in other sectors,
especially industrial production sectors that need educated young workers, should
replace oil revenues. This causes less shocks and fluctuations to the economy and
reduces inflationary fluctuations and its negative effects.
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4- Relatively increasing the balanced view of all the provinces of the country with
the aim of reducing government expenditures, improving income distribution, reducing
the class gap and increasing the level of employment.
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Tab. 1: The results of the test of stationarity of variables by Levin, Lin and Chu (level)

(9, 9 1o 31 45,5 L) 92 5 o ! 390 .
— — e yuiio
Jlis! w3, Hlake Lol jlade
sofe o) —Y/YA UNE
stefone AN InGDP
seefens —AI¥Y InC
seo /oo AL WAGE
EEVRAN -y/o0 INF
gofoo¥ -Y/8A InHDI

TN o ) (gyld e s SDzdaw )3 (g5 dme HE ) pdaw )3 (g1 me

suios sl sisle

it Sl Jao slayiiie 92 5 0 e 0ol @l ool

!, Levin Lin & Chu (2002)



i '

wlad Ol sawsid b ygesl Y-0
ol aygesl cul 0555 )8 (o 3390 (2bid Sl ag2g pas b g2 lazl il ldd Jae (059 | Gty

sl osd &1 (V) Jg 5 9ol @lis sidlige (2L F g (s 52 cclige o9l

bad Ol 1 51 ool (gl oanduid g0l b Y Joua
Tab. 2: The results of diagnostic tests for the use of spatial effects
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Tab. 3: Spatial Hausman test with regard to the spatial SAR model
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Tab. 4: The results of determining the most suitable model based on the AIC statistic
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Tab. 5: Estimation results of the model with unemployment rate dependent variable
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Tab. 6: Results of total, direct and indirect effects
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