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Introduction:

Full employment is one of the key goals of macroeconomic policies in every
country. However, many nations, especially developing ones, face significant
challenges in achieving this objective. In today’s world, creating appropriate job
opportunities for citizens is a priority for every country. Employment and access
to desired jobs are among the most critical societal needs, as they play an
undeniable role in improving human welfare and ensuring a dynamic and thriving
life. Thus, identifying the factors that influence employment is a vital task for
economic policymakers. Several factors affect the employment rate within a
country’s economy, with one of the most notable being the development of the
financial sector. Financial development, through measures like banking
deregulation, facilitation of transactions, improved access to financial resources
for investment and loans, and easing credit constraints, can lead to higher
productivity, economic growth, rising wages, and ultimately, greater employment
opportunities. Another significant factor influencing employment and economic
growth is Foreign Direct Investment (FDI). The inflow of FDI boosts industrial
activities, creating job opportunities—especially for local communities. Over
recent decades, the roles of financial development and FDI in employment have
gained increasing attention. Accordingly, the present study seeks to analyze the
effects of financial sector development and net FDI inflows on the employment
rate in Iran, focusing on the period from 1989 to 2022.

Methodology:

This study employs the Autoregressive Distributed Lag (ARDL) approach as its
analytical method. One of the key advantages of this approach is that it eliminates
the need to determine the exact degree of cointegration among the variables in the
model. Moreover, the variables do not need to share the same order of integration.
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By simply identifying the optimal lags for the variables, an appropriate model can
be developed. The ARDL approach is also highly effective for small sample sizes,
yielding reliable and efficient results even in such cases.

Results and Discussion:

In the initial stage of the study, the stability of the variables used in the model was
assessed using the augmented Dickey-Fuller (ADF) test. The unit root test results
revealed that all variables, except for economic growth and population growth,
were non-stationary at their levels but became stationary after first differencing.
Next, the presence of a long-term relationship among the variables was examined
using the bounds testing approach. The findings confirmed the existence of a long-
term relationship among the model's variables. Following this confirmation, the
ARDL approach was applied to estimate the model, and diagnostic tests were
conducted to ensure its robustness. Finally, the stability of the model was verified
using the CUSUM and CUSUMSQ tests, which indicated that the estimated
model was stable and reliable. The results of the study showed that the coefficient
for financial sector development was positive and significant in both the short and
long term, with values of 0.1253 and 0.1973, respectively. This indicates that a
1% increase in financial sector development led to a rise in the employment rate
by 0.1253% in the short term and 0.1973% in the long term. Similarly, the
coefficient for foreign direct investment (FDI) was positive and significant in both
timeframes, with values of 0.9506 and 1.7575. This suggests that a 1% increase
in FDI inflows increased the employment rate by 0.9506% in the short term and
1.7575% in the long term. For economic growth, the coefficient was also positive
and significant in both the short and long term, measured at 0.2073 and 1.4285,
respectively. This indicates that a 1% rise in economic growth boosted the
employment rate by 0.2073% in the short term and 1.4285% in the long term.
Conversely, the coefficient for gross capital formation growth was negative and
significant in both timeframes, with values of -0.2792 in the short term and -
0.4753 in the long term. This implies that a 1% increase in gross capital formation
growth reduced the employment rate by -0.2792% in the short term and -0.4753%
in the long term. Finally, the coefficient for population growth was positive and
significant in both periods, at 2.3843 in the short term and 0.6638 in the long term.
This indicates that a 1% increase in population growth resulted in a rise in the
employment rate by 2.3843% in the short term and 0.6638% in the long term.
Additionally, the error correction term coefficient was -0.7763 at a 1%
significance level, demonstrating statistical significance. This coefficient
indicates that approximately 78% of the imbalance error was corrected in each
period, driving the short-term value toward its long-term equilibrium.
Conclusion:

The findings reveal that financial sector development and foreign direct
investment (FDI) had a positive and significant impact on the employment rate in
both the short and long term. Conversely, gross domestic capital formation
negatively and significantly influenced employment in both timeframes.
Meanwhile, economic growth and population growth demonstrated a positive and
significant effect on employment rates in both the short and long term. Based on



e ) ol (5,185 A lo (6399 L 9 (o LiSu drwgs il /o]0 g gidnlB 53 pod YA

these findings, it is recommended that economic policymakers prioritize
accelerating the development of the financial sector, as this can contribute to
reducing unemployment. Specifically, efforts should focus on enhancing the
efficiency of the financial sector and formulating policies that promote its
sustained growth. Additionally, by adopting a de-escalation strategy in political
affairs and strengthening international relations, policymakers can attract greater
FDI and establish the necessary conditions for increased foreign capital inflows.
The results also highlight a substitutive relationship between capital and labor.
Therefore, economic policymakers are encouraged to pursue strategies that foster
a complementary relationship between these two factors. This requires creating
the appropriate conditions for new investments and utilizing the economy’s
untapped capacities to achieve higher employment rates. Furthermore, given the
significant positive impact of economic growth on long-term employment, it is
recommended that policymakers enhance support for domestic production and
introduce incentives to stimulate growth in this area. By fostering domestic
production, economic growth can be accelerated, leading to increased
employment opportunities across the country. Lastly, considering the positive and
significant effect of population growth on employment, policymakers should
implement measures to encourage population growth, thereby contributing to a
more dynamic labor market and higher employment levels.

Keywords: Employment Rate, Financial Sector Development, Foreign Direct
Investment (FDI), Autoregressive Distributed Lag (ARDL).
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