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Abstract:

This study aims to analyze the impact of the shadow economy and
foreign direct investment (FDI) on unemployment in Libya during
the period 2000-2022, using the Nonlinear Autoregressive
Distributed Lag (NARDL) model, which allows for examining the
asymmetric relationships between variables in both the short and
long run. The analysis relies on official data from the World Bank,
as well as the Medina & Schneider (2018) estimates of the shadow
economy, in addition to data from the Central Bank of Libya and the
Ministry of Labor. The results reveal that the shadow economy has
a positive and statistically significant effect on unemployment,
indicating that its expansion increases unemployment rates, while
foreign direct investment contributes to reducing unemployment,
particularly in the long term. The findings also show asymmetric
effects between positive and negative changes in the shadow
economy, as well as significant influences of structural breaks
associated with major economic and political shocks (2008, 2011,
2016, and 2020). The study concludes that addressing
unemployment in Libya requires a dual-policy approach that
focuses on integrating informal activities into the formal economy
and encouraging FDI inflows into productive, labor- intensive
sectors to enhance economic stability and promote sustainable
employment opportunities.

Keywords: Unemployment, Shadow Economy, Foreign Direct
Investment, Structural Breaks, Nonlinear NARDL Model.
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