E-JURNAL EKONOMI DAN BISNIS UNIVERSITAS UDAYANA
Available online atttps://ojs.unud.ac.id/index.php/EEB/index

Vol. 14 No. 08 Agustus 2025pages11551167

e-ISSN:2337%3067

CAUSALITY BETWEEN ECONOMIC GROWTH AND UNEMPLOYMENT
IN INDONESIA

Muh. Hamzah! Fitriyah 2

Article history: Abstract
This stug aims to examinghe causal relationship between oeomic
Submitted:30 April 2025 growth and the unemployment rate in Indonesia for the 22028 perioc
Revised:19 Mei 2025 This studyuses of a quantitative approachvith the datafrom theStatistic:
Accepted29 Juni 2025 Indonesiaand Bank Indonesia Data is analyzed using Vector errc

Correction model (VECM), Impulsesponse function (IRFand Varianc
Decomposition version estimation. The research outcomes disple

Keywords: unemploymentHowever, the cointegration test shows that there may
Causal relationship; long-run relationship between the two variabl@he VECM estimates sh
Economic Growth; that each variable adjusts to lofxgn imbalancesThe IRF and varianc
Unemploymen; decomposition analyses confirm that the influence of one variat

there is noshort run causal relationship among econongeowth anc

another is relatively weak in the shaotn. Howeve, the result shovs the

dynamics of adjustment in the long run. These findings highlig}
Koresponding: importance of a longun economic policy approach that not only foct
Fakultas Sosial dan Humaniora on growth but also considers structural factors in the labor mark

Universitas Nurul Jadid, Jawa effectively addressnemployment
Timur, Indonesia
Email: hamzah@unuja.ac.id

Fakultas Sosladan Humaniora Universitas Nurdadid, Jawa Timur, Indonesia
Emal: ekn.2142400016 @unuja.ac.id



mailto:hamzah@unuja.ac.id

1156 e-ISSN: 23373067

INTRODUCTION

Indonesia is one of the countries with the highest unemployment rates in the ASEAN region.
This condition is due to several provinces stdvimg unemployment rates that exceed the national
averaggKharisma & Wardhana, 2021Economic growth is a vital indicator for assessing a country's
development, as it reflects an increase in the productioncitapsf goods and services within a
specific period of timgOzili et al., 2023) In the Indonesian context, stable economic growth is
expected to be able to create social welfare through increasingapita income, creating jobs and
reducing povertyFahrudin & Kusnadi, 2020)However, in reality, an increase in Gross Domestic
Prodict (GDP) figures is not necessarily followed by a significant decrease in the unemployment rate
(Karo Karo & Yusnida2024) In Indonesia, real GDP growth was recorded at 5.05% in 2023, a slight
slowdown compared to the previous y@adrawati et al., 2024)This phenomenon shows that there
is a mismatch between economic growth and the ability of the labor market to absorb the workforce
(Hamzah et al., 2021Which can be caused by structural factors such as skills mismatch, dominance
of the informal sector, as well as growth in sectors that are capital intensive but havalntabior
absorptionMoridian, 2024)
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Figure 1. EconomicGrowth Graph for The Years 20192023

Unemployment itself is a serious condition in the economy, because apart from having an
impact on the Iss of individual incomé¢Junaedi, 2023)it also has negativiemplications for people's
purchasing power, national productivity and social stabifsasetyo, 2021 When economic growth
is not inclusive enough or is uneven sectorally, the problem of unemployment will remain a threat
even though economic growth figeréook positive(Wau et al., 2022)Unemployment, also referred
to as joblessness, refers to individuals who do not have any form of employment, are actively seeking
work, work less than two days a week, or are attempting to find a job that better matches their skills
and expectationfAgustina et al., 2023)According to Mantrg2020 unemployments part of the
workforce who is not working but is actively trying to get a j#triambodo, 2021)This term is
generally associated with the concept of open unemployment, namely the condition when someone is
ready and willing to work but has not yet eded a job opportunitgTriatmanto & Bawono, 2023)
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Figure 2. UnemploymentGraph for T he Years 20192023

In general,unemployment may belassifiedinto four types based on its impant causes
namely frictional unemployment (occurring due to transitions between jobs), structural (caused by a
mismatch between worker skills and labor market needs), seasonal (occurring due to seasonal
fluctuations in economic activity), and cyclical ¢s&d by a decline in overall economic activity). The
existence of these various types of unemployment reflects the complexity of employment problems
that require appropriate and sustainable solutions from the government and the privat@/iseictior
& Putri, 2020) This situation arises from an imbalance between the labor force and the availability of
job opportunities. From both economic and social perspectives, unemployment can lead to various
issuegDewi & Djinar Setiawina, 2022)

Therefore, it is necessary to carry out ardépth study of the relationship betwestonomic
growth and unemployment, not only to determine whether there is a correlation or not, but also to
analyze the direction and form of causality between the (vbo Na & Pov a.ghoesov §,
economic growth significantly reduce unemployment? Or is it actually high unemployment that
hinders economic growth? In fact, there could be a recipretaionship where the two influence
each other. To answer this question, the problem formulation in this research is formulated as follows:
the extent of the causal relationship between economic growth and the unemployment rate in
Indonesia, what is theirection of influence between these two variables, and how much contribution
each variable has in influencing the dynamics of the national economy. Based on this formulation, this
research aims to empirically and quantitatively test the relationshipebpt@conomic growth and
unemployment, assess the direction of causality that occurs, and measure how much contribution or
impact the variables have on each otbeth inside the quick and long term

Theoretically, this research refers to various macroamoon theories. One of the most relevant
is Okun's Law, which states that there is a negative relationship between economic growth and the
unemployment rate, namely when GDP increases, unemployment tends to decrease, and vice versa
(Wilms et al., 2021)However, in practice, various studies show that this relationship does not always
apply consistently, especially in developing countries like Indonesia, where the workforce etisictur
still dominated by the informal sect@Badrudin et al., 2025)Apart from Okun's Law, this research
also utilizes a Keynesian approach which emphasizes the smperiof aggregate demand in job
creation(Adi, 2022) As well as modern theories such as endogenous growth theory and institutional
approaches which see growth and employment in a more complex confert Kk & avuz&2021)
Neoclassical theory as proposed by Solow and Schumpeter is also relevant in understanding the role of
technology, capital accumulatiand innovation in creating quality growth and being able to absorb
labor optimally(Doré & Teixeira, 2023)

Based on this theoretical understanding, the proposed research hypothesis consists of three
parts: First, H1 states that economic growth has an influence on the unemployment rate in Indonesia
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(oneway causality).Second, H2 states that the unemployment rate has an impact on the rate of
economic growth (causality is in the opposite direction). Third, H3 states that there is a reciprocal
relationship between economic growth and unemployment -\{tayp causality). Thesethree
hypotheses will be tested using a quantitative approach with econometric models based on time series
data, which allows testing not only shoun relationships but also longn relationships This study

uses the Granger causality test method withhelp of Eviews 9 softwar€&ranger causality tei

used to identify the direction of causality between the variables under investigMfi@unyana &
Bendesa, 2021)This study expects toontribute to the method of more effiget macroeconomic
regulations both in encouraging inclusive growth and in reducing unemployment in a sustainable
manner.
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growth

< > Unemploymert

Source:Author Compilatior2025
Figure 3. ConceptFramework Diagram

RESEARCH METHODS

This research makes use of a quantitative approach with causality evaluation metmnzdygzi®
the relationship between economic growth (GDP) and the unemployment rate in Indonesia for the
2019 2023 periodThis study uses the data fromagstics Indonesi@BPS) andBank IndonesiaThis
study usesannual data covering each province in Indonesiaalysis was carried out through
descriptive statistical tests, stationarity tests using Augmented Diakiisr (ADF), and Granger
causality test to see dynamic relationships between variables. If both variables are stationary at the
same level, the Vector Autoregression (VAR) method is .udédanwhile, if a cointegration
relationship is found, the Vector Error Correction Model (VECM) approachséed. In addition,
classical assumption tests such as normality, autocorrelation, heteroscedasticity, and multicollinearity
were applied to ensure the reliability and validity of the md¢Delly et al., 2024)Impulse response
fundion (IRF) analysis and variance decomposition were also carried out to deepen understanding of
the direction, strength and duration of influence between vari@bteshimura et al., 2025Yhe final
results are analyzed to determine the direction of causality, whetheragner tweway, as well as to
understand the shertin and longrun relationships between economic grovettid unemployment
rates in Indonesia

RESULTS AND DISCUSSION

This study use®iugmented DickeyFuller Stationarity Test (ADF)o test the stationayyn
research, secondary data generally has a trend which can cause the data stdigonary. This non
stationary data can result in false regression (spurious regression), so that the estimates obtained are
invalid (Uddin et al., 2025)Therefore, so that the estimates produced are more accurate, the data used
must be stationary. To ensure data stationarity, an Augmented Ekciley (ADF) unit root test was
carried outTable 1 shows the stationary test result.
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Table. 1
Economic Growth Variables

t-Statistic Probabilitas
Augmented DickeyFuller test statistic -2,671 0,112
Test critical values 1% level -4,297
5% level -3,213
10% level -2,748

Source:Research Dia 2025

Because the economic growth variable is not stationary at level level, first differencing is
carried out to achieve stationary conditions. The results after the first differencirshcwed by
Table 2.

Table 2
Economic Growth Variables
t-Statistic Probabilitas
Augmented DickeyFuller test statistic -3,625 0,0133
Test critical values 1% level -3,753
5% level -2,998
10% level -2,639

Source Research Data 2025

Based on existing data, variable X shows the presence of a unit rootextehevhich indicates
that the variable is not stationary in its original form. However, after the first differentiation (D(X)),
the variable becomes stationary. This shows that the variable has first order integration (I(1)), which
means it requires arpproach such as VAR in the form of differentiation or VECM if there is a
cointegration relationship

Table 3
Unemployment Rate Variable
t-Statistic Probabilitas
Augmented DickeyFuller test statistic -0,696 0,8288
Test critical values 1% level -3,753
5% level -2,998
10% level -2,639

Source:Research Data 2025

Table 3 shows the result of stationarity test unemployment rate variBblause the
unemploymentrate variable is not stationaryt devel, first differencing is carried out to achieve
stationary conditions. After first differencing, the variables show stationary properties, which means
the meanyariance and covariance are regular over the yddns is important to avoid biased or
spuriousregression results, so that the analysis is more valid to continue to the cointegration test stage
and dynamic models such as VAR or VECM. The results after the first differencirgh@aned by
Table 4.

Table 4.
Unemployment Rate Variable
t-Statistic Probabilitas
Augmented DickeyFuller test statistic -3,617 0,014
Test critical values 1% level -3,770
5% level -3,005
10% level -2,642

Source:Research Data 2025

Causality Between Economic Grovethd Unemploymerih Indonesia
Muh. Hamzal& Fitriyah



1160 e-ISSN: 23373067

According toTable 4 where variable Y has a unit root at level, which means ittistadionary
in level. However, after the first differentiation (D(Y)), the variables become stationary. This shows
that the variable is first order integration (I(1)), which means it requires an approach such as VAR in
the form of differentiation or VECNf there is a cointegration relationship.

Table 5.
Granger causality test

Null Hypothesis F-Statistic Prob. Conclusion
Y does not cause X 197,968 0,175 There is no causal relationship
X does not cause Y 0,000 0,991 There is no causal relationship

Souce: Research Data 2025

The Granger Causality test is a statistical technique used to decide whether or not one time
series variable can be used to are expecting some other v@iNablgion, 2023)A variable is said to
"motive" every other variable within the Granger sense if past facts about that variable extensively
allows in predicting the opposite variable

Table 5 explains the result of Granger Causality TAsta 5 percent significance level, no
causal relationships found between economic growth and unemployment, indicating that changes in
one variable do not directly cause changes in the other in therghofhis shows that an increase or
decrease in economic growth does not necessarily affect the unemployment rate directly in a shorter
period, so that economic policies that only focus on economic growth may not have a direct impact on
reducing unemployn in the shortun.

Johansen Cointegrity Test a statistical approach used to test whether there's ¢garlom
relationship(cointegrationetween or more time series variableach of which is not stationary, but
the linear combination between thesarigbles is stationargJumiarti & Hayet, 2021)This test is
based on the Vector Autoregression (VAR) model and produces two masticgatiace data and
maximum Eigenvalue information, which might be used to decide the wide variety of cointegration
vectors that existif there is cointegration, it means that even though the variables move randomly in
the short run, they have a stabfguilibrium relationship in the long run. The Johansen test is superior
to other methods such as En@eanger because it can test the cointegration of more than two
variables simultaneous{iRakhmawati, 2024)

Table 6.
Johansen Cointegation Test

. . Trace Critical .
Hypothesis Eigenvalue Statistic Value (5%) Prob. Conclusion
None 0,620403 2,644,633 1,549471 0,0008 There is cointegratior
. . Trace Critical .
Hypothesis Eigenvalue Statistic Value (5%) Prob. Conclusion
At most 1 0,252263 6,104,793 3,841,465 0,0135 There is cointegratior

Source:Research Data 2025

Table 6 explains the trace test using Johansen CointegrationThestrace test shows the
existence ofwo cointegration relationships at a significance level pétent as evidenced by a trace
statistical value of 2,64833 and a probability of 0.000&hose findings imply that although within
the short time period there's no causal relationship amooigoenic growth and the unemployment
rate, in the long time there's a considerable balance relationship amdng trexiables. In different
words, changes in economic boom do no longer necessarily affect the unemployment rate inside the
brief term, but in the long term, the two will interact and adjust to return to the balance path.
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