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Abstract

The relationship between economic growth and the unemployment problem, which is so
important, has been a subject that has been debated and sought from past to present. With the general
acceptance that economic growth is not sufficient to create employment on its own, the concept of
growth does not create employment in the economic literature. This concept means that in the light
of Okun’s Law, the increase in productivity in the workforce can increase the real difference without
lowering the unemployment rates. The aim of the study was to measure the validity of the Okun’s
Law in European Union countries. In this context, the spatial econometric method was used in which
the effects of neighborhood relations of the member states of the European Union were taken into
consideration. As a result of the empirical findings, it is concluded that there is a spatial dependence
among the member states of the European Union and the Okun’s coefficient is similar in neighboring
countries.
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Oz

Ekonomik biiyiime ve en az onun kadar 6nemli olan issizlik sorunu arasindaki iligki gegmisten
giiniimiize tartisilan ve ¢6ziim aranan bir konu olmustur. Ekonomik biiylimenin, tek basina istthdam
yaratmada yeterli olmadiginin genel kabul gormesiyle birlikte ekonomi literatiiriine istihdam
yaratmayan biliylime kavrami girmistir. Bu kavram, Okun Yasasi 15181nda, is giiciindeki verimlilik
artisinin igsizlik oranlarini diistirmeden de reel ¢ikt1 farkini artirabilecegi anlamina gelmektedir.
Calismada Avrupa Birligi iilkelerinde Okun Yasast’nin gegerliliginin 6l¢iilmesi amaglanmistir. Bu
cercevede, Avrupa Birligi liye iilkelerinin komsuluk iliskisi etkilerinin de dikkate alindig1 mekansal
ekonometri yontemi kullanilmis olup 26 iilkeye ait veriler ile 2003-2016 donemine yonelik mekansal
panel veri analizi yapilmistir. Ampirik bulgular neticesinde, Avrupa Birligi iiye iilkeleri arasinda
mekansal bagimliligin var oldugu ve Okun katsayisinin komsu iilkelerde benzerlik gosterdigi
sonucuna varilmistir.

Anahtar Kelimeler: ekonomik biiyiime; issizlik; Okun yasasi; mekansal panel veri analizi.

35


mailto:burcuabaci@sirnak.edu.tr

Pedopma Ne 1(93) 2022

CBA3b MEXY BE3PABOTHUIEN 1 SKOHOMUYECKHAM POCTOM
IO 3AKOHY OYKEHA: TIPOCTPAHCTBEHHBIA SJKOHOMETPUUYECKHI
AHAJIN3 CTPAH EC

Jonme3 Byp:ky, u.o. nonient, PhD, Yuuepcurer LlsipHak, Lsipuak, Typrus
<burcuabaci@sirnak.edu.tr> ORCID: 0000-0001-9635-9242
Cyro3y Uopaxum Xaaui, npodeccop, PhD, Keipreiscko-Typeukuii ynusepcuter Manac,
bumkek, Keipreizcran <ihsugozu@manas.edu.kg> ORCID: 0000-0002-1861-3118

AHHOTaANuA

B3anMocBs3b MEXIy SKOHOMHUYECKUM POCTOM M YpPOBHEM 0e3paboTHIlbl, KOTOpas TaK BaXKHA,
ObUIa IPEMETOM CIIOPOB U IIOMCKOB KaK B MPOLLIOM, TaK U B HacTosAuieM. IIpu obmem npuzHanuu
TOTO, YTO PKOHOMHYECKHI pOCT caMm 1o ce0e HeIOoCTaTO4YeH Ui CO3JaHus pabOyMX MeECT, B
HKOHOMHUECKYIO JINTEPATypy BOIILJIA KOHLENLHUSA POCTa 06€3 co3aaHusl paboyux MecT. DTa KOHUEMNIHs
03HAyaeT, 4To B cBeTe 3akoHa OyKeHa pOCT IPOU3BOJUTEIBHOCTU TPY/Ja MOKET YBEJIIMUUTH Pa3phbiB
B peaJbHOM BBINIyCKe 03 CHIDKEHHs YpoBHs Oe3palGoruubl. Llenp uccinenoBanus cocrosyia B TOM,
4yTOOBI U3MEPUTS JAciicTBUE 3akoHa OykeHa B cTpaHax EBponeiickoro coro3a. B 3Tom koHTekcTe ObLI
UCIOJIb30BaH MPOCTPAHCTBEHHBIM YKOHOMETPUUYECKUI METOA, B KOTOPOM YUUTBIBAIHCH 3(PPEKTHI
COCEJICKMX OTHOLIEHUM TOCyAapCTB-4iIeHOB EBpomeickoro coro3a. B pesynbrare 3MIUpPUYECKUX
JAHHBIX JIeJaeTCsl BbIBOJ O HAJIWYMU MPOCTPAHCTBEHHON 3aBHCHMOCTH MEX]Yy IOCyJdapCTBaMM-
ynieHamMu EBpomerickoro coro3a u cxoactee koddduurenta OykeHa B COCETHUX CTpaHaXx.

KiaoueBble ci10Ba: 5SKOHOMMYECKM poct; Oe3paboruna; 3akoH OykeHa, aHaIu3
IMPOCTPAHCTBCHHLIX IMAHCIIbHBIX JaHHBIX.

OKYH MbIII3AMBI BOIOHYA AKYMYHUICY3IYK MEHEH 9dKOHOMHUKAJIBIK
OCYYHYH OPTOCYHIAI'bBI BAUJIAHBIII: Eb OJIKOJIOPYHYH MEUKNH/IUK
9KOHOMETPHUKAJIBIK AHAJIN3HU
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Kbickauya myHe310M6

OKOHOMHKAJBIK ©CYy MEHEH J>XYMYULICY3lyK MaceleCMHUH OPTOCYHJarbl OailaHblll Keml
yOakpITTaH OepH TaJKyyJlaHTaH »J»aHa 4Yedyy JKOJJOpY H3WIJCHIeH TeMalapAblH OupH.
KymymTyynyk J€HID3JIMH KOTOpYIaTyy YIYH OUp TraHa SKOHOMHKAJIBIK OCYIITYH JKETULITYY 3MEC
SKEH/JUTMHUH KaObUI aJbIHBIIIBI S5KOHOMUKAJIBIK afa0usATTap/a *KyMYHTYYIyKTy Maiga Keliadaran
©CYII TYIIYHYTYHYH KEJMII YBITHIIIBIHA ceben Oonay. byn TymyHyk OoroHYa, KyMylIyy KY4yHYH
OHJYPYMAYYJYTYHYH JKOTOPYJIAllbl JKYMYLICY3AYK JEHIDDJUH TOMOHIOTIIOCTOH, pealllyy
KHPEIIeHU 6CTYPYIITY MYMKYH KE€HIAUTUH KepcoTeT. byn amMrexktun makcatsl EBpona bupumaurune
Myude enkenepAe OyKeH MbIi3aMBbIHBIH JKapaMJIyylIyryH TeKIepyy. Makcarka »XeTyy Y4yH
bupumankke My4ye eJKeNepayH KOUIYHAIbIK OalJaHBIITApbIH Ja ACKE alraH MEeUKUHINK
HKOHOMETPHKA BIKMAachl KOJIOHYNyM, 26 enkenyH 2003-2016-xkplniapra TaaHAbIK CTaTUCTUKAIIBIK
MaalbIMaTTapbl MEHKWHIUK [aHeIh MaalbIMaT aHaJIM3U apKbUlyy H3WIJIEHT€H. ODMIUPUKAIIBIK
KBIUBIHTBIKTap EBpoma bupumauruHe wyde ejkenepayH OpPTOCYHIAa MEWKMHIMK —Ke3-
KapaHAbUIBIKTBIH Oap SKeHIUTHH jkaHa OykeH Kod(hGULIMEHTHHUH KOIIIYHA ©JIKeJIOP/16 OKIIOMITYTYH
KOPCOTTY.

Herunsru ce31ep: 5KOHOMUKAJIBIK OCYII; )KyMYHICY3/1yK; OyKeH Mblii3aMbl; MEHKUH/IUK MTaHEh
MaaJbIMaTTapbl aHAJIU3H.
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1. Introduction

Today, unemployment is considered to be one of the most important problems in the world and
constitutes a major obstacle to the development of countries. In order to eliminate this obstacle, it is
necessary to implement the policies that will increase the employment to the whole country and to
increase the production of the real sector and especially the foreign trade. Undoubtedly, increasing
the economic growth rates by creating new employment opportunities through increasing production
comes first in the policies to be implemented.

Since unemployment is a comprehensive problem, economic policy models alone cannot be
analyzed and analyzed. How economic growth occurs, whether it is facing the domestic market or
the foreign market, whether it is labor intensive growth, the amount of labor-capital composition
percentage in production, and the direction and strength of the relationship between economic growth
and unemployment (Y1lmaz, 2005: 65) [19].

In an article published by Arthur M. Okun in 1962, the empirical study of the United States (US)
economy, which tested the inverse relationship between unemployment rate and economic growth,
entered the economics literature as Okun’s Law. Briefly, this law argues that high or positive growth
rates decrease the unemployment rate and low or negative growth rates increase the unemployment
rate.

The fact that the global economy has nearly doubled in recent years and the targeted decline in
unemployment rates has not been realized indicates that the link between economic growth and
unemployment rate is becoming weaker. It has been realized that economic growth is not enough to
create employment and that growth that does not increase employment can be realized. This growth,
which does not reduce unemployment, by some economists it is expressed as virtual growth (Sugozii,
2011: 268) [14].

The empirical review of the study will also examine the validity of Okun’s Law for European
Union (EU) countries, and a discussion of the concepts of “non-employment growth’ or “virtual
growth” during this period. For this purpose, the spatial econometric method was used in order to
reveal the relationship between economic growth and unemployment rate variables and spatial
econometric methods of EU member countries were used.

The study is important for studying the effect of space. As a matter of fact, when we look at the
literature, it is seen that the effect of space effect analysis for EU countries has been made very little.
However, the lack of analysis covering 26 countries of the EU shows the contribution of this study to
the literature.

In this study, firstly, the economic growth and unemployment concepts and the situation of these
macroeconomic sizes in the EU member states were examined in a summary way. After a brief
summary of concepts and magnitudes, the basic theory of Okun’s Law was examined and a third
summary of the empirical literature was made. After that, econometric methods and models were
introduced and application results were given. In the conclusion section, in the light of the findings,
a general evaluation was made about the whole study.

2. Economic Growth and Unemployment, Concepts and Situation in EU Countries

A country is called economic growth by increasing the amount and quality of its limited resources
and expanding its production possibilities, or by achieving higher production levels by differentiating
production technology and institutional structure (Ustiinel, 1988: 58) [16].

The measurement of economic growth is made in real terms by calculating the periodical
increase in a country in real terms free of price changes. As a result of this measurement, the change
in the production level or capacity of the economy will have emerged. The change may be in a
negative direction, which is called shrinkage or, more generally, negative growth. Briefly, changes in
real GDP in an economy refer to economic growth.

When the average of the growth rates of the European Union countries is analyzed, it is seen
that there has been a significant contraction with the global financial crisis. Despite being interrupted
during the 2012-2013 period, the EU economy has been in the process of recovery in the last decade.
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Unemployment can be regarded as the loss of manpower due to the fact that the labor force is
not included in employment in different ways. This loss can be seen in the form of non-working,
which is the exact opposite of the study, and can be seen in the working state, especially in developing
countries (Ekin, 2003: 115) [8]. However, unemployment at work is also defined as frictional or
incidental unemployment and falls outside the scope of unemployment.

Although there are many types of unemployment, the unemployment which is the subject of the
study is irrevocable, so it should not be able to find a job although it wants to work first. For this
reason, some conditions are required to be considered as unemployed when measuring
unemployment. First of all, the person should be able to work (within two weeks to be able to work).
In addition, within a certain period (is accepted as the European Union and Turkey in 4 weeks) have
not found any channel in the job application business current wage level, although it has made and
still need to be any job does not work even one hour.

The unemployment problem, which is one of the damages caused by the financial crisis in the
member states of the European Union, declined with the growth in the economy. In the EU countries
where technology is developing rapidly and therefore it is difficult to create new employment
opportunities, the recent decline in unemployment rates in the recent period is a significant
development (fig.1 and fig.2).

2008 2010 2012 2014 2016 2018

Figure 1. Average Growth Rates in European Union Countries (2008-2018)
Source: Tradingeconomics.com, Eurostat.
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Figure 2. European Union Countries Unemployment Rates Average (2008-2018)
Source: Tradingeconomics.com, Eurostat.

3. Okun’s Law: Economic Growth and Unemployment Relations

Arthur M. Okun has examined the growth and unemployment rates for the US economy and
found that the unemployment rate declined in the period when the real growth rate was high, and the
unemployment rate increased in the period when the real growth rate was low. This relationship
between the real growth and unemployment rates with the help of a formula, this finding led to the
introduction of the literature as the Okun’s Law in the process (Case and Fair, 1999: 148) [3]. In other
words, this law is based on the assumption that high growth rates reduce the unemployment rate and
low or negative growth rates increase the unemployment rates. (Ceylan and Sahin, 2010: 158) [4].
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The theoretical basis of the relationships analyzed by Okun is based on the fact that the increasing
workforce needs to produce more goods and services. In order to express the analysis in its simplest
form, it assumes the use of unemployment rates for the amount of labor used in an economy for
production purposes. Okun’s equations are generally accepted as an empirical law, and
unemployment rates are used when the data are converted into output differences. (Demirgil, 2010:
140) [5].

First Difference Equation:

In this regression equation; Okun measures the simultaneous relationship between the trend in
unemployment rates and the increase in output.

u=u*-p(y-y*/y*) (1)

Where u is the actual unemployment rate, u* natural unemployment rate, y actual reel product,
y* indicates potential real net. The B parameter in the equation is Okun coefficient. This coefficient
is expected to be negative. Okun tested this model with 55 observations using quarterly data from the
1947-1960 period and reached the following conclusion:

u=0,30 - 0,30y (2

The actual unemployment rate will be 0.3% below the natural unemployment rate if the actual
product is 1% higher than the potential product.

Spacing Equation:

The relationship that the Okun has established here; between the potential and actual output level
and the unemployment rate. This model consists of the testing and selection of certain exponential
paths of the potential output. In this selection and testing process, alternative growth rates and
comparative levels are used. The regression equation has been established by associating the
percentage deficits implied in the current situation with the unemployment rate.

u=c+d(gyt—gy) 3)

Here, u indicates unemployment, gy potential yield, (gyt - gy) the gap between actual and
potential output level, and d is the coefficient of Okun. The constant term of the model is the
unemployment rate which is valid at the point of full employment (Stock and Ludwig, 2010: 19-20)
[13]. Okun found that this regression model was established for different paths with different periods
and the unemployment rate was between 0.28 and 0.38.

Okun’s Law; It has brought practicality to transform the growth rate of the product into a decrease
in the unemployment rate. The analysis gives an approximate result and does not function clearly
from year to year. Nevertheless, it provides a meaningful transformation from growth to
unemployment. (Dornbusch and Fischer, 1998: 19) [6].

4. Empirical Literature

The relationship between economic growth and the unemployment problem, which is so
important, has been a subject that has been debated and sought from past to present. One of the main
policies to reduce unemployment is to increase the growth rates by creating new jobs. Arthur M.
Okun argued that economic growth rates would reduce unemployment rates. In his study named
“Potential GNP: Its Measurement and Significance” for the US economy, which he used quarterly
data during the 1947-1960 period, he identified a disproportional relationship between growth and
unemployment. In the ongoing process, the number of studies investigating the relationship between
unemployment rate and economic growth with different methods has increased. However, this study
summarizes the studies that have used spatial econometric methods.

Katos, Pallis and Katsouli (2004) [10], “System Estimates of Cyclical Unemployment and
Cyclical Output in the 15 European Union Member-States”, named study, they analyzed the validity
of the Okun’s Law for EU member states with maximum likelihood method. The result is that growth
shortens unemployment in the short term.

Similarly, Herwartz and Niebuhr (2011) [9], in their work using spatial panel data analysis, tested
the validity of the Okun’s Law for the period of 1980-2002 on behalf of 15 EU member states at
NUTS 2 level. Another study using the aforementioned method is the study of Dreger, Erber and
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Wesker (2013) [7] for 27 EU member states at NUTS 1 level. Although the existence of the spatial
effect was determined, the findings confirmed Okun’s Law.

Another study on the relationship between economic growth and unemployment, using the spatial
econometrics method, is the work performed by Yazgan and Yilmazkuday (2009) [17]. With the data
of 1978-2002 period, Okun’s Law for USA was analyzed. In the study, geographic weighted
regression was used to evaluate possible geographical interactions between states. Different
coefficients have been reached for each country. The possible stability clubs for the coefficients of
Okun’s Law were also examined and the "clusters of Okun" were mostly geographically found.

Another study conducted by the method in question is the study of Kuscevic (2014) [11] for the
2002-2010 period using Okun’s Law for 358 metropolitan statistical fields. It has been concluded that
specific growth has a small impact on the unemployment rate and that unemployment at an urban
level is highly dependent on the surrounding conditions, national labor and commodity markets.

On the other hand, Oberst and Oelgemoller (2013) [12], applied the spatial panel data analysis
with the data of 2002-2009 period in the study of the question of whether the inequality between
economic growth and unemployment is a driving force for regional economic growth in Germany
after 2008-2009 economic crisis effects. As a result, spatial dependence was determined.

5. Empirical Analysis

In this part of the study, the first econometric method will be introduced and then the data set will
be given with the regression model. Finally, the findings of the analysis will be given and a general
evaluation will be made in the light of these findings.

5.1. Methods

Studies that pioneered spatial econometrics began to develop rapidly since the 1970s. Because
the studies using multi-zone data did not take into account the regional or neighboring relations
created a lack of analysis. As Tobler (1979) [15] states, everything is related to everything, but close
things are more related to distant ones (Yesilyurt, 2008: 166) [18].

The need to demonstrate the interactions and comparison of geographic positions with each other
gradually increased the use of cross-sectional data. Spatial econometrics is a science branch for spatial
and spatial heterogeneity in regression models for section and panel data (Zeren, 2010: 19) [20].

In the analyzes, the spatial weight matrix is defined in order to reveal the spatial successive
dependence, in other words the neighborhood relationship. The spatial weight matrix generated by
reference to the geographical arrangement of the observations or their proximity to each other is
defined as W and is n x n dimension. n is the number of locations or objects in the geography. For
each geographic location (region, state, county) there is a column with one row and each element
(wij) indicates whether the elements in the row and column are adjacent. For ease of use, locations or
objects are shown in i and j. The elements of the weight matrix are formed according to boundary or
distance-dependent weights (Zeren, 2010: 22) [20].

When Wij =when itis 1, i and j are adjacent to each other.

When Wij =when it is 0, i and j are not adjacent to each other.

In the weight matrix, standardization is generally used. After this process, the row sum must be
1. Two weighting methods available:

e (Geographic weighting

a. Distance to the neighborhood

b. Border neighborhood

The definition of the neighborhood depends on the distance between borders. Anselin has
developed different neighborhood definitions by resembling a border neighbor to a game of chess.
These are neighbor to the castle, elephant and queen (Anselin, 1988: 18) [1]. Castle neighborhood,;
the neighborhood, which shares the common edge, the elephant neighborhood; the neighborhood that
shares the common corner, queen is the neighborhood sharing the edge and the corner of the
neighborhood.

e Socio-economic weighting
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The regression models that take spatial consecutive dependence into consideration are two,
namely the spatial delay dependent variable model and the spatial delay error model. In the spatial
delayed dependent variable model, the delayed dependent variable is included as an explanatory
variable again.

y=pWy+XB+¢ 4)

p; It shows spatial autocorrelation.

Ho: p = 0 No spatial interaction

Hi: p # 0 Spatial interaction

In the case of the spatial delay error model, the error term of the neighboring regions is correlated
with the error term of our region.\ shows spatial autocorrelation.

y=xp+e (%)

e=Awetu (6)

The hypotheses of the model are as follows;

Ho: A= 0 No spatial interaction

Hi: A #0 Spatial interaction is exist

Provides different observation opportunities for all units in the sample, in the analysis of the
region and country where the possibility of heterogeneity is high, spatial panel data analysis with the
possibility to analyze and take into account these heterogeneities (Baltagi, 1995) [2] the method used
in the study.

In the spatial panel data analysis method, there are four regression models showing the effects of
space. These;

* Constant Effective Spatial Delayed Dependent Variable Model

yit= ai + pWyit + Xit + &it @)
* Spatial Delayed Dependent Variable Model with Random Effect

yit= pWyit + Xit + Mi + &it (8)
* Constant Effective Spatial Delayed Error Model

Yit = o + X} + &it 9)
€it = PWeit + Uit (10)
» Random Effective Spatial Delayed Error Model

yit = Xit + Mi + &it (11)
&it = Qeit + Uit (12)

5.2. Model and Data Set

In this study, it was aimed to measure the validity of the Ok Law in EU countries and spatial
panel data analysis method was used in this context and vizier neighborhood was chosen among the
weighting methods. The second equation of Okun’s equations is the Regression model of the study.
As mentioned above, this equation; The model consists of the testing and selection of certain
exponential paths of the potential output.

uit=cit+d(gyt—gy) (13)

According to the equation, the dependent variable of the regression model is the unemployment
rate. The explanatory variables are clear between the current unemployment rate and the actual and
potential output level at the point of full employment. The data sets of the unemployment rate and the
current unemployment rate variables at the point of full employment were obtained from EUROSTAT
data and the output difference data were obtained from ECONOMYWATCH data.

Table 1. Defining Variables

Symbol | Variable’s Name Variable Description

EU 26 member countries - Not seasonally adjusted data set. It
includes all age and gender classifications and reflects the
unemployment rate.

Unemployment
rate
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Unemployment at

c the point of full | EU 26 member countries - Not seasonally adjusted data set.
employment
, The EU 26 member countries - the coefficient of the
Okun’s

difference between the potential output (gyt) and actual output

coefficients
ay)

In the study, while the analysis of the EU countries for the period of 2003-2016 is aimed, it is
excluded from the data set of Cyprus and Malta. Because both countries do not have any border with
any of the other member countries.

5.3. Application and Findings

In the study, the findings were obtained using the codes prepared by Lesage with MATLAB
program. The results of the analysis of the least squares method for the range models of Okun are
shown in Table 2.

Table 2. Least Squares Method (OLS) Estimation Results

oLS
Dependent Variable: Unemployment Rate
Variables Coefficient t statistic Probability
Value
¢ (unemployment at full employment) | 1.1688*** 22.640 0.0000
d (Okun’s coefficient) -0.3012*** -5.4138 0.0000

Meaningfulness Rates: ***%1, **%5, *%10.

According to the results of OLS estimation, it is seen that the coefficients of the two explanatory
variables are statistically significant at 1% significance level. The reading coefficient was negative,
as expected, supporting the theory. It has been found that every 1% increase exceeding the output
difference will decrease unemployment by 0.30%.

However, if there is spatial interaction between EU Member States and the interaction is
neglected and the least-squares method is applied, the model's estimator will be deviated and
inconsistent. Therefore, the spatial effect of the model was determined by LM test.

Table 3. Test Results for Model Selection

Probability value
LM test spatial delay no 7.9770 0.005
Resistant LM test spatial delay no 0.4889 0.484
LM test spatial error 11.3907 0.001
Resistant LM test no spatial error 3.9026 0.048

As seen in Table 3, there is a spatial effect among the member countries and the appropriate
model is the spatial delay error model.

In the model, the MATLAB program did not provide the results of the LR test, which would
indicate whether the pooled effects or the fixed effects were valid. For this reason, the Restricted F
test was performed. At the end of the test, the F test statistic was found to be 10 and the hypothesis
HO, which indicated pooled effect, was rejected. Therefore, fixed effects are valid in the model.

As a next step, the Hausman test was performed to determine whether the model had fixed effects
or random effects and the Hausman test statistic was found to be 0.7790. According to this result, HO
hypothesis is considered to show random effects. In other words, random effects are valid in the
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model. However, as EU member states have been studied, it is more appropriate to make a constant
effect estimation in the study. Therefore, the spatial panel data model to be applied in the study is a
constant-acting spatial delay error model.

The estimation results of the constant-acting spatial delay error model are given in Table 4. As
can be seen, both explanatory variables are statistically significant at 5% significance level. As in the
OLS estimation results, Okun’s coefficient was negative in the direction of expected, which is the
theory. An increase of 1% in excess of the output difference will reduce unemployment by 0.31%.
On the other hand spatial effect showed significant results. In summary, in this study where the
validity of Okun’s Law is analyzed, it is concluded that there is a spatial dependence among EU
member states and the reading coefficient is similar in neighboring countries. However, the findings
of the study support the literature.

Table 4. Prediction Results for Model

Spatial Delay Error Model - Constant Effects
Dependent Variable: Unemployment Rate
Variables Coefficient t Statistic Pr(i?;%':ty
c (unemployment at full 1.1303** 18.9266 0.0000
employment) ' ) '
d (Okun coefficient) -0.3170** -6.9485 0.0000
spat. aut. 0.1859** 3.0445 0.0023

Meaningfulness Levels: ***%1, **%5, *%10.

6. Result

Unemployment is one of the leading problems in the socio-economic context all over the world.
In order to solve this problem, policies to increase employment have always been an indispensable
element of the economic policies of the countries. In this context, Okun’s Law, which predicts that
the increase in growth rates will decrease unemployment rates, is important.

In the study, the validity of Okun’s Law which analyzes the relationship between economic
growth and unemployment rates has been investigated. In order to examine this relationship, the
second equation of the equations is used, the unemployment rate as the dependent variable for the
period of 2003-2016, and the unemployment rate, which is valid at the point of full employment, and
the output difference between the potential and the actual product. The model also includes the
neighborhood relationship between EU member states. In practice, the existence of spatial interaction
has been tested and the spatial delay error model has been chosen as a suitable model. Pooled
estimation and fixed estimation results were then obtained. The Delimited F test on which to choose
these two results showed that the model has fixed effects. The findings obtained from the analysis of
the constant-acting spatial delay error model showed that Okun’s Law was valid for EU member
states. In other words, the increasing output gap has a decreasing effect on unemployment.

In addition, economic growth cannot directly contribute to the solution of the employment
problem. The reflection of economic growth in countries on the labor force depends on certain
conditions, and the only way to create new employment opportunities is not only to increase growth.
Therefore, unemployment should be explained by other factors than growth. Indeed, it is noteworthy
that unemployment cannot be prevented by a high growth rate.
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