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ABSTRACT

This study investigates the relationship between governance quality and unemployment rates in
South Asian countries from 2009 to 2023. Utilizing econometric methodologies, including
Feasible Generalized Least Squares (FGLS) and Generalized Method of Moments (GMM), we
analyze the impacts of governance factors—specifically the rule of law, government effectiveness,
and voice and accountability—alongside traditional economic indicators such as GDP per capita.
Our findings reveal that governance-related factors have a significant negative impact on
unemployment, with improved rule of law and government effectiveness leading to lower
unemployment rates. Conversely, higher political inclusiveness, as measured by voice and
accountability, correlates with increased unemployment, indicating potential structural
challenges associated with more democratic processes. Interestingly, GDP per capita shows a
weak and statistically insignificant relationship with unemployment, suggesting that economic

growth alone may not suffice in addressing unemployment issues. The study underscores the
importance of effective governance and the potential trade-offs involved in political inclusiveness,
providing essential insights for policymakers aiming to devise strategies that mitigate
unemployment while fostering robust labor markets.

1. Introduction

Unemployment remains one of the most critical challenges for policymakers worldwide due to its profound socio-economic implications.
As a complex and multi-dimensional issue, it is often influenced by various economic, political, and governance-related factors. The persistence
of unemployment exacerbates poverty, social exclusion, and inequality while negatively impacting economic stability and growth (Sihombing
and Sitorus, 2024). The labor market's failure to absorb a growing workforce and offer quality jobs can lead to long-term negative outcomes,
including skill erosion, mental health deterioration, and strained social welfare systems (Sihombing and Sitorus, 2024). Given the multi-faceted
nature of unemployment, understanding its root causes and the role of governance structures is essential for developing effective policy
interventions. A key focus of recent research has been the role of governance quality in mitigating unemployment. Effective governance can
create an enabling environment for economic activity by ensuring transparency, accountability, and the rule of law, all of which contribute to a
stable labor market. On the other hand, political inclusiveness and the degree of voice and accountability in governance systems may introduce
additional complexities. More politically inclusive nations tend to have strong labor protections and welfare programs, which may contribute
to structural unemployment, particularly if market rigidities are introduced (Shand et al,, 2021). Understanding the delicate balance between
good governance and labor market dynamics is thus essential for addressing unemployment effectively.

In this context, this study investigates the relationship between governance quality and economic growth—specifically the rule of law,
government effectiveness, and voice and accountability and GDP—and unemployment rates South Asian countries. The research uses
econometric models such as feasible generalized least squares (FGLS) and generalized method of moments (GMM) to empirically assess the
impact of these governance factors on unemployment. The findings aim to offer a nuanced understanding of how institutional quality shapes
labor market outcomes and to provide practical recommendations for policymakers seeking to reduce unemployment through governance
reforms.
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Unemployment remains a persistent issue globally, with different regions experiencing varying degrees of success in addressing it. While
traditional macroeconomic factors such as GDP growth have long been studied in relation to unemployment (Zhong, 2024), the role of
governance structures has received increasing attention. Effective governance, characterized by transparency, accountability, and the rule of
law, is essential for creating a conducive environment for job creation and economic stability. However, the relationship between governance
and unemployment is not straightforward, as political inclusiveness may sometimes exacerbate structural unemployment by introducing labor
market rigidities (Egdell and Graham, 2016). Despite the broad consensus on the importance of governance in shaping economic outcomes,
empirical research on its specific impact on unemployment remains limited, particularly regarding the interaction between governance quality
and labor market performance. This study addresses this gap by analyzing the effects of governance-related factors—rule of law, government
effectiveness, and voice and accountability as well as economic growth on unemployment rates in a cross-country context. The problem lies in
understanding how governance can be leveraged to reduce unemployment without introducing unintended market rigidities that could stifle
economic growth. The primary objective of this study is to examine the relationship between governance quality and economic growth in
relation to unemployment rates. Specifically, it seeks to analyze the impact of governance factors—such as the rule of law, government
effectiveness, and voice and accountability—on unemployment across South Asian countries, while also investigating the role of GDP per capita
as a traditional economic determinant of unemployment. The study aims to provide policy recommendations based on empirical findings to
assist policymakers in developing strategies that reduce unemployment through improvements in governance quality.

The research seeks to answer the following questions:

e What is the impact of governance quality, particularly the rule of law and government effectiveness, on unemployment rates?

e How does political inclusiveness, measured through voice and accountability, influence unemployment levels across different countries?

e To what extent does GDP per capita, as an economic indicator, affect unemployment in comparison to governance-related factors?

e (Canimprovements in governance quality lead to sustained reductions in unemployment, or do certain aspects of political inclusiveness

contribute to higher unemployment?

This study contributes to the growing literature on the relationship between governance quality and unemployment. While previous studies
have explored the effects of governance on economic growth (Hasan, 2010; Brad, 2024) and poverty (Ronaghi and Scorsone, 2023), fewer have
focused explicitly on unemployment as a labor market outcome. This research fills this gap by providing a detailed empirical analysis of how
governance factors—specifically the rule of law, government effectiveness, and political inclusiveness—shape unemployment outcomes.

Moreover, this study applies robust econometric methodologies, including FGLS and GMM, to account for potential endogeneity and
autocorrelation issues, thus improving the reliability of the findings. By doing so, it contributes to the methodological rigor of governance and
labor market studies. Additionally, the research draws attention to the potential trade-offs between governance quality and political
inclusiveness, highlighting the complexity of addressing unemployment in democracies with strong labor protections.

While significant research has been conducted on the macroeconomic determinants of unemployment, including GDP growth and inflation
(Zhong, 2024; Zhu, 2023), relatively few studies have explored the role of governance in shaping labor market outcomes. Existing studies on
governance tend to focus on its broader impacts on economic growth and institutional development (Brad, 2024; Pham, 2024). However, the
specific mechanisms through which governance quality affects unemployment remain underexplored, particularly in cross-country contexts.
Additionally, the literature on political inclusiveness and its impact on unemployment is limited. Most studies on political inclusiveness focus
on its role in enhancing democratic governance and citizen participation (Egdell and Graham, 2016), but few consider its potential drawbacks
in terms of labor market rigidities. This study addresses these gaps by examining the dual role of governance quality and political inclusiveness
in influencing unemployment rates.

2. Literature Review

The complicated economic problem of unemployment significantly affects both the social stability of a nation and the well-being of its
citizens. To mitigate unemployment, governments implement various labor market, macroeconomic, and training policies. Sihombing and
Sitorus (2024) highlight the detrimental consequences of unemployment, including diminished self-confidence, skill deficits, heightened stress
levels, mental health challenges, and financial instability. In response, governments utilize several measures to combat unemployment, such as
fiscal and monetary policies, foreign investment incentives, trade promotion, and support for small and medium-sized enterprises (SMEs),
tourism development, and employment guarantees. These strategies aim to create a more robust labor market and enhance overall economic
stability. Fakih et al. (2024) further investigate the relationship between governance quality and unemployment in the Middle East and North
Africa (MENA) region by comparing the pre-Arab Spring and post-Arab Spring periods. Analyzing data from 15 countries between 2002 and
2019 using a fixed-effects model, the study reveals that higher governance levels are associated with lower unemployment rates, particularly
in the Levant and Gulf Cooperation Council (GCC) regions. Notably, this relationship is more pronounced for female unemployment; however,
the same trend is not observed in North Africa, indicating a complex interaction between governance and unemployment across different
contexts. Pham (2024) examines the impact of government spending on unemployment across 35 Asian countries from 2000 to 2022,
employing fully modified ordinary least squares and dynamic ordinary least squares methodologies. The findings suggest that improved
institutional quality and increased government expenditure contribute to lower unemployment rates. Interestingly, the adverse effects of
government spending on unemployment become more pronounced with enhanced institutional quality. Additionally, trade liberalization and
foreign direct investment are identified as significant factors in reducing unemployment in Asian nations. This study is particularly noteworthy

41



Rahman et al. Journal of Ekonomi 13 (2025) 40-51

as it is the first to explore how institutional quality moderates the relationship between unemployment and government spending within this
context, emphasizing the importance of effective governance.

Silalahi and Walsh (2023) explore the interconnections among government policies, worker empowerment, and unemployment, focusing
on their implications for social welfare and economic stability. Utilizing a mixed-methods approach, this study analyzes policy evaluations, labor
market statistics, and qualitative insights. The results indicate that the effectiveness of policies varies significantly; specific workforce
development programs and educational initiatives show promise in reducing unemployment rates. However, balancing labor market
regulations remains a challenge. Policies that promote employee involvement and skill development are found to positively correlate with job
satisfaction, job quality, and overall well-being. The study concludes with policy recommendations that advocate for enhanced social safety
nets, worker empowerment strategies, and equitable labor market regulations, prioritizing ongoing assessment and monitoring mechanisms
to ensure policy effectiveness. The Covid-19 pandemic has exacerbated global poverty, particularly in rural areas, compounding existing
challenges of unemployment. Ronaghi and Scorsone (2023) analyze data from 49 US states over a ten-year period, revealing that governance
quality and economic inequality significantly influence poverty levels. The study identifies several contributing factors, including education,
population demographics, health insurance access, food insecurity, and the gender wage gap. The authors argue that improving governance—
defined as the government's accountability and responsibility—represents one of the most effective strategies for addressing poverty
exacerbated by the pandemic. Shand et al. (2021) examined whether government initiatives addressing unemployment could reduce its
negative impact on suicide and self-harm. Three out of five studies found a negative correlation between unemployment-related policies and
suicide rates, while active unemployment measures and employment protection laws had only marginal effects. Notably, the suicide rates
among men were significantly lower. The findings suggest that unemployment policies, particularly for men, may help weaken the association
between unemployment and suicide. The rule of law fosters economic growth and private sector development, enabling job creation and
reducing unemployment through effective public policies that convert growth into employment opportunities (World Bank, 2024). Hasan
(2010) explores the legal obstacles hindering economic growth in Pakistan, highlighting the country's increasing demand for the rule of law.
The study identifies significant barriers caused by legal shortcomings, which are seen as the main hindrances to market expansion and economic
development in developing nations. In countries like Indonesia, job-related challenges have become more prevalent due to the COVID-19
pandemic. For instance, some companies terminated workers without cause, contributing to the rising unemployment rate. Anggraeni et al.
(2023) use an empirical legal and conceptual approach to analyze and address this issue. They examine Indonesia's Job Creation Law,
particularly Articles 151 and 153, which regulate termination of employment and prohibit arbitrary dismissal unless justified by legal or
harmful circumstances. Triatmanto and Bawono (2023) investigate the relationships between unemployment, human resources, and
corruption in Indonesia from 1996 to 2021, utilizing data from Transparency International and the World Bank. Their findings indicate that
corruption significantly hinders the country's development and prosperity. To tackle corruption, they recommend that the Indonesian
government implement stricter laws, enhance transparency, and invest in human capital development initiatives. Reducing corruption could
improve citizens' lives, ensure continued progress and wealth, and create a favorable environment for economic growth and development. The
study offers valuable insights for Indonesian policymakers.

Brad (2024) examines the impact of declining legal standards on socioeconomic development in the modern world. Using quantitative-
comparative analysis and secondary data, the study assesses the role of the rule of law in state and societal development by comparing countries
like the US, Singapore, and Romania, focusing on the absence of corruption and its influence on economic progress. Despite differences in
geography, history, and socioeconomic status, the study explores the connection between the rule of law and economic advancement. Hendrik
et al. (2023) focus on legal protections and dispute resolution mechanisms in response to the 2020 Omnibus Law, which allows businesses to
terminate employees arbitrarily. Through normative juridical research, the study highlights the importance of preventing unilateral layoffs and
the need for companies to communicate strategies to avoid them. In cases of layoffs, industrial relations dispute mechanisms, such as bipartite
discussions, are used to ensure peaceful resolutions between employers and employees, minimizing conflicts and ensuring a fair settlement
process. The UK's employment activation strategy emphasizes quick labor market entry by imposing coercive measures or penalties on job
seekers. An alternative approach to evaluating successful employment activation is the Capability Approach (CA), which prioritizes individuals'
freedom of choice and their abilities. Egdell and Graham (2016) utilize the CA to explore how youth perspectives, experiences, and voices are
integrated into the development and implementation of employment activation programs, focusing on the agency and voice of unemployed
young people. In Europe, public employment services are experimenting with cross-sector partnerships to address long-term unemployment.
However, these partnerships face challenges due to conflicting expectations of accountability. Case studies from Belgium, Denmark, Estonia,
Scotland, and the Netherlands reveal that standardized reporting, strict quantifiable measures, and minimal involvement from local politicians
contribute to a lack of political accountability and confusion about the dual role of the client as both accountee and accountholder (Hansen et
al,, 2022). Cheng et al. (2018) investigate citizens' perceptions of voice and accountability in the context of employment discrimination laws.
The study finds that the number of regulations across different countries positively influences citizens' attitudes towards these laws. This
relationship is moderated by cultural assertiveness and the proportion of women in the population, with positive effects being more
pronounced in assertive cultures and in countries with lower female population ratios. However, this association has only been demonstrated
in this single study. Saidova (2023) explores the relationship between GDP per capita and unemployment by analyzing World Bank data from
2011 to 2021 using an OLS model. The results show a non-normal distribution for unemployment data, while GDP per capita data followed a
normal distribution A negative correlation between GDP per capita and unemployment was found. Zhong (2024) examines the relationship
between GDP growth and unemployment in the US from 1948 to 2023 using both linear and nonlinear models. The study found that nonlinear
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regression provides a more accurate representation of the relationship between changes in unemployment and GDP growth. Despite broad
confidence intervals indicating potential risks of low GDP growth and high unemployment, the ARIMA model forecasts a positive future with
strong GDP growth and low unemployment, offering valuable insights for US economic planning.

Zhu (2023) uses a Vector Autoregression (VAR) model to analyze the relationship between GDP, inflation, and unemployment in the US
from 2012 to 2022. The findings suggest that GDP and unemployment can predict each other, while both can predict inflation. Shocks to
unemployment are largely driven by changes in GDP, whereas inflation and GDP are more influenced by their own changes. Kalinova and
Kroutlova (2023), focusing on the Moravian-Silesian Region, use regression analysis to investigate the relationship between macroeconomic
variables (GDP, GVA) and unemployment. A strong inverse relationship between GDP, GVA, and the unemployment rate is confirmed by
Pearson's correlation coefficient, though the research notes that unemployment is not the sole factor influencing economic development.

Li (2023) examines the relationship between GDP growth and unemployment in China using Granger Causality and Vector Autoregression
methods to assess the validity of Okun's Law. The study aims to determine whether past changes in GDP can forecast future unemployment
trends and vice versa. Al (2022) investigates the long-term relationship between GDP growth and unemployment in Malaysia, using
cointegration tests on data from 2010 to 2020. The findings indicate that unemployment significantly impacts GDP in both the short and long
term, with the COVID-19 pandemic disrupting the traditional negative correlation between GDP and unemployment. Zivkovi¢ (2022) analyzes
the relationship between GDP growth and unemployment across Western Balkan countries, the Visegrad group, and the EU's founding nations,
employing panel analysis and empirical data. A negative correlation is observed in all three groups, with statistical significance found only in
the EU founding nations. Shiferaw (2023) investigates the dynamic relationship between GDP, inflation, and unemployment in Ethiopia using
the XWT study and the multivariate Student-t GAS model. The findings reveal a fluctuating relationship between these variables, with a notable
link between unemployment and inflation. The ARDL model shows that inflation positively impacts GDP, while unemployment has a negative
effect. The study calls for policies targeting unemployment reduction, particularly among youth, to stimulate economic growth.

Environmental, Social, and Governance (ESG) factors play a crucial role in achieving Sustainable Development Goals (SDGs) (Bulut et al,,
2024; Gazi et al, 2024; Han et al,, 2024, 2023; Isik et al,, 2024a; 2024b; 2024c; 2024d; 2024e; 2024f; 2024g, 2024h, 20241, 2024j, 2024k, 20241,
2021; Islam, 2024; Islam et al., 2024a; 2024b; 2024c; 2022; 2023a; 2023b; 2020; Jabeen et al., 2024; Yan et al., 2024a, 2024b; Alvarado 2023,
2022; Cetin et al,, 2023; Dogru et al,, 2023, 2019; Rana et al., 2023; Mamun et al., 2022; Rahman et al., 2020;) and reducing unemployment by
promoting inclusive and sustainable growth. Environmentally sustainable practices help create "green jobs" and support SDG 13 (Climate
Action) by fostering industries that prioritize renewable energy, sustainable agriculture, and waste management. Socially responsible policies,
focusing on equality and labor standards, support SDG 8 (Decent Work and Economic Growth) by enhancing job quality and security, leading
to a more resilient workforce. Good governance, integral to ESG, strengthens institutions and promotes transparency (SDG 16), which builds
investor confidence and encourages business expansion, ultimately contributing to lower unemployment. Together, these ESG dimensions
foster a stable, sustainable economic environment that not only reduces unemployment but also accelerates progress across multiple SDGs.

3. Methodology
3.1. Sample selection

The selection of South Asian countries for this analysis is based on several important considerations. South Asia is a region characterized
by diverse economic structures, governance systems, and development trajectories, making it a compelling context for studying the interplay
between governance, political inclusiveness, and economic outcomes like unemployment. Countries in South Asia face unique challenges such
as high population growth, widespread poverty, varying levels of institutional development, and significant economic disparities, which can
influence labor market dynamics. By focusing on this region, the study aims to explore how factors like government effectiveness, the rule of
law, and voice and accountability impact unemployment in a setting where these governance indicators often vary significantly across countries.
Additionally, South Asian countries are at different stages of economic development, which allows for the examination of whether these
governance-related factors have similar effects across economies with different levels of GDP per capita. Given the region’s growing importance
in the global economy, understanding the governance-economic nexus in South Asia can offer valuable insights for policy formulation and
economic reform efforts.

3.2. Regression model
UNEM = B0 + B1GDPC + B2RL + B3GEFF + B4ACC+ ¢

Where

. UNEM: Unemployment Rate

. 0: Intercept term

. [1: Coefficient for GDP Constant

. [32: Coefficient for Rule of Law

. [3: Coefficient for Government Effectiveness
. [34: Coefficient for Voice and Accountability
. €: Error Term
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3.3.Methods

This study employs a cross-sectional time-series framework using Feasible Generalized Least Squares (FGLS) estimation to analyze the
relationship between unemployment (UNEM) and key explanatory variables, including GDP (GDPC), government effectiveness (GEFF), rule of
law (RL), and voice and accountability (ACC) across South Asian countries from 2009 to 2022. The dependent variable, unemployment rate, is
measured as the percentage of the labor force actively seeking employment, while the independent variables capture economic performance
(GDP per capita) and governance quality (government effectiveness, rule of law, and voice and accountability). The model is specified to assess
the impact of these independent variables on unemployment, employing FGLS to address potential endogeneity and ensure robustness against
heteroskedasticity and autocorrelation. To further validate the robustness of the results, we utilize GMM estimation, which not only tests for
robustness but also addresses various underlying issues. This comprehensive methodology aims to provide valuable insights into the interplay
between governance factors and unemployment in the South Asian context, contributing to the literature on economic policy and governance
reform.

4. Result
4.1.Summary statistics

The summary statistics in table 1 provide an overview of five key variables: unemployment (UNEM), GDP (GDPC), rule of law (RL),
government effectiveness (GEFF), and voice and accountability (ACC). The mean unemployment rate (UNEM) is 5.95%, with a range from a
minimum of 0.54% to a maximum of 13.16%, showing moderate variation with a standard deviation (SD) of 2.86%. The GDP (GDPC) displays
significant variation, with a mean of 4.17e+11 and a wide range from 1.477e+09 to 3.199e+12, indicating substantial economic disparities
among the sample countries. The rule of law (RL), with a mean of -0.319 and a range from -0.959 to 0.672, suggests that most countries are
below the global average in maintaining a strong legal framework. Government effectiveness (GEFF) shows similar trends, with a mean of -
0.322 and a range from -1.135 to 0.702. Voice and accountability (ACC) also have a mean of -0.3, reflecting varying levels of political
inclusiveness, with a minimum of -0.878 and a maximum of 0.461.

Table 1: Summary statistics

Mean Median SD Min Max
UNEM 5.952 5.06 2.860 .535 13.157
GDPC 4.173e+11 8.845e+10 7.882e+11 1.477e+09 3.199e+12
RL -319 -43 0.443 -959 672
GEFF -322 -299 0.495 -1.135 .702
ACC -3 -.348 0.383 -.878 461

4.2.Correlation

The pairwise correlation table highlights the relationships between unemployment (UNEM), GDP (GDPC), rule of law (RL), government
effectiveness (GEFF), and voice and accountability (ACC). The correlations suggest several notable associations. Unemployment (UNEM) has a
weak positive correlation with GDP (GDPC) at 0.101, indicating that higher GDP is mildly associated with higher unemployment. However,
UNEM is negatively correlated with both the rule of law (RL) (-0.201) and government effectiveness (GEFF) (-0.316), implying that countries
with stronger legal frameworks and more effective governments tend to have lower unemployment rates. Interestingly, UNEM has a positive
correlation with voice and accountability (ACC) at 0.325, suggesting that countries with more political inclusiveness might experience higher
unemployment. GDP (GDPC) is moderately positively correlated with RL (0.177), GEFF (0.280), and ACC (0.554), indicating that wealthier
countries tend to perform better in terms of governance and political rights. Finally, RL, GEFF, and ACC are all strongly correlated with one
another (0.646 to 0.895), signifying that countries with stronger legal institutions and more effective governance also tend to have greater
political accountability and inclusiveness.

Table 2: Pairwise correlations

Variables UNEM GDPC RL GEFF ACC
UNEM 1.000

GDPC 0.101 1.000

RL -0.201 0.177 1.000

GEFF -0.316 0.280 0.895 1.000

ACC 0.325 0.554 0.646 0.530 1.000
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4.4.Normality Test

The histogram of standardized residuals, based on 98 observations from 2009 to 2022, reveals that the residuals are normally distributed.
The mean residual is close to zero (-8.94e-16), indicating an unbiased model. The median (-0.051) further supports this, while the standard
deviation (1.237) reflects moderate dispersion. The slight negative skewness (-0.259) suggests a minor asymmetry, but the kurtosis (2.555) is
close to 3, indicating a near-normal distribution. The Jarque-Bera test result (1.904) and its associated p-value (0.389) confirm that the residuals
do not significantly deviate from normality, validating the assumption of normal residuals in the regression model. This distribution supports
the robustness of the model's fit.

Series: Standardized Residuals
Sample 2009 2022
Observations 98

Mean -8.94e-16

Median -0.051467
Maximum 4.175986

Minimum -5.188500
Std. Dev. 2.137010
Skewness -0.259022
Kurtosis 2.554956
I I I II Jarque-Bera 1.904601
0
-5 -4 -3 -2 -1 0 1 2 3 4

Probability 0.385852

R N W b U1 OO N

4.4.FGLS regression

The FGLS regression result (Table 3) show that GDP per capita (GDPC) has a near-zero coefficient, indicating a weak and statistically
insignificant relationship with unemployment. Although the t-value (-1.67) suggests a slight negative effect, the p-value of 0.094 implies only
marginal significance at the 10% level, and the confidence interval is extremely narrow, suggesting little practical impact. The rule of law (RL),
with a coefficient of -2.713, shows a stronger negative relationship with unemployment, meaning that improvements in legal frameworks tend
to reduce unemployment. This result is significant at the 10% level (p = 0.058), with the confidence interval suggesting that the true effect could
range from a reduction of 5.522 to almost no effect (0.096). Government effectiveness (GEFF) also has a negative coefficient (-2.137), indicating
that better governance reduces unemployment. This relationship is statistically significant at the 10% level (p = 0.054), suggesting that
countries with more effective government structures experience lower unemployment. In contrast, voice and accountability (ACC) has a
positive and highly significant impact on unemployment, with a large coefficient of 6.689 (p < 0.01). This suggests that countries with higher
political inclusiveness tend to have higher unemployment, potentially reflecting structural or economic complexities in more democratic or
politically accountable systems. Finally, the constant term (6.672) is highly significant (p < 0.01), indicating a baseline unemployment level
when other variables are held constant. Overall, these results indicate that governance-related factors such as the rule of law and government
effectiveness tend to reduce unemployment, while political inclusiveness (ACC) is associated with higher unemployment.

Table 3. FGLS regression

UNEM Coef. St.Err. t- p- 95% Conf Interval

value value Sig
GDPC 0 0 -1.67 .094 0 0 *
RL -2.713 1.433 -1.89 .058 -5.522 .096 *
GEFF -2.137 1.108 -1.93 .054 -4.31 .035 *
ACC 6.689 989 6.76 0 4.75 8.627 ok
Constant 6.672 .396 16.87 0 5.897 7.448 ok
Mean dependent var 5.953 SD dependent var 2.908
Number of obs 98 Chi-square 79.962
Prob > chi2 0.866 Akaike crit. (AIC) 433.951

% p<.01, ** p<.05, *p<.1
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4.5.Robustness check (GMM estimations)

The GMM estimation results provide a deeper understanding of how various factors influence unemployment (UNEM). GDP per capita
(GDPC) shows a near-zero coefficient and is statistically insignificant (p = 0.106), indicating that it has little to no effect on unemployment in
this context. Government effectiveness (GEFF) and the rule of law (RL) both have negative coefficients (-2.137 and -2.713, respectively),
suggesting that improvements in these governance-related factors lead to reductions in unemployment. These relationships are marginally
significant, with p-values of 0.063 for GEFF and 0.068 for RL, indicating notable but not highly conclusive effects. In contrast, voice and
accountability (ACC) has a strong positive effect on unemployment, with a highly significant coefficient of 6.688 (p = 0.000), implying that
greater political inclusiveness is associated with higher unemployment rates. The constant term (6.672) is significant, representing a baseline
unemployment rate. The model explains 46% of the variation in unemployment, as indicated by the R-squared value of 0.459. However, the low
Durbin-Watson statistic (0.242) suggests potential autocorrelation, which may require further adjustments to the model (See Table 4).

Table 4: GMM Estimation

Variable Coefficient Std. Error t-Statistic Prob.
GDPC 0 0 -1.630 0.106
GEFF -2.137* 1.137 -1.878 0.063
RL -2.713%* 1.471 -1.844 0.068
ACC 6.688*** 1.015 6.588 0.000

C 6.672 0.406 16.431 0.0000
R-squared 0.459 Mean dependent var 5.953
Adjusted R-squared 0.436 S.D. dependent var 2.907
S.E. of regression 2.182 Sum squared resid 442.980
Durbin-Watson stat 0.242

5. Discussion

The findings from both the FGLS and GMM regression analyses shed light on the multifaceted relationships between governance quality,
political inclusiveness, and unemployment in South Asian Countries. The results suggest that governance-related factors, such as the rule of law
and government effectiveness, have a negative impact on unemployment, consistent with previous literature emphasizing the role of strong
institutions in improving labor market outcomes. The FGLS regression indicates a weak and statistically insignificant relationship between GDP
per capita (GDPC) and unemployment, with the coefficient being close to zero and a p-value of 0.094. This finding aligns with research by
Saidova (2023) and Zhong (2024), which suggest that while GDP growth is generally thought to reduce unemployment, the relationship is not
always straightforward and can vary depending on regional or country-specific factors. The marginal significance at the 10% level implies that
while GDP may influence unemployment to a small degree, it is not a strong determinant in the context of this analysis. This contrasts with
traditional theories like Okun’s Law, which posits a more robust inverse relationship between GDP growth and unemployment (Li, 2023). The
limited practical impact found here may indicate that factors other than GDP growth are more critical in driving unemployment trends. The
negative coefficients for the rule of law (RL) and government effectiveness (GEFF) in both FGLS and GMM regressions confirm that improved
governance is associated with lower unemployment. The coefficients (-2.713 for RL and -2.137 for GEFF) indicate that better legal frameworks
and more effective governance structures contribute to reducing unemployment. These results are statistically significant at the 10% level (p-
values of 0.058 and 0.054, respectively), suggesting that while the effects are not overwhelmingly strong, they are still meaningful. These
findings are consistent with studies by Brad (2024) and Triatmanto and Bawono (2023), which emphasize the importance of good governance
and the rule of law in fostering economic development and reducing unemployment. Fakih et al. (2024) also highlight the importance of
governance in the MENA region, showing that better governance structures lead to lower unemployment, particularly among women.
Interestingly, the most striking finding is the positive and highly significant relationship between voice and accountability (ACC) and
unemployment. With a large coefficient of 6.689 (p < 0.01), the results suggest that greater political inclusiveness is linked to higher
unemployment. This finding may seem counterintuitive but could be explained by the complexities of democratic processes and political
accountability. Countries with higher political inclusiveness may face structural challenges, such as stronger labor protections or social welfare
programs, that unintentionally lead to higher unemployment, especially if businesses face more regulatory constraints. This aligns with Cheng
etal. (2018), who argue that political inclusiveness can have complex effects on labor market outcomes, particularly in assertive cultures where
governance structures may be more participatory but also more rigid. Additionally, Egdell and Graham (2016) suggest that while employment
activation programs in democratic societies emphasize freedom and choice, they may not always effectively reduce unemployment, particularly
for marginalized groups.

The GMM results largely corroborate the findings of the FGLS regression, particularly regarding the insignificant relationship between GDP
per capita and unemployment. Government effectiveness and the rule of law continue to show negative relationships with unemployment,
though the p-values (0.063 and 0.068) suggest that the effects are marginally significant. The strong positive impact of voice and accountability

46



Rahman et al. Journal of Ekonomi 13 (2025) 40-51

on unemployment is confirmed, reinforcing the idea that greater political inclusiveness may complicate labor market dynamics. The constant
term remains highly significant, indicating a baseline level of unemployment regardless of changes in the governance-related variables. The
GMM model explains 46% of the variation in unemployment (R-squared = 0.459), but the low Durbin-Watson statistic (0.242) suggests potential
autocorrelation. This highlights a potential limitation of the model, as autocorrelation may bias the estimates, and further adjustments, such as
incorporating lagged variables or using alternative estimation techniques, could be necessary to obtain more accurate results.

6. Conclusion

This study has illuminated the intricate interplay between governance quality, political inclusiveness, and unemployment in South Asian
countries. The results indicate that governance-related factors such as the rule of law and government effectiveness significantly influence
unemployment rates. Specifically, improved governance appears to correlate with lower unemployment levels, underscoring the vital role that
strong institutions and effective governance play in shaping labor market outcomes. The analysis revealed a surprisingly weak and statistically
insignificant relationship between GDP per capita and unemployment. While conventional economic theory suggests that economic growth
should lead to a reduction in unemployment, this study finds that GDP growth is not the sole determinant of labor market dynamics. The
marginal significance of the GDP per capita variable suggests that other factors, particularly governance quality, may be more influential in
determining unemployment levels. This finding calls into question the traditional views encapsulated in theories like Okun’s Law, which assert
a strong inverse relationship between GDP growth and unemployment. Instead, it implies that the connection between economic growth and
job creation may be more nuanced, potentially varying across different contexts and regions. The findings regarding the rule of law and
government effectiveness further emphasize the importance of good governance in driving positive labor market outcomes. The negative
coefficients observed for both variables indicate that enhancing legal frameworks and governance structures can lead to reduced
unemployment, reinforcing the idea that a well-functioning state is essential for economic prosperity. The statistically significant results, though
modest, highlight the need for continuous efforts to improve governance in order to achieve better employment outcomes. Conversely, the
study found a significant positive relationship between voice and accountability and unemployment rates, which challenges conventional
wisdom. This suggests that higher political inclusiveness may inadvertently lead to increased unemployment. Such a phenomenon may arise
from the regulatory complexities and labor protections that often accompany more inclusive political systems. As governments strive to protect
workers’ rights and promote social welfare, they may impose constraints that deter businesses from hiring or expanding their workforce. This
creates a paradox wherein political inclusiveness, while fundamentally important for democratic governance, can introduce rigidities that
complicate labor market dynamics. These insights are particularly relevant for policymakers aiming to tackle unemployment in South Asia. The
results indicate that enhancing governance quality should be a central focus in efforts to reduce unemployment. Policymakers must prioritize
strengthening institutions and improving the rule of law while ensuring that governance reforms do not inadvertently introduce labor market
rigidities. It is essential to strike a balance between promoting political inclusiveness and maintaining an agile labor market capable of absorbing
a growing workforce. Moreover, the study highlights the complexity of addressing unemployment in democracies. While political inclusiveness
is a vital component of a functioning democracy, it is crucial to recognize that it may carry unintended consequences for the labor market.
Policymakers should consider implementing strategies that promote both democratic governance and effective labor market policies to mitigate
these challenges. In conclusion, this research provides valuable contributions to the discourse on governance quality and its implications for
unemployment. By demonstrating the significance of governance-related factors in shaping labor market outcomes and revealing the
complexities of political inclusiveness, the findings underscore the need for a multifaceted approach to address unemployment. As countries
navigate the intricate relationships between governance, economic growth, and unemployment, understanding these dynamics will be essential
for formulating effective policies that foster sustainable employment opportunities and enhance overall economic stability. The study calls for
ongoing research to further explore these relationships and their implications for different contexts, contributing to a deeper understanding of
how governance can be leveraged to create favorable labor market conditions.

7. Policy Implications

The findings from this study highlight several key policy implications for addressing unemployment in South Asian countries. Policymakers
can leverage these insights to design and implement effective strategies aimed at improving governance and enhancing labor market outcomes.
The following policy recommendations emerge from the analysis:

1.  Strengthening Governance Frameworks: Enhancing the rule of law and government effectiveness should be a priority for
policymakers. This includes promoting transparency, accountability, and institutional integrity. Governments can invest in capacity-building
initiatives that empower public institutions to function more effectively, thereby fostering a stable economic environment that encourages job
creation. Implementing measures such as anti-corruption campaigns, judicial reforms, and efficient public service delivery can significantly
improve governance quality.

2. Balancing Political Inclusiveness and Labor Market Flexibility: While political inclusiveness is essential for democratic governance, it
is crucial to balance this with the need for labor market flexibility. Policymakers should aim to design labor regulations that protect workers’
rights without imposing excessive burdens on employers. This may involve revising existing labor laws to ensure they provide necessary
protections while allowing businesses the flexibility to adapt to changing economic conditions. Encouraging dialogue between stakeholders—
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such as labor unions, employers, and government representatives—can help identify solutions that support both workers and businesses.

3. Promoting Inclusive Economic Growth: Policymakers should focus on fostering economic growth that is inclusive and equitable. This
includes developing policies that target marginalized and vulnerable groups, ensuring that they have access to quality jobs and economic
opportunities. Initiatives such as skills training programs, entrepreneurship support, and access to finance for small and medium-sized
enterprises (SMEs) can help create a more inclusive labor market. By prioritizing the needs of disadvantaged populations, governments can
enhance overall employment levels and reduce inequality.

4.  Enhancing Labor Market Information Systems: Establishing robust labor market information systems can provide policymakers with
valuable insights into employment trends, skills gaps, and workforce demands. This information can inform the development of targeted
training programs and educational initiatives that align with the needs of the labor market. By ensuring that workers are equipped with the
skills that employers seek, governments can facilitate smoother transitions into employment and reduce structural unemployment.

5.  Encouraging Public-Private Partnerships: Collaboration between the public and private sectors is essential for creating sustainable
employment opportunities. Policymakers should encourage partnerships that foster job creation through investments in infrastructure,
technology, and innovation. Initiatives that engage businesses in workforce development—such as internships, apprenticeships, and training
programs—can help bridge the gap between education and employment, ensuring that job seekers are better prepared for the demands of the
labor market.

6.  Monitoring and Evaluation: Continuous monitoring and evaluation of governance reforms and labor market policies are critical to
understanding their effectiveness. Policymakers should establish mechanisms to assess the impact of implemented strategies on unemployment
rates and governance quality. This data-driven approach will enable governments to make informed decisions and adjust policies as needed to
achieve desired outcomes.

7.  Engaging in Regional Cooperation: Given the interconnectedness of South Asian economies, regional cooperation can play a vital role
in addressing unemployment challenges. Policymakers should explore opportunities for collaboration on issues such as labor mobility, trade,
and investment. Joint initiatives aimed at improving governance and enhancing labor market dynamics across borders can create a more
conducive environment for job creation and economic growth in the region.

By implementing these policy recommendations, South Asian countries can work towards reducing unemployment while strengthening
governance quality. A comprehensive approach that addresses both the structural challenges of the labor market and the underlying governance
issues is essential for fostering sustainable economic development and improving the overall well-being of citizens. As nations navigate the
complexities of unemployment in a rapidly changing global landscape, these insights can guide policymakers in crafting effective, evidence-
based strategies that yield positive outcomes for their populations.

7.1. Limitations of the Study and Future Research Direction

While this study offers valuable insights into the governance-unemployment nexus in South Asia, it has certain limitations. First, data
availability and consistency across South Asian countries may limit the generalizability of findings, as variations in data quality can impact
robustness. Additionally, while FGLS and GMM help address endogeneity concerns, these methods may not fully account for complex, dynamic
interdependencies between governance factors and unemployment. Future research could expand upon this work by examining a broader set
of ESG indicators, which may capture additional dimensions affecting unemployment. Incorporating case studies or qualitative methods to
explore country-specific governance contexts would provide a more nuanced understanding of these relationships. Furthermore, investigating
the role of global challenges, such as climate change and technological disruption, on governance and labor markets would be valuable, aligning
the research with the evolving Sustainable Development Goals (SDGs) agenda.
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