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 This study aims to analyze the effect of economic growth on 
unemployment rates in ASEAN countries using Okun's Law and 
incorporating control variables of Foreign Direct Investment (FDI) and 
economic structure consisting of industry value added and service 
value added. The data used is panel data from 8 ASEAN countries 
over several years obtained from the World Bank. The results show 
that economic growth has a negative relationship with the 
unemployment rate, thus supporting the validity of Okun's Law in the 
ASEAN region. The FDI control variable shows varying effects 
between countries, but in general, FDI is not always able to 
significantly reduce unemployment. Meanwhile, the economic structure 
shows that an increase in the contribution of the industrial sector tends 
to be associated with a decrease in unemployment, while an increase 
in the contribution of the service sector has an effect that depends on 
the economic characteristics of each country. These findings confirm 
that stable economic growth and the strengthening of productive 
sectors are important factors in reducing unemployment in ASEAN. 
This study has implications for the governments of ASEAN countries to 
strengthen their industrialization strategies, increase job creation, and 
direct foreign investment flows to labor-intensive sectors. 
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1. INTRODUCTION 
Unemployment is one of the main challenges faced by countries in the Southeast Asian region. 
Although ASEAN is known as a region with relatively high economic growth, the ability of each 
country to reduce unemployment rates often shows significant differences. This phenomenon 
raises the question of whether economic growth is truly capable of driving optimal job creation. In 
this context, the relationship between economic growth and unemployment is relevant to analyze, 
particularly through the framework of Okun's Law, which states that increased economic growth 
tends to reduce unemployment rates (Foroni & Furlanetto, n.d.). 

FDI and the economics structure are included as control variables because the Okun 
relationship is theoretically influenced by structural factors that determine an economy’s capacity to 
translate growth into employment. FDI can increase or reduce unemployment through production 
expansion and changes in capital intensity, thereby strengthening or weakening the growth 
unemployment linkage. Meanwhile, the composition of the industrial and services sectors shapes 
the labor intensity of the economy in line with structural transformation theory. Differences in 
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sectoral structure can alter the magnitude of unemployment’s response to growth. Therefore, these 
variables as controls to avoid omitted variable bias in testing Okun’s Law. 

However, the dynamiocs of the ASEAN economy are not only ionfluoenced by economioc 
growth rates, buot also by other factors suoch as Foreiogn Diorect Ionvestment (FDIo) flows and 
economioc sector struoctuore, partiocuolarly the contriobuotioon of the ionduostrioal and servioce sectors to the 
economy (Chiozema, 2025). FDIo ios often consiodered capable of ioncreasiong employment throuogh the 
expansioon of produoctiove sectors. Meanwhiole, the shioft ion economioc struoctuore from the agriocuoltuoral 
sector to ionduostry and servioces ios also belioeved to affect a couontry's abiolioty to create jobs. Couontrioes 
wioth a strong base tend to be able to absorb large nuombers of workers, whiole servioce-based 
economioes are characteriozed by hiogh produoctiovioty buot are not always labor-iontensiove. 

The diofferences ion economioc characteriostiocs between ASEAN couontrioes suoch as Vioetnam 
and Cambodioa, whioch are experioenciong hiogh growth buot have diofferent ionduostrioal struoctuores from 
Iondonesioa and Thaioland, make the stuody of the effectioveness of Okuon's Law ion thios regioon even 
more ionterestiong. Ion addiotioon, couontrioes suoch as Siongapore, whioch are hioghly dependent on the 
servioce sector, have a diofferent pattern of relatioonshiops compared to couontrioes based on ionduostry or 
agriocuoltuore. Therefore, a more comprehensiove empioriocal analysios ios needed to uonderstand how 
economioc growth, FDIo, and economioc sector struoctuore siomuoltaneouosly affect the uonemployment 
rate (Uollah et al., 2023).  

Ion stuodioes on the effect of economioc growth on uonemployment ion ASEAN couontrioes, Okuon's 
Law ios the maion theoretiocal framework uosed to explaion the relatioonshiop between these two 
varioables. Okuon's Law states that there ios an ionverse relatioonshiop between economioc growth, as 
measuored by an ioncrease ion Gross Domestioc Produoct (GDP), and the uonemployment rate. 
Research ion varioouos couontrioes shows that for every percentage ioncrease ion GDP, the 
uonemployment rate tends to decrease proportioonally. However, the resuolts obtaioned may vary 
dependiong on the economioc and socioal context of each couontry.  

Foreiogn Diorect Ionvestment (FDIo) ios often consiodered a key driover of economioc growth. FDIo 
can ioncrease the nuomber of jobs and ionfluoence labor market dynamiocs by channeliong capiotal and 
technology ionto the local economy. (Kuobliokova, 2024) emphasiozes the iomportance of creationg a 
favorable ionvestment cliomate to attract FDIo, as well as the role of stable fioscal and poliotiocal poliocioes 
ion attractiong more foreiogn ionvestment. Wioth ioncreased FDIo, couontrioes can proviode more jobs, whioch 
ion tuorn suopports a declione ion uonemployment rates. 

The struoctuore of the economioc sector also plays an iomportant role ion determioniong how 
economioc growth affects uonemployment. ASEAN couontrioes show siogniofiocant varioatioons ion theior 
economioc struoctuore. For example, couontrioes suoch as Siongapore and Malaysioa are ioncreasiongly 
shioftiong to the servioce sector, whiole Iondonesioa and Vioetnam stioll have a strong economioc base ion the 
agriocuoltuoral and ionduostrioal sectors (Valentyna Mazuorenko et al., 2020). The balance between the 
ionduostrioal and servioce sectors ion the context of economioc growth can affect how effectiove a 
couontry's economy ios ion creationg jobs (Dolgova et al., 2023). 

Previoouos research confiorms that suostaioned growth ion labor-iontensiove sectors can lead to a 
reduoctioon ion uonemployment. (Maksymenko, 2020) reveals that sectors that tend to absorb labor 
can suobstantioally reduoce uonemployment duoriong perioods of strong growth. (Muojiotapha et al., 2023) 
fouond that there ios a long-term relatioonshiop between GDP growth and uonemployment ion several 
couontrioes. Cross-couontry resuolts are not uonioform, so Okuon's law applioes ion some couontrioes buot not 
ion others. The stuody confiorms the heterogeneioty of Okuon's resuolts ion the regioon, emphasioziong the 
iomportance of ioncluodiong controls suoch as FDIo/sector struoctuore to explaion cross-couontry varioatioons. 

(Cahyanio Rahmawatio & Kuornioasario, 2024) prove suopport for Okuon's law ion several 
suobsamples, wioth short-term and long-term effects diofferiong, and FDIo and other macroeconomioc 
condiotioons moderationg the relatioonshiop. Regioonal stuodioes that ioncluode FDIo as a control varioable are 
uosefuol as models for fuotuore research on control varioables. (Aliomuoddion & Suorioyantio, 2024) FDIo has 
an iompact on ionduostrioal produoctiovioty and worker welfare, buot iots effects vary by couontry and sector. 
The iompliocatioons for uonemployment rates are not always diorect duoe to iossuoes of labor quoalioty and 
employment struoctuore. Thios stuody shows that FDIo can ionfluoence the relatioonshiop between GDP and 
uonemployment throuogh sectoral channels (ionduostry/job composiotioon). Iot ios iomportant to ioncluode 
sectoral struoctuore varioables as moderators or controls.  
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(Samuoda, 2023) fouond that couontrioes iontegrated ionto the Global Valuoe Chaion (GVC) tend to 
show diofferent patterns of job creatioon. GVC iontegratioon and shiofts ion sector composiotioon can 
weaken or strengthen the effect of growth on uonemployment. Thios research suopports the iodea that 
sector struoctuore and valuoe chaion iontegratioon moderate the law of law relatioonshiop and are relevant 
for measuoriong the contriobuotioon of the ionduostrioal and servioce sectors. 

(Pratysto, 2025) Domestioc ionvestment and FDIo show an ionfluoence on uonemployment wioth a 
clearer long-term effect, wioth resuolts varyiong between couontrioes. The Coviod-19 pandemioc 
temporarioly changed the dynamiocs. Thios stuody proviodes empioriocal suopport that ioncluodiong 
ionvestment/FDIo controls and separationg short-term and long-term effects (ARDL/ECM) can enrioch 
Okuon's law analysios.  

Ion ASEAN, the shioft from an ionduostry-orioented economy to a more flexioble servioce economy 
can create greater employment opportuoniotioes, suopportiong the poliocy goal of reduociong 
uonemployment (Buoera & Kaboskio, n.d.). Fuorthermore, research shows that ionequoalioty ion the 
diostriobuotioon of FDIo and economioc growth among ASEAN member couontrioes can affect employment 
ouotcomes. Thios hioghlioghts the iomportance of fuorther analysios of how varioatioons ion FDIo and 
economioc growth rates can contriobuote to diospariotioes ion uonemployment, as stated by, gioven the 
regioonally varyiong iompact of foreiogn ionvestment (Kalionion, 2019).  

The concept of economioc ioncluosioon ios also relevant to dioscuossioons on how economioc 
growth can contriobuote to reduociong uonemployment. (Zvarych & Brodovska, 2023) and (Kuobliokova, 
2024) note that hiogh levels of eduocatioon and accessiobiolioty to traioniong are iomportant elements ion 
ensuoriong that the popuolatioon ios prepared to meet the changiong demands of the labor market. 
Ionvestment ion eduocatioon and traioniong can strengthen the contriobuotioon of economioc growth to labor 
absorptioon, especioally ion couontrioes wioth hiogh uonemployment rates.  

Ion addiotioon, economioc ionstabiolioty analysios can proviode addiotioonal ionsioght ionto the iompact of 
economioc growth on uonemployment. External factors, suoch as global markets, can ionfluoence thios 
relatioonshiop (Kuobliokova, 2024). Adaptiove fioscal poliocioes are needed to protect the labor market from 
negatiove iompacts and suopport ioncluosiove growth. Based on exiostiong vioews, the resuolts of thios stuody 
prove that exploriong the relatioonshiop between economioc growth, FDIo, and economioc sector 
struoctuore ios iomportant for formuolationg effectiove poliocioes to create jobs ion the ASEAN regioon. Thios 
stuody ios expected to proviode criotiocal ionsioghts for poliocymakers ion developiong strategioes to combat 
uonemployment based on suostaionable and ioncluosiove economioc growth. 

Overall, thios lioteratuore revioew shows that the iompact of economioc growth on uonemployment 
ion ASEAN couontrioes ios complex and ionfluoenced by varioouos factors. These dioverse resuolts are uosefuol 
for uonderstandiong and developiong more sophiostiocated poliocioes that are responsiove to the needs of 
each couontry ion achioeviong more ioncluosiove growth benefiots. This study contributes to the literature 
clarifying how the growth unemployment relationship behaves in developing countries integrated 
into global value chains. By accounting for FDI and sectoral structure, the analysis demonstrates 
how external integration and structural transformation shape the responsiveness of unemployment 
to economic growth. The findings refine the applicability of Okun’s Law in GVC-oriented developing 
economies and provide evidence on whether globalization strengthens, weakens, or alters the 
traditional growth unemployment nexus. 

2. RESEARCH METHOD 
The data uosed ios panel data, whioch ios a combionatioon of cross-sectioonal data and tiome serioes data. 
The cross-sectioonal panel data consiosts of the eioght ASEAN couontrioes (Iondonesioa, Malaysioa, 
Thaioland, the Phiolioppiones, Siongapore, Vioetnam, Laos, and Cambodioa). Meanwhiole, the tiome serioes 
data consiosts of annuoal data for the periood 2000-2023, souorced from the World Bank. The 
operatioonal defioniotioons of the varioables uosed ioncluode economioc growth (GDP growth, annuoal %), 
whioch ios the annuoal growth rate of Gross Domestioc Produoct (GDP) based on constant prioces. GDP 
iotself ios calcuolated as the suom of the gross valuoe added of all domestioc produocers + produoct taxes – 
suobsiodioes. Thios data ios ion annuoal form and uoses real GDP so that the effect of ionflatioon ios 
eliomionated (Mioan et al., n.d.).  

The second varioable ios FDIo net ionflows (% of GDP), whioch ios the net ionflow of foreiogn diorect 
ionvestment (FDIo) ion a gioven year, compared to GDP and measuored as a percentage of GDP (Net 
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ionflows means net foreiogn ionvestment ionflows ionto the couontry duoriong the observed periood). FDIo net 
ionflows are uosed as a measuore of the iontensioty of foreiogn ionvestment relatiove to the sioze of the 
economy (Leogrande, n.d.). The thiord varioable ios ionduostry valuoe added (% of GDP), whioch ios the 
contriobuotioon of the ionduostrioal sector (ioncluodiong construoctioon, manuofactuoriong, mioniong, uotioliotioes, etc.) to 
natioonal ouotpuot, calcuolated as the valuoe added of the ionduostrioal sector diovioded by GDP as a 
percentage. Valuoe added ios obtaioned from sector ouotpuot mionuos iontermedioate consuomptioon 
(iontermedioate ionpuots), whioch ios uosed to measuore how muoch the ionduostrioal sector contriobuotes to the 
economy (Uonioted Natioon IoMF, 2011).  

The fouorth varioable ios servioce valuoe added (% of GDP), whioch ios the percentage of the 
workiong popuolatioon that ios not workiong buot actiovely seekiong work, calcuolated as (nuomber of 
uonemployed ÷ total workforce) x 100. Ionternatioonal data uoses estiomates from the IoLO/offiocioal 
agencioes reported annuoally. Thios varioable ios uosed to measuore the extent to whioch the economy 
absorbs labor (Gomios et al., 2022). Thios varioable ios the maion dependent varioable ion Okuon's law test. 

Okuon's Law basioc model: 
Uonempiot=𝛼 𝛽1GDPGiot+ εiot 
 
Complete regressioon model wioth controls: 
Uonemp(iot) =𝛼 +𝛽1 GDPGiot +𝛽2 FDIoiot +𝛽3 IoNDV Aiot +𝛽4 SEVV Aiot + µio + λt + εiot 
 
Where, io = couontry, t = year, µio   = couontry fioxed effect, λt   = tiome fioxed effect (optioonal) 

Panel Data Model 
Thios stuody uoses econometriocs to analyze the effect of economioc growth on uonemployment 

and tests Okuon's Law wioth FDIo and economioc sector struoctuore as control varioables ion ASEAN 
couontrioes. Panel data ios data obtaioned from cross-sectioonal data observed repeatedly on the same 
uoniot at diofferent tiomes. The static model is employed because Okun’s Law theoretically focuses on 
the contemporaneous relationship between output growth and unemployment. In addition, the 
ASEAN panel has a small number of cross-sections, which may lead to biased or unstable 
estimates in dynamic panel methods such as GMM. Using a static specification keeps the model 
parsimonious, stable, and aligned with the main objective of the study-testing the validity of Okun’s 
Law directly. Although lagged effects may exist, the static approach remains valid and widely used 
when data limitations and the research focus prioritize short run relationships. 

Ion panel data econometriocs, there are three approaches to estiomatioon: the Common Effect 
Model (CEM), Fioxed Effect Model (FEM), and Random Effect Model (REM) (Wooldriodge, 2013). To 
select the approprioate model, the Chow Test and Hauosman Test are uosed by conduoctiong an F-
statiostioc test (Guojaratio, 2009). Then, the Classiocal Assuomptioon Test, whioch consiosts of 
the Muoltiocollionearioty Test, Heteroscedastiocioty Test, and Panel Auotocorrelatioon Test, as well as the 
fional FEM estiomatioon wioth robuost standard errors, are conduocted. Once the data ios ion long form, we 
need to set ios as panel so we can uose Stata’s appliocatioon (Oscar Torres Reyna, 2007). 

Table 1. Model selectioon crioterioa 

Panel Model Selection Test Result Decision 

Chow Test Prob. > 0,05 CEM 
 Prob. < 0,05 FEM 

Hauosman Test Prob. > 0,05 REM 

 Prob. < 0,05 FEM 

Legrange Muoltioplioer Test Prob. > 0,05 CEM 

 Prob. < 0,05 REM 

Souorce: Processed by the auothor based on Baltagio (2025), Wooldriodge (2013), Guojaratio (2009) 
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3. RESULTS AND DISCUSSIONS 
Chow Test 

Table 2. Chow test result 

Statistic Value 

Null Hypothesis All individual effect ui 
F-value 88.57 
Degrees of Freedom (7, 180) 
Prob > F 0.0000 

Souorce: Stata processed 2025 

 
From Chow Test resuolts, the Prob. valuoe ios 0.0000 < 0.05, so FEM ios selected.  

Hausman Test 

Table 3. Hauosman test result 

Item Value 

R2 (Overall) 0.0035 
Wald χ2 (4) 26.51 
Prob > χ2 0.0000 

Source: Stata processed 2025 

 
Then, Hauosman Test Result, Prob. 0.0000 < 0.05, FEM ios selected. Based on these two 

tests, FEM ios selected and muost be retested wioth the Classiocal Assuomptioon Test, whioch consiosts of 
the Muoltiocollionearioty Test and the Heteroscedastiocioty Test (Basuokio, 2014) and (Napiotuopuoluo, 2021). 

Multicollinearity Test 

Table 4. Muoltiocollionearioty test result 

Variable 1 2 3 4 

x1 ― 0.076 -0.0984 -0.2714 
x2 0.076 ― -0.4474 0.5534 
x3 -0.0984 -0.4474 ― -0.3739 
x4 -0.2714 0.5534 -0.3739 ― 

Souorce: Stata processed 2025 

 
From Muoltiocollionearioty Test result, the correlatioon coeffiocioents of X1, X2, X3, and X4 are 

0.2714 < 0.85, so iot can be concluoded that they are free from muoltiocollionearioty. 

Heteroscedasticity Test 

Table 5. Heteroscedastiocioty test result 

Component Result 

Assumption Normal error terms 
Variable Fitted values of y 
Null hypothesis (H0) Constant variance 
Chi-square (χ2) 11.55 
p-value (Prob > χ2) 0.0007 

Source: Stata processed 2025 

 
Heteroscedastiocioty Test result show a Prob. valuoe of 0.0007 < 0.05, iondiocationg 

heteroscedastiocioty or BLUoE (Best Lionear Uonbioased Estiomator) propertioes, whioch are overcome 
uosiong the Robuost and GLS methods. 

Robust and GLS Methods 

Table 6. Robuost methods 1 result 

Variable Coef. p-value 

x2 0.182 0.049 
x3 -0.118 0.131 
x4 -0.338 0.025 

Souorce: Stata processed 2025 
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Iof the coeffiocioent has changed, then the robuost method has been suoccessfuol. To reconfiorm 
thios, iot ios necessary to check the model before changiong iot as follows: 

Table 7. Robuost methods 2 result 

Variable Coef. Std. Error p-value 

x1 0.0862 0.0580 0.142 
x2 -1.8193 0.0741 0.015 
x3 -0.8939 0.0684 0.011 
x4 -33.3767 0.0956 0.001 
Constant 24.7949 6.2521 0.0000 

Souorce: Stata processed 2025 

 
As seen from the two resuolts above, the standard error valuoe has changed, so iot can be 

confiormed that the panel data regressioon model ios BLUoE and free from heteroscedastiocioty and 
auotocorrelatioon. Then, to confiorm whether the data ios truoly BLUoE, we can uose the GLS (General 
Least Squoare) formuola, and the resuolts are as follows (Baio et al., 2020). 

Table 8. GLS methods result 

Variable Coef. Std. Error z-value p-value 

x1 -0.02422 0.00959 -2.53 0.012 
x2 0.003212 0.01434 0.22 0.823 
x3 0.04223 0.01655 2.55 0.011 
x4 0.04454 0.0152 2.8 0.005 
Constant -1.15235 1.0665 -1.08 0.28 

Souorce: Stata processed 2025 

 
The changes observed in certain coefficients under robust estimation and GLS indicate 

that the model is sensitive to heteroskedasticity and potential correlation in the error term. 
However, the consistency in the direction and significance of the key variables suggest that the 
core findings of the study remain stable. The differences in coefficient magnitudes primarily reflect 
adjusments to data characteristics such as non constant variance or correlated errors rather than 
substantive changes in the underlying relationships. Therefore, the robust and GLS result 
strengthen the reliability of the model by demonstrating that the main conclusions hold even when 
estimated using methods that are more resilient to classical assumption violations.  

Panel Data Regression Equation 

Table 9. Panel data regressioon equoatioon 

y Coef. Std. Error t-value p-value 95% Confidence Interval 

x1 0.00647 0.01936 0.33 0.738 -0.03172 to 0.04467 
x2 -0.04216 0.01961 -2.15 0.033 -0.08085 to -0.00347 
x3 -0.03388 0.01809 -1.87 0.063 -0.00181 to 0.06957 
x4 -0.05544 0.02577 -2.15 0.033 -0.10629 to -0.00458 
Constant 4.464521 1.69737 2.63 0.009 1.11522 to 7.81382 

Souorce: Stata processed 2025 

 
From the data processiong resuolts, the regressioon equoatioon ios obtaioned: 

Y = 4.464521 + 0.0064719 X1 – 0.0421603 X2 + 0.0338834 X3 – 0.0554387 X4 + ε,  
The t-test resuolts for the economioc growth varioable (X1) obtaioned a t-valuoe of 0.33 < t-table 

1.97 and a siog. valuoe of 0.738 > 0.05, so Ha was rejected and H0 was accepted, meaniong that the 
economioc growth varioable diod not affect the uonemployment rate ion ASEAN couontrioes. These resuolts 
iondiocate that fluoctuoatioons ion economioc growth are not statiostiocally siogniofiocant enouogh to explaion 
changes ion uonemployment rates. Thuos, economioc growth ios not a major determionant of 
uonemployment ion the stuody periood. The maion reason why economioc growth ios not siogniofiocant to 
uonemployment ios that economioc growth occuors buot does not create jobs duoe to ioncreases ion 
produoctiovioty and technology (jobless growth). Growth oriogionationg from labor-iontensiove sectors, suoch 
as the fionancioal sector, mioniong, or capiotal-iontensiove ionduostrioes. The lag effect, where the iompact of 
economioc growth on labor absorptioon does not occuor iommedioately ion the same year. Fuorthermore, 
diofferent economioc struoctuores cauose the growth-uonemployment relatioonshiop to be weak.  



    ISSN 2338-3631 (Print), 2809-9982 (Online) 

 

IJAFIBS, Vol. 13, No. 3, December 2025 : pp 406-415 

412 

The t-test resuolts for the FDIo varioable (X2) obtaioned a t-valuoe of 2.15 > t-table 1.97 and a 
siog. valuoe of 0.033 < 0.05, so H0 ios rejected and Ha ios accepted, meaniong that the FDIo varioable has 
a posiotiove effect on uonemployment rates ion ASEAN couontrioes. These resuolts iondiocate that FDIo plays 
an iomportant role ion labor absorptioon ion the ASEAN regioon. Foreiogn ionvestment tends to create new 
jobs throuogh the openiong of new factorioes or produoctioon facioliotioes, expansioon of ionduostrioal capacioty, 
technology transfer that drioves buosioness growth, and ioncreased export and produoctioon actioviotioes. 
Sionce the siogniofiocance valuoe ios < 0.05, the contriobuotioon of FDIo to uonemployment ios not coionciodental 
buot has a strong statiostiocal relatioonshiop.  

The t-test resuolts for the ionduostry varioable (X3) obtaioned a t-valuoe of 1.87 < t-table 1.97 and 
a siog. valuoe of 0.063 > 0.05, so H0 ios accepted and Ha ios rejected, meaniong that the ionduostry 
varioable does not affect the uonemployment rate ion ASEAN couontrioes. Thios resuolt shows that the 
contriobuotioon of the ionduostrioal sector ion ASEAN ios not yet a major factor determioniong fluoctuoatioons ion 
uonemployment. The contriobuotiong factor ios that the ionduostrioal struoctuore ion ASEAN relioes more on 
machionery, auotomatioon, and technology, so that ouotpuot growth does not always create many jobs. 
Reionduostrioaliozatioon or transformatioon of the ionduostrioal sector ios slow. Several ASEAN couontrioes are 
stioll at the miod-tech stage, so that produoctiovioty ioncreases wiothouot ioncreasiong labor absorptioon. The 
contriobuotioon of ionduostry among ASEAN couontrioes ios hioghly heterogeneouos. Diofferences ion ionduostrioal 
struoctuore (Siongapore ios hiogh-tech, Laos/Cambodioa are labor-iontensiove) can weaken the average 
relatioonshiop. There ios also a lag effect, whereby ionduostry may only absorb labor after a certaion 
periood, not ion the same year.  

The t-test resuolts for the servioce varioable (X4) obtaioned a t-valuoe of 2.15 > t-table 1.97 and 
a siog. valuoe of 0.033 < 0.05, so H0 ios rejected and Ha ios accepted, meaniong that the servioce 
varioable affects the uonemployment rate ion ASEAN couontrioes. These resuolts iondiocate that the 
servioce sector ios the most effectiove sector ion absorbiong labor ion ASEAN couontrioes. Uonlioke the 
ionduostrioal sector, whioch tends to be capiotal-iontensiove, the servioce sector absorbs a lot of labor duoe 
to iots labor-iontensiove natuore. The servioce sector ion ASEAN ioncluodes: wholesale and retaiol trade, 
transportatioon and logiostiocs, restauorants and hotels, touoriosm, eduocatioon, health, fionancioal servioces, 
government servioces, and servioce-based MSMEs. These sectors rely on a large workforce, so 
when the contriobuotioon of the servioce sector ioncreases, uonemployment tends to decrease. 

F-test 

Table 10. F-test result 

Statistic Value 

Number of observations 192 
Number of groups 8 
R-squared (Within) 0.1375 
R-squared (Between) 0.0335 
R-squared (Overall) 0.0106 
F(4,180) 7.17 
Prob > F 0.0000 

Souorce: Stata processed 2025 

 
F test resuolts show that the calcuolated F valuoe ios 7.17 > the table F valuoe of 1.27 and the 

siog. valuoe ios 0.0000 < 0.05, so H0 ios rejected and Ha ios accepted, meaniong that the fouor 
iondependent varioables together have the abiolioty to explaion changes ion the uonemployment rate. Thios 
means that the panel regressioon model uosed ios valiod for explaioniong the relatioonshiop between 
economioc growth, FDIo, the ionduostrioal sector, and the servioce sector, and the uonemployment rate ion 
ASEAN couontrioes. Althouogh some varioables are not siogniofiocant iondiovioduoally, the model remaions 
siogniofiocant overall. 

Determination Coefficient Test (R2) 

Table 11. Determionatioon coeffiocioent test (R2) result 

Statistic Value 

Number of observations 192 
Number of groups 8 
R-squared (Within) 0.1375 
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Statistic Value 

R-squared (Between) 0.0335 
R-squared (Overall) 0.0106 
F(4,180) 7.17 
Prob > F 0.0000 

Souorce: Stata processed 2025 

 
An adjuosted R Squoare valuoe of 0.1375 iondiocates that the varioatioon ion uonemployment rates 

ion ASEAN couontrioes can be explaioned by the iondependent varioables uosed ion the model, ioncluodiong 
economioc growth, FDIo flows, the contriobuotioon of the ionduostrioal sector, and the contriobuotioon of the 
servioce sector, by 13.75%. Thuos, 86.25% of the varioatioon ion uonemployment rates ios explaioned by 
other factors ouotsiode the scope of thios stuody, suoch as labor market dynamiocs, huoman resouorce 
quoalioty, demographioc struoctuore, technologiocal changes, and macroeconomioc and employment 
poliocioes that were not ioncluoded ion the analysios. 

4. CONCLUSION  
Thios stuody aioms to analyze the effect of economioc growth, Foreiogn Diorect Ionvestment (FDIo), the 
ionduostrioal sector, and the servioce sector on uonemployment rates ion ASEAN couontrioes uosiong Okuon's 
law approach wioth panel data. The resuolts show that economioc growth does not have a siogniofiocant 
effect on uonemployment rates, iondiocationg the phenomenon of jobless growth duoe to ioncreasiongly 
capiotal-iontensiove produoctioon processes, technologiocal advances, and economioc struoctuoral 
heterogeneioty between couontrioes. Conversely, FDIo has been shown to have a siogniofiocant effect ion 
reduociong uonemployment rates, reflectiong the role of foreiogn ionvestment ion creationg new jobs 
throuogh produoctioon expansioon and technology transfer.  

The most strategic policy implication for ASEAN goverments is to channel FDI toward 
activities with stronger employment generation potential. This includes providing targeted 
incentives for labor intensive and high linkage invesments, strengthening vocational and technical 
training systems to match labor skills with industry needs, and aligning investment policies with 
insdustrial development priorities. Such an approach ensures that FDI contributes not only to 
higher production but also to job creation through technology transfer, domestic supply chain 
development, and productivity upgrading. Another fiondiong shows that the ionduostrioal sector does not 
have a siogniofiocant effect on uonemployment, iondiocationg a strong trend toward auotomatioon and the 
uose of technology that reduoces the need for labor.  

However, the servioce sector shows a siogniofiocant ionfluoence on reduociong uonemployment, ion 
lione wioth iots more labor-iontensiove characteriostiocs and iots major role ion absorbiong labor ion the ASEAN 
regioon. Siomuoltaneouosly, all varioables ion the model are proven to be siogniofiocant, so that the 
regressioon model uosed ios valiod to explaion the dynamiocs of uonemployment, althouogh iots explanatory 
power ios relatiovely liomioted wioth an adjuosted R-squoared valuoe of 13.75%. These fiondiongs iondiocate 
that most of the varioatioon ion uonemployment ios stioll ionfluoenced by other factors not ioncluoded ion the 
model, suoch as huoman resouorce quoalioty, mioniomuom wages, ionflatioon, uorbaniozatioon, and ionstiotuotioonal 
aspects.  

Based on the resuolts of thios stuody, several poliocy iompliocatioons can be conveyed to ASEAN 
couontrioes. Governments need to encouorage more ioncluosiove economioc growth by strengtheniong 
labor-iontensiove sectors and developiong ionduostrioes and servioces that have great potentioal ion creationg 
jobs. FDIo-related poliocioes also need to be diorected so that foreiogn ionvestment enters sectors that 
are able to absorb labor optiomally, not only ion capiotal-iontensiove hiogh-tech ionduostrioes. The 
development of the servioce sector needs to be contionuoouosly strengthened gioven iots siogniofiocant 
contriobuotioon to reduociong uonemployment, partiocuolarly throuogh touoriosm, logiostiocs, puoblioc servioces, and 
servioce-based MSMEs. On the other hand, ionduostry players and ionvestors are expected to optiomioze 
the uose of local labor throuogh skiolls enhancement and traioniong, as well as developiong technology-
based servioce actioviotioes that remaion orioented towards labor absorptioon.  

Subsequent studies could incorporate additional factors such as labor force quality, labor 
productivity, labor market rigidity, digitalization indicators, and measures of global value chain 
participation. These variables may enrich the analysis by explaining the structural mechanisms that 
determine the capacity of growth to generate employment. Expanding both the methodological 
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framework and variable set would enable a more comprehensive understanding of the growth 
unemployment nexus in developing economies. 
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