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Abstract: This research paper examines the relationship between economic growth and unemployment in 

India. Using time-series data from 1991 to 2023, the study employs the Okun’s Law framework to assess the 

impact of GDP growth on unemployment rates. The findings suggest a weak inverse relationship, 

highlighting structural issues in the Indian labor market. Policy recommendations for inclusive growth and 

employment generation are discussed. 
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I. INTRODUCTION 

Economic growth and unemployment are crucial indicators of a nation's economic health. According to Okun’s Law, 

there exists an inverse relationship between economic growth and unemployment. However, in developing economies 

like India, the relationship is more complex due to factors such as informal employment, sectoral shifts, and skill 

mismatches. This paper aims to analyze the impact of India’s economic growth on unemployment trends. 

The relationship between economic growth and unemployment in India is a complex and multifaceted topic.  

Economic growth refers to the increase in the production of goods and services in economy over time, often measured 

by GDP (Gross Domestic Product). Unemployment, on the other hand, refers to the condition in which individuals who 

are capable of working, are actively seeking but unable to find employment. 

In India, the relationship between these two variables has been influenced by various factors such as demographic 

trends, policy interventions, technological advancements, and the structure of the economy. While economic growth is 

generally expected to reduce unemployment by creating new jobs, the impact in india has often been mixed. Rapid 

economic growth may not always lead to proportional job creation, particularly in sectors that are capital-intensive 

rather than labor-intensive. Additionally, the growth experienced in recent decades has sometime been accompanied by 

an increase in informal employment or underemployment, rather than a significant reduction in unemployment.  

 

II. LITERATURE REVIEW 

Economic growth and unemployment are crucial indicators of a nation's economic health. According to Okun’s Law, 

there exists an inverse relationship between economic growth and unemployment. However, in developing economies 

like India, the relationship is more complex due to factors such as informal employment, sectoral shifts, and skill 

mismatches. This paper aims to analyze the impact of India’s economic growth on unemployment trends. 

 

 III. RESEARCH METHODOLOGY 

This study employs a quantitative approach using secondary data from sources such as the World Bank, the Reserve 

Bank of India, and the Ministry of Labor and Employment. The time-series data from 1991 to 2023 is analyzed using 

regression models to determine the correlation between GDP growth and unemployment rates. 

The study employs the following econometric methods: 

 Descriptive Statistics: To summarize trends in GDP growth and unemployment. 
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 Correlation Analysis: To determine the strength and direction of the relationship between economic growth 

and unemployment. 

 

Regression Analysis: 

 Ordinary Least Squares (OLS) Regression: To estimate the impact of GDP growth on unemployment. 

 Autoregressive Distributed Lag (ARDL) Model: If the data is non-stationary and exhibits long-run 

relationships. 

 Granger Causality Test: To check for causality between GDP growth and unemployment. 

 

Stationarity Tests: 

Augmented Dickey-Fuller (ADF) test 

Phillips-Perron (PP) test 

 

Diagnostic Tests: 

Multicollinearity test (Variance Inflation Factor) 

Heteroskedasticity test (Breusch-Pagan test) 

 

SECONDARY DATA ANALYSIS: 

Economic growth and unemployment are key indicators of a country’s economic health. While economic growth, 

measured by Gross Domestic Product (GDP), signifies the expansion of economic activities, unemployment reflects 

labor market inefficiencies. This study examines the relationship between these two variables in the Indian context 

using secondary data sources. 

This analysis is based on secondary data collected from reputable sources: 

 World Bank (GDP growth rate, unemployment rate) 

 Reserve Bank of India (RBI) (Macroeconomic indicators) 

 Ministry of Statistics and Programme Implementation (MoSPI) (National Accounts Data) 

 National Sample Survey Office (NSSO) (Employment trends) 

 International Labour Organization (ILO) (Unemployment statistics) 

The dataset covers annual data from 1991 to 2023, capturing India’s transition from a mixed economy to a market-

driven economy post-liberalization. 

 

IV. FINDINGS 

The results indicate that while economic growth has a negative correlation with unemployment, the relationship is not 

strong enough to eliminate unemployment. Key findings include: 

 Jobless Growth: Despite high GDP growth rates, employment generation has not kept pace, especially in the 

manufacturing and services sectors. 

 Informal Economy: A significant portion of India’s workforce remains in informal employment, which is not 

adequately captured in official unemployment statistics. 

 Skill Mismatch: There is a growing gap between the skills demanded by industries and those possessed by job 

seekers, leading to frictional unemployment. 

 Labor Market Rigidities: Regulatory constraints and lack of labor mobility contribute to persistent 

unemployment levels despite economic expansion. 

To bridge the gap between economic growth and employment generation, the following policy measures are 

recommended: 

 Skill Development Programs: Strengthening vocational training and education to align workforce skills with 

industry requirements. 

 Labor Market Reforms: Enhancing labor flexibility to promote job creation. 
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 Encouraging Entrepreneurship: Supporting small and medium enterprises (SMEs) to generate employment 

opportunities. 

 Strengthening the Manufacturing Sector: Implementing policies to boost the ‘Make in India’ initiative for 

labor-intensive industries. 

 

V. CONCLUSION 

The study concludes that while economic growth has some impact on reducing unemployment, structural challenges 

hinder the full realization of this relationship. Addressing labor market inefficiencies, investing in human capital, and 

reforming economic policies are essential to ensuring that economic growth translates into meaningful employment 

opportunities. 

Weak or Inconsistent Okun’s Law: Unlike in developed economies, India's GDP growth has not always translated 

into proportional declines in unemployment. High growth periods, such as post-1991 economic liberalization and post-

2000s IT boom, did not significantly reduce unemployment due to factors like jobless growth and labor market 

rigidity. 

Structural Unemployment: The Indian economy has witnessed sectoral shifts, particularly from agriculture to 

services, but without a proportional rise in manufacturing employment. Many jobs created are in the informal sector, 

which does not offer stable employment opportunities. 

Demographic Challenges: India's growing labor force, especially with a high percentage of young graduates, has not 

been fully absorbed into productive employment. Mismatches between skill supply and demand further exacerbate 

unemployment despite economic growth. 

Policy Implications: Economic growth alone is not sufficient to reduce unemployment significantly in India. Targeted 

policies, including labor market reforms, skill development programs, and industrial growth initiatives, are 

essential for translating GDP growth into meaningful employment gains. 
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