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BACKGROUND AND REASONS 
 
Unemployment is the socialization of production and 
market economy conditions the inevitable economic 
problems. It is associated with various economic, 
social and political phenomena; there is both 
developing countries and developed countries the 
unemployment problem. Unemployed and the 
unemployed will produce adverse effect to the 
society. For the society as a whole, unemployment 
means that the waste of human resources, which leads 
to the efficiency of social production and social level 
of output is reduced, and the decrease of social 
welfare; as individuals, unemployment means that 
fracturing household income source, reducing living 
conditions and the quality of life and family welfare 
loss. As a result, unemployment is an important 
theoretical and practical problem. In developed 
countries, large-scale unemployment has become 
today's top economic problems. 
 
In recent years, along with the global economic crisis 
in 2008 and the ensuing crisis, unemployment is 
soaring, around the world in major economies, the 
United States at the end of 2008's unemployment rate 
is 6.7%, at the end of 2009 reached 10.0%, at the end 
of 2011 was 8.6%, to 7.7% in late 2012;In the euro 
zone, worse, in late 2008, the unemployment rate is 
7.7%, at the end of 2009 to 9.8%, at the end of 2011 
was 10.2%, the end of 2012 reached a record high 
11.4%;At the same time, China's unemployment 
problem increasingly serious with the deepening of 
the reform and opening up. Obviously, in recent 
years, unemployment has become a major problem in 
macro-economic and unemployment problems 
become the focus of government economists and 
macroeconomic concerns, for which many 
economists unemployed for a long in-depth study. 
 
II. DATA   
 
2.1 Data selection reasons  
As we all know, China executed planned economy 
before 1978. During that time, relative department 
didn’t issue the real data of unemployment rate. 
Moreover, the data statistical method used between 
1978 and 1981 was different with that adopted during 
the following years. Therefore, to investigate the 
correctness of the data and check the significances of 
the model during long terms, the data issued by State 
Statistics Bureau between 1982 and 2012 are adopted 

in this paper to ensure the authority and authenticity 
of the research results.  
 
2.2 Model selection and establishment  
Unemployment rate: It was believed by Samuelson 
and Solow (1960), Philip (1958) and Okun'slaw 
(1962) that unemployment rate is the best index to 
measure the employment status. The unemployment 
rate used in this paper is the rate between the 
registered urban unemployment at the end of report 
period and the sum of the total number of urban 
workers at the end of report period and the real 
registered urban unemployment at the end of report 
period. Because the “registered unemployment rate” 
is the only unemployment rate issued by government, 
it is adopted as the dependent variable in this paper.  
Inflation: the reason for selecting inflation lies in the 
Phillips curve. In 1960, Samuelson and Solow put 
forward the substitution effect between inflation and 
unemployment rate. Therefore, inflation shouldn’t be 
neglected when we analyze the factors influencing 
labor market. Therefore, inflation rate is selected as 
the explanatory variable to better show the influence 
of inflation on unemployment rate.  
 
GDP growth rate: in 1962, Okun put forward the 
famous Okun's law, which uncovered the substitution 
effect between unemployment rate and real GDP. 
According to researches, the prosperity and 
depression of labor market depended much on the 
macro economy. According to the supply and demand 
theory, during economic booms, the inputs and 
outputs in the whole market will increase, which will 
lead to larger labor demand. Therefore, during 
economic booms, the unemployment rate in the 
market will decrease. Otherwise, the unemployment 
rate will increase. Therefore, GDP, the index 
reflecting economic status best, is selected as the 
explanatory variable in this research to show the 
influence of economic status on labor market.  
Labor supply growth rate: according to E Yongjian’s 
research results (2006) on China’s employment 
problem, labor supply growth rate could impact 
influences on unemployment rate. Labor supply 
growth rate is adopted in this paper, which can reflect 
the increase of labor supply well.  
Average wage growth rate: according to the research 
results of Philips (Philips-curve, 1958), there was a 
substitutional relation between average wage growth 
rate and unemployment rate. It is believed by scholars 
that average wage reflected the wage level of labor 
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market, and the change of average wage could impact 
influences on the employment in labor market. 
Therefore, average wage is chosen as the explanatory 
variable in this paper to comprehensively measure the 
influences of wage on labor market.  
Based on the discussions above, the following 
analysis equation is established. The variables are as 
follows: UE (unemployment rate), GDP (GDP 
growth rate), inflation (inflation rate), LABOR (labor 
supply growth rate), INCOME (average wage growth 
rate). In the following equation,    

654321  、、、、、  
are coefficients; C1 is the constant; and   is the 
random error term. The econometric model is as 
follows: 

  14321 **n** CINCOMELABORflationIGDPUE
 
III. EMPIRICAL RESULTS  
 
3.1 Time trend diagram of data 
 

 
Figure 1 Time Trend Diagram of UE 

Figure 1 is the time trend diagram of unemployment 
rate. According to the figure, although China’s 
unemployment rate decreased before 1988, it kept 
stable increase after 1988. During recent years, the 
unemployment rate of China reached the historical 
highest point, 4.5%. Therefore, unemployment has 
become a huge social problem during the recent 
years.  

   
Figure 2 Time Trend Diagram of Independent Variables 

Figure 2 is the time trend diagram of GDP growth 
rate, inflation rate, labor supply growth rate and 
average wage growth rate. According to the figure, all 
the variables are in stable conditions, except for a few 
years. GDP growth rate maintains between 8% and 
14%; labor supply growth rate is between 5% and 
15%; average wage growth rate lies between 10% and 
20%; and inflation rate varies between 12% and 7%. 
According to these data and data time trends, China’s 
macro economy is in good operation, which provides 
a suitable macroeconomic background for our 
research. 

 
3.2 Descriptive statistics 

 

 
 
3.3 Regression analysis  
3.3.1 Initial regression analysis 
According to the results shown in the above table, the 
determination coefficient of the model is 0.4907 and 
the adjusted determination coefficient of the model is 

0.4124, which means that the explanatory degree of 
the selected independent variables reaches 41.24%. 
According to the results of the test of goodness of fit, 
when the regression contains different independent 
variables, the value of F statistic is 6.26, whose 
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significant probability is 0.000, smaller than 0.01. In 
other words, the null hypothesis that all the 
population regression coefficients are zero is rejected. 
 

 

  
The above table shows the results of the regression 
analysis, where UE is taken as the dependent variable 
and INFLATION, LABOR, GDP, INCOME are 
taken as the independent variables. According to the 
results, the regression coefficients of INFLATION, 
LABOR, INCOME are -0.131254, 0.051954 and -
0.091852, and the values of their corresponding P are 
smaller than 0.10, having significant statistical 
meaning. Therefore, INFLATION, LABOR and 
INCOME can impact significant influences on UE. 
However, the corresponding result of GDP is 
insignificant. The regression coefficient of INCOME 
is positive, which means that INCOME can exert 
positive influences. In other words, the higher the 
value of INCOME, the higher the value of UE. The 
regression coefficients of LABOR, INFLATION and 
GDP are negative, which means that LABOR, 
INFLATION, GDP can impact negative effects. That 
is to say, the higher the values of LABOR, 
INFLATION and GDP, the lower the values of UE.  
In the above discussion, we just get the form of the 
regression equation. We need to carry out detailed 
analysis for the equation. Those analyses majorly 
contain heteroscedasticity test and autocorrelation 
test. If the equation can’t pass these tests, we will 
carry out relative treatments for the equation. Only 
when the equation passes the tests and relative 
processes are carried out for the equation, the 
regression equation is reasonable. Otherwise, it is 
meaningless.  
 
3.3.2 Collinearity diagnostics 

 
 
If there is collinearity among variables, carrying out 
the multi-factor regression analysis directly will cause 
the following results: great variations in regression 
system; the differences between the current research 
and existing researches in the aspect of the values and 
directions of regression coefficients. As a result, 

some variables that should have influenced the 
research results are excluded from the model. 
Therefore, before the multi-factor regression analysis, 
collinearity diagnostics should be carried out for 
variables. If the coefficients between variables are 
smaller than 0.8, there isn’t collinearity among the 
variables. According to the tests, there isn’t 
collinearity diagnostics among the variables. 
Therefore, all these variables are maintained for the 
multi-factor regression analysis.  
 
3.3.3 Heteroscedasticity test 
Generally, when the variances of random error terms 
at different sampling points are not a constant any 
more, which changes with X or Y, it is regarded that 
there is heteroscedasticity. Next, White 
Heteroscedasticity Test will be used to test whether 
there is heteroscedasticity in the model.  
 
The results of White Heteroscedasticity Test are as 
follows:  

 
 
White test is carried out after the estimated results are 
gained. According to the test, because the model is a 
multivariate function, the cross-multiplying term is 
selected and relative information is get. The White 
test results are obtained through estimation. Obs*R-
squared is 22.15462, smaller than the corresponding 
critical value. Moreover, the value of corresponding P 
is smaller than 0.05. Therefore, it is regarded that 
there is heteroskedasticity in this model.  
 
3.3.4 Autocorrelation test 

 
 
According to the LM test value, it can be known that 
the Obs*R-squared of LM test is 11.97023, smaller 
than the critical value. Therefore, there is 
autocorrelation among error terms. In addition, the 
value of D.W of variables is 0.956771, smaller than 
2. Therefore, it can be judged that there is 
autocorrelation among the variables and modification 
should be carried out for the autocorrelation.  
 
3.3.5 Model Modification results 

 
 
Model modification regression analysis is carried out 
by taking unemployment rate as the dependent 
variable and LABOR, INCOME, GDP, Inflation as 
the independent variables.  
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 According to the results shown in the above table, 
the determination coefficient of the model is 0.83216 
and the adjusted determination coefficient of the 
model is 0.776214, which means that the explanatory 
degree of the selected independent variables reaches 
77.62%. Meanwhile, the DW value of the model is 
2.012328, which means that there isn’t first order 
serial correlation in the established mode. When there 
are different independent variables in the regression 
equation, the value of F statistic is 287.7863, whose 
significant probability is 0.00000, smaller than 0.01. 
In other words, the null hypothesis that all the 
population regression coefficients are zero is rejected. 
Therefore, it is believed that the goodness of fit of the 
established regression equation is very good.  
 

  
The above table shows the results of the regression 
analysis, where UE is taken as the dependent variable 
and INFLATION, LABOR, GDP, INCOME are 
taken as the independent variables. According to the 
results, the regression coefficients of LABOR, 
INCOME, GDP, INFLATION are -0.127882, 
0.069089, -0.033098 and -0.100605, and the values of 
INFLATION, LABOR, INCOME corresponding P 
are smaller than 0.05, having significant statistical 
meaning. Therefore, INFLATION, LABOR, 
INCOME can impact significant influences on UE. 
The regression coefficient of INCOME is positive, 
which means that INCOME can exert significant 
positive influences. In other words, the higher the 
value of INCOME, the higher the value of UE. The 
regression coefficients of LABOR, INFLATION are 
negative, which means that LABOR, INFLATION, 
an impact significant negative effects. That is to say, 
the higher the values of LABOR, INFLATION , the 
lower the values of UE. 
Therefore, the following model is established based 
on the above regression analysis:  
UE=-0.100605*INFLATION-0.127882*LABOR-
0.033098*GDP+0.069089*INCOME+3.545988 

3.4 Empirical results  
According to the above empirical analysis, it is 
shown by the regression analysis that GDP growth 
rate, inflation rate, labor supply growth rate and 
average wage growth rate can influence 
unemployment rate. According to the regression 
analysis, the variation of inflation rate can impact 
influences on unemployment rate. The elasticity of 
inflation is -0.100605, which means that every 1% 
increase in inflation rate can lead to 0.100605% 
decrease in unemployment rate. Every 1% increase in 
GDP growth rate causes 0.033098% decrease in 
unemployment rate. Every 1% increase in average 
wage growth rate results in 0.069089% increase in 
unemployment rate. Every 1% increase in labor 
supply growth rate brings in 0.127882% decrease in 
unemployment rate. The values of all the above data 
are smaller than 5%. They are statistically significant. 
 
CONCLUSION AND SUGGESTIONS 
 
Conclusion 
In this paper, econometric research was carried out 
for the relation between unemployment rate and GDP 
growth rate, inflation rate, labor supply growth rate, 
average wage growth rate. The following major 
conclusion is obtained.  
 
In long terms, GDP growth rate, inflation rate, labor 
supply growth rate, average wage growth rate can 
impact significant influences on unemployment rate. 
According to the results of regression test, GDP 
growth rate, inflation rate, labor supply growth rate 
and average wage growth rate can influences 
unemployment rate during long terms. 
  
Conclusion analysis  
The research results in this paper verified that GDP 
growth rate can promote employment. GDP growth 
rate can impact negative influences on employment 
rate. That is to say, with the increase of GDP, 
employment rate increases. As for developing 
countries like China, it is a great potential to drive 
employment through developing GDP.  
  

 
 
 
 
 
 
 
 



 


