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Okun’s law describes the empirical relationship between economic growth and unemployment. Originally
posited in the 1960s, this “law” was revised and gained different versions1 over time, in order to better
characterize this dynamic and unstable relationship. The “Okun coefficient” (which can be calculated in several
different ways) is one of the inputs used to estimate potential GDP, besides helping to gauge economic
recovery by revealing whether or not employment growth is aligned to GDP growth.

In Brazil, due to some empirical challenges, the variables used to calculate this coefficient require
adjustment. First, employment data must be interpolated: the Monthly Employment Survey (PME) covers the
period between 2003 and 2016, while the National Household Survey (PNAD) contains data as of 2012. These
surveys have different approaches and methodologies. Another hurdle lies in the unique behavior of the labor
force: while the participation rate in the former shows a 3 p.p. drop in between 2013 and 2016, the latter does
not show the same result.

Therefore, we choose to calculate our coefficient based on GDP and employment data, instead of using
unemployment. The math is quite simple: divide occupation growth rate by the GDP growth rate, on an year-
over-year basis. The coefficient reveals how occupation increases for each additional point of GDP growth.
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Chart 1: Participation rate 

1 A useful reference can be found in https://www.kansascityfed.org/publicat/econrev/pdf/4q07knotek.pdf
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Chart 2: year-over-year occupation and GDP change
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We use occupation data from PNAD, calculated from 2012 to 2003 based on PME data. For obvious
reasons, whenever GDP growth rates are close to null or negative, the coefficient explodes. That is why we
generally look at this coefficient’s dispersion over time, limiting the analysis for some periods within the
economic cycle. Charts 3 and 4 show the coefficient’s dispersion and evolution.

Initially, there is a higher density in the 0.3-0.6 range (median: 0.49). Considering (i) a median coefficient of
0.5 and (ii) an economically active population growth around 1.0% in the next few years, the conclusion is
that a GDP growth rate of 2.0% would stabilize unemployment. Alternatively, with a median coefficient of
0.33, a GDP growth rate of 3.0% would be required. In other words, considering the same GDP growth rate, a
lower Okun coefficient (based on our calculations) is associated to a growth behavior that is more closely
related to other production factors (productivity and capital) than labor.

Chart 4 shows a somewhat irregular coefficient in the 2004-2008 period, later showing more volatile
results. In fact, the economy went from full-fledged employment in 2012-2013 to a strong recession in 2015-
2016. In the latter period, both occupation and GDP continued to drop year over year. In 2017, there is a
certain temporal mismatch: GDP is positive in the first quarter (driven by the agricultural GDP) but occupation
continues to fall for most of the year, which explains the sudden drop in the indicator.

Source: IBGE, Bradesco

Chart 3: Okun coefficient dispersion in Brazil, 2003 to 2018

Source: IBGE, Bradesco

Chart 4: Okun coefficient evolution over time
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It is important to note that the recovery seen in 2018 is largely based on the recovery in employment
rates. The Okun coefficient of recent months nears 1.0. However, it does not imply that the economy has
generated a surplus of jobs compared to growth. In fact, this exercise is merely descriptive, and many other
factors can explain the upsurge in new jobs.

Lower legal uncertainties, for example, reduces dismissal costs (and, therefore, hiring costs), which would
ultimately lead to new job openings. After a long period of lower employment rates, as companies worked
through operational adjustments, it is only natural for them to have postponed their investment plans (and
new hires) and only now start to show a stronger recovery in staff members. There are also specific factors
that can affect employment: the release of FGTS and PIS/Pasep funds in 2017 and 2018 boosted self-
employment rates, which increases the coefficient relating employment and growth.

For the sake of robustness, we reran the previous exercise considering (i) total employment, except for self-
employed workers; and (ii) formal employment data alone. In addition, we standardized coefficients as
deviation from the median (0.49 for the former and 0.68 for the latter), and suppressed explosive coefficient
results. The goal was to simplify the comparison, considering the strong job formalization wave in the last few
decades, which could overestimate Okun coefficient.

As can be seen, the coefficients show moderate dispersion throughout the historical median. The recent
performance of formal employment seems better aligned to the historical generation of jobs/growth. Total
employment data, in turn, actually seem to be influenced by self-employed workers. While the Okun
coefficient for total employment stands at 1.2 (i.e. for every 1% of GDP growth, employment grows by 1.2%),
the employment coefficient excluding self-employed workers is 0.7, closer to the median (both have a similar
median of 0.5).

Summing up, job generation has been relatively compatible with economic growth so far, and some
isolated effects have apparently influenced total job generation. Looking ahead, the more flexible wage
arrangements, lower intangible hiring and firing costs, and lower macroeconomic uncertainty (in terms of
fiscal accounts) is expected to lead to new hires and potentially cause an upswing in employment. On the
other hand, the agenda of micro and macroeconomic reforms points towards a growth trend more closely
related to an improvement in productivity than the mere accumulation of production factors. This would lead
to a sharper GDP growth, but the Okun coefficient would be closer to 0.3-0.4 than 0.5.

Source: IBGE, Bradesco

Chart 5: Okun coefficient evolution over time (standardized)
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DEPEC – BRADESCO is not responsible for any acts/decisions taken on the basis of the information available through its publications and
projections. All data or opinions contained in the information herein is carefully checked and prepared by fully qualified professionals, but should
not be taken, under any circumstances, as a basis, support, guidance or standard for any document, assessment, judgment or decision-making, of a
formal or informal nature. Thus, we emphasize that all consequences and responsibility for the use of any data or analysis of this publication are
assumed solely by the user, exempting BRADESCO from all actions resulting from the use of this material. We also point out that access to this
information implies acceptance of this term of responsibility and usage. The total or partial reproduction of this publication is strictly prohibited,
except with authorization from Banco BRADESCO or full citation of the source (naming of the authors, the publication and Banco BRADESCO).

Director of Economic Research and Studies Fernando Honorato Barbosa

Economists Andréa Bastos Damico / Ariana Stephanie Zerbinatti / Constantin Jancsó / Ellen Regina Steter Hanna 
Farath / Estevão Augusto Oller Scripilliti / Fabiana D’Atri / Igor Velecico / Leandro Câmara Negrão / 
Mariana Silva de Freitas / Myriã Tatiany Neves Bast / Priscila Pacheco Trigo / Rafael Martins Murrer / 
Robson Rodrigues Pereira / Thomas Henrique Schreurs Pires

Interns Ana Beatriz Moreira dos Santos / Camila Medeiros Tanomaru / Daniel Funari Fouto / Isabel Cristina Elias 
de Souza Oliveira / Lucas Maia Campos / Renan Bassoli Diniz / Thaís Rodrigues da Silva

economiaemdia.com.br


