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Working Paperson Economics- Okun’slaw in
Colombia: a non-linear cointegration

Working Paper 1039 Tenga en cuenta

The series Working Papers on Economicsis published by the Office for Economic Studies at the Banco de la
Republica (Central Bank of Colombia). It contributes to the dissemination and promotion of the work by
researchers from the institution. This seriesisindexed at Research Papers in Economics (RePEc).

On multiple occasions, these works have been the result of collaborative work with individuals from other
national or international institutions. The works published are provisional, and their authors are fully responsible
for the opinions expressed in them, as well as for possible mistakes. The opinions expressed herein are those of
the authors and do not necessarily reflect the views of Banco de la Republicaor its Board of Directors.
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This paper identifies Okun’s law in Colombia between 1984 and 2016 using a Vector Error Correction Model
(VECM) asthereis evidence of along-term relationship between the unemployment rate and the GDP. Results
suggest that after a one percent increase in GDP, the unemployment rate is reduced by 0.45 percentage pointsin
the long run (after sixteen quarters). In addition we inspect for nonlinearities using a threshold cointegration
model (TVECM). Results suggest the existence of two regimes alow and a high one. The high regime starts at
the late nineties and is associated with a more flexible labor market. Under this regime, a 1% increase in GDP,
reduces the UR 0.6 percentage points after eighteen quarters. By contrast, under the low regime the responseis
0.2 percentage points after eight quarters.
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