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Abstract

Skill mismatch in China’s labor market has become a growing concern, particularly for higher education
graduates. This paper explores the economic implications of skill mismatches, focusing on sectors such as
high-tech and manufacturing, which are vital for China’s economic growth and global competitiveness. It
examines the productivity losses resulting from skill mismatches and evaluates government policies aimed at
addressing these challenges, including vocational training reforms and regional strategies. The paper also
proposes strategies for aligning education more closely with labor market needs, emphasizing collaboration
between educational institutions and industries, flexible learning pathways, and the use of emerging technologies.
By addressing these mismatches, China can enhance its workforce’s adaptability and productivity, ensuring
sustained economic growth and competitiveness in the global market.
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1. China’s Economic Growth and the Role of Higher Education

As China has undergone significant economic transformation over the past few decades, the role of higher
education in supporting this shift has been crucial. Since the early 2000s, China has strategically expanded its
higher education sector to fuel its transition from a labor-intensive economy to one that is driven by technology,
innovation, and skilled labor. This expansion aligns with China’s ambition to become a global leader in sectors
such as technology, advanced manufacturing, and green industries. As a result, higher education institutions have
grown substantially, providing a larger number of graduates who are equipped with the necessary skills to meet
the evolving demands of the labor market.

Between 2000 and 2024, China saw a dramatic increase in both enrollment and graduation rates at universities
and colleges, with higher education participation reaching historically high levels. Figure 1 (below) illustrates
this growth, showing the number of students enrolled in higher education institutions and the number of
graduates each year. The figure highlights the steady rise in the supply of skilled labor, which is intended to
support economic sectors that require specialized knowledge and advanced technical capabilities.

30



LAW AND ECONOMY OCT. 2024 VOL.3, NO.10

—e— Enroliment (millions)
22 5| —®- Graduates (millions)

20.0F

17.5¢

15.0f

12,5}

10.0f

Number of Students (in millions)

7.5t

5.0F

25¢

2000 2005 2010 2015 2020 2025
Year

Figure 1. Growth in Higher Education Enrollment and Graduation Rates in China (2000-2024)

While this expansion has been a significant driver of China’s economic growth, it also presents challenges,
particularly concerning skill mismatch. The importance of addressing skill mismatch becomes evident when
considering the efficiency of labor market outcomes. A skill mismatch occurs when the qualifications or skills of
graduates do not align with the needs of employers. This can manifest as overqualification, where graduates
possess more advanced skills than required for their positions, or underqualification, where they lack the
necessary expertise. Both scenarios can lead to economic inefficiencies, such as underemployment, where
workers are not fully utilizing their skills, or skill shortages in key industries that can stifle productivity and
innovation.

The rapid expansion of higher education has led to an oversupply of graduates in some fields, creating
bottlenecks in employment markets where the demand for specific skills has not kept pace with the supply. For
example, while China has made great strides in producing more graduates with degrees in fields like business,
finance, and the humanities, there remains a critical shortage of skilled workers in technical and engineering
fields, which are essential for sustaining growth in technology-driven sectors. As a result, many graduates face
challenges finding jobs that match their skill sets, while industries crucial to China’s economic future struggle to
fill technical roles. This mismatch poses risks to the overall efficiency of the economy, potentially resulting in
lower productivity and slowing innovation in key sectors.

In this context, addressing the skill mismatch is paramount for maintaining China’s economic momentum.
Without targeted interventions, such as better alignment between university curricula and industry needs, China
risks facing a workforce that, while highly educated, is not adequately equipped to support its strategic goals in
high-tech, manufacturing, and green energy sectors. Ensuring a closer alignment between the education system
and labor market demands will not only improve individual employment outcomes but also enhance economic
productivity at the national level.

2. Types of Skill Mismatch Among Higher Education Graduates

The concept of skill mismatch refers to the discrepancy between the qualifications and skills that workers
possess and those required for their jobs. In the context of higher education graduates in China, skill mismatch
manifests in three primary forms: overqualification, underqualification, and horizontal mismatch.

2.1 Overqualification, Underqualification, and Horizontal Mismatch Explained

e Overqualification occurs when a worker has more education or advanced skills than their job requires.
This is a common issue in sectors where the supply of highly educated graduates exceeds demand,
resulting in workers being underutilized in roles that do not fully leverage their expertise.
Overqualification can lead to dissatisfaction, lower productivity, and lower wages, as individuals often
work in positions below their potential.

e Underqualification is the opposite scenario, where workers lack the necessary qualifications or skills
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for the jobs they hold. This can occur when rapidly expanding sectors, such as technology or advanced
manufacturing, experience skill shortages. Employers may hire workers with lower qualifications to
meet labor demands, which can hinder productivity and innovation.

e Horizontal mismatch happens when workers have the right level of education but are employed in
fields unrelated to their area of study. For example, a graduate with a degree in engineering working in
finance would represent a horizontal mismatch. This type of mismatch often reflects a misalignment
between education programs and labor market needs, resulting in graduates not using their specialized
knowledge in their careers.

Each type of mismatch can have significant consequences for both individual career trajectories and the overall
economy. For individuals, it can lead to wage penalties, job dissatisfaction, and limited career advancement. For
the economy, it can result in inefficiencies, as workers are not deployed in roles that maximize their skills and
productivity.

2.2 Case Studies of Skill Mismatches in Key Sectors
e Technology Sector:

The technology sector in China has experienced rapid growth, yet there is often a horizontal mismatch
where graduates in non-technical fields, such as business or liberal arts, are employed in tech
companies in roles that require soft skills, like project management or sales, rather than technical skills
like coding or engineering. While these graduates are employed, they are not fully utilizing their
academic backgrounds, and the industry still faces shortages in technical expertise.

e Manufacturing Sector:

In China’s manufacturing sector, which is undergoing modernization, underqualification is a prominent
issue. As manufacturers increasingly adopt advanced technologies, such as automation and robotics, the
demand for highly skilled technicians has surged. However, many workers in this sector lack the
necessary technical skills, leading to a gap between the demand for skilled labor and the available
workforce. This results in lower productivity and slower adoption of new technologies.

e Finance Sector:

The finance industry is another area where overqualification is observed. China has produced a large
number of graduates with degrees in finance, economics, and related fields, but many of them end up
working in roles that require less expertise than their educational backgrounds. For example, graduates
with advanced degrees may work in entry-level roles that do not fully utilize their analytical or
quantitative skills, leading to frustration and wage stagnation.

These case studies highlight the diverse ways in which skill mismatches affect different sectors in China. Each
industry faces unique challenges in aligning the skills of higher education graduates with labor market demands,
which underscores the need for more targeted educational reforms and labor market policies.

3. Labor Market Trends Shaping Skill Demand in China

China’s labor market is evolving rapidly, driven by technological advancements and significant shifts in
industrial focus. These changes are creating new demands for specific skill sets across various sectors, while also
exacerbating regional disparities between urban and rural areas.

3.1 Impact of Technological Advancements and Industrial Shifts

Technological innovations are fundamentally reshaping industries such as manufacturing, healthcare, logistics,
and green energy. For instance, the rise of automation, artificial intelligence (Al), and big data has spurred a
demand for highly skilled workers proficient in areas like programming, data analysis, and systems integration.
As China invests heavily in emerging technologies, the labor market must adapt to meet these new demands,
placing a premium on workers with STEM (science, technology, engineering, and mathematics) skills. Sectors
like advanced manufacturing and tech-based services increasingly require workers who can manage complex
systems, automate production processes, and utilize Al to drive efficiencies. As a result, workers without these
specialized skills risk being left behind or underemployed, creating a clear need for upskilling and reskilling
initiatives.

Simultaneously, the government’s focus on sustainable development and carbon neutrality has increased demand
for labor in the renewable energy sector, including solar, wind, and electric vehicles. These industries require
expertise in engineering, environmental science, and project management. However, the labor market has
struggled to meet this demand, as traditional educational programs have not fully adapted to the new realities of
green energy, resulting in a shortage of workers with the necessary technical skills.

3.2 Regional Skill Gaps Between Urban and Rural Areas
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While these shifts present opportunities for economic growth, they also highlight significant skill mismatches,
particularly in rural areas. Urban regions like Beijing, Shanghai, and Shenzhen serve as hubs of innovation and
advanced industry, with higher concentrations of educational institutions that produce graduates equipped for
roles in high-tech industries. However, these urban areas also face challenges, such as an oversupply of highly
educated workers in certain fields, leading to overqualification. For example, many graduates with degrees in
business or liberal arts are finding themselves in roles that do not fully utilize their academic training, creating
inefficiencies in the labor market.

In contrast, rural areas in China suffer from a lack of access to education and vocational training, which
exacerbates the skills gap. The industries in these regions, primarily agriculture and traditional manufacturing,
are slower to adopt new technologies, and workers are often underqualified for emerging technical and
managerial roles. Furthermore, rural regions continue to experience a brain drain, where skilled workers migrate
to urban centers in search of better job opportunities, further deepening the regional disparities.

Hm Urban Areas
M Rural Areas

Percentage of Skill Demand

Technology  Advanced Manufacturing Services Traditional Manufacturing  Agriculture
Sectors

Figure 2. Sectoral Distribution of Labor Demand and Skill Requirements in China

Figure 2 provides a visual representation of the varying skill demands across China’s major economic sectors. As
seen in the chart, sectors like technology and advanced manufacturing exhibit the highest demand for
STEM-related skills, such as software development, systems engineering, and data analytics. These industries
are critical to China’s long-term strategic goals, including its ambitions to lead in global tech innovation and
automation.

In contrast, sectors such as traditional manufacturing and agriculture show a lower demand for advanced
technical skills but still require significant upskilling to modernize operations, particularly in rural areas. The
chart also highlights the regional disparities in skill availability: urban centers like Beijing, Shanghai, and
Shenzhen have a higher concentration of skilled labor suited for high-tech industries, while rural regions
continue to face shortages of adequately skilled workers. This mismatch creates challenges for economic
integration and balanced growth, as rural areas struggle to attract and retain talent.

By visually comparing sectoral demand and regional skill gaps, the chart emphasizes the importance of targeted
education reforms and regional policies to address these mismatches, ensuring that the supply of skilled labor
aligns more closely with evolving economic needs across the country.

4. Effects of Skill Mismatch on Graduate Employment

Skill mismatch has a significant impact on the employment outcomes of higher education graduates in China,
affecting both their immediate wages and long-term career development. When graduates are overqualified,
underqualified, or working in fields unrelated to their degree (horizontal mismatch), these misalignments can
lead to wage penalties, reduced job satisfaction, and challenges in achieving career stability.

One of the most immediate consequences of skill mismatch is the disparity in wages. Overqualified graduates
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often face a wage penalty because they are working in roles that do not fully utilize their education and skills. In
such cases, they are underemployed, performing tasks that are below their qualification level, which limits their
earning potential. Similarly, graduates who are underqualified for their roles may struggle to meet job
expectations, leading to lower productivity and slower wage growth. Employers may offer lower salaries to these
workers as they require additional training or development to meet the job demands.

Beyond wages, skill mismatch significantly affects job satisfaction. Graduates in mismatched roles—whether
overqualified or in jobs unrelated to their field of study—often experience frustration and disengagement.
Overqualified workers may feel that their skills are being wasted and that they are not contributing to their full
potential, which can lead to dissatisfaction and even burnout. Horizontal mismatches, where individuals work in
fields unrelated to their degree, can create a similar sense of frustration, as their expertise and knowledge may go
underutilized in the daily tasks of their job. Lower job satisfaction, in turn, reduces employee motivation and
engagement, further diminishing their productivity and the overall value they bring to the organization.

The long-term impact of skill mismatch can be even more detrimental to career development and employment
stability. Graduates who start their careers in mismatched roles often experience slower career progression, as
they miss opportunities to develop the specialized skills needed for advancement. Overqualified individuals may
be overlooked for promotions, as employers might see them as lacking the required industry-specific expertise,
despite their higher qualifications. On the other hand, underqualified graduates may struggle to keep up with the
demands of their roles, limiting their ability to grow into higher-level positions.

Employment instability is another major consequence of skill mismatch. Overqualified workers are more likely
to seek new job opportunities that align better with their skills, leading to higher turnover rates. This frequent
job-hopping disrupts career continuity and can result in periods of unemployment, as graduates search for
positions that are a better fit for their qualifications. Similarly, underqualified workers may face job insecurity,
especially in industries where rapid technological advancements require continuous skill upgrades. Without
proper upskilling or retraining, these workers are at risk of being replaced by better-qualified candidates or
losing their jobs as the demands of the industry evolve.

Moreover, graduates caught in mismatched roles early in their careers may find themselves trapped in a cycle of
underemployment, where they repeatedly take jobs that do not match their qualifications. This cycle can have
long-term consequences, including limited earning potential and reduced opportunities for career advancement.
As the Chinese economy continues to modernize and demand increasingly specialized skills, graduates who do
not secure well-matched jobs early on may struggle to catch up with their peers in terms of both skills and
experience, putting them at a disadvantage in the competitive labor market.

In summary, skill mismatch not only affects graduates’ immediate job outcomes, such as wages and job
satisfaction, but also has far-reaching implications for their long-term career prospects and employment stability.
Addressing these mismatches is critical to ensuring that graduates are able to fully realize their potential in the
labor market, and that China’s economy can efficiently utilize its growing pool of highly educated workers.

5. Economic Impact of Skill Mismatch on Key Sectors

Skill mismatch in China’s labor market has significant economic implications, particularly in key sectors such as
high-tech industries and manufacturing. These sectors are critical to China’s long-term economic strategy and
global competitiveness, yet they face productivity challenges that can be directly attributed to skill mismatches
between the workforce and the demands of these rapidly evolving industries.

In the high-tech sector, the mismatch between the skills of available workers and the requirements of
cutting-edge industries is especially pronounced. The rapid development of technologies like artificial
intelligence (Al), robotics, and advanced manufacturing processes has outpaced the ability of the educational
system to supply workers with the specialized skills necessary to operate and innovate within these fields. As a
result, high-tech industries often experience a shortage of qualified talent, leading to lower productivity levels
compared to industries where the workforce is better aligned with job requirements. For example, companies
involved in software development or Al research may struggle to find employees with the advanced
programming or machine learning expertise required to push innovation forward.

Similarly, the manufacturing industry, which has been a cornerstone of China’s economic success, is also
experiencing significant productivity challenges due to skill mismatches. As the sector transitions from
labor-intensive to automation-driven processes, there is an increasing demand for workers who are proficient in
operating and maintaining advanced machinery, as well as those with skills in data analysis and process
optimization. However, many workers in this sector lack the necessary technical expertise, resulting in
inefficiencies and lower overall productivity. Without the ability to effectively leverage modern technologies,
manufacturing firms are unable to fully capitalize on potential productivity gains, slowing down their
competitiveness in the global market.
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The broader implications of skill mismatch extend beyond individual industries and have a direct impact on
national economic growth and global competitiveness. Sectors that face persistent skill shortages or mismatches
are less likely to contribute optimally to GDP growth, as their productivity is hindered by an underutilized or
inadequately skilled workforce. In the long run, this may lead to slower innovation rates, reduced industrial
output, and diminished capacity for scaling high-value industries. For a country like China, which aims to
transition from being the “world’s factory” to a global leader in technology and innovation, addressing these
mismatches is crucial to maintaining its economic trajectory.

Moreover, China’s ability to compete globally depends on its capacity to maintain high productivity levels in key
sectors. In industries such as telecommunications, Al, and green energy, where global competition is fierce, the
ability to produce cutting-edge innovations is directly linked to having a workforce with the right skills. If skill
mismatches persist, these sectors may fall behind international competitors, undermining China’s position as a
leader in emerging technologies and eroding its competitive edge in global markets.
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Figure 3. Productivity Losses Due to Skill Mismatch in the High-Tech and Manufacturing Industries

Figure 3 shows the gap in productivity between industries that have a well-matched workforce and those
suffering from significant skill mismatches. In sectors like high-tech and advanced manufacturing, where skill
mismatch is common, productivity levels are noticeably lower compared to industries where workers’ skills
align closely with job requirements. This disparity highlights the economic cost of failing to address skill
mismatches, as industries with more aligned workforces tend to achieve higher efficiency, innovation, and output.
Over time, these productivity losses accumulate, contributing to slower growth in key sectors and hindering
China’s ability to remain competitive on the global stage.

Skill mismatches in the high-tech and manufacturing sectors pose serious challenges to productivity and
economic growth. Addressing these mismatches through targeted education and training programs, as well as
closer collaboration between industry and academia, is essential for ensuring that China remains a global leader
in innovation and industrial efficiency.

6. Government Policies Addressing Skill Mismatch

Skill mismatch in China’s labor market has drawn the attention of policymakers, prompting a range of
government initiatives aimed at aligning education and training systems with the evolving demands of the
economy. These efforts are designed to ensure that graduates possess the skills needed to drive productivity in
key sectors, reduce underemployment, and address regional disparities in workforce capabilities.

6.1 Evaluation of Vocational Training and Higher Education Reforms

One of the primary strategies the Chinese government has adopted to address skill mismatches is the reform of
vocational training programs and higher education curricula. The goal of these reforms is to create a closer
alignment between the skills taught in educational institutions and the specific needs of industries. In recent
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years, China has introduced a dual-track approach to education that emphasizes both academic learning and
practical, job-specific training.

Vocational education reforms are a cornerstone of this strategy, with an increased focus on providing students
with hands-on experience in industries such as manufacturing, technology, and green energy. The government
has expanded partnerships between vocational schools and private enterprises, encouraging employers to offer
internships, apprenticeships, and training programs that allow students to develop industry-relevant skills before
entering the labor market. These partnerships aim to close the gap between theoretical education and real-world
job demands, thus reducing the prevalence of skill mismatch upon graduation.

In higher education, reforms have been aimed at updating curricula to better reflect the skillsets required in
fast-growing sectors such as artificial intelligence, advanced manufacturing, and environmental technologies.
Universities are being encouraged to tailor their programs to the needs of the labor market, with greater emphasis
on STEM (science, technology, engineering, and mathematics) disciplines. Furthermore, the Ministry of
Education has introduced initiatives to improve the quality of teaching in technical subjects and foster innovation
within academic institutions.

While these reforms have shown promise, challenges remain. The implementation of vocational training
programs is uneven across the country, with some schools lacking the resources or industry connections to
provide adequate practical training. Additionally, the higher education sector still faces issues with curriculum
rigidity, which can slow the responsiveness of universities to new industry demands. Despite these hurdles,
ongoing government efforts indicate a long-term commitment to improving the alignment between education
and the labor market.

6.2 Regional Approaches to Mitigating Skill Shortages in Major Economic Hubs

Regional disparities in economic development have created uneven patterns of skill supply and demand across
China, particularly between major urban centers and less-developed rural areas. In response, regional
governments in economic hubs like Beijing, Shanghai, and Shenzhen have implemented targeted policies to
address local skill shortages and ensure that their economies remain competitive on the global stage.

In these economic hubs, regional governments have worked closely with local industries to create specialized
training programs that focus on the specific skill needs of sectors driving economic growth. For instance, in
cities like Shenzhen, which is a global center for technology and innovation, the local government has
incentivized tech companies to invest in upskilling initiatives for their employees. These programs help ensure
that workers stay up-to-date with the latest technological advancements and are capable of supporting the city’s
booming tech industry.

Additionally, regional governments have introduced policies to attract skilled workers from other parts of the
country. In high-demand sectors such as finance, technology, and green energy, local governments offer financial
incentives, housing benefits, and other perks to encourage skilled professionals to relocate to these urban centers.
These policies are particularly important in addressing the brain drain that many rural areas face, as talented
workers often move to cities in search of better opportunities.

However, these regional approaches also highlight the challenges faced by less-developed areas, where resources
for training and development are more limited. Rural regions, in particular, continue to experience significant
skill gaps, as local education systems and vocational training programs are often underfunded. This imbalance in
regional development risks widening the skill gap between urban and rural areas, with long-term implications for
national economic integration and balanced growth.

In conclusion, government policies aimed at addressing skill mismatch in China have made progress,
particularly through vocational training reforms and regional initiatives tailored to the needs of major economic
hubs. While challenges remain, these efforts are critical to ensuring that China’s labor market can meet the
demands of a rapidly changing economy and maintain its competitive edge on the global stage.

7. Strategies for Aligning Education with Market Needs

To effectively address skill mismatch and ensure that graduates are equipped to meet the evolving demands of
the labor market, China must implement comprehensive strategies that align education more closely with
industry needs. A well-aligned education system can significantly improve job outcomes for graduates, reduce
unemployment and underemployment, and enhance productivity in key economic sectors. Several strategic
approaches can be employed to achieve this alignment.

First, strengthening collaboration between educational institutions and industries is essential. By fostering
stronger partnerships, universities and vocational schools can better understand the specific skills and
competencies required by employers. This collaboration can take various forms, including joint curriculum
development, industry-driven training programs, and increased opportunities for internships and apprenticeships.
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These hands-on experiences allow students to gain practical, job-relevant skills while still in school, easing the
transition from education to employment. Furthermore, companies can directly contribute to the development of
curricula by providing insights into emerging industry trends and technological advancements, ensuring that
educational programs remain relevant.

Second, promoting flexible and adaptive learning pathways is crucial for responding to rapidly changing labor
market conditions. As industries evolve, the skills required by employers may shift, necessitating continuous
learning and retraining. Educational institutions should offer more flexible programs that allow students and
workers to upskill or reskill throughout their careers. This could involve offering modular courses, short-term
certifications, or online learning opportunities that cater to individuals seeking to update their skills without
committing to full-degree programs. By embracing lifelong learning, the education system can create a
workforce that remains adaptable and capable of meeting new challenges.

Another important strategy is expanding the focus on STEM (science, technology, engineering, and mathematics)
education, which is critical for supporting industries such as technology, advanced manufacturing, and green
energy. While China has made strides in increasing the number of STEM graduates, further efforts are needed to
improve the quality of education in these fields and ensure that graduates are well-prepared for high-demand
jobs. This could include enhancing teacher training, investing in cutting-edge research and development facilities,
and offering scholarships or incentives to encourage more students to pursue STEM degrees.

In addition to focusing on technical skills, it is also important to emphasize the development of soft skills such as
critical thinking, communication, and problem-solving. These skills are increasingly valued by employers across
a wide range of industries, as they enable workers to adapt to new situations, collaborate effectively, and
contribute to innovation. By integrating soft skills development into the curriculum, educational institutions can
produce more well-rounded graduates who are better equipped to succeed in the workplace.

Addressing regional disparities in education and workforce development is another key priority. Urban centers
like Beijing, Shanghai, and Shenzhen have benefited from a concentration of resources and talent, while rural
areas continue to struggle with underfunded schools and limited access to quality education. To reduce these
disparities, the government should allocate more funding to rural education, improve access to vocational
training programs in less-developed regions, and encourage the relocation of skilled workers to these areas.
Additionally, regional education programs should be tailored to the specific needs of local industries, ensuring
that graduates are prepared for the jobs available in their region.

Finally, leveraging emerging technologies to modernize the education system can play a transformative role in
aligning education with market needs. Digital platforms, artificial intelligence, and big data can be used to
personalize learning experiences, track labor market trends in real-time, and predict future skill demands. By
incorporating these technologies, educational institutions can offer more targeted and efficient learning solutions,
ensuring that students acquire the skills most relevant to the current and future job market.

In conclusion, aligning education with market needs requires a multifaceted approach that emphasizes
collaboration between industry and academia, promotes flexible learning opportunities, and addresses regional
disparities. By adopting these strategies, China can ensure that its workforce is well-equipped to meet the
demands of a dynamic and rapidly changing economy, enhancing both individual employment outcomes and
national economic competitiveness.
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