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Abstract 

India’s labour market has experienced persistent unemployment despite economic growth, reflecting 
a widening mismatch between labour supply and labour demand. One of the central challenges is the 
skill gap—where the skills possessed by workers do not align with those required by employers in 
modern, technology-driven sectors. This paper examines the relationship between unemployment 
and the skill gap in India, analyzing structural issues such as educational quality, incomplete 
vocational training, low employability among graduates, and sectoral mismatches. Drawing on 
empirical studies and labour market analyses, the review finds that while India produces millions of 
graduates annually, only a fraction possess industry-relevant competencies. Factors such as outdated 
curricula, inadequate practical exposure, limited apprenticeship opportunities, and poor 
coordination between training institutions and industry contribute to this gap. The paper concludes 
that addressing unemployment in India requires a holistic human capital approach—strengthening 
vocational education, improving skill alignment, promoting industry partnerships, and ensuring 
inclusive access to training for rural and marginalized populations. 
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1. Introduction 

Despite consistent economic growth, India faces significant labour market challenges, most notably 
high unemployment among youth and graduates. The labour market paradox—coexistence of surplus 
labour with unfilled vacancies—indicates a structural skill mismatch (Narayana, 2013). While India 
has a large working-age population, often described as a “demographic dividend,” the potential 
benefits cannot be realized unless the workforce possesses relevant skills and competencies. 
Technological advancements, globalization, and shifts toward service-oriented industries have 
increased skill requirements, exposing weaknesses in India's education and training systems. 

Skill gaps not only undermine employability but also restrict enterprise productivity, innovation, and 
national competitiveness (Aggarwal, 2011). Rural labour markets face additional constraints due to 
poor training infrastructure, limited mobility, and inadequate information. This study examines the 
nature of unemployment and skill gaps in India and evaluates the structural constraints that hinder 
labour market efficiency. 
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2. Objectives of the Study 

1. To examine the nature and extent of unemployment in India. 

2. To analyze the role of skill gaps in contributing to labour market mismatches. 

3. To identify key challenges in skill development and employability. 

4. To propose policy suggestions to improve labour market outcomes. 

3. Review of Literature 

The literature identifies unemployment and skill gaps as interconnected challenges. Several studies 
show that a significant proportion of educated youth in India remain unemployed due to lack of 
employable skills (Blom & Saeki, 2011). The World Bank (2010) highlights that more than half of 
Indian employers face difficulties finding workers with appropriate technical and soft skills. 

Research also suggests that India’s education system emphasizes theoretical learning over practical 
skills, contributing to low employability among graduates (Tilak, 2007). The disconnect between 
industry needs and training curricula results in mismatches across sectors, particularly in 
manufacturing, ICT, and services (Aggarwal, 2011). 

Labour economists argue that structural changes in the economy—such as mechanization, 
digitization, and the rise of the knowledge economy—have increased demand for skilled labour, 
intensifying unemployment among unskilled and semi-skilled workers (Narayana, 2013). Studies also 
highlight regional disparities in training capacity, with rural areas facing more severe skill shortages 
due to infrastructure and access issues (Mehrotra et al., 2014). 

4. Methodology 

This study adopts a qualitative review methodology based on secondary sources, including labour 
market surveys, academic journals, government policy documents, and international labour reports. 
A thematic approach is used to synthesize insights on unemployment trends, skill mismatches, 
employability factors, and labour market reforms. No primary data or econometric models are used. 

5. Results and Discussion 

The analysis reveals several structural features of India’s unemployment problem. Youth 
unemployment remains significantly higher than general unemployment due to limited job 
opportunities in formal sectors and the inability of new entrants to meet industry skill requirements. 
Labour market data suggest that many sectors—including manufacturing, IT services, hospitality, and 
healthcare—report shortages of skilled workers, even as millions of educated youth remain 
unemployed (Blom & Saeki, 2011). This demonstrates the severity of the skill gap and its impact on 
employability. 

A major source of skill mismatch arises from the disconnect between education and industry needs. 
India's education system often emphasizes rote learning, with limited focus on analytical skills, 
communication, problem solving, or hands-on technical training (Tilak, 2007). As a result, employers 
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frequently report that graduates lack basic professional competencies. Vocational education remains 
underutilized, with only a small proportion of students opting for formal skill-training pathways 
(Mehrotra et al., 2014). Public vocational institutions face challenges such as outdated equipment, 
insufficient trainers, and weak industry collaboration. 

Another key finding is the rise of technological skill requirements due to automation, digitalization, 
and globalization. Sectors such as manufacturing, logistics, and IT-enabled services require advanced 
technical and digital skills that many job seekers lack. Meanwhile, informal sector employment 
remains high, but these jobs often offer low wages and limited upward mobility, contributing to 
underemployment rather than productive employment (Narayana, 2013). 

Regional disparities further exacerbate unemployment and skill gaps. States with better training 
infrastructure—such as Maharashtra, Tamil Nadu, and Karnataka—tend to have higher employability 
rates, while states with weaker education and training institutions face persistent unemployment 
(Mehrotra et al., 2014). Rural populations encounter additional barriers, including limited access to 
training centres, low awareness of opportunities, and gender-based mobility restrictions. 

Overall, the results indicate that unemployment in India cannot be addressed through economic 
growth alone; it requires structural reforms in human capital development. Strengthening vocational 
education, improving industry linkages, upgrading training quality, and expanding access to skill 
programs for disadvantaged groups are essential for improving labour market outcomes. 

6. Conclusion 

Unemployment and skill gaps remain central challenges in India’s labour market, undermining both 
individual livelihoods and national economic performance. Despite the demographic advantage of a 
large working-age population, the lack of employable skills restricts productive employment. 
Structural mismatches between education systems and industry requirements, inadequate vocational 
training, technological disruptions, and regional disparities have intensified the problem. Addressing 
these challenges requires a comprehensive strategy—enhancing training quality, expanding skill 
development programs, promoting industry–academia partnerships, and ensuring equitable access 
to opportunities. Strengthening human capital formation is essential for reducing unemployment and 
enabling India to harness its demographic potential for sustainable economic growth. 
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