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ABSTRACT 

 

Underutilization of labour would lead to the wastage of a factor production. It will lead to the 

imbalance in supply and demand equilibrium of a labour market. The paper would present the 
overview of skill-related inadequate employment among youth in Malaysia. Skill-related inadequate 

employment refers to underutilized and mismatch of occupational skill. The current state shows that 

many overeducated youth is dealing with the unskilled and low skilled job. Continuous 
underutilization of labour will result in the deterioration of human capital especially among the 

trained and educated youth, which eventually become a barrier for the development and economic 

growth of a nation.  
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1. Introduction 

 

Most countries focusing on unemployment issue to improve the labour market performance. 

Nevertheless, unemployment unable to explain the situation of an employee which is a part of the 
problem in the labour market. Even though worker is able to get a job but many fail to acquire a job 

that fits their education background, skills and training.  

  

 
Figure 1: Employed Persons by Educational Attainment, 1982 to 2018 

Source: Department of Statistics Malaysia (2019) 

 
Concept of skill-related inadequate employment is vary among countries. International 

Labour Organization defines skill-related inadequate employment as an overeducation where level of 
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education of an individual is higher compared to the job requirement (Gammarano, 2018). In 

Malaysia, skill-related inadequate employment or known as invisible underemployment is the 
situation where an individual receives insufficient income due to the mismatches of skills (Institute of 

Labour Market Information and Analysis (ILMIA), 2017). 

 

Workforce in Malaysia is become more educated as the number of employed persons is 
increasing over the years. Even the workforce is dominant by the secondary education, tertiary 

educated worker is increasing and the no formal and primary workface are declining. This indicates 

that Malaysia is moving towards more educated country. 
  

 
Figure 2: Overeducated in Malaysia, 2018 

Source: School Transition to Work, Khazanah Research Institute (2018) 

 
 However, Khazanah Research Institute (2018) reports that more young worker is dealing with 

the unskilled and low skilled job. This can be shown in Figure 2 where 95 percent of young worker 

working in the unskilled job is overeducated. This situation would lead to the wastage of human 
capital in the economy. 

  

This paper is organized as follows. The next following section would review the literature 

theoretically and empirically on the issue of skill-related inadequate employment. Section 3 provides 
the effect of underemployment and section 4 is a conclusion. 

 

2. Literature Review  

 

2.1 Underpinning Theory 

 
The issue of skill-related inadequate employment is contradicting with the theory of Human Capital. 

This theory explains that when an individual make any investment on education, he/she would enlarge 

the flow of earning in the future (Becker, 1994). Every additional level of education would increase 

the flow earning for about seven percent (Verdugo & Verdugo, 1989). However, the issue of skill-
related inadequate employment was contradicting with the belief brought by the theory. One scholar 

found that people with more level education attainment are more disadvantage to be underutilized 

(Verdugo & Verdugo, 1989). The authors explain that people who overeducated was received less 
income that those with inadequate and adequate educated. This situation is giving a picture that 

education is actually not a valuable investment and not giving a good return in the future in term of 

flow of earning and a decent job. 

 
On top of that, skill-related inadequate employment also can be explained by the assignment 

theory which proposes that the degree of well matches between education background and the job 
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would influence the wage rate if an individual (Sattinger, 1993). This indicates that to value the return 

of investment in human capital is depending on the matching of education and the requirement of the 
job possessed. An optimal allocation of education and job is when an employee with the most 

competencies is assigned with the more complex job vice versa least competent worker is appoint to 

the simplest job (García-Aracil & Velden, 2008). 

 
2.2  Empirical Evidence 

 

Age plays an important character in the labor market as different age would have a different desire of 
income, availability of time and daily needs. Empirical evidence from the past studies were vary in a 

study of age. Kler, Potia & Shankar (2017) shows that young worker are more likely to face an issue 

of sill-related inadequate employment. Nevertheless, study by Bonnal, Lira & Addy (2009) was 
contradicting with results from the previous scholars which the authors present that issue the risk of 

skill-related inadequate issue is increasing as the employee aging. 

  

In the past few decades, traditionally gender is distinguished into two main roles which men 
as a breadwinner and women as a home maker. Men was responsible to be in the labour market and 

earn income to sustain the household expenditure. Meanwhile, women was incharge to manage 

household activities and take care of the children. Corresponding to the issue of skill-related 
inadequate employment, most of the studies found that women were continuously be disadvantages 

where they are more likely to be underused Acosta-Ballesteros, Rosal & Rodrigues-Rodriguez, 2017; 

Bonnal et al., 2009; Niyimbanira, 2016). 
 

 Marital status of an individual is able to influence the number of work hours of a labour in the 

market. Non-married worker might spend more in the labour market compared to those who married 

(Bonnal et al., 2009). This might motivated by the availability of free time hold by the non-married 
worker. Married worker tend to reduce the time in the labour market due to the sharing 

responsibilities towards job and the family. 

  
Most of the scholars propose that education has a significant relationship with 

underemployment. However the outcomes were inconsistent. Some scholars stated that an individual 

with high level of education has advantages compare to those that has low educational attainment 

(Bonnal et al., 2009; Jensen & Slack, 2003). This might motivated by the fact that education helps to 
reduce the mismatches between education and job requirement. However, a few scholars found that 

employee with tertiary education would more likely to be underemployed. (Petreski, Tumanoska, 

Vchkov, & Kochovska, 2017) This situation is contradicting with the theory of Human Capital by 
Gary Becker (1962) that believes any expenses made in education is an investment that will give 

higher return on investment in term wage and quality of job. 

 

3. Measurement of Skill-Related Inadequate Employment 

 

Measurement for skill-related inadequate employment can measured by comparing the level of 

education of an employee and the job requirement following the guidelines International Standard 
Classification of Occupations (ISCO). In Malaysia, this can be done by following the guideline 

provided by the Malaysia Standard Classification of Occupations (MASCO 08), 2008 as follows: 

 
Table 1: Malaysia Standard Classification of Occupation (MASCO 08), 2008. 

Skill Level Educational Level Major Groups 

Fourth Tertiary education leading to a University or 

postgraduate university degree; Malaysian 

Skills Advanced Diploma (DLKM) Level 5-
8 

1. Managers 

2. Professionals 



Proceedings of the International Conference on Economics 2019 (ICE 2019)                                                   145 
 

Third  

 

Tertiary education leading to an award not 

equivalent to a first University Level; 
Malaysian Skills Certificate (SKM) Level 4 

or Malaysian Skills Diploma (DKM) Level 

4 

 

3.Technicians and Associate 

Professionals Second Secondary or post-
secondary education; Malaysian Skills 

Certificate (SKM) Level 1-3 

 

Second Secondary or post-secondary education; 

Malaysian Skills Certificate (SKM) Level 

1-3 
 

4. Clerical Support Workers 

5. Service and Sales Workers 

6.Skilled Agricultural, Forestry and 
Fishery Workers 

7. Craft and Related Trades Workers 

8.Plant and Machine-operators and 
Assemblers 

First  Primary education 9. Elementary Occupations 
Note: The concept of skill level is not applicable to Major Group 1: Managers and Major Group 0: Armed Forces 
Occupations. For these two groups, the skill level concept does not reflect the main skill requirements for distinguishing 
them from other Major Groups. 
Source: Malaysia Standard Classification of Occupations (MASCO 08), 2008. 
 

 Any mismatches between educational level and major group of occupation would lead to 

underutilization of labour. For example, if an individual possess a postgraduate university level but 

she working in a group other than group 1 and 2 he/she is facing a skill-related inadequate 
employment issue. 
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