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What’s in a Name? Labour Shortages, 
Skills Shortages, and Skills Mismatches

Key Findings

• Labour shortages, skills shortages, and skills mismatches negatively impact individual well-being and 

dampen growth, productivity, and competitiveness at both the firm- and economy-wide level.

• These three concepts are often used interchangeably, creating confusion and uncertainty, potentially 

leading to inappropriate or ineffective solutions. As such, the following definitions are recommended:

 o Labour shortages refer to a lack of candidates for a specific job in a specific labour market.

 o Skills shortages refer to a lack of candidates with the skills required by particular employers.

 o Skills mismatches refer to situations in which an employee’s current skills are not well suited to 

their current job.

Introduction

In our first LMI Insight, “Taking Stock of Past 

Labour Market Information Assessments,” we 

noted that one of the four main gaps in labour 

market information (LMI) is in the measurement 

and interpretation of labour shortages, skills 

shortages, and skills mismatches. This edition 

of LMI Insights adds clarity by offering specific 

definitions for these three closely related 

workforce issues.

Labour shortages, skills shortages, and skills 

mismatches have been brought to the forefront 

of policy discussions in recent years.1 These 

three concepts are of interest to a diverse set of 

stakeholders, from employers and policy makers 

to individuals, researchers, and the media.2 The 

lack of a common framework for defining and 

understanding these concepts complicates 

the subject.

The Issues

Two issues of growing debate in Canadian 

labour markets are 1) unfilled jobs/persistent job 

vacancies and 2) over-/under-skilled employees.3 

With respect to the first, many employers in 

Canada report difficulty in finding workers to fill 

jobs, which can result in labour cost pressures, 

employee turnover, and missed productivity or 

revenue gains.4 When workers do not have the 

qualifications or skills needed by employers, they 

may stay unemployed longer, forgoing potential 

income, which reduces individual and societal 

well-being. Second, when a job is filled, it may be 

that the worker possesses fewer, more, or even 

different skills than those needed to be successful 

in their role. This issue can lead to a number of 
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challenges for the firm (e.g., lower productivity) 

and the individual (e.g., job dissatisfaction).5

Indeed, persistent job vacancies have been noted 

as serious hindrances in certain regions and 

sectors in Canada with calls for various policy 

responses. For example, some industry leaders 

have called for renewed efforts to increase the 

supply of labour through immigration and by 

incentivizing labour market participation, notably 

of under-represented groups.6 Others argue that 

increasing labour market participation misses the 

point — that the labour force needs to be up-

skilled7 — and have called for renewed efforts to 

place increased emphasis on developing workers’ 

skills, notably “soft skills.”8

The policy response should depend on the 

underlying cause of the issue. However, there is 

considerable confusion regarding the terminology 

used to describe and understand these issues. 

The inability to fill jobs, for example, has been 

referred to as a “labour shortage,” a “skills 

shortage,” and a “skills mismatch.” Similarly, the 

terms “skills shortage” and “skills mismatch” have 

both been used synonymously with over- and 

under-skilled workers.9 The following section aims 

to clarify these three terms to ensure the debate, 

and resultant policy responses, are informed by 

accurate labour market information and insights.

Making Sense of the Jargon

To add clarity to these terms, it is first important 

to make a distinction between qualifications and 

skills since the two are often used interchangeably 

(Box 1).

Keeping in mind the distinctions between 

qualifications and skills, as well as the challenges 

to the empirical measurement of skills, this 

section lays out a simple taxonomy of labour 

shortages, skills shortages, and skills mismatches 

(see Figure 1).

Box 1: Measuring Up: Understanding 
the Differences between 
Qualifications and Skills

Qualifications, formal and informal: In 

research, “qualifications” most commonly 

refers to documentation, such as degrees, 

certificates, diplomas, or other such 

credentials, that signify the successful 

completion of an educational program or 

course. This definition, however, excludes 

informal qualifications that employers may 

also require of jobseekers, such as years 

of experience.

Skills: Skills are not easy to measure, nor 

are they clearly defined. Until recently, 

data collection did not directly measure 

skills. And while there has been progress, 

such as the OECD’s (2016) Survey of Adult 

Skills, the skills assessed are basic ones.10 

For our purposes, we refer readers to 

the International Labour Organization’s 

definition that skills are “the ability to carry 

out the tasks and duties of a given job”  

(ILO, 2004). The forthcoming Future 

Skills Centre will play an important 

role in advancing the identification and 

measurement of skills in Canada (see Box 3 

in LMIC, 2018).

Qualifications as a proxy for skills: The 

inherent challenges in measuring skills means 

researchers typically use qualifications as a 

proxy for skills. This method is so common 

that skills and qualifications are used 

synonymously in certain cases. Canadian 

labour market data is collected on the basis 

of the National Occupational Classification 

(NOC) system, which uses “skill level” 

and “skill type”11 as classification criteria 

(Statistics Canada, 2018). Yet, NOC “skill 

level” refers to the typical formal education 

needed for a given occupation (i.e., degree 

or certification) rather than skills as 

defined here. 
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Labour shortages: Labour shortages occur when 

there is a lack of candidates for a particular job. 

An insufficient supply of job candidates is typically 

thought of as a lack of any applicants. More 

common is the lack of applicants possessing the 

minimum qualifications to be considered viable, 

including whether the person is eligible to work 

in the region and in the occupation. Consider the 

case of Northern Ontario, which has faced a labour 

shortage of dental hygienists in recent years.12 If, at 

one point in time, there are ten hygienist openings 

but only six applicants who are registered with the 

College of Dental Hygienists of Ontario (CDHO), 

then there is a labour shortage of dental hygienists 

in Northern Ontario.

The core aspect of a labour shortage is that it is 

always specific to a labour market delimited by 

an occupational category13 and a geographical 

region14 (see Box 2). Yet, a viable applicant might 

not be suitable for the position, which brings us to 

the issue of skills shortages.

Skills Shortages: A skills shortage occurs when 

there is a sufficient number of candidates (i.e., 

applicants with the minimum qualifications to be 

considered viable), but they are not hired because 

the employer deems them to not have the skills 

required, such as critical thinking, occupation-

specific technical skills or writing. In other words, 

there are viable applicants, but their specific skills 

set does not match the needs of the employer 

Figure 1: Key concepts and definitions

Box 2: A Long-Distance Relationship 

A key to understanding this discussion is that 

labour markets are geographically delimited. 

This is important because it further divides 

how information is collected, analyzed, and 

interpreted. In some cases, data are reported 

at the pan-Canadian level. Thus, it is common 

to see reports of the average Canadian wage 

growth for engineers, rather than information 

about engineers’ wages at, for instance, the 

provincial or municipal level. In a country 

as large and diverse as Canada, highly 

aggregated data can be misleading when 

they mask differing labour market trends 

across different regions.

Part of the difficulty is in defining who is 

and who is not in a geographically defined 

labour market. People within commuting 

range of Halifax are likely in that labour 

market, but so could be job seekers in 

Vancouver who are willing to relocate. 

The solution here is to consider only those 

individuals applying for job openings as 

part of the labour market in which a skills 

shortage or labour shortage exists. Clearly, 

this approach becomes more difficult when 

considering business and policy solutions 

since labour markets are dynamic. For 

example, a large increase in wages in a 

region may increase the pool of applicants 

in that labour market. Further discussion of 

these conceptual issues is beyond the scope 

of this edition of LMI Insights but generally, 

exact boundaries of a labour market can shift 

as job conditions change. 

Over-/under-skilled 
employees

Lack of candidates

Lack of candidates 
with right skills

Worker’s skills not 
well-suited for current 
position

Job openings in specific 
region and occupation

Job openings in 
specific region

Labour shortage

Skills shortage

Skills mismatchWorker-Job pair

Unfilled jobs/
persistent 
job vacancies
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for that job. Using the example again of dental 

hygienists, in this case, when there are ten viable 

dental hygienist applicants for ten dental hygienist 

openings but four of them lack the requisite 

skills — such as the ability to deal effectively with 

patients or good attention to detail — then there is 

a skills shortage.

Like labour shortages, skills shortages can be 

defined with respect to a particular region and 

occupation. However, a skills shortage may be 

much broader, as one may speak of a general lack 

of attention to detail across occupations.

Skills Mismatches: A skills mismatch refers to the 

situation in which an employee’s current skills do 

not match those needed to perform their current 

job. In all cases, a skills mismatch is identified 

at the level of a worker-job pair. Comparing an 

employed person’s skills and the degree to which 

these align with the needs of the job determines 

a skills match.15 Since the requirements of any 

job may change over time, an individual may be 

well-matched at some point, only to become 

mismatched if the employer’s requirements and 

the employee’s skills diverge. So, a viable dental 

hygienist with the requisite skills is hired, but the 

job evolves in a manner that now requires a new 

skill set, not currently possessed by the employee. 

In this case, their current skill set would not align 

with that demanded by their job, exemplifying a 

skills mismatch.

It is important to note that there is always some 

level of individual worker-job mismatch. In this 

respect, skills mismatches are unavoidable, as they 

are the consequence of adverse selection under 

asymmetric information (see Box 3).

The Way Forward

To avoid drawing incorrect conclusions (and 

implementing inappropriate or ineffective policy 

interventions), it is essential that all parties better 

understand the terms employed and recognize 

the distinctions between them. To that end, we 

recommend the following:

1. Clearly distinguish among the three categories 

discussed using the following definitions:

 o Labour shortages refer to a lack of 

candidates for a specific job in a specific 

labour market.

 o Skills shortages refer to a lack of candidates 

with the skills requested by particular 

employers.

 o Skills mismatches refer to situations in which 

an employee’s current skills are not well 

suited to their current job.

2. Address specific labour market geographies. 

Local shortages and mismatches can be missed 

by national- or provincial-level indicators. 

Detailed and timely labour market information 

at a local level is essential. This will improve 

labour market participants’ ability to make 

good decisions regarding business operations, 

regulatory changes, and educational program 

choices, to name only a few uses.

Box 3: Asymmetric Information

Asymmetric information describes a situation 

in which transacting parties have varying 

and incomplete amounts of information. 

In the case of recruitment, the firm knows 

the nature of the work and position (work 

conditions, culture, etc.); the jobseeker can 

only infer them. Similarly, the jobseeker 

knows his or her work behaviours (hard-

working, fast-learning, etc.); and the firm can 

only make educated guesses based on the 

resume and interview. The more incomplete 

the parties’ information, the more likely there 

is to be a mismatch, including with respect 

to the skills required versus those supplied. 

Evidently, with respect to recruitment, 

asymmetric information is closely linked with 

the difficulty of identifying and measuring 

candidates’ skills.

https://lmic-cimt.ca/
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3. Care should be taken when using qualifications 

as a proxy for skills. Although the mapping 

of skills to occupations, like with the National 

Occupational Classification (NOC) system, 

and the measurement of basic skills, such 

as is done with the Survey of Adult Skills, 

provide some quantifications of skills supplied, 

these tools are limited in scope. Indeed, it is 

broadly recognized that more must be done 

to advance realistic methods for measuring 

and developing workers’ skills. In Canada, 

the Future Skills initiative that will test, and 

measure new approaches to skills assessment 

and development is an important step forward 

(see Box 3 in LMIC, 2018).
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Endnotes

1  Most prominently, these issues are often raised in the context of the future of work. For more information on the 

future of work as it relates to Canada, please see LMI Insight No. 2, “The Future of Work in Canada: Bridging the 

Gap” and LMIC’s Annotated Bibliography on the Future of Work. 

2 See for instance, the Association of Canadian Community Colleges’ National skills summit summary report; the 

report of the Standing Committee on Human Resources, Skills, Social Development, and the Status of Persons with 

Disabilities; Global News and Financial Post articles: There are 361K job vacancies in Canada—here’s where workers 

are needed and Do labour shortages really exist in Canada?

3 Of course, another major issue confronting many workers in certain areas of the country — not explored in this 

edition of Insight — is the lack of job opportunities.

4 At the macroeconomic level, unfilled jobs can act as drag on economic growth and dampen productivity 

and competitiveness.

5 See, for example, Sattinger (2012).

6 See, for example, Canadian Agricultural Human Resource Council (2016); Atlantic Provinces Economic Council, 

(2017); Advisory Council on Economic Growth (2016, 2017); Komarnicki (2013).

7 See, for example, Cross (2014a, 2014b); Carey (2014). 

8 “Soft skills” refer to character and socio-emotional abilities, such as clear communication, emotional intelligence, 

and adaptability, to name a few (Heckman & Kautz, 2012). 
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9 “Skills gap” and “skills imbalances” are two additional terms that are used to describe skills-related labour market 

issues. Since they are often used as umbrella terms to describe the particular situations herein laid out, in an 

effort to be precise and consistent, we recommend using the situation-specific terms “labour shortages,” “skills 

shortages,” and “skills mismatches.” If the definition of “skills gap”, “skills mismatches” or any other term differs 

from those proposed here, one should be precise in how they differ (see also endnote 15).

10 “Basic skills” are those skills generally acquired through the K–12 education system, including fundamental literacy, 

numeracy, and problem-solving skills. 

11 “Skill type” refers to the type of work performed. It is used to identify ten broad occupational categories, such as 

sales and service occupations (skill type 6) and health occupations (skill type 3). 

12 For evidence of maldistribution of dental hygienists in rural/remote communities in northern Ontario see https://

www.cdha.ca/cdha/The_Profession/Policy_Advocacy/Tagged_Content/Addressing_Dental_Hygiene_Labour_

Shortages_in_Rural_and_Remote_Areas.aspx and https://www.oralhealthgroup.com/features/the-perceived-issue-

oversupply-dentists/

13 “An occupation is defined as a collection of jobs, sufficiently similar in work performed to be grouped under 

a common label for classification purposes” (Statistics Canada, 2018).

14 The geographical region varies with perspective. In some cases, job markets are global; in others, one can speak 

of the national labour market for engineers, for example, in which case Canada is the region. Or, one may speak of 

“commuting zones” around a particular city.

15 The Network for international policies and cooperation in education and training (NORRAG) refers to skills 

mismatches, as herein defined, by the term “skills gaps.” Such use, however, is not consistent in either the media 

or academia, where “skills gap” has either been used synonymously with skills shortages or specifically to mean 

an undersupply of basic skills. Thus, we refrain from using this terminology. 
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