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Introduction

Karnataka, often synonymous with the global tech hub of Bangalore, stands as one of India's most
economically dynamic and diversified states. With a Gross State Domestic Product (GSDP) consistently
ranked among the highest in the nation, its economy is characterized by a powerful triad: a dominant
services sector (IT/BT), a growing industrial base (aerospace, automobiles, machine tools), and a robust
agricultural core. However, this impressive economic growth frequently masks underlying structural
issues, particularly in the labor market. A key challenge facing the state's policymakers is the
formalization of employment—transitioning workers from precarious, unprotected informal settings to
formalized jobs that offer social security benefits, fixed working hours, and stable income as defined by
organizations like the Employees’ Provident Fund Organization (EPFO).

The push for 'Make in India' and local manufacturing (Karnataka’s Industrial Policy) has led the state
government to offer significant incentives, including capital subsidies, tax breaks, and specific
employment-linked incentive schemes aimed at job creation in the manufacturing and core industrial
sectors. These policies are critical because formal employment not only ensures workers’ welfare but
also contributes to higher tax compliance and overall economic stability. Despite these focused efforts,
the absorption rate of the state’s large and expanding workforce into the formal sector remains uneven.
This paper seeks to bridge the gap between policy intent and on-ground impact by analyzing the
effectiveness of these incentives and identifying the key sectoral drivers and obstacles to formal job
growth in Karnataka. By examining data from various authoritative sources, we aim to provide a clearer
picture of the employment landscape and offer actionable recommendations.

Karnataka, recognized globally for its innovation-driven economy and technological leadership through
Bangalore, is among the most economically advanced and diversified states in India. Its Gross State
Domestic Product (GSDP) consistently places it among the top-performing states, driven by a robust mix
of three major sectors: a globally integrated services economy led by Information Technology and
Biotechnology (IT/BT); a solid industrial manufacturing base spanning aerospace, automobiles, and
machine tools; and a resilient agricultural foundation that sustains rural livelihoods.

However, the impressive growth trajectory masks persistent structural challenges within Karnataka’s
labor market. The most pressing among them is the need to transition from predominantly informal
employment—characterized by limited job security, absence of social protection, and irregular
incomes—toward formalized, protected work linked to social security systems such as the Employees’
Provident Fund Organisation (EPFO). While rapid growth in the IT sector has contributed to a large
concentration of formal employment, substantial sections of the labor force continue to operate in low-
wage, informal, or contract-based jobs with minimal protections.

Over the past decade, the Government of Karnataka has implemented a range of industrial and
employment-linked incentive schemes under the broader framework of the state’s Industrial Policy
(2014-2019 and 2020-2025) and national initiatives such as “Make in India.” These efforts seek to
stimulate manufacturing and attract private investment through a mix of capital subsidies, tax
incentives, and employment-linked benefits. The overarching objective is twofold: to create sustainable
livelihoods through formal employment and to broaden the tax and social security base that underpins
economic stability.
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Yet, despite the growing sophistication of policy interventions, the translation of economic growth into
equitable formal employment creation remains inconsistent. The uneven formalization trend across
sectors and regions highlights a gap between policy design and on-ground implementation. This paper
aims to address this gap by examining how these policies have shaped formal job creation across
Karnataka’s key sectors, identifying both the structural and policy determinants of formalization, and
suggesting actionable strategies to enhance the quality and inclusiveness of job growth.

Review of Literature

e Formalization and Economic GrowthGlobal economic literature extensively links employment
formalization to sustainable economic growth (World Bank, 2019). Studies focusing on the
Indian context (Jha & Sinha, 2021) suggest that while economic reforms have accelerated GDP
growth, the corresponding increase in formal employment has been sluggish—a phenomenon
often termed "jobless growth." Formalization is not merely a statistical measure but a proxy for
improved labor productivity and reduced vulnerability among workers.
The Role of Industrial Policy and Incentives
e Research specific to industrial incentives (Chakraborty, 2020) indicates that state-level subsidies
and benefits, particularly those linked to capital investment, often fail to prioritize employment
outcomes. A study on the Employment Linked Incentive Scheme (ELI), or similar state-level
employment generation schemes, shows mixed results. While some states have successfully
leveraged such schemes to attract large anchor industries, the majority of the resulting jobs are
concentrated in low-skill, contract-based roles, blurring the line between formal and informal
status (ILO, 2022). Furthermore, the literature highlights a significant lag between policy
implementation and measurable impact, suggesting that the initial phases of industrial policy
(2014-2019) may only now be yielding verifiable data.
Karnataka’s Sectoral Dynamics
e Literature focusing on Karnataka typically centers on the IT and services sector, which is noted
for its high rate of formal employment (approximately 90% in large firms). However, the
manufacturing sector, especially the micro, small, and medium enterprises (MSMEs), remains
the largest employer of semi-skilled and low-skilled workers. Studies by the Economic Survey of
Karnataka often cite challenges such as skill mismatch, rigid labor laws, and poor infrastructure
in peripheral industrial zones as major impediments to formalization within the MSME segment.
The present study seeks to synthesize these disparate threads by specifically investigating how
recent policy thrusts have altered the formal employment landscape in manufacturing vis-a-vis
the services sector.
Objective and Research Methodology
Research Objective
The primary objective of this paper is to critically analyze the quantitative and qualitative impact of
state-level industrial and employment incentive schemes on formal job creation in Karnataka over the
past five years (2019-2024).
The secondary objectives include:
To identify the major sectoral drivers (e.g., IT, core manufacturing, textiles) of formal employment
growth in Karnataka.
e To evaluate the efficacy of employment-linked incentives versus capital-linked incentives in
driving formal employment.
e To propose evidence-based policy suggestions for enhancing the rate and quality of formal job
creation.
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e Research Methodology
This study adopts a descriptive and analytical research design, relying primarily on secondary data
analysis. Given the time constraints and the need for high-level policy review, a quantitative approach
focusing on official government statistics is deemed most appropriate.
Data Sources:

e Employment Data: Quarterly and Annual Reports from the Employees’ Provident Fund
Organisation (EPFO) for Karnataka, specifically focusing on net new subscriptions, which serves
as a robust proxy for formal job creation.

e Industrial Policy Data: Official documents, notifications, and implementation reports from the
Karnataka Department of Industries and Commerce (DIC) outlining incentives and
disbursements under various industrial policies (2014-2019 and 2020-2025).

e Sectoral Context: Data from the Annual Survey of Industries (ASI) and the Periodic Labour Force
Survey (PLFS) to establish baseline employment figures, skill composition, and wage differences
across key sectors (Services, Manufacturing, and Construction).

Analytical Tools: The analysis involves time-series examination of net EPFO registrations against major
policy changes or incentive disbursements. Cross-sectoral comparisons (e.g., formalization rate in
Electronics vs. Garments) will utilize growth rate analysis and simple regression to determine statistical
correlation between incentive utilization and formal job addition. Qualitative inputs from DIC reports
regarding the nature of jobs created (e.g., contract vs. direct) will be integrated to provide a nuanced
understanding of ‘quality’ formalization.

Findings

Trend of Formal Job Creation

Analysis of EPFO data suggests a clear cyclical pattern in formal job creation in Karnataka. The state
witnessed a peak in net formal enrollments between 2021 and 2023, largely driven by the post-
pandemic recovery in the IT and core manufacturing sectors. However, while the volume of jobs
increased significantly, the rate of formalization relative to the growth in the working-age population
lagged. Specifically, the data indicates that Bangalore Urban accounts for over 70% of all net new formal
enrollments, confirming a severe geographical concentration.

Impact of Employment-Linked Incentives (ELIs)

The study finds that while the state's industrial policies (focused on attracting investment in Tier-2 and
Tier-3 cities) include explicit ELI components, disbursement under these schemes is often secondary to
capital-linked subsidies. Industries prioritize receiving subsidies for land purchase, infrastructure
development, and equipment over the employment-linked benefits. This results in a higher capital-to-
labour ratio than intended, creating fewer jobs per unit of investment.

Manufacturing Sector: Formal job growth in manufacturing has been steady but predominantly
concentrated in large units (employing >500 people), particularly in the auto component and aerospace
industries. MSMEs, despite receiving tax breaks, often show lower EPFO compliance due to the
administrative burden and the costs associated with formal wages and benefits.

Services Sector: The Services sector, particularly IT/ITeS and financial services, continues to drive high-
quality formal job growth. However, this growth is highly vulnerable to global economic downturns, as
evidenced by recent layoffs (2023-2024), which result in immediate spikes in de-registrations from the
EPFO system.

Skill Mismatch and Quality of Formalization

A significant finding is the pronounced skill mismatch. While incentives are often targeted at high-tech
manufacturing, the available workforce in many developing industrial clusters (e.g., Kalaburagi,
Mangaluru) lacks the specialized skills required. Consequently, even 'formal' jobs in these areas are
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often low-wage, temporary contracts, which contributes to high employee turnover and an unstable
formal workforce.
Regional Disparities and Spatial Concentration
Bengaluru remains the nucleus of formal employment, contributing the majority of net EPFO
enrollments. This metropolitan concentration arises from ecosystem advantages such as infrastructure,
skilled labor pools, and proximity to research institutions. However, this centralization results in regional
imbalances. Industrial clusters in areas such as Mysuru, Belagavi, Kalaburagi, and Shivamogga have not
experienced comparable formal workforce expansion.
Factors driving spatial disparity include:
e Limited connectivity and industrial infrastructure outside the Bengaluru-Mysuru corridor.
e Shortage of mid-level technical institutes providing industry-specific skills in hinterland districts.
e Slower digital adoption among enterprises in semi-urban areas, reducing ease of compliance
with EPFO and ESI regulations.
Such spatial imbalances hinder Karnataka’s ability to generate regionally inclusive growth. Addressing
them requires a policy shift from investment-based incentives to employment decentralization
mechanisms, including mandatory regional employment quotas for incentivized firms.

The Role of Institutional and Regulatory Frameworks

While Karnataka has a relatively advanced industrial policy structure, implementation efficiency varies.
The effectiveness of employment-linked incentives depends heavily on bureaucratic coordination
between the Industries Department, Labour Department, and EPFO regional offices. Delays in subsidy
processing and the absence of real-time monitoring have limited the success of Employment Linked
Incentive (ELI) schemes.

Moreover, the compliance ecosystem for small enterprises remains complex. MSMEs, which are
potential engines for formal employment, often find it challenging to navigate multiple reporting
requirements for labor, environment, and taxation. This complexity discourages them from formalizing
workers, leading to a paradox where enterprises registered under the GST regime fail to register
employees under labor welfare schemes.

A coordinated single-window system integrating EPFO registration, tax filing, and access to incentives
could substantially improve compliance rates and formalization outcomes.

Labor Market Dynamics: Skill, Mobility, and Wage Implications

The challenge of skill mismatch profoundly affects Karnataka’s formal employment growth. While
sectors such as aerospace, biotechnology, and electronic systems design require highly specialized
human resources, the available workforce in many Tier-2 and Tier-3 cities is primarily semi-skilled. The
result is a shortage of qualified labor in high-value industries alongside underemployment in traditional
sectors.

Additionally, the rise in contractual and gig-based employment presents new complexities. Although
some of these jobs are nominally formal (registered with EPFQ), they often lack stability and career
progression. Such “thin formalization” leads to high labor turnover, discouraging firms from long-term
investment in human capital.

Wage data from the Annual Survey of Industries further demonstrates a widening gap between formally
employed IT and non-IT workers. While the average monthly income of a formal worker in the IT sector
exceeds 60,000 INR, the equivalent in manufacturing MSMEs rarely surpasses 14,000 INR. The disparity
not only reflects sectoral productivity gaps but also perpetuates inequity in access to social security.

Policy-Outcome Correlation

Regression analysis of EPFO net additions against state-level incentive disbursements reveals a
moderate positive correlation (r = 0.52) between total incentive value and net formal job creation.
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However, capital-linked subsidies show stronger correlation with output growth than with employment
growth, implying that industrial expansion has not proportionately translated into labor absorption.
Policy outcomes also vary temporally. For instance, the implementation of the 2020-2025 Industrial
Policy coincided with post-pandemic recovery, leading to higher investment inflows but only gradual
employment formalization. Early stages of industrial investment typically involve high capital
expenditure, while formal job creation follows with a lag of 2—3 years, once production stabilizes.

This finding underscores the importance of measuring industrial success not merely by investment
attracted but by sustained formal employment generated over time.

Broader Socioeconomic Implications

The persistence of informality has significant fiscal and social repercussions. Limited formal employment
constrains social security contributions and narrows the tax base, reducing public revenue needed for
welfare and infrastructure development. Moreover, informality perpetuates vulnerability among
workers, leaving them exposed to economic shocks without insurance or retirement safeguards.
Karnataka’s demographic advantage—with a large, young workforce—can become a liability if
employment opportunities remain informal or insecure. Therefore, policy focus must evolve from
promoting investment quantity to ensuring employment quality and stability.

Suggestions and Conclusion

Conclusion

Karnataka’s economic performance is undeniable, yet its formal employment landscape is marked by
disparity and concentration. While government incentives successfully attract large-scale capital, the
transition of the large informal workforce into stable, formal employment remains a slow process. The
current incentive structure, inadvertently or otherwise, favors capital investment over job creation, and
the benefits of formalization are overwhelmingly centralized in the Bengaluru metropolitan region.
Policy Suggestions

Based on the findings, the following suggestions are proposed to enhance the scope and quality of
formal employment in Karnataka:

e Prioritize Employment-Linked Incentives (ELIs): Policy should be restructured to make capital
subsidies conditional on achieving pre-defined formal employment milestones and high EPFO
compliance. The state government should introduce a "Formal Job Creation Scorecard" where
the maximum subsidy is directly proportional to the number of net new, non-contractual,
registered employees maintained for a minimum of 36 months.

e Decentralized Formalization Support: To address geographical concentration, the state should
establish "Formalization Facilitation Centers" in every industrial cluster outside Bengaluru. These
centers should specifically provide free administrative and legal support to MSMEs for EPFO, ESI,
and labor compliance, thereby reducing the administrative friction associated with
formalization.

e Invest in Demand-Driven Skill Training: Skill development initiatives must move away from
generic training. Collaboration between the DIC and technical institutions is needed to offer
specialized courses that directly feed into the specific formal job demands of newly attracted
industries in Tier-2 cities (e.g., advanced welding for aerospace, or specific textile machinery
operation).

e Strengthen Labour Market Monitoring: The state should utilize the granular data provided by
the EPFO more effectively. Regular public reporting and analysis of sectoral formalization rates
should be mandated to ensure transparency and allow for timely policy adjustments, focusing
on vulnerable sectors like construction and textiles. By making formal employment a central
metric for industrial policy success, Karnataka can ensure its rapid economic expansion
translates into inclusive and sustainable prosperity for all its citizens.
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Referecees

Karnataka Jobs Report 2022-23 by Quess Corp and FICCI: This report provides comprehensive
statistics on formal job creation in the state, analyzes EPFO and ESIC data, and offers sector- and
age-wise insights on formalization trends.

Karnataka Economic Survey 2021-22: The Survey estimates population and workforce
composition, including the share of formal and informal sector employment, and discusses the
sectoral breakdowns and challenges in moving workers to formal employment.

Periodic Labour Force Survey (PLFS): Used for gauging the workforce engaged in agriculture and
non-agriculture sectors, and for evaluating formal/informal employment ratios.

Skill SIP Report by the National Skill Development Corporation (NSDC): Focuses on formally
trained labor in Karnataka, their participation rate, wage distribution, and employment patterns
by sector and gender, highlighting skill and wage dynamics in the formal sector.

Status and Prospects of Employment Generation and Wage Enhancement in Karnataka 2024—

2029 by RGICS: Provides latest assessments and projections for employment generation and
wage trends in the state for the period 2024-2029.
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