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ABSTRACT

Special Economic Zones (SEZs) have been globally recognized as critical policy instruments for ac-celerating
economic growth, attracting Foreign Direct Investment (FDI), and generating large-scale employment. In
India, following the enactment of the SEZ Act in 2005, the Southern states—comprising Tamil Nadu,
Karnataka, Andhra Pradesh, Telangana, and Kerala—emerged as the primary beneficiaries and drivers of
this policy. These states have particularly excelled in establishing zones dedicated to IT/ITES, electronics
hardware, pharmaceuticals, and manufacturing. This research critically examines the macroeconomic
impact of SEZs on income generation and employment creation specifically within these five Southern
states. Utilizing state-level macroeconomic data, employment registries, and re-gional policy frameworks,
the study evaluates how SEZ agglomerations have transformed local labor markets, wage structures, and
per capita income. The findings suggest that while Southern SEZs have successfully generated massive
direct and indirect employment—effectively catalyzing the expansion of a new urban middle class—the
distribution of income and the quality of employment exhibit significant spatial and sectoral disparities.
The paper concludes by evaluating these discrepancies and setting the stage for targeted policy
interventions aimed at achieving equitable regional development.
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The trajectory of export-led growth in India
transitioned significantly from the early Export THE CONTEXT OF SOUTHERN
Processing Zones (EPZs) model, initiated in Kandla

INDIAN STATE
in 1965, to the more comprehensive Special S S

Economic Zones (SEZs) policy announced in 2000. . ) )
This policy was subsequently institutionalized India’s SEZ landscape is characterized by severe
through the SEZ Act of 2005, supported by the SEZ

Rules of 2006. The primary mandate of this

regional asymmetry, with the vast majority of
opera-tional zones concentrated in a few

R industrialized states. The Southern Indian
legislative framework was to create duty-free

enclaves with streamlined administrative peninsula—specifically Tamil Nadu, Karnataka,

. . . Andhra Pradesh, Telangana, and Kerala—accounts
compliance, single-window clearances, and robust

. . for a dominant share (over 50%) of the country’s
infrastructure.  The core macroeconomic

objectives  included  generating  additional operational SEZs and total SEZ-driven exports.
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This regional concentration is a result of structural,
historical, and policy-driven advantages. Southern
states possessed early-mover advantages in
technical and engineering education, proactive
state-level industrial policies, large English-speaking
labor pools, and relatively superior coastal and
digital infrastructure.

® Karnataka and Telangana leveraged their
capital cities to become global hubs for
Information Technology (IT) and IT-Enabled
Services (ITES) SEZs.

® Tamil Nadu adopted a more diversified approach,

developing multi-product, automotive,

electronics, and textile SEZs alongside its IT parks.

e Andhra Pradesh and Kerala utilized their
specific geographical and human capital
advantages to foster pharmaceutical, agro-
processing, electronics, and specialized service
zones.

Because these five states drive the bulk of SEZ-led
economic activity in India, studying their specific
employment and income dynamics provides the
most accurate and critical barometer for
evaluating the success of the national SEZ policy.

STATEMENT OF THE PROBLEM
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pressing questions by exclusively focusing on the
income and employment multipliers within the
Southern demographic.

OBIJECTIVES OF THE STUDY

While SEZs in Southern India have undeniably
attracted billions of dollars in foreign and domestic
investment, radically transforming the urban
landscapes of cities like Bengaluru, Chennai, and
Hyder-abad, the actual socio-economic impact on
the broader population remains a subject of intense
academic debate. A critical question persists: Has
the employment generated been largely high-skilled
and exclu-sionary (benefiting only the educated
urban elite), or has there been a "trickle-down’ effect
that creates low-skilled and semi-skilled jobs for the
broader masses? Furthermore, how has the
establishment of these massive industrial and
service enclaves impacted the per capita income,
wage parity, and cost of living in the surrounding
regional economies? This study addresses these

To provide a structured and empirical
macroeconomic analysis, this research aims to fulfill
the following core objectives:

1. To trace the growth, operational status,
and sectoral distribution of SEZs across
Tamil Nadu, Karnataka, Andhra Pradesh,
Telangana, and Kerala.

2. To analyze the quantitative and qualitative
impact of SEZs on both direct and indirect
employment generation in these states.

3. To evaluate the impact of SEZ-driven
industrial agglomeration on regional
income levels, per capita income growth,
and wage structures.

4. To identify the operational, infrastructural,
and policy bottlenecks that hinder the
optimal perfor-mance of SEZs in Southern
India, and suggest remedial measures.

REVIEW OF LITERATURE

A rigorous review of existing literature is essential
to contextualize the current research, understand
historical economic debates, and identify existing
empirical gaps regarding SEZ performance in India.

THE GLOBAL PERSPECTIVE ON SEZ
IMPACT

Global economic literature frequently references the
Chinese SEZ model (such as the Shenzhen transfor-
mation) as the ultimate benchmark for utilizing
economic zones for rapid structural transformation.
Aggarwal (2012) notes that successful global SEZs
operate on the principles of ’Agglomeration Eco-
nomics’—where the clustering of allied industries
reduces logistical costs, fosters innovation, and
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creates a massive, specialized labor pool. However,
critical reviews by institutions like the International
Labour Organization (ILO, 2014) highlight that while
employment numbers in developing nation SEZs are
undeniably high, they often suffer from poor labor
standards, temporary contracting, and wage
suppression designed to maintain global cost
competitiveness.

THE INDIAN SEZ EXPERIENCE:
OUTPUT VS. EQUITY

The academic discourse surrounding Indian SEZs is
sharply divided into two distinct schools of thought.

® The Pro-Growth Narrative: Scholars such as
Mukhopadhyay (2008) argue that SEZs,
especially in the post-2005 era, have been
vital in shielding the Indian export market
from global volatility. The IT/ITES SEZs, which
dominate the Indian landscape, are credited with
creating a high-income, white-collar workforce.
This direct employment spurred massive
secondary demand in real estate, retail,
hospitality, and transportation, leading to high
indirect employment generation.

® The Critique of Land and Labor: Conversely,
sociologists and development economists offer
a critical view. Levien (2012) argues that Indian
SEZs  have
instruments of "land brokering" and real estate

occasionally  functioned as

speculation rather than genuine
manufacturing hubs. Literature points out that
the acquisition of agricultural land for SEZs
often displaces rural labor, forcing them into
informal, low-paying urban sectors, thereby
negatively impacting traditional rural income
structures and creating localized inequality.

FOCUS ON SOUTHERN INDIAN
STATES
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trajectories that differ vastly from Northern or
Eastern India.

® The IT Monoculture: Research by Palit and

Bhattacharjee (2008) observes that SEZs in

Karnataka and Telangana are almost
exclusively driven by the IT and ITES sectors.
While this generates high-income employment,
it creates an "enclave economy" that limits
employment opportunities for the semi-skilled
manufacturing labor force, leading to a skewed

income distribution.

® The Diversified Tamil Nadu Model: Studies on
Tamil Nadu present a more balanced industrial
picture. State-backed initiatives and agencies like
SIPCOT (State Industries Promotion Corporation
of Tamil Nadu) have successfully developed
multi-product and manufacturing SEZs (such as
the Sripe-rumbudur auto cluster). This approach
has created a much higher ratio of blue-collar
employment compared to neighboring states,
leading to a different income distribution
pattern.

® Emerging Sectors in AP and Kerala: Recent
studies highlight Andhra Pradesh’s dominance in
bulk drug and pharmaceutical SEZs, which
require a mix of highly technical research staff
and semi-skilled plant operators. Kerala,
constrained by land availability, has focused on
low-footprint, high-yield zones like the
Technopark and SmartCity, emphasizing high-

wage knowledge work.

IDENTIFICATION OF THE RESEARCH
GAP

Literature specifically focusing on the Southern
states reveals highly specialized regional economic

Existing literature often treats India as a monolithic
entity when evaluating the macroeconomic impacts
of SEZs. Alternatively, studies focus intensely on
single-state micro-environments (e.g., just studying
Bengaluru’s IT parks). There is a distinct need for a
comparative, cross-state analysis within the
Southern region to understand why certain states
succeed in manufacturing employment, while others
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dominate in service-sector income generation, and
how these different strategies ultimately affect
overall  state-level prosperity.  This  paper
systematically addresses this empirical gap.

RESEARCH METHODOLOGY

To objectively evaluate the macroeconomic impacts
of Special Economic Zones on income and employ-
ment across the Southern Indian states, this study
adopts a descriptive and analytical research design
utilizing secondary data sources.

DATA COLLECTION AND SOURCES

The research heavily relies on time-series and
cross-sectional data from recognized
government and institutional databases spanning
the period from the enactment of the SEZ Act in

2005 to the present.
The primary sources of data include:

Ministry of Commerce and Industry (MoCl),
Government of India: For data regarding the
number of formal approvals, notified SEZs,
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Export Promotion Council for EOUs and
SEZs (EPCES): For granular, state-wise data on
direct employ-ment generation and foreign direct
investment (FDI) inflows.

Reserve Bank of India (RBI) Bulletins and
State Economic Surveys: For tracking state-level
Per Capita Net State Domestic Product (PCNSDP)
and analyzing broader macroeconomic trends.

Periodic Labour Force Survey (PLFS) and
NSSO Data: To evaluate changes in the regional
employment landscape, wage structures, and
the shift of labor from agriculture to the
manufacturing and service sectors.

ANALYTICAL FRAMEWORK

The study employs comparative growth rate
analysis and trend analysis to measure the
performance of the five Southern states against
each other. Employment multipliers are used to
estimate the creation of indirect jobs spurred by
direct SEZ employment. Furthermore, sectoral
analysis is conducted to differentiate the
economic impact of IT/ITES zones from multi-

operational SEZs, and aggregate export figures. product and manufacturing zones.
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Conceptual Curve Graph: Growth Trajectory of SEZ Economic Impacts in Southern India

GROWTH AND SECTORAL
DISTRIBUTION OF SEZS IN
SOUTHERN INDIA

The spatial and sectoral distribution of SEZs in
Southern India is not uniform; it reflects the
historical industrial policies, land availability, and
human capital of each respective state. The
Southern region commands a disproportionate
share of the nation’s operational zones, making it
the epicenter of India’s export-led growth
strategy.

STATE-SPECIFIC TRAJECTORIES

Tamil Nadu: Tamil Nadu stands out as the state
with the highest number of operational SEZs in
India. Unlike its neighbors, its SEZ portfolio is
highly diversified. While it houses massive IT
corridors (like the OMR in Chennai), it has also
successfully operationalized multi-product zones,
automotive zones (the Sriperumbudur-Oragadam
belt), electronics hardware, and textile SEZs. This
diversification has profound implications for
absorbing various skill levels of labor.

Karnataka: Karnataka’s SEZ model is overwhelmingly
skewed towards the IT and ITES sectors, heavily
concentrated around the Bengaluru urban and rural
districts. While the state boasts some of the highest
export values in the country, the sectoral
concentration means the economic benefits are
tightly linked to the global technology market.
Emerging sectors include biotechnology and
aerospace, though they remain small compared to
IT.

Telangana: Following the bifurcation of the state,
inherited  the
Similar  to

Telangana
Hyderabad.

powerhouse  of

Karnataka, IT/ITES

dominates the landscape (e.g., HITEC City).
However, Telangana has also developed a strong
secondary focus on pharmaceutical and bulk drug
SEZs, capitalizing on its historical legacy as a hub
for life sciences.

Andhra Pradesh: Post-bifurcation, Andhra Pradesh
strategically utilized its long coastline to develop
port-based, multi-product SEZs (such as the Sri
City SEZ and Visakhapatnam zones). Its focus has
shifted
textiles, and building materials, aiming to attract

towards electronics manufacturing,
heavy foreign manufacturing investments that

require extensive land and logistical connectivity.

Kerala: Constrained by high population density,
stringent land acquisition laws, and ecological
sensi-tivity, Kerala has the fewest SEZs among the
Southern states. Its strategy is highly specialized,
focusing on low-footprint, high-yield sectors—
IT/ITES
Thiruvananthapuram and Infopark in Kochi) and

primarily (Technopark in

gems and jewelry.

IMPACT ON EMPLOYMENT
GENERATION

One of the primary legislative mandates of the SEZ
Act was the creation of vast employment opportu-
nities. The Southern states have been remarkably
successful in this regard, accounting for millions of
direct and indirect jobs. However, a deeper
qualitative analysis reveals distinct structural
characteristics in this employment boom.

DIRECT EMPLOYMENT: THE SKILL
DIVIDE

Direct employment refers to the workforce
formally employed by the developers and the units
operating within the SEZ.
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In Karnataka, Telangana, and Kerala,
where IT/ITES SEZs dominate, direct
employment is character-ized by high-skill,
white-collar  jobs. These zones absorb
engineering graduates and English-speaking
professionals. While the aggregate numbers are
massive, this type of employment is inherently
exclu-sionary; it does not solve the
unemployment crisis for the vast majority of
semi-skilled or unskilled rural migrants.

Conversely, in Tamil Nadu and Andhra
Pradesh, the presence of manufacturing, apparel,
and electronics assembly SEZs provides substantial
direct employment to semi-skilled and low-skilled
workers. For instance, the electronics manufacturing
clusters in Tamil Nadu employ thousands of
assembly-line  workers, providing a critical
transition path for labor moving out of the
agricultural sector.

INDIRECT EMPLOYMENT: THE
MULTIPLIER EFFECT
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GENDER DYNAMICS IN SEZ
EMPLOYMENT

The true magnitude of SEZs on regional labor
markets is observed through the employment
multiplier effect—the creation of secondary and
tertiary jobs to support the SEZ ecosystem.

The establishment of a large IT SEZ
generates immense demand for facility
management, security, catering, transport logistics,
and  housekeeping.  Furthermore, the high
disposable income of the direct IT workforce spurs
a boom in local real estate, retail, and hospitality
sectors. Economic estimates suggest that in
Southern IT hubs, every 1 direct job in an IT SEZ
creates approximately 3 to 4 indirect jobs in the
unorganized and service sectors. This indirect job
creation is crucial as it absorbs the low-skilled labor
that cannot enter the formal SEZ workforce.

A defining feature of employment in Southern SEZs
is the high rate of female labor force participation,
though it varies sharply by sector.

In the IT/ITES sector, female participation
is relatively high and equitable, driven by
progressive corporate policies, safer wurban
working environments, and higher education
levels among women in Southern states.

In the Manufacturing and Electronics
Assembly sectors (prominent in Tamil Nadu and
Andhra Pradesh), there is an overwhelming
preference for female labor on assembly lines.
However, sociological studies indicate that this
preference is often driven by corporate desires for a
docile, non-unionized workforce willing to accept
lower wages compared to male counterparts. Thus,
while gquantitative female em-ployment has surged,
the qualitative aspect (wage parity, job security, and
upward mobility) remains a critical concern.

Impact on Income Generation and Wage
Structures While employment numbers provide a
guantitative measure of SEZ success, analyzing
income generation and wage structures offers a
crucial qualitative perspective on economic
welfare. The establishment of SEZs in the
Southern states has undeniably accelerated the
growth of the Net State Domestic Product (NSDP);
however, the distribution of this income reveals
complex macroeconomic realities.

PER CAPITA INCOME GROWTH AND
URBAN AGGLOMERATION

The concentration of SEZs in specific geographical
pockets has led to unprecedented localized income
growth. Cities like Bengaluru (Karnataka),
Hyderabad (Telangana), and Chennai (Tamil Nadu)
have witnessed a massive surge in their per capita
income, significantly outpacing the national
average.
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The Agglomeration Premium: The clustering
of high-value IT, pharmaceutical, and electronic
hardware  firms  within  SEZs creates an
"agglomeration premium." Firms are willing to pay
higher wages to attract specialized talent, which
immediately elevates the average income of the

formal workforce within these zones.

Cost of Living and Real Estate Inflation: A
critical secondary impact of this income
generation is the severe inflation in local real estate
and cost of living. The influx of a high-income, white-
collar workforce into SEZ corridors (such as the IT
Corridor in Hyderabad or Electronic City in
Bengaluru) drives up housing prices, rent, and the
cost of essential services. Consequently, while the
absolute income of the region increases, the real
income of the native, non-SEZ working-class
population often declines due to localized inflation.

SECTORAL WAGE DISPARITIES: THE
DUAL ECONOMY EFFECT
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offer very limited upward mobility. Thus, while
these zones generate massive employment, they
do not facilitate rapid income progression for the
semi-skilled labor force.

IMPACT ON RURAL INCOME AND
LAND MONETIZATION

The Southern SEZ model has inadvertently fostered a
"Dual Economy"—a phenomenon where highly
developed, high-income enclaves exist adjacent to
traditional, lower-income regional economies. This
disparity is sharply visible across different sectors:

The IT/ITES Premium: In Karnataka,
Telangana, and Kerala, where |IT services
dominate the SEZ landscape, the starting salaries
and wage growth trajectories for employees are
exceptionally high. These sectors are integrated
into global supply chains, allowing them to
benchmark wages against international standards,
thereby creating an affluent urban elite.

The Manufacturing Wage Trap:
Conversely, in the multi-product and apparel SEZs
predominantly found in Tamil Nadu and Andhra
Pradesh, income structures are vastly different. To
maintain global cost-competitiveness against
Southeast Asian economies, manufacturing SEZs
often operate on strict cost-control measures.
Wages for assembly-line workers, while slightly
higher or on par with the state minimum wage,

A less discussed but vital aspect of SEZ-induced
income generation is the monetization of rural
land. The acquisition of land for mega-SEZs
(particularly in Andhra Pradesh and Tamil Nadu)
resulted in one-time, lump-sum capital infusions for
rural landowners. However, studies indicate that
without financial literacy, this sudden income often
leads to non-productive consumption rather than
sustainable capital formation. Furthermore,
agricultural laborers who did not own land lost
their traditional livelihoods without receiving the
benefits of land monetization, thereby widening

rural-urban income inequality.

Operational and Policy Bottlenecks
Despite their substantial contributions to exports,
employment, and income, SEZs in Southern India
face critical infrastructural, regulatory, and policy
bottlenecks that prevent them from achieving

their maximum economic potential.

REGULATORY INSTABILITY AND THE
SUNSET CLAUSE

The most severe shock to the SEZ ecosystem in
India was regulatory instability. The initial SEZ
Act of 2005 promised robust direct tax holidays
(100% income tax exemption for the first five
years, 50% for the next five).

Introduction of MAT: The sudden
imposition of the Minimum Alternate Tax (MAT)
and Dividend Distribution Tax (DDT) in 2011 on
SEZ developers and units severely dampened
investor sentiment, particularly impacting the
capital-intensive manufacturing SEZs in Tamil
Nadu and Andhra Pradesh.
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The Sunset Clause: The government’s
decision to withdraw direct tax benefits for any
new SEZ units commencing operations after June
30, 2020 (the "Sunset Clause"), removed the
primary financial incentive for foreign and
domestic investors to locate within an SEZ. This
policy shift has led to the stagnation of new zone
notifications across the Southern states.

LAND ACQUISITION CONSTRAINTS

While Northern and Eastern Indian states faced
severe political protests regarding land
acquisition (e.g., Singur and Nandigram),
Southern states managed the process more
efficiently through state industrial corporations
like SIPCOT (Tamil Nadu) and APIIC (Andhra
Pradesh). However, structural land constraints
remain:

Kerala’s Scarcity: Kerala suffers from an acute
shortage of contiguous, non-ecologically
sensitive land, limiting its ability to host large-
scale manufacturing SEZs and forcing it to rely
strictly on vertical IT parks.

Unutilized Land: In states like Andhra Pradesh
and Telangana, extensive tracts of land were
acquired and notified as SEZs, but remain vacant
or severely underutilized due to delayed
infrastructure development or lack of investor
interest, representing locked-up economic
capital.

INFRASTRUCTURAL DISCONNECT
"BEYOND THE GATES"
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Logistical Costs: For manufacturing SEZs
in Tamil Nadu and Andhra Pradesh, the time and
cost involved in transporting goods from the SEZ
gate to the nearest seaport (like Chennai Port or
Visakhap-atnam Port) remain high due to congested
highways and inefficient customs clearances at the
port level, eroding the competitive advantage
gained from operating inside the tax-free enclave.

Strategic Policy Recommendations Based on
the empirical evidence and the identified
macroeconomic bottlenecks, it is evident that the
Special Economic Zone policy in Southern India
requires a structural overhaul. To transition SEZs
from isolated, export-oriented tax havens into
inclusive engines of regional economic growth, the
following policy interventions are recommended:

REVITALIZING MANUFACTURING
SEZS AND TAX REFORMS

While the infrastructure within the SEZ walls (power
supply, broadband, water, and roads) is of global
standards, the infrastructure immediately outside
the zones is often severely lacking.

Last-Mile Connectivity: SEZs located on the
peripheries of major Southern cities frequently
suffer from terrible last-mile road connectivity,
inadequate public transportation for the massive
workforce, and severe traffic bottlenecks.

The imposition of the Minimum Alternate Tax
(MAT) and the enforcement of the Sunset Clause
have disproportionately harmed manufacturing
SEZs in Tamil Nadu and Andhra Pradesh. To revive
investments, the central and state governments
must introduce alternative fiscal incentives tied
strictly to employment generation and value
addition rather than blanket tax holidays.
Furthermore, easing the regulations for Domestic
Tariff Area (DTA) sales—allowing SEZ units to sell in
the domestic market at concessional duty rates—wiill
help manufacturing units survive global demand
shocks and integrate better with the local
economy.

BRIDGING THE ‘BEYOND THE GATES’
INFRASTRUCTURE DEFICIT

State governments (particularly in Andhra Pradesh
and Telangana) must shift their focus from merely
acquiring land to developing robust external
infrastructure. The establishment of dedicated
freight corridors connecting multi-product SEZs to
major seaports (like Chennai, Krishnapatnam, and
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Visakha-patnam) is critical. Additionally, developing
affordable urban housing and high-capacity public
transit systems around IT SEZ corridors in Bengaluru
and Hyderabad will alleviate the severe cost-of-living
inflation that currently negates real income
growth for the middle and lower-middle classes.

SKILL UPGRADATION AND LOCAL
LABOR INTEGRATION

To dismantle the ’Enclave Economy’ and ensure
that the benefits of IT/ITES SEZs trickle down,
state governments must mandate structural
linkages between SEZ developers and local
educational institutions.  Industrial  Training
Institutes (ITIs) and state engineering colleges should
co-create curricula with SEZ corporate entities to
ensure that the rural and semi-urban youth
possess the specific skills required by modern
industries. This will reduce the reliance on out-of-
state migrant labor for high-paying jobs and

improve regional per capita income.

GENDER PARITY AND LABOR
WELFARE

While female labor force participation is high in
Southern SEZs, policy interventions are required
to ensure qualitative equity. State labor
departments must rigorously monitor
manufacturing and apparel SEZs to enforce equal
pay for equal work and prevent the contractual
exploitation of female assembly-line workers.
Additionally, ensuring safe, subsidized transport and
on-site childcare facilities will empower more

women to transition into formal SEZ employment.

CONCLUSION

The establishment of Special Economic Zones in
the Southern Indian states—Tamil Nadu,
Karnataka, Andhra Pradesh, Telangana, and
Kerala—represents a watershed moment in the
history. This

region’s macroeco-nomic
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comparative study demonstrates that SEZs have
been remarkably successful in fulfilling their
primary mandate: catapulting exports, attracting
massive  Foreign  Direct Investment, and
generating millions of direct and indirect jobs. The
IT and ITES SEZs of Karnataka and Telangana have
created a globally

economy, while the diversified manufacturing

competitive  knowledge
zones of Tamil Nadu and Andhra Pradesh have
absorbed significant volumes of semi-skilled labor.

However, the analysis of income generation
and employment quality reveals a complex narrative
of un-even development. The Southern SEZ model
has inadvertently fostered a dual economy. The
high-skill, high-wage employment generated within
IT enclaves has created affluent urban pockets,
simultane-ously triggering severe localized inflation
that marginalizes the traditional working class.
Furthermore,

the manufacturing zones, while providing
critical employment, often rely on low-wage
structures to maintain global competitiveness,
limiting the upward mobility of their workforce.
The spatial con-centration of these zones has also
exacerbated the rural-urban divide, with wealth
disproportionately accumulating in metropolitan
corridors.

Ultimately, for Special Economic Zones to
act as true catalysts for equitable regional
development, the policy framework must evolve.
The focus must shift from merely incentivizing
export volumes through tax exemptions to actively
fostering deep forward and backward linkages
with the domestic regional economy. By
addressing infrastructural deficits, upgrading local
human capital, and ensuring labor equity, the
Southern states can transform their SEZs from
isolated islands of prosperity into integrated engines
of inclusive economic growth.
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