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Beyond the Borders: Assessing the Impact of the EU Al Act on
India’s Labour Market

1) Introduction

1.1) Global Overview of Artificial Intelligence

Artificial Intelligence (AI) has rapidly evolved from a niche technology to a globally
pervasive general-purpose tool, with adoption accelerating sharply over the past few years.
Worldwide, the proportion of organisations adopting Al reached 78% in 2024, rising from
55% in 2023 (Microsoft, 2025). OpenAl’s ChatGPT surpassed one million users within five
days of its launch in November 2022 and grew to 400 million users by February 2025
(Microsoft, 2025).

A 2025 dataset aggregating global Al usage reports that approximately 900 million people
worldwide actively use Al tools, indicating that about one in ten individuals interacts
regularly with Al in work, education, creativity or daily life (Resourcera, 2025). Enterprise
adoption mirrors this momentum. As of 2025, around 78% of global organisations report
using Al in at least one business function,up significantly from early-decade levels, where
adoption was just 55% in 2023 (All About Al, 2025). This shift reflects the transition from

experimental Al use to mainstream operational integration across industries.

Beyond broad adoption numbers, newer research offers granular insights. Microsoft’s “Al

User Share” metric,a population-normalised measure of the share of a country’s



working-age population that actively uses Al, reveals sharp cross-country variations
(Microsoft, 2025). While uptake is high in developed economies, there remains “substantial

latent demand” in lower-income countries as digital access improves (Microsoft, 2025).

Global projections further illustrate Al’s economic significance. China’s Al sector is
forecasted to contribute 26.1% to national GDP by 2030, driven by rapid adoption in
healthcare (76%) and manufacturing (57%), alongside the world’s largest Al patent portfolio
(All About Al, 2025). The EU, holding 15% of the global Al market, is projected to influence
43% of global Al governance, particularly through frameworks like the EU Al Act and the
Digital Markets Act (European Commission, 2024).

1.2) Overview of Al in India

India stands out as an emerging global Al powerhouse. Al could contribute 15.7% to India’s
GDP (USD 1.3 trillion) by 2030, supported by a 47% CAGR in Al services exports and a
35% expansion in Al talent pools (All About Al, 2025). With these trends, the global
economy is moving toward a U.S.—China AI duopoly, while regions such as the EU, India,
Israel and South Korea collectively hold 35% of global Al value through specialisation and
governance (All About Al, 2025).

The growing scale of Al adoption heightens the urgency for strong governance. When nearly
a billion individuals and four-fifths of global firms use Al, unregulated deployment risks
systemic harms, including privacy violations, safety failures, biased outcomes, unequal
access, concentration of power and cross-border digital spillovers. Microsoft’s “Al User
Share” data also highlights deep inequalities in global access (Microsoft, 2025). Without

regulation, such disparities may widen.
1.3) Overview of the EU AI Act

Recognising this, the European Union introduced the EU AI Act, the world’s first
comprehensive, risk-based Al regulatory framework (Al Act Overview, 2024; European
Commission, 2024). The Act classifies Al into four categories,unacceptable risk, high risk,
limited risk and minimal risk,based on potential societal harm. Unacceptable-risk systems,
such as manipulative Al, social scoring or harmful biometric categorisation, are banned

entirely (Al Act Overview, 2024; European Commission, 2024).



High-risk systems,those used in healthcare, transport, education, judicial processes,
biometrics, public benefits or credit scoring,require strict compliance measures. These
include risk assessments, data governance, technical documentation, audit logs, cybersecurity

standards and human oversight (Al Act Overview, 2024; European Commission, 2024).

Limited-risk AI, such as chatbots or generative models, must meet transparency
requirements, including disclosure that users are interacting with Al. Generative Al providers
must ensure Al-generated content is identifiable (Al Act Overview, 2024; European
Commission, 2024). Minimal-risk Al remains largely unregulated. Importantly, the Act
applies extraterritorially: any organisation whose Al system is used within the EU must

comply, regardless of origin (Al Act Overview, 2024; European Commission, 2024).

To enforce compliance, the Act establishes supervisory authorities, market surveillance and
mandatory EU-wide registration for high-risk systems. Penalties for non-compliance are
substantial, making adherence essential for market access (Al Act Overview, 2024; European
Commission, 2024). In effect, the Act offers a global blueprint for responsible Al

development, balancing innovation with the protection of rights, safety and trust.

European economies such as Germany, France, the Netherlands and the Nordic countries are
already adapting to this framework. 63% of European firms plan to increase spending on
Al governance between 2025 and 2027 (DESI Report, 2025; ORF, 2025). The EU’s
regulatory leadership is shaping global supply chains and digital trade.

2) Literature Review

The global expansion of artificial intelligence has created economic and regulatory
transformations, raising urgent questions about how countries will adapt to the governance
frameworks emerging in major markets. As Al usage increases across sectors, international
bodies, national governments and private firms attempt to balance automation with safety and

accountability.

The European Union’s Artificial Intelligence Act is the world’s first comprehensive,
binding regulatory framework for Al. Since the EU is a major actor in global digital trade, its
standards carry spillover effects far beyond Europe’s borders. For countries like India, whose
economy is deeply integrated with global IT and Al service markets, the EU’s regulatory

choices represent structural forces that may shape labour markets, investment patterns and



domestic governance models in the years ahead. This literature review therefore, examines
why Al governance has become a global priority, how the EU Al Act is interpreted in existing
research and what current scholarship suggests about the implications for trade-dependent,
emerging Al economies. By understanding these debates, the review establishes the
conceptual foundations for analysing India’s position within a rapidly evolving international

Al order.

The last few years have seen both the promise and peril of Al. A report by the Organisation
for Economic Co-operation and Development (OECD) claims that as Al dependence
increases in sectors like health, transportation, finance and public services, the potential for
“algorithmic bias, opacity, lack of accountability, unequal access and concentration of
power” grows sharply. Thus, the OECD calls for coordinated governance frameworks that
ensure transparency, human oversight, data-governance standards and periodic

auditing (OECD, 2023).

International organisations researching on policies also point out that the unregulated way of
deploying advanced Al systems could possibly endanger our democratic system and create
instability in our societies. According to an article published by the Center for Strategic and
International Studies (CSIS), technologies based on artificial intelligence could create
further economic disparities among marginalized populations. Furthermore, many of the
advanced AI technologies today provide very little or no privacy for users' personal
information. In addition, the use of artificial intelligence technologies creates opaque
processes, creates potentially discriminatory outcomes and could potentially create a lack
of trust between contributing parties, therefore, the lack of enforceable safeguards may
cause harm to underprivileged communities (Sayler, 2023). Thus, to protect our society's
basic rights and values, a comprehensive governance framework for all uses of artificial
intelligence (mandatory governance, transparency requirements and accountability

frameworks) will be required.

But these same sources mention that poorly designed regulation risks stifling innovation. In a
study exploring regulatory compliance costs, researchers note that heavy obligations (audit
logs, testing, documentation) may raise fixed costs, create entry barriers for small firms and
start-ups and concentrate Al capability in large firms that can absorb compliance overhead.

(Johnson, Shriver, & Goldberg, 2022).



This friction between the need for governance to protect rights and the risk of over-regulation

preventing innovation is the key tension in Al governance.

Against this backdrop, the EU Artificial Intelligence Act’s (EU Al Act) risk-based
architecture, banning “unacceptable risk” applications, strictly regulating “high-risk”
systems and demanding transparency for “limited-risk” systems, receives academic support

as an attempt to reconcile Al’s benefits with societal risks (European Commission, 2021).

According to Engler and Renda (2022) suggests that while the Act aims to improve safety
and accountability, it may inadvertently disadvantage smaller innovators and consolidate
market power among larger technology firms with deeper compliance resources. A technical
piece published by a European data-policy think tank argues that the Act’s vagueness (in
definitions of “high-risk” or “acceptable trade-offs”) could lead to uneven enforcement or

legal uncertainty, potentially discouraging cross-border collaboration (Renda, 2022).

This line of critique suggests that the EU regulation may reshape the global Al sector in ways

that disadvantage agility, innovation and smaller players.

Another branch of literature concerns what happens when a region’s regulation reaches far
beyond its borders. Known under the term “regulatory spillover,” this phenomenon
describes how firms globally align to the strictest regime (especially when the regulator
represents a large market) to access that market. Studies of prior regulatory regimes
(environmental law, data privacy) show that compliance pressures often lead to reshoring,
offshore-to-onshore relocation of services or the creation of new “compliance service”
businesses in lower-cost jurisdictions (Bradford, 2020; Peukert, Batikas, Bechtold, &
Kretschmer, 2022).

Applying this logic to the EU Al Act, several policy and industry analyses indicate that
Indian IT/ITES and Al-service providers working with European clients will face pressure to

adopt stronger compliance, data-governance and audit mechanisms.

A 2023 NASSCOM-Deloitte report has stated that EU digital regulations, including the
GDPR, Digital Services Act and now the Al Act, are driving the creation of "compliance
pull effects". Indian service exporters need to improve their documentation practices,
develop systems for managing risk and conduct technical audits before they can access

European markets.



Empirical studies on spillovers from GDPR show companies, outside of the EU, were forced
to change their data handling & vendor management systems to comply with European
standards (Peukert, et Al, 2022), implying that Indian companies providing services such as
Al development, model testing or deployment support must invest in systematic

documentation and compliance tools to compete effectively.

The reduced demand resulting from over-regulation may lead to EU clients considering
compliance to be too great a cost and therefore sole reliance on Al or even utilizing in-house
Al development, will reduce the volume of tasks outsourced. This risk is especially acute for

smaller Indian firms with tight margins.

Given the literature, there is no simple “good regulation = good outcome” or “regulation =
stifling” dichotomy. Rather, the outcomes are conditional on how regulation is implemented,

how firms adapt and how governance-markets evolve globally.

The paper’s contribution lies in this middle ground: with the right domestic policy support
and global partnerships, India can transform the EU-driven compliance requirement into a
strategic opportunity. Indian firms can become global suppliers of auditable Al services,
leveraging lower costs, skilled labour and multinational experience. At the same time,
because India is itself developing Al infrastructure (through national AI missions,
public-private R&D and collaborations with western and global partners), it can also build a

domestic regulatory and governance framework tailored to it.

This synthesis draws strength from empirical data (OECD’s Al adoption and risk reports,
trade-flow studies), from policy-regulation theory (spillover and compliance economics) and

from India’s real economic position.
3) Research Gap

By doing so, the paper seeks to fill a gap in existing literature: the relative absence of studies
on how extraterritorial Al regulation affects labour markets, investment flows and
compliance-based service economies in the Global South, especially in large,

export-oriented, Al-capable economies like India.
4) Research Question

This paper addresses the following research question.



“How does the EU Al Act affect Indian labour trade and investment flow in the IT Sector?”

(This paper uses secondary data, regulatory analysis, and labour-market theory to assess

expected impacts rather than measuring realised outcomes.)

5) Importance of understanding Indian Labour Trade and investment flow in the

IT Sector

The significance of examining the flow of labour and capital into and out of India’s IT
industry is particularly important since the digital economy contributes not only directly to
India’s GDP but also serves as the foundation for India’s incorporation into the global
economy. The projected IT export volume of US$224.4 billion in Fiscal Year 2025 will
represent over 65% of the total IT services output from India and thus gives India its largest

single export sector for generating foreign economic relationships. (IBEF, 2024)

Given the magnitude of the contribution of employment, foreign exchange reserve growth
and the investment appeal of India to global investors connected to the international demand
for Indian IT services, any event that disrupts the existing regulatory framework for a major
client market will have a massive macroeconomic impact on India as a whole. The EU Al
Act shifts from a foreign compliance law to that of a structural force in the transformation of

the Indian labour markets.

The European Union (EU) has a significant presence in the Indian economy as an important
source of high-skill digital labor. Should EU businesses require Als to comply with EU
specific risk, transparency, documentation and audit requirements, there is no way the Indian
IT industry will be able to maintain its current position of passivity regarding its workforce.
The flow of labor (including the skill types, wages paid and the nature of outsourced tasks)
will be influenced directly by these regulatory preferences. Certain existing job types (e.g.
lower-skill annotation, modular coding) will decrease, whereas, the high-skill governance
jobs associated with risk assessment, model explainability and auditing of Als will increase.
This change will impact the overall quantity and quality of labor and change the way in

which those labor resources are classified in terms of hierarchy and pricing.

The manner in which investment will be affected will likewise follow the same pattern as
labor flows. Foreign investors are beginning to view a business' ability to demonstrate

regulatory compliance' as a component of the company's overall competitiveness. If Indian



companies are not able to demonstrate their ability to comply with the EU Al Act, then much
of the foreign investment in those companies will more than likely relocate to countries that
have an existing robust Al governance ecosystem or companies within them. Likewise,
however, if Indian businesses have the ability to demonstrate and maintain a credible system
of regulatory compliance for Als, then they will be in a position to compete for much of the
very high-value investment that will come from businesses that are focusing their efforts on
creating trustworthy Als and providing support services associated with auditing Als and

mitigating digital risks.

Thus, the EU Al Act has the ability to identify which Indian companies are going to be
"future-ready," and which companies are going to be "at-risk" of losing competitiveness due
to their inability to maintain compliance with the EU Al Act. And it will reward those that
can successfully demonstrate regulatory compliance and, at the same time, punish those that

cannot.

The research has both significant theoretical implications and practical applications for the
global economy as India's continuing role as a major source of IT talent and services will
depend on how well it aligns its labour force and investment framework with the changing
regulatory landscape in Europe, especially as EU regulations evolve to necessitate
compliance for IT services entering Europe. The research also reveals that should India fail to
recognise and adapt to these trends, it could see millions of jobs tied to digitally imported
services move to EU countries, possibly through ancient, sometimes disruptive, positive
legislative changes, automation and/or the restrictions imposed by the EU. On the other hand,
should India use these changing regulations to its advantage by intelligently coordinating its
labour force to become an edict of EU standards, the largest source of artificial intelligence
governance and risk-compliant digital labour for the entire world, then India would have a
substantial and growing international market for AI-Governance and Risk Compliant Digital

Labour. The growth of this market is further supported by the EU Al Act.

In summary, understanding the labour trade and investment streams will be crucial to protect
India's competitiveness in international trade and to support India's potential to be a large
source of high-value jobs, avoid marginalisation from technology and to create new

economic opportunities from global regulatory changes.



6) Basics of Labour Market

Labour economics studies how the interaction between workers (supply of labour) and firms
(demand for labour) determines the number of people employed, the amount of pay that they
receive for their work, and the extent of job security or stability in the economy.

In other words, the study of labour economics includes the analysis of labour as a factor of

production to either produce goods or services.

Firms create demand for labour by generating output, which is created from the demand for
goods and services that they produce. On the other hand, individuals provide their labour in
exchange for wages to support their income when they are not working. Therefore, the supply
of labour reflects the decisions made by an individual to provide their labour in exchange for

wages.

Wages are determined by the interaction of the supply and demand for labour in the
marketplace. The demand for labour is a derived demand and thus it depends on further
things (like skills, experience etc.) and the supply of labour is also dependent on the amount

of skills, experience and minimum salary that the employer is willing to pay.

Thus, they reach an equilibrium (balance point) depending on current economic conditions.
In the real world, there are institutional and structural factors (e.g. minimum wage legislation,
technological advancements, and various government interventions) that cause labour
markets not to reach their equilibrium level of wages and employment levels. These factors
may lead to unemployment being caused by three distinct sources: frictional, structural, and

cyclical.

Governments are key players when it comes to determining how workers will fare by
implementing regulations, social security systems, and initiatives that are designed to help
ensure that workers are protected from the risk of income instability. If we are to gain a better
understanding of what has been and will be the impact on labour markets due to various
forms of external disruption (for example, the development of new technologies, and changes
in regulatory framework), we must then utilise the information provided in this article to

develop a model through which to study the potential impact of the governance of Al (e.g.,



the EU's proposed Al legislation) on the dynamics of labour, skill demand, and employment

trends within India’s IT industry.

With this basic understanding of how labour markets work, the rise of artificial intelligence
can be seen as a major change in how work itself is organised. Al is not only automating
tasks but also reshaping what skills are valued, where work is performed and how jobs are
regulated across countries. As Al becomes central to everyday business operations, rules
governing its use are beginning to influence employment patterns just as strongly as wages or
market demand. This is especially true of the European Union’s Artificial Intelligence Act,
which applies even to companies based outside Europe if their Al systems are used within the
EU. For countries like India, whose IT sector relies heavily on European clients, this means
that foreign regulation can directly affect domestic jobs, skills and investment decisions. This
paper therefore explores how the EU Al Act may shape India’s IT labour market and
investment flows, focusing on how global Al rules translate into real economic outcomes for

workers and firms.

7) Analysis

7.1) Investment flow in India

The EU is India’s second-largest trading partner and the largest destination for Indian
IT-ITES exports, accounting for nearly 23% of sectoral revenue (IBEF, 2025). More than
200,000 Indian professionals service Al, cloud, analytics and automation contracts for
European clients. With the EU AI Act in force, many Indian firms that design, test or
maintain Al systems for European clients may now qualify as “providers” or “deployers.”
This requires maintaining conformity assessments, transparency logs, bias-testing protocols,
technical documentation and human-oversight mechanisms aligned with EU standards (ORF,

2025).

Investment patterns are changing accordingly. India’s private Al investment,USD 7.8 billion
in 2023,is projected to grow 18-22% annually until 2030, driven largely by external
regulatory demand from regions like the EU (Reuters, 2024). The Government of India’s
%10,371-crore IndiaAl Mission announced in 2024 aligns with these shifts (IndiaAl, 2024).
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Figure 1: Projected investment in Al by the Indian Government

{Formula used CAGR=(Vi/Vf)*(1/n)—1} (Kotak Mahindra Bank)

Domestically, India is beginning to integrate Al into governance, with courts piloting
Al-assisted transcription and policy bodies exploring Al-enabled legislative drafting.
Therefore, establishing an Indian Al regulatory framework similar to the EU's is increasingly
inevitable. International partnerships, including the India—EU Trade and Technology
Council, US-India iCET and Japan-India Digital Partnership, provide opportunities for

India to co-shape global Al norms.

Ultimately, the EU Al Act influences India not only as an exporter of Al services but also as
an emerging regulator. As India develops its own Al governance model, the relationship
between India’s labour market, its Al service exports to Europe and the incentives
created by the EU AI Act will be central. Understanding this relationship is crucial for

forecasting future outcomes if India adopts a structured Al regulatory architecture.
7.2) Indian Labour Market

7.2.1) Structural Overview of India’s IT Labour Market



Currently India has a large pool of service workers in technology that is integrated into the
global market and considered one of the largest pools of service workers (NASSCOM, 2024;
IBEF, 2025). The way the labor market functions today results from a longstanding
relationship between global demand for digital services, domestic education systems,
firm-level organizational strategies and India's place within the international division of
digital labor (Autor, Dorn, & Hanson, 2016; Peukert et al., 2022). Additionally, because the
IT sector is primarily service export-driven, India has no large domestic consumption or
capital-intensive production therefore all aspects of employment in the IT sector have been
developed based on these parameters (IBEF, 2025; NASSCOM, 2024). The following
describes the structural characteristics of India's IT labor force, as defined by its market

behavior in equilibrium (Acemoglu & Autor, 2011).

The basic underpinnings of the Indian IT labor force revolve around three central pillars: (a)
it is inherently export-oriented; (b) it is service-driven and (c) it has a hierarchical wage
structure (NASSCOM, 2024; IBEF, 2025). Most labor demand comes from customers located
outside of India, with the vast majority of demand being generated by companies located in
both North America and Western Europe, which is primarily responsible for the outsourcing
of software development, systems maintenance, data processing and related services (Peukert
et al., 2022; WTO, 2023). Therefore, labor demand is much more correlated to the global
cycle of technology spending and the resulting expansion and reduction of outsourcing, than
it 1s with demand resulting from innovation generated locally within India (OECD, 2023;
Autor et al., 2016). The export orientation of the sector is a defining characteristic of the size,

structure and stability of employment in this sector (NASSCOM, 2024).

Scale and Composition of Employment

The IT-ITES sector employs several million workers and represents one of the largest
organised private-sector labour markets in India (NASSCOM, 2024; IBEF, 2025).
Employment spans software services, business process outsourcing (BPO), engineering
services, data analytics, cloud computing and Al-adjacent activities (IBEF, 2025). Despite
this apparent functional diversity, occupational structures across sub-sectors remain relatively
uniform, reflecting the dominance of standardised service delivery models designed for scale

(Peukert et al., 2022; Acemoglu & Autor, 2011).



Employment growth in the sector has historically followed patterns of offshore demand
expansion rather than domestic technology adoption (NASSCOM, 2024; OECD, 2023).
Periods of global economic growth and digital transformation have translated into rapid
hiring, while downturns in international markets have led to synchronised hiring freezes or
layoffs (Autor et al., 2016; WTO, 2023). This pattern highlights the sector’s dependence on
external demand conditions and its limited insulation from global volatility (OECD, 2023).

Pyramidal Workforce Structure

India’s IT labour market is characterised by a large number of entry-level workers, a smaller
number of experienced professionals and a very small number of highly specialised workers,
commonly referred to as ‘pyramidal’ (NASSCOM, 2024). Entry-level workers are typically
recent graduates of engineering or related disciplines who perform routine tasks such as
coding, software testing, application maintenance, data handling and providing technical
support (IBEF, 2025). Entry level and junior roles are highly standardised, with close
supervision throughout their duration (Acemoglu & Autor, 2011).

The middle tier of professionals consists of team leaders, experienced engineers and project
managers who coordinate workflow processes, translate client requirements into technical
specifications and manage delivery schedules (NASSCOM, 2024). The middle-tier
professionals serve as an intermediary between junior-level employees performing routine
work and senior technical leaders who provide direction to the entire organisation (OECD,
2023). The high-level professionals include senior architects, domain specialists and strategic
managers, who are engaged in system design, complex problem-solving for customers and
long-term client management (IBEF, 2025). Senior-level professionals are comparatively few
in number and comprise only a small proportion of total jobs in the IT workforce

(NASSCOM, 2024).

The majority of jobs in the IT industry are concentrated in a few urban centres that specialize
in technology (IBEF, 2025). Specifically, Bengaluru, Hyderabad, Pune, Chennai, Gurugram
and Noida provide large numbers of workers so that companies can easily move their
employees around to work on different projects (NASSCOM, 2024). For employers, having a
large pool of available workers in one city reduces recruiting and coordination costs, while

making it much easier to move workers between companies within the region (OECD, 2023).



Accordingly, the labour market is very fluid in these cities, leading to high rates of movement

of employees between different companies (NASSCOM, 2024).

The clustering of urban areas is made possible by complementary support systems, such as
engineering colleges, training institutes, talent agencies and multinational subsidiaries (IBEF,
2025). These support systems produce a constant supply of new and replenished talent and
skills for the IT industry, supporting the rapid growth of the sector (NASSCOM, 2024). The
concentration of workers in urban centres results in a high degree of uniformity in the skill
sets of employees and the employment practices of employers within the sector (Acemoglu &
Autor, 2011). This is because workers within urban areas have very similar educational

backgrounds and have often worked on similar types of projects (OECD, 2023).

Project-Based Employment

The employment structure in India's IT sector is characterized by a project-based approach in
which labour is acquired through distinct client agreements and not based on long-term
domestic market expansion or production strategies (NASSCOM, 2024; Peukert et al., 2022).
As a result, firms hire employees and allocate them according to their forecasts for future
projects (OECD, 2023). This system has the effect of linking continued employment with the

amount of time that an employee can charge clients for their work (Autor et al., 2016).

Employees in this system are typically assigned to specific clients/projects and their ability to
remain employed will depend on reassignments, contract renewals and obtaining work from
new clients (NASSCOM, 2024). However, while employees do have formal employment
contracts, the basis of these contracts is the concept of "rolling engagement," meaning that an
employee's services are continuously matched to employers' fluctuating external demands
(OECD, 2023). Therefore, while this system allows firms to remain agile, it introduces

uncertainty regarding the long-term employment prospects of workers (Autor et al., 2016).

Project-based employment also influences skill development among IT workers (Acemoglu
& Autor, 2011). Workers acquire skills related to the technologies used by their clients and
the standards established by their industries rather than developing skills specific to their
employer's business strategy or innovation agenda (OECD, 2023). As a result, workers
possessed transferable skill sets that can be utilized at various employers within the context of

the predominant outsourcing framework in which they reside (NASSCOM, 2024).



Wage Structures

Wage determination in India’s IT labour market reflects its position within the global
hierarchy of digital labour (Autor et al., 2016). Compensation levels are significantly lower
than those in advanced economies for comparable technical roles, This wage differential
gives India a comparative advantage in IT services and remains central to its role in global

outsourcing (IBEF, 2025; WTO, 2023).

Within the sector, wages vary systematically by experience and role complexity (NASSCOM,
2024). Entry-level wages are modest relative to educational requirements, mid-level wages
increase gradually and senior or niche roles command higher premiums (OECD, 2023).
However, overall wage dispersion remains narrower than in innovation-driven technology

ecosystems (Autor et al., 2016).

Skill Formation, Training and Labour Mobility

Skill formation in the IT labour market is characterised by continuous upskilling and frequent
role transitions (OECD, 2023). Firms invest heavily in internal training programmes to align
worker capabilities with evolving client requirements, supplementing formal education with
short-term certifications and proprietary tools (NASSCOM, 2024). Workers regularly shift
between technologies, programming languages and functional roles as projects change

(Acemoglu & Autor, 2011).

Historically, development has prioritised implementation, testing and maintenance rather than
design, governance or oversight capabilities (OECD, 2023). Labour mobility is high, with
frequent inter-firm movement driven by wage differentials, project availability and career
progression strategies (NASSCOM, 2024). While mobility enhances individual
employability, it also reinforces homogeneity in skill profiles across firms (Autor et al.,

2016).

Firm Typologies

The IT labour market comprises a range of firm types, from large multinational service
providers to small and medium-sized enterprises (SMEs) and start-ups (IBEF, 2025). Large
firms dominate employment, benefiting from diversified client portfolios, established
delivery frameworks and the ability to maintain labour benches (NASSCOM, 2024). This
enables them to absorb demand volatility more effectively (OECD, 2023).



SMEs and start-ups operate with leaner staffing models and narrower client bases, making
their employment capacity more volatile (Peukert et al., 2022). Workers in these firms face
greater exposure to project risk but may experience broader role responsibilities (OECD,
2023). Despite these differences, employment strategies across firm types are shaped by

scalability, cost control and responsiveness to client demand (NASSCOM, 2024).

Export Dependen ructural Fx re and Regulatorv Asvimmetr

A majority of employment in India’s IT labour market is ultimately linked to foreign demand
(NASSCOM, 2024; WTO, 2023). Domestic consumption of advanced IT services, while
growing, remains secondary in determining overall labour absorption (IBEF, 2025).
Employment growth therefore tracks global technology investment cycles rather than
domestic economic conditions (Autor et al., 2016). This creates a condition of structural
exposure, defined as the systematic sensitivity of domestic employment outcomes to external

economic and institutional developments (OECD, 2023).

India’s domestic regulatory framework for advanced digital technologies has historically been
characterised by a light-touch approach (ORF, 2025). Compliance with foreign regulatory
requirements has therefore been mediated primarily through private contracts rather than
domestic law (Peukert et al., 2022). This produces regulatory asymmetry, defined as the
divergence between domestic regulatory obligations and those imposed by foreign
jurisdictions on the same economic activity (Bradford, 2020). While regulatory asymmetry
has enabled operational flexibility and cost competitiveness, it also embeds latent

vulnerability to changes in foreign governance regimes (OECD, 2023).
7.2.2) The EU Al Act as a Labour-Market Shock to Indian IT Employment

The EU AI Act significantly impacts the global digital labour market and as such, it will
impose an exogenous labour-market shock on the Indian IT sector. This shock will lead to
changes in labour demand, skill value and job stability caused by the imposition of the EU Al
Act's legally binding obligations, which will lead to the re-evaluation of the acceptable
methods of Al creation, use and management within the framework of the law. The way that
the EU Al Act affects jobs in Indian IT is through India's inclusion in the European Al value
chain via cross-border provision of services, rather than through domestic law. The EU Al
Act does not represent a technological change emanating from firms through internal factors;

rather, the EU Al Act establishes legally binding requirements for Al development,



deployment and governance, which function as conditions of access for European businesses
and do not give direct orders to foreign nations or companies. Therefore, jobs in the Indian IT
sector will be affected by European companies' need to comply with the EU Al Act by
making changes to their contractual arrangements, organisational structure and task

distribution (Bradford, 2020; European Commission, 2024; OECD, 2023).

The European Union Artificial Intelligence Act creates an overall approach to governing and
controlling artificial Intelligence Systems, while also including a risk classification model
based on potential severity and placing fine-grained requirements on "High-Risk" Artificial

Intelligence Applications (European Commission, 2024).

The Act does not just apply to organisations with a presence in the European Union but also
covers all other companies that develop Al systems intended for use in the EU Market or
provide labour to develop Al System Outputs that will affect individuals within the European

Union (European Commission, 2024).

Therefore, the extraterritorial application of the EU Al Act also means that Indian IT
Companies and therefore Indian IT Workers will fall under the functional reach of the EU Al
Act whenever they work on Developing Al Systems for the European Market (Bradford,
2020; ORF, 2025).

In addition, workers in the roles of Developing/Testing/Maintaining/Supporting Models may
find themselves indirectly covered by the EU Al Act's regulations without any corresponding

changes to Indian law (ORF, 2025; OECD, 2023).

Thus, the EU Al Act operates externally to Indian IT Employment Regulations, based on how
Indian IT Companies participate in the European Market and thus "Employment" is shaped
by the contractual relationship between European clients and Indian Service Providers

(Bradford, 2020; WTO, 2023).

First, the Act increases the labour intensity of Al-related projects. Compliance with risk
assessment, documentation, bias evaluation and monitoring requirements expands the volume
and duration of work required per project. This alters labour demand quantitatively and
qualitatively, as greater emphasis is placed on tasks that ensure regulatory conformity

(European Commission, 2024; OECD, 2023).



Second, the Act reshapes task composition within outsourced work. Activities that were
previously peripheral, such as documentation, audit preparation and validation, become
central components of project execution. Conversely, certain low-margin, execution-only
tasks become less attractive to outsource if compliance overheads erode cost advantages. This
task reconfiguration directly affects which categories of labour are demanded (Peukert et al.,

2022; OECD, 2023).

Third, the Act redistributes legal and reputational risk along Al supply chains. Indian firms
may be required to assume greater responsibility for compliance failures, either explicitly
through contracts or implicitly through operational expectations. This reduces tolerance for
error and increases demand for workers capable of ensuring regulatory alignment throughout

the Al lifecycle (Bradford, 2020; European Commission, 2024).

Together, these channels constitute a regulatory transmission process, whereby a foreign legal
regime generates domestic labour-market effects without direct legislative enforcement

(OECD, 2023; WTO, 2023).

The EU AI Act functions as a skill-biased regulatory shock, meaning that it
disproportionately affects workers based on the complexity, judgment intensity and
governance relevance of their tasks (Acemoglu & Autor, 2011; OECD, 2023). Workers
engaged primarily in routine or execution-oriented Al tasks, such as basic data processing,
model tuning or standard testing, face heightened displacement risk as firms reassess the
cost-effectiveness of outsourcing such functions under stricter regulatory conditions (Peukert

et al., 2022).

In contrast, the Act increases demand for labour capable of integrating regulatory
requirements into technical workflows. This includes roles involving risk classification, bias
assessment, system documentation, audit coordination and the implementation of human
oversight mechanisms. These functions require hybrid competencies that combine technical
expertise with regulatory literacy and contextual judgment (European Commission, 2024;

OECD, 2023).

The result is not a uniform reduction in employment but a recomposition of labour demand
that favours governance-oriented, higher-skill roles over standardised execution work. This
recomposition alters career pathways, skill premiums and access to stable employment within

the sector (Acemoglu & Autor, 2011; OECD, 2023).



A central question raised by the EU AI Act concerns whether its labour-market impact on
Indian IT employment is primarily contractionary or transformational. Increased compliance
costs may lead European firms to reduce outsourcing volumes, delay Al deployments or
internalise certain functions, particularly for smaller or lower-margin projects. These
adjustments create contractionary pressures on segments of Indian IT employment tied to

routine Al services (Peukert et al., 2022; WTO, 2023).

At the same time, compliance requirements generate new categories of labour demand that
are difficult to automate and must be performed continuously. Governance, monitoring and
audit-related activities are inherently labour-intensive and may create new employment
opportunities for Indian firms capable of supplying such services at scale. The labour-market
impact of the Act is therefore asymmetric, involving contraction in some segments and

upgrading or expansion in others (OECD, 2023; European Commission, 2024).

Whether the net effect is positive or negative depends on firms’ capacity to reposition their
service offerings and on workers’ ability to acquire the requisite skills. Importantly, this
transformation is not automatic and entails adjustment costs that are unevenly distributed

across the workforce (Acemoglu & Autor, 2011; OECD, 2023).

The labour-market effects of the EU Al Act vary significantly across firm types. Large Indian
IT firms with diversified client portfolios, established compliance infrastructure and greater
financial resources are better positioned to absorb regulatory costs and redeploy labour into
compliance-intensive roles. These firms can invest in training, governance frameworks and
internal audit capabilities, enabling them to retain workers even as task composition shifts

(NASSCOM, 2024; OECD, 2023).

Smaller firms and start-ups face higher relative compliance costs, which may lead them to
exit certain Al-related markets or reduce hiring. As a result, employment volatility is likely to
be greater among smaller providers, reinforcing labour-market concentration within large
firms. This dynamic mirrors earlier regulatory episodes, where increased compliance burdens
led to consolidation and reduced participation by smaller actors (Aridor et al., 2020; Peukert

et al., 2022).

The skill-biased nature of the EU Al Act has implications for wage structures within the IT
labour market. Workers possessing scarce, compliance-relevant skills are likely to command

wage premiums as demand for their expertise rises. Conversely, workers in routine execution



roles may experience wage stagnation or increased job insecurity (Acemoglu & Autor, 2011;

OECD, 2023).

The EU AI Act exemplifies regulatory spillover, defined as the cross-border impact of
domestic regulation on foreign labour markets. Empirical evidence from GDPR provides a
strong precedent for such regulatory spillovers. Firms subject to GDPR increased hiring in
compliance-intensive roles while simultaneously reducing lower-skill data-handling

positions, leading to labour consolidation within larger firms (Peukert et al., 2022).

Aridor, Che and Salz (2020) show that privacy regulation raised fixed compliance costs,
disproportionately affecting smaller service providers and altering global data-service

employment patterns (Aridor et al., 2020).

Similar spillovers were observed following the implementation of the EU’s General Data
Protection Regulation (GDPR), which reshaped data-handling practices and employment
patterns in non-EU IT service sectors. Evidence from such episodes suggests increased

demand for compliance-related roles, labour consolidation within large firms and reduced

participation by smaller providers (Peukert et al., 2022; OECD, 2023).

In this sense, the EU Al Act represents not an isolated intervention but part of a broader
pattern in which powerful regulatory jurisdictions shape global labour-market outcomes

through market access conditions rather than direct control (Bradford, 2020; WTO, 2023).

7.2.3.1) Regulatory-Induced Skill Recomposition under the EU Al Act

With the advent of the EU Al Act, it appears that there is a major shift in the way “relevant
skill” is defined within Europe’s Al market (European Commission, 2024; OECD, 2023).
Human capital development in India’s Information Technology (IT) sector has historically
placed a significant emphasis on the development of technical proficiency, i.e., via specific
programming languages, systems and architecture (the latter two being used mostly for
databases), as well as through the use of various approaches to Machine Learning (ML)
(NASSCOM, 2024; IBEF, 2025). However, the manner in which human capital has been

created and valued within this sector has been primarily an output-oriented focus, with little



emphasis on procedural governance or legal liability for anything created or produced
(OECD, 2023). The EU AI Act alters the existing model of human capital creation in that it
incorporates regulatory compliance as part of the "skill set" required for the employability of
individuals working with Al systems that are intended for use in Europe (European

Commission, 2023).

The Act provides for the regulation of Al systems that meet high risk criteria and requires
that these systems comply with a number of regulatory obligations regarding data
governance, risk management, transparency, human oversight and post-market monitoring
(European Commission, 2024). Therefore each of these obligations requires individuals
whose skill sets allow for the execution of a variety of technical activities but who also have
the ability to interpret, operationalise and document the compliance requirements (OECD,
2023). Consequently, demand for skilled workers has evolved from narrowly constructed
technical skills towards hybrid human capital which combines Al engineering skills,
regulatory compliance and documentation skills and ethical risk assessment skills (OECD,

2023; European Commission, 2024).

Most of the research related to human capital theory (Becker, 1964) follows a transition
whereby there has been a movement away from generalised technical capability and toward
specialised capabilities related to specific firms and regulations (Acemoglu & Autor, 2011).
The capabilities required by firms or regulatory bodies (in regulated markets such as the EU)
have less transferability between member states but greater actual value in terms of
employment (OECD, 2023). Consequently, for Indian workers employed within the
information technology (IT) sector, there is an emerging division between what will be
considered "highly employable" versus "poorly employable" based on regulatory alignment
as opposed to norms or expectations held within their home labour market (Autor, Dorn, &

Hanson, 2016; OECD, 2023).

Evidence from the EU’s General Data Protection Regulation (GDPR) demonstrates that
extraterritorial regulation can reshape labour demand outside the EU. Firms subject to GDPR
increased hiring in compliance-intensive roles while reducing lower-skill data-handling

positions, leading to labour-market consolidation among larger firms (Peukert et al., 2022).

OECD empirical findings (2023) have confirmed that jobs related to artificial intelligence

(AI) require additional skill sets that are complementary to technical capabilities. These



non-technical skill sets include risk analysis, compliance management and effective
communication across a variety of disciplines (OECD, 2023). The trend associated with
export-based labour markets is particularly strong, with the regulatory requirements for
employment largely being imported instead of created domestically (WTO, 2023). Therefore,
in the Indian context, the EU Al Act will impose EU-specified levels of skill sets into the
Indian labour market and thus will influence educational programmes, training needs and the

hiring process of prospective employees (OECD, 2023; European Commission, 2024).

7.2.3.2) Reskilling Dynamics and Unequal Adjustment Capacity

The capacity of Indian IT workers to reskill is extremely dispersed amongst its workforce
whereas the demand for new advanced/hybrid skills is increasing due to initiatives such as the
EU AI Act (NASSCOM, 2024; OECD, 2023). The larger Indian IT companies are likely to
internalise the costs of reskilling employees by establishing a globally accepted training
structure, through the use of in-house staff, strategic partnerships with certification agencies
and structured training programmes (NASSCOM, 2024). Larger firms are not expected to
participate in large-scale lay-offs but rather retrain current employees in the EU interface due

to the critical nature of these roles (OECD, 2023).

However, a significant proportion of Indian IT staff is presently working in mid-sized firms,
outsourcing contractors and service vendors that do not have sufficient training infrastructure
to support the development of an employee's advanced/hybrid skills (NASSCOM, 2024). For
these types of businesses, reskilling will likely lead to a significant capital expenditure for an
uncertain or immeasurable return on investment, as they will have to comply with the
requirements of complex regulatory changes (OECD, 2023). Mid-sized firms in IT are
therefore expected to be selective in their upskilling efforts and thereby retain a limited pool
of employees in their workforce that are able to fulfil the requirements of different projects,
while allowing the remaining workers to exit the EU business entirely (Peukert et al., 2022;

OECD, 2023).

According to the literature in labour economics regarding the effects of skill-biased change in
regulatory policy, the adjustment patterns caused by the aforementioned dynamics are
polarised between high-skill workers that experience an increase in remuneration and job
security, while mid- and low-skill workers are displaced or face down-skilling opportunities

(Acemoglu & Autor, 2011). The velocity at which firms are implementing the new



regulations is significantly faster than the rate at which Indian IT workers are acquiring new
skills (OECD, 2023). As such, the risk of displacement will be more prevalent for mid-skilled
and less-skilled workers in India than the risk for high-skilled workers in the future (Autor et
al., 2016).

GDPR-related changes provide evidence of this issue. Peukert et al. (2022) found that
companies subject to strict EU regulations invested heavily in compliance roles requiring
higher education levels and simultaneously reduced the number of lower-skill positions
supporting data handling functions (Peukert et al., 2022). Therefore, the way firms govern Al
is similar - workers who are not reskilled will have unequal access to opportunity, largely
based on how many people work at their company and how much power they have in the
market compared to the competition and what level of education they had when they started

working for their firm (OECD, 2023; Autor et al., 2016).

The unequal adjustment of workers to their jobs as a result of regulatory differences exposes
them to a new type of vulnerability — skill mismatch caused by a regulatory requirement
(OECD, 2023). Workers may still possess technical skills that make them viable candidates
for employment in an Al based company but they will not have enough familiarity with
regulatory compliance processes to perform successfully when the compliance workplace
requirements increase dramatically (European Commission, 2024). Unlike the slow process
of becoming technologically obsolete, a regulatory mismatch can create an immediate risk of
job loss when compliance requirements become mandatory (Acemoglu & Autor, 2011;

OECD, 2023).

7.2.3.3) Long-Term Human Capital Implications and Labour Market Stratification

In terms of long-term implications, the EU Al Act should lead to long-lasting change for the
human capital formation systems in India (OECD, 2023; European Commission, 2024).
Currently, educational institutions, professional certification organizations and training
programs conducted by large multinational corporations have already incorporated topics
such as Al ethics, governance and regulatory compliance as part of their technical training
curriculum (OECD, 2023; NASSCOM, 2024). Although this adaptation helps these
institutions align with the global standards outlined in the EU Al Act, it also continues to
reinforce labour market stratification based on who has access to this type of training (Autor

etal., 2016; OECD, 2023).



From a structural perspective, the EU Al Act creates an incentive for the development of a
regulatory elite within the I'T workforce through the creation of highly specialised roles
whose skills are directly tied to the development and implementation of EU-compliant Al
systems; therefore, this sector of the IT workforce is less substitutable (OECD, 2023;
European Commission, 2024). In fact, professionals in this sector will command significantly
higher wages, as well as greater long-term job security, than other individuals employed in
generic IT roles (OECD, 2023). This finding is supported by evidence recently published by
the Organisation for Economic Co-operation and Development (OECD) (2023) regarding the

emergence of governance-intensive roles in the digital environment.

Simultaneously, those that are unable to access or afford reskilling pathways will risk being
marginalised into the less regulated and lower value parts of IT (IT's domestic and non-EU
export markets) (NASSCOM, 2024). This bifurcation is also consistent with global
employment structural trends whereby high-quality jobs are created for a limited number of
workers based on their participation in highly regulation-intensive value chains (Autor, Dorn,

& Hanson, 2016).

Importantly, this stratification is not technical skill-based. It is institutionally mediated as well
(OECD, 2023). Workers in large companies, located in large urban centres and holding
formal credentials will have a higher probability of being able to adapt than workers in
peripheral labour markets (Autor et al., 2016). Therefore, the impact of the Al Act on skill
formation will be interrelated with existing inequalities within India's workforce in IT; This
will likely continue to reinforce existing inequalities over a period of time (OECD, 2023;

Autor et al., 2016).
8) Policy Recommendation

This paper discusses the impact of an external regulatory stimulus on the Indian Information
Technology (IT) industry resulting from the implementation of the European Union (EU)
Artificial Intelligence (AI) Act. Since the EU is India's primary market for IT services, the
extraterritorial application of the Act places significant pressure on all Indian companies to
conform to various requirements regarding documentation, risk assessment, transparency, and
human oversight. Consequently, investment patterns are changing as more capital is being

invested into the development of Al infrastructure that is compliant with the requirements of



the Act. Government initiatives, such as the IndiaAl Mission, have also been implemented to

ensure that domestic capabilities are aligned with the global regulatory landscape.

In terms of workforce impacts, the Act is expected to create a skill-biased transformation
rather than a uniform decline in the number of workers employed in the IT sector. While
many of the lower-skilled, repetitive-type jobs associated with traditional software
development and information technology services will be adversely affected by the Act, new
opportunities will be created for employees with hybrid technical/regulatory capabilities. As a
result, there will be increased demand for those with governance-related roles, including Al
auditing, bias assessment, regulatory documentation, and lifecycle monitoring. This shift in
the composition of employment in the IT sector will result in structural changes, such as

wage disparity and increased job security for individuals with hybrid skills.

Adjustment capacity in response to the changes prompted by the Al Act is likely to be uneven
across the IT sector. Large companies have a greater capacity to absorb the costs of
compliance with the Act as well as to train and retrain employees. Smaller companies may
struggle to absorb the costs of compliance with the Act, and employees with mid-range skill
sets may be most vulnerable to losing their jobs as a direct consequence of the Al Act. The
EU AI Act may either lead to the marginalization of Indian IT labour or reposition India as a

global hub for compliant Al services.

Given in light of the existing policies, the following section covers certain policy suggestions

which can make India potentially a giant in the AI world.

Starting with the first one, to promote responsible Al development and deployment, India
needs to create a formal risk-based governance model that aligns with best practices used
internationally (including the EU framework) but reflects the economic and institutional
structures of India. The governance framework must provide a risk-level based classification
of Al technologies along with compliance obligations that are proportionate to the identified
risks, as well as provide direction on the following AI governance aspects: (1) Data
governance (2) Transparency (3) Human Oversight (4) Monitoring up to Deployment and (5)

Post-deployment monitoring.



Finally, there needs to be a definition around who has legal responsibility and liability for
actions taken at each level in the Al value chain from development through deployment and
service delivery, and a principal regulatory authority needs to be established for coordinating
enforcement, certification and guidance. More importantly, the governance framework must
focus on providing regulatory clarity instead of assuming a one-size-fits-all regulatory
approach to all Al technologies so that innovative and new low-risk Al applications can

continue without undue limitations.

The case for this type of policy is found in the fact that it reduces the asymmetry that exists
between India and its largest export markets for Al technologies (the EU). Indian firms must
comply with EU regulatory requirements; however, they do not have a comparable level of
regulatory support available domestically to create an equivalent legal and regulatory context
to allow them to comply with EU regulations domestically. Therefore, having an Indian
formally established governance framework would enable Indian firms to be able to ensure
compliance through domestic processes, prepare their workforce for compliance and ensure

credibility as a result of having an established regulatory environment in place.

Among the probable outcomes are increased stability in investments, access to new and
improved markets for Indian Al providers, and a growing recognition of India as a reliable
jurisdiction for developing Al applications. Eventually, these benefits will lead to more
highly skilled jobs, a strengthened capacity for negotiating in the international governance of
Al, and a reduced chance of being excluded from important digital marketplaces due to

regulatory measures.

Another significant issue that India would need to overcome to find success in the AI market
is in skill development. In terms of the labour market, skill development is about developing
the skills and experience of an individual to enable her to perform their job more specifically
in real-life occupational situations, rather than simply to hold an educational qualification that
allows for employment in those positions. Furthermore, new skill development frameworks
are stressing the vocational aspect of skills through the development of practical ability,
enhanced learning adaptability and specific task productivity, in contrast to abstract and
general knowledge acquired through formal schooling. However, skill development in India
has historically not aligned with vocational training. Additionally, in India, the Academic
Learning System operates without any connection to Hands-on Training, exposure to

Industries or real-world experience or relevance resulting in many graduates that are formally



educated but functionally unprepared for the workforce (The Hindu 2024). As the current
economy transforms with new technologies and methods, the gap between academics and
vocational training is increasingly becoming one of the most significant barriers to having a

ready workforce.

Despite ongoing public investment, skilling outcomes in India have not improved as
expected. Evaluations of national skilling initiatives have revealed that training programmes
are generally supply-driven, certification-based and that there is not a sufficient fit between
training supply and actual labour market requirements. A review of the skilling policies, or
the skilling architecture of India, has indicated that many of the existing programmes have a
primary focus on enrolment and completion metrics instead of employability outcomes,
creating a misalignment between placement rates and the use of skills (Vajiram & Ravi,
2024). This misalignment has been particularly pronounced within high-skill industries such
as information technology and artificial intelligence. As Al technology has become
increasingly productive, the way we do business has changed: companies are now requiring a
higher level of competency with applied competencies, such as compliance documentation,
system auditing, ethical risk assessment and regulatory reporting. As the global Al
marketplace moves toward stricter regulatory governance, such as with the EU Al Act,
vocationally-grounded, regulation-aware competencies have become increasingly necessary
to maintain a competitive advantage within the global marketplace. Training that is solely
theoretical or solely focused on coding cannot provide companies with the skills that they

require to remain competitive in the future.

In light of this, the creation of an Indian Al governance framework needs to be looked at not
merely as a regulatory requirement, but also as an opportunity to improve the way in which
skills are developed domestically. The establishment of an Indian Al governance framework
will provide India with a domestic risk-based system of guidelines that will establish
requirements for compliance within the Al industry, outline who has responsibility
throughout the Al value chain, and most importantly, identify the skills required for various
types of Al work. Currently, Indian companies and individuals are developing skills
reactively through the influence of foreign regulations, and are developing skills for
compliance in a manner that is not consistent or systematic. The development of a domestic
Al governance structure will enable skill development to occur in an anticipatory fashion,

turning the pressure from foreign regulations into a tool for developing the internal capacity



of Indian companies to comply with those regulations. As a result, Indian technology workers
will be more prepared to enter the global marketplace, and Indian companies will incur lower
costs to adjust to compliance requirements and have a better reputation for compliance with

those requirements in international regulated markets.

In view of this, governments should back reskilling and workforce transition initiatives that
merge targeted technical Al skills with vocational training on the governance, ethics and risk

management side.

A number of studies conducted in regard to India’s skilling system show that it is common for
workers to have some baseline technical competence levels based on an overall knowledge of
technologies; however, they lack applied competency skills, which are required to transition
into a rapidly evolving labour market (Vajiram & Ravi, 2024). As such, a government-backed
reskilling initiative that includes the participation of industry partners and is designed
specifically around compliance processes will allow individuals to transition into emerging

governance roles, rather than being displaced by current methods of employment.

Such initiatives will serve to remedy the issues surrounding skills mismatches, support
labour mobility and ensure that when the workforce in the Indian economy is

technologically upgraded, they are not excluded from the labour market.

In addition, to sustainably alleviate the skills divide, there also has to be reform in the
education pipeline itself. Beginning in Grade 11, Al ethics, regulatory compliance and
applied governance classes should be incorporated into engineering, data science, and
IT-related degree programmes (i.e. higher learning) to help close the skills divide between
vocational relevance and academic instruction. As has been discussed in recent education
policy discussions, it is essential to blend the two, as this will prepare students for future job
roles that will require both conceptual and practical execution (The Hindu, 2024). By gaining
early exposure to these levels of governance capacity, students will be able to establish the
expertise in compliance as an essential part of their professionalism, thereby supporting the

employability of students and reducing their training burden on the employer.

Finally, to avoid excessive consolidation of labor and market, the government ought to
support small and mid-sized Information Technology (IT) and Artificial Intelligence (AI)
companies through subsidies to build compliance infrastructure. As per completion rates of

skilling for small companies, they are inefficient compared to large businesses because they



do not have access to sufficient resources to develop compliance capacity internally (Vajiram
& Ravi). By providing employees with access to shared compliance platforms, providing
financial support for compliance tools and an audit system developed from public funds there

would be fewer barriers to enter the market and maintain proper regulatory compliance.

In addition to policies supporting skill development and increasing a company’s workforce
capabilities and developing workforces, policies should also recognize how companies serve

as learning organizations that adapt to changes in the way their organizations operate.

Additionally, the artificial Intelligence industry- particularly new businesses- should have the
ability to experiment with governance compliant Als in a way that enables those companies
to test the technology under controlled or sandbox-like environments. Regulatory Sandboxes
would provide those companies’ developers, engineers, and compliance personnel with
opportunities to gain real-world knowledge regarding classification of potential risks
associated with Al, documenting those risks and processes, conducting regular audits of Al
deployments as well as opportunities for humans to review those risks and auditing processes
on a continuous basis without an immediate obligation to comply with the complete set of
governmental regulations governing Al deployment within an immediate efficient timeframe.
Also, it is critically important for smaller companies that successfully operate within the EU
to not have their technological innovations stifled or impeding progress towards the
attainment of their technology goals by having to deal with excessive application of the
existing governmental regulations. Therefore, treating companies as vital components in the
skill development process for building better trained/skilled personnel, rather than just being
passive recipients of regulations, will significantly accelerate the establishment of
governance-related competencies in the organization. Furthermore, through the establishment
of Governance Compliant Regulation Creation Sandbox environments, the establishment of

skills and competencies will occur at a much faster rate than is currently achievable.

Ultimately we would see a greater number of companies engaged in regulated Al markets;
therefore creating a larger pool of opportunities for employment among various companies

while developing a much stronger, more durable Al ecosystem in India.

For the efficient implementation of the above policies, the establishment of an independent
Ministry of Artificial Intelligence is vital to facilitate India's entry into the structured, global

Al economy. Currently in India there is a lack of coherence in the regulation, skill



development, and international engagement surrounding Al created by having multiple
government agencies responsible for regulating AI. Most government agencies that are
responsible for overseeing Al fall under the Ministry of Electronics and Information
Technology (MeitY), as Al is currently just one of several emerging technology sectors
within MeitY, and has no dedicated policy unit (MeitY, 2024). While there are several
government initiatives aimed at enhancing the system in India, including National Program
on Artificial Intelligence and India's AI Mission, these initiatives remain scattered throughout
all levels of government, creating confusion and limiting the ability of the various ministries
and departments working together in creating, implementing, and regulating Al (Digital
India, 2024). This type of fragmented governance resembles earlier gaps in governance that
resulted in the establishment of the Ministry of Cooperation, whose purpose was to centralize
all policy authority over a sector, which was previously held by several other agencies and
divisions, and to create long-term, focused institutional stewardship (Ministry of

Cooperation, 2021).

The establishment of a specific Ministry for Artificial Intelligence (Al) would also create one
body responsible for overseeing Al regulation, workforce changes, industrial development,
and coordination with other countries. The primary responsibility of this Ministry would be to
develop and implement a National Governance Framework for Al; to work with governing
authorities in various sectors (e.g., finance, agriculture); and represent India at international
organizations that set global Al standards. A single Ministry responsible for the multiple
regulatory and strategic aspects of Al would promote efficiency by eliminating regulatory
fragmentation, improving collaboration between Ministries and providing greater clarity for
businesses about compliance expectations. The establishment of an AI Ministry is
particularly important due to the existence of foreign-Al regulatory regimes, such as the
European Union (EU) Al Act, which require prompt alignment of domestic regulations and
recognition of the Ministry's credibility on the international stage for Indian businesses to

have access to international markets.

To support its mission, the Ministry of Artificial Intelligence would also develop publicly
accredited (i.e., recognized by all governing authorities) audit/certification bodies (i.e.,
through public—private partnerships), which would certify Al systems developed in India to
meet risk, transparency, and governance criteria consistent with the EU. Currently, Indian

businesses are forced to use foreign auditors/assessors, which creates significant added costs



for compliance and loss of revenue due to the inability to enter into new markets. The
establishment of domestic auditing/certification capabilities would decrease costs for Indian
businesses while simultaneously creating high-skill jobs in the areas of auditing, risk
assessment, and governance, thereby creating compliance capabilities within the Indian

workforce.

In addition, the ministry would oversee the IndiaAl Mission with a focus on strategic
governance and allocate specific funds for creating the necessary infrastructure to support
such governance by developing the infrastructure required for auditing software,
explainability and bias detection frameworks, automated documentation, and lifecycle
monitoring systems. There should also be an establishment of a dedicated unit to track
Al-related job displacement, wage polarisation and skill shortages caused by foreign
regulation. The vast majority of the current Al funds are focused on developing models and
increasing computational power; however, companies that engage in regulated markets will
increasingly be rewarded for demonstrating compliance, traceability, and accountability
across their operations. As a result, the reallocation of funds toward infrastructure
technologies that enable companies to be operationally ready to manage regulatory
requirements has the potential to allow Indian firms to compete based on their regulatory

readiness versus merely on their cost or scale of operations.

The ministry would be instrumental in revolutionising India’s Al research and development
priorities. Along with developing the most advanced frontier models, it would also support
research and development associated with compliance-related technologies, which include
automated risk classification, human oversight systems, and regulatory reporting
mechanisms. The goal would be to position India as a global hub for responsible and
governable artificial intelligence. The shift in the institutional approach to Al governance will
convert Al governance from a compliance necessity to a competitive advantage, enable India
to maintain the greatest share of Al’s value within the country, enhance its international
competitive position, and have a greater impact on determining the emerging global rules

governing Al (Digital India, 2024; MeitY, 2024).

There is a further structural risk for the India Al & IT labour market resulting from an
increase in skilled workers outward migration. Growing global demand for Indian technical
and skilled labour is creating a problem for India, where it may have a shortage of workers

within the country as the total number of people who have jobs is increasing; the value of



exports of skilled workers from India is becoming one of the highest in the world; and it is
also being driven by 1) wage differences, 2) regulatory requirements and 3) international
mobility opportunities (Terratern 2024). Furthermore, long-term projections suggest that by
2047, due to the demographic transition, skill mismatches by industry and unequal
opportunities in the labour market, India may have significant labour shortages, despite
currently having a demographic advantage (Economic Times HR 2024). Therefore, when you
consider outward migration, you should not simply view it as Remittance or Soft-Power
Gains, but also as a constraint on domestic supply of labour, especially in highly-skilled

sectors (e.g. Al & IT services).

Regulatory changes such as the EU Al Act will heavily impact these pressures and will most
likely lead to further increases in the compliance costs needed to comply with the law, as well
as an increase in the types of skill sets required to do compliance work. Some segments of IT
personnel may not only find themselves at risk of losing their jobs due to these increased
compliance requirements, but may also experience emigration out of their countries as
privacy regulators will likely become more interested in hiring personnel with
governance/audit experience. Therefore, labour market shock absorption policies that take
into account the regulatory changes as a structural shock to the labour market and not merely
routine market fluctuations must be developed. To support displaced IT personnel and enable
them to re-enter the labour market with upgraded skills aligned with the new regulations,
transition wage insurance, mobility grants, and retraining stipends should be created.
Additionally, framing the EU Al Act as a structural labour market shock will ensure the
policy response aligns with the long-term impact of the Act on improving personnel skills,

wages and employment stability for all of Europe.

At the same time, India needs to respond quickly and directly to the domestic requirement for
Al through the stimulation by the Government for the Domestic Adoption of the use of
Artificial Intelligence (AI). The implementation of AI usage within Public Services
(including the Judicial Administration, Healthcare Delivery, Welfare Targeting, and
Automation of Bureaucratic Processes) to adhere to Indian regulatory requirements may
generate an ongoing domestic demand for Al-related workers, which will facilitate the
transition of displaced workers coming from EU-linked projects and provide a method of
productively employing those workers' skillsets within the domestic economy. Furthermore,

through the domestic implementation of Al, India reduces the potential risk of being affected



by changes in external regulations and fluctuations in worldwide demand for Al. By creating
mechanisms for the absorption of shocks in the workforce due to Al-related labour shortages
and proactively stimulating the Domestic Demand for Al, India can reduce risks associated
with future labour shortages and retain qualified Human Capital while managing future
outmigration for the benefit of its longer-term strategy for growing the AI workforce

(Economic Times HR, 2024; Terratern, 2024).
9) Conclusion

To summarize, the international job opportunities available to Indian professionals provide
many benefits, both economically and strategically. These include remittances, skills gained
internationally, exposure to regulatory and technological systems in other countries, and the
enhanced presence of Indian "soft power" in high-skilled industries around the world.
Professionals who work abroad will usually return with higher levels of human capital than
those who stayed in India, and they can use this knowledge to enhance domestic innovation
systems, including gaining technical expertise, improving management methods, and
developing better institutional capabilities. If a country does not develop sufficient capacity
to absorb skilled professionals into its economy after they have returned to their home
country, it runs the risk of developing a "brain drain" phenomenon, whereby highly-skilled
professionals leave critical sectors needed for long-term economic transformation. Therefore,
the continued analysis of India’s migration trends warns that extended periods of skill flight
can damage the domestic research capacity of India and create a growing shortage of
workers, thus limiting the potential social benefits derived from public investment in

education and training (The Geostrata, 2023; ClearlAS, 2024).

At the same time, policy research increasingly recognises that brain drain is not an inevitable
outcome of global mobility. With the right institutional design, outward migration can be
converted into brain circulation, knowledge transfer and even reverse migration, allowing
countries to benefit from global integration without hollowing out domestic capabilities
(AFPR, 2023). The policy measures proposed in this paper are designed to achieve precisely
this balance. By strengthening vocational skill development, aligning Al governance with
global standards, expanding domestic Al demand, cushioning regulatory labour shocks and
building institutional capacity through dedicated governance structures, these interventions
enhance the quality and stability of domestic employment while preserving access to

international opportunities. Collectively, they seek to retain critical talent not through



restriction, but through opportunity, ensuring that India remains both globally integrated and

domestically resilient in the evolving Al-driven economy.

Ultimately, the only way to make India successful on the world stage is mobilising its large
“curse” of a population into a well-oiled machine of efficiency and absorption. But transition
is only possible with the right institutional framework. Thus, it is up to the lawmakers to

decide India’s fate in the Al world.
Bibliography

Acemoglu, D., & Autor, D. (2011). Skills, tasks and technologies: Implications for
employment and earnings. Handbook of Labor Economics, 4B, 1043—-1171.

https://doi.org/10.1016/S0169-7218(11)02410-5

AFPR. (2023). Reversing brain drain through policy interventions in India. Association for
Policy and Research.

https://afpr.in/reversing-brain-drain-through-policy-interventions-in-india/

AllAboutAl. (2025). The 2025 global Al adoption report: Is your country on this list?
https://www.allaboutai.com/resources/ai-statistics/elobal-ai-adoption/

Aridor, G., Che, Y.-K., & Salz, T. (2020). The effect of privacy regulation on the data
industry: Empirical evidence from GDPR (NBER Working Paper No. 26900). National
Bureau of Economic Research.

https://doi.org/10.3386/w26900

Autor, D., Dorn, D., & Hanson, G. (2016). The China shock: Learning from labor-market
adjustment. Annual Review of Economics, 8, 205-240.
https://doi.org/10.1146/annurev-economics-080315-015041

Becker, G. S. (1964). Human capital: A theoretical and empirical analysis. University of
Chicago Press.

Bradford, A. (2020). The Brussels effect: How the European Union rules the world. Oxford
University Press.

ClearIAS. (2024). Brain drain in India: Causes, consequences and solutions.
https://www.clearias.com/brain-drain-india/

Digital India. (2024). National programme on artificial intelligence. Ministry of Electronics
and Information Technology, Government of India.
https://www.digitalindia.gov.in/initiative/national-program-on-artificial-intelligence/



https://doi.org/10.1016/S0169-7218(11)02410-5
https://afpr.in/reversing-brain-drain-through-policy-interventions-in-india/
https://www.allaboutai.com/resources/ai-statistics/global-ai-adoption/
https://doi.org/10.3386/w26900
https://doi.org/10.1146/annurev-economics-080315-015041
https://www.clearias.com/brain-drain-india/
https://www.digitalindia.gov.in/initiative/national-program-on-artificial-intelligence/

Economic Times HR. (2024). Labour shortage by 2047 to create opportunity for India’s
young workforce: Report.
https://hr.economictimes.indiatimes.com/news/industry/labour-shortage-by-2047-to-create-op
portunity-for-indias-young-workforce-report/123902544

Engler, A., & Renda, A. (2022). Reconciling the Al value chain with the EUs Artificial
Intelligence Act. Centre for European Policy Studies.
https://www.ceps.eu/ceps-publications/reconciling-the-ai-value-chain-with-the-eus-artificial-i

ntelligence-act/

European Commission. (2021). Proposal for a regulation laying down harmonised rules on
artificial intelligence (Artificial Intelligence Act).
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX:52021PC0206

European Commission. (2024). Al Act: Regulatory framework on artificial intelligence.
https://digital-strat ropa n/policies/regulatory-framework-ai

European Digital Innovation Hubs Network. (2025). Al Act: The first legal framework on Al
worldwide, with a risk-based approach.

https://european-digital-innovation-hubs.ec.europa.eu/knowledge-hub/european-ai-innovation
-ecosystem/ai-act-first-legal-framework-ai-worldwide-risk-based-approach

IndiaAl. (2024). IndiaAl official website.
https://indiaai.gov.in/

India Brand Equity Foundation. (2025). Information technology industry in India.
https: ibef.org/industry/information-technology-india

Johnson, G., Shriver, S., & Goldberg, S. (2022). Privacy and market concentration: Intended
and unintended consequences of the GDPR. MSI Working Paper Series.

https://www.msi.org/working-paper/privacy-market-concentration-intended-unintended-cons
equences-of-the-gdpr/

Kotak Mahindra Bank. (n.d.). What is CAGR?
https://www.kotak.bank.in/en/stories-in-focus/mutual-funds/what-is-cagr.html

Ministry of Cooperation. (n.d.). About the Ministry of Cooperation. Government of India.
https://www.cooperation.gov.in/

Ministry of Electronics and Information Technology. (2024). Al and emerging technologies
division. Government of India.
https://www.melity.gov.in/ministry/our-groups/details/ai-emerging-technologies-division-QN5

EDOtQWa

Misra, A., Wang, J., McCullers, S., White, K., & Lavista Ferres, J. (2025). Measuring Al
diffusion: A population-normalized metric for tracking global Al usage. Microsoft Al for


https://hr.economictimes.indiatimes.com/news/industry/labour-shortage-by-2047-to-create-opportunity-for-indias-young-workforce-report/123902544
https://hr.economictimes.indiatimes.com/news/industry/labour-shortage-by-2047-to-create-opportunity-for-indias-young-workforce-report/123902544
https://www.ceps.eu/ceps-publications/reconciling-the-ai-value-chain-with-the-eus-artificial-intelligence-act/
https://www.ceps.eu/ceps-publications/reconciling-the-ai-value-chain-with-the-eus-artificial-intelligence-act/
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX:52021PC0206
https://digital-strategy.ec.europa.eu/en/policies/regulatory-framework-ai
https://european-digital-innovation-hubs.ec.europa.eu/knowledge-hub/european-ai-innovation-ecosystem/ai-act-first-legal-framework-ai-worldwide-risk-based-approach
https://european-digital-innovation-hubs.ec.europa.eu/knowledge-hub/european-ai-innovation-ecosystem/ai-act-first-legal-framework-ai-worldwide-risk-based-approach
https://indiaai.gov.in/
https://www.ibef.org/industry/information-technology-india
https://www.msi.org/working-paper/privacy-market-concentration-intended-unintended-consequences-of-the-gdpr/
https://www.msi.org/working-paper/privacy-market-concentration-intended-unintended-consequences-of-the-gdpr/
https://www.kotak.bank.in/en/stories-in-focus/mutual-funds/what-is-cagr.html
https://www.cooperation.gov.in/
https://www.meity.gov.in/ministry/our-groups/details/ai-emerging-technologies-division-QN5EDOtQWa
https://www.meity.gov.in/ministry/our-groups/details/ai-emerging-technologies-division-QN5EDOtQWa

Good Lab.
https://www.microsoft.com/en-us/research/wp-content/uploads/2025/10/Al-Usage-Technical-

Report.pdf

NASSCOM & Deloitte. (2023). Digital regulations in the EU: Implications for Indian IT
services. NASSCOM.

https://nasscom.in

Naik, S. (2025, September 10). Global Al users (2025). Insights on 900 million active users.
Resourcera.

https://resourcera.com/data/artificial-intelligence/ai-users/

Organisation for Research on Foreign Policy. (2025). Report on emerging technology and
regulation [PDF].
https://www.orfonline.org/public/uploads/upload/20250118171213.pdf

Organisation for Economic Co-operation and Development. (2023). OECD Al policy
observatory.

https://oecd.ai

Peukert, C., Batikas, M., Bechtold, S., & Kretschmer, T. (2022). Regulatory spillovers and
data governance: Evidence from the GDPR. Marketing Science, 41(5), 901-1231.

https://doi.org/10.1287/mksc.2021.1339

Reuters. (2024, February 20). India’s Al market seen touching $17 bln by 2027, notes
NASSCOM-BCG report.
htt

asscom-bceg-report-2024-02-20/

Sayler, K. (2023). Artificial intelligence and national security: Risks, opportunities and
governance challenges. Center for Strategic and International Studies.
https://www.csis.org/analysis/artificial-intelligence-and-national-security

Terratern. (2024). Indians: The world's most valuable labour export for global mobility.
https://terratern.com/news/indians-most-valuable-labour-export-for-global-mobility/

The Geostrata. (2023). India’s lost talent Analysing brain dmm and its lmpact

The Hindu. (2024). India’s skill gap: Why blending academic education with vocational
training is key to future jobs.
https://www.thehindu.com/education/indias-skill-gap-why-blending-academic-education-with

-vocational-training-is-kev-to-future-jobs/article70220160.ece

Times of India. (2025, January 15). India’s IT biz to grow 6% to $300bn in next FY:
NASSCOM.


https://www.microsoft.com/en-us/research/wp-content/uploads/2025/10/AI-Usage-Technical-Report.pdf
https://www.microsoft.com/en-us/research/wp-content/uploads/2025/10/AI-Usage-Technical-Report.pdf
https://nasscom.in/
https://resourcera.com/data/artificial-intelligence/ai-users/
https://www.orfonline.org/public/uploads/upload/20250118171213.pdf
https://oecd.ai/
https://doi.org/10.1287/mksc.2021.1339
https://www.reuters.com/technology/indias-ai-market-seen-touching-17-bln-by-2027-notes-nasscom-bcg-report-2024-02-20/
https://www.reuters.com/technology/indias-ai-market-seen-touching-17-bln-by-2027-notes-nasscom-bcg-report-2024-02-20/
https://www.csis.org/analysis/artificial-intelligence-and-national-security
https://terratern.com/news/indians-most-valuable-labour-export-for-global-mobility/
https://www.thegeostrata.com/post/india-s-lost-talent-analysing-brain-drain-and-its-impact
https://www.thehindu.com/education/indias-skill-gap-why-blending-academic-education-with-vocational-training-is-key-to-future-jobs/article70220160.ece
https://www.thehindu.com/education/indias-skill-gap-why-blending-academic-education-with-vocational-training-is-key-to-future-jobs/article70220160.ece

https://timesofindia.indiatimes.com/business/india-business/indias-it-biz-to-grow-6-t0-300bn-

in-next-fy-nasscom/articleshow/118541462.cms

Vajiram & Ravi. (2024). Rethinking India s skilling outcomes: Why India’s skilling outcomes

remain weak.
h .

illing-outcomes-remain-weak/


https://timesofindia.indiatimes.com/business/india-business/indias-it-biz-to-grow-6-to-300bn-in-next-fy-nasscom/articleshow/118541462.cms
https://timesofindia.indiatimes.com/business/india-business/indias-it-biz-to-grow-6-to-300bn-in-next-fy-nasscom/articleshow/118541462.cms
https://vajiramandravi.com/current-affairs/rethinking-indias-skilling-outcomes-why-indias-skilling-outcomes-remain-weak/
https://vajiramandravi.com/current-affairs/rethinking-indias-skilling-outcomes-why-indias-skilling-outcomes-remain-weak/

	Beyond the Borders: Assessing the Impact of the EU AI Act on India’s Labour Market 
	Beyond the Borders: Assessing the Impact of the EU AI Act on India’s Labour Market 
	1) Introduction 
	1.1) Global Overview of Artificial Intelligence 
	1.2) Overview of AI in India 
	1.3) Overview of the EU AI Act 

	2) Literature Review  
	3) Research Gap 
	4) Research Question 
	5) Importance of understanding Indian Labour Trade and investment flow in the IT Sector 
	6) Basics of Labour Market 
	7) Analysis 
	7.1) Investment flow in India 
	7.2) Indian Labour Market 
	7.2.1) Structural Overview of India’s IT Labour Market 
	7.2.2) The EU AI Act as a Labour-Market Shock to Indian IT Employment 
	7.2.3) Skill Formation, Reskilling and Human Capital Adjustment in India’s IT Labour Market 
	7.2.3.1) Regulatory-Induced Skill Recomposition under the EU AI Act 
	7.2.3.2) Reskilling Dynamics and Unequal Adjustment Capacity 
	7.2.3.3) Long-Term Human Capital Implications and Labour Market Stratification 



	8) Policy Recommendation 
	9) Conclusion 
	Bibliography 

