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M AN D AT O R Y IN S UR AN CE CO VER AG E FO R ELIG IBLE EM PLO Y EES IN IN DIA: R EDUCED R AT ES
O F CO N T R IBUT IO N S
The monthly ESI contribution rate has been reduced to 4% with effect from July 1, 2019.
While the employer’s monthly contribution has been reduced to 3.25% from 4.75%, the employee’s
monthly contribution has been reduced to 0.75% from 1.75%.
Besides extending the social security coverage net, the revised contribution rates are expected to
pave way for increased compliance with the law.

IN T R O D UCT IO N
The monthly rate of contribution under the Employees’ State Insurance Act, 1948 (“ESI Act”) has
been reduced to 4% from 6.5%. While the employer’s share of contribution has been reduced from
4.75% to 3.25%, the employee’s share of contribution has been reduced from 1.75% to 0.75% of the
employee’s monthly wages1.
The revised contribution rates have been introduced vide amendments2 to the Employees State
Insurance (Central) Rules, 1950. The revised contribution rates shall become effective from July 01,
2019.
BACKG R O UN D
The ESI Act along with the schemes framed thereunder is one of India’s social security legislations
enacted with the objective of protecting the interests of workers in contingencies resulting in the loss of
wages or earning capacity, such as sickness, maternity, temporary or permanent disablement, or
employment injury.
The ESI Act applies to all factories and specified establishments employing at least 10 persons
(“Covered Establishments”). Covered Establishments are required to provide benefits envisaged
under the ESI Act to all employees who draw ‘wages’ up to INR 21,000 per month (approx. USD 300).
The ESI Act is administered by the Employees’ State Insurance Corporation (“ESIC”). The monthly
contribution payable to the ESIC with respect to each employee comprises of both the employer’s
contribution as well as the employee’s contribution. Previously, employers were required to make
monthly ESI contributions at the rate of 6.5% of the employee’s monthly wages, which comprised of
4.75% of the employer’s contribution and 1.75% of the employee’s contribution.
On February 15, 2019, the Ministry of Labour and Employment had released draft rules proposing to
reduce the monthly contribution rate to 5% of the employee’s monthly wages (4% contribution for the
employer and 1% contribution for the employee). Based on due consideration of the suggestions and
objections received from the stakeholders involved, the Employee’s State Insurance (Central)
Amendment Rules, 2019 were published on June 13, 2019 revising the monthly rate of ESI
contribution to 4% instead of the proposed 5% 3.
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AN ALY S IS
The government’s initiatives to enhance the ease of doing business in India is taking greater strides
this year. While the wage threshold under the ESI Act has been revised from time to time, it is
interesting to note that the ESI contribution rates have been revised after almost two decades4. The
objective behind the revision in contribution rates is to inter alia enhance the social security coverage,
5

increase compliance of law and facilitate enrollment of more workers under the ESI Scheme .
Although the revision in the ESI contribution rates may appear to be small, it is expected to have a
huge impact on the economy. As per government estimates, the revised rates are likely to benefit
around 3.6 crore employees and 12.85 lakh employers across India 6. The reduced contribution rates
would also ensure a greater take home pay for covered employees and reduced costs for employers.
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In 2017, the Government had increased the wage ceiling under the ESI Act from INR 15,000 per
month to INR 21,000 per month 7 and had also taken certain other measures such as introduction of an
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amnesty scheme 8 to extend the coverage of the ESI Scheme to a larger pool of employees. While the
government’s efforts are aimed at covering a wider section of the employee population under the
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order to achieve the larger goal of ensuring employee welfare.
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The definition of ‘wages’ is provided under Section 2(22) of the ESI Act.
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This Hotline provides general information existing This is not a Spam mail. You have received this
at the time of preparation. The Hotline is intended mail because you have either requested for it or
as a news update and Nishith Desai Associates someone must have suggested your name. Since
neither assumes nor accepts any responsibility for India has no anti-spamming law, we refer to the
any loss arising to any person acting or refraining US directive, which states that a mail cannot be
from acting as a result of any material contained in considered Spam if it contains the sender's contact
this Hotline. It is recommended that professional information, which this mail does. In case this mail
advice be taken based on the specific facts and
circumstances. This Hotline does not substitute
the need to refer to the original pronouncements.
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