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The promise of a rural employment guarantee in the Common Minimum Programme of the United Progressive Alliance was one with tremendous significance since, for the first time, the rural poor of India were promised a measure of social security. For, a guarantee ensures that the rural poor would not be at the discretionary mercy of bureaucrats and politicians. Granting bureaucrats discretionary powers to select the beneficiaries of government schemes too often results in officials using their discretion to extort money from the poor. The present draft of the National Rural Employment Guarantee (NREG) Bill is flawed in that it does not go far enough: it unnecessarily restricts the scope of a scheme that can greatly benefit the poor. In doing so, it also allows excessive bureaucratic discretion.  We argue here that these drawbacks can be eliminated without inviting fiscal disaster.

Two important drawbacks of the NREG are that the guarantee is for at most 100 days per year of employment in the form of casual labour and for at most one person from each rural household. It is not hard to see why the architects of the NREG imposed these restrictions: when embarking on a major initiative such as this, caution is called for. The restrictions open the door to bureaucratic discretion, however, and this engenders corruption. Who is to determine that a particular person has not worked in the programme for 100 days? Who is to determine that no other person from that household has worked in the programme? Clearly, a local official would—and he could use his power to extort money. The draft version approved by the Union Cabinet added the proviso that only households below the poverty line would be eligible, adding a third hurdle for an unemployed person and yet another opportunity for extortion by the lower bureaucracy. As we show below, all three limitations can be discarded at a relatively low cost. 

The Rural Labour Enquiry from the 1999-2000 National Sample Survey reveals that there were 5.5 crore rural households earning their income principally from wage labour. Each household had two earning members (including the self-employed, to err on the liberal side in our estimate). This translates to roughly 1.33 males and 0.67 females per family, on average, given the participation rates of males and females in the labour force. The average male did not get work for 36 days during the year, and the average female for 32 days. 

How much should workers be paid when employed under the NREG? Opting for the (currently unenforced) minimum wage, as has been assumed in earlier calculations, will have serious unintended consequences. For one, workers gainfully employed at the (lower) market wages would gravitate to public works projects sponsored by the NREG. Since female wages tend to be lower than male wages, women would prefer these public works projects. Inflation would become a serious concern. Farmers, forced to pay higher wages to compete with public works, would strongly lobby against the implementation of such a scheme. To avoid all these unintended consequences of what is primarily meant to be an unemployment insurance scheme, we strongly recommend that the wage rate offered by NREG be set at or slightly below the market wage. 

There is a difference in the agricultural average daily wages of men (Rs. 50-60 in 2002-03) and women (Rs. 40-50 in 2002-03) in rural India, presumably because men opt for the physically more strenuous tasks that also pay more. Let us assume that a similar segregation occurs in the public works projects undertaken by the employment guarantee scheme. Suppose further that the scheme provides casual labour at the lower end of the range of agricultural wages and budgets an equal amount for construction materials. Then the annual cost of employing the men under the NREG would be Rs. 100 x 36 x 5.5 x 1.33 = Rs. 26,333 crore, and the annual cost of employing the women Rs. 80 x 32 x 5.5 x 0.67 = Rs. 9,410 crore. This totals to Rs. 35, 743 crore per year. However, it could be that even some of the 8.25 crore non-labour rural households, mainly cultivators, would avail of the guaranteed employment when there is drought or an income shortfall for some other reason. Since they have more assets at their disposal, it is unlikely that they would avail of it as often—especially since the wage rates are set at or slightly below the market rates. A generous guess that the additional expenditure required to meet this demand would be 50% raises the required annual sum of money to Rs. 53, 614 crores. 

This is about 2% of the national income. Is this an impossible amount for the government to finance? Total revenue of the Government of India is about 300,000 crore and it has been estimated that this is less than a quarter of what revenue could be at current tax rates were it not for evasion. There is clearly scope for large revenue increases through modernization of tax administration without raising tax rates.  Between 10 and 40 thousand crore is estimated to be lost annually from adulteration of petrol and diesel owing to subsidies to naphtha and kerosene. 50,000 crore for the NREG to insure the most vulnerable of our people, reduce migration, and build infrastructure that will reduce poverty appears a bargain in this context.

The virtue of an unconditional employment guarantee for a wage at or slightly below the market level is that it is only the unemployed, not the rich, who would avail of it. The needy are targeted automatically without involving the bureaucracy. However, this will work only if those applying for employment really do have to work in return for the wage. Some economists have questioned this assumption, arguing that the rural elites will be able to claim wages without working, thus causing the cost of the programme to balloon. To circumvent this possibility, it is necessary that the Act incorporate various provisions. In each locality, muster rolls and all financial information from the working of the guarantee should be made public; the projects to be undertaken clearly specified and publicised; and standards laid down for the amount of money to be used in these constructions. This would make it difficult for bogus persons to be employed without working. At the same time, it would motivate administrators to not only provide employment but to also ensure that public works actually are completed with the money they claim to have spent. 

A fact that has not figured prominently in the debate so far is the long run impact the creation of much needed rural infrastructure can have on the rural poor.  When rural infrastructure gets built, the rural economy in the poorest, most vulnerable areas will improve, resulting in agricultural and non-agricultural growth there. It is well known that the most direct instrument of poverty alleviation in India is improvement in agricultural productivity.  In many poor areas, this can be brought about by simple watershed development schemes. The availability of water in the slack season can make it possible for farmers to take a second crop, thereby reducing the incidence of seasonal unemployment. Similarly, road networks can help a rural economy diversify by enabling access to urban markets.  Both watershed schemes and rural roads have proved to be amenable to labour intensive construction under the Maharashtra Employment Guarantee Scheme (which has been in place since the late 1970s) and there is no reason why this would not be so elsewhere in India. Thus, a significant attribute of the employment guarantee act (EGA) is its potential to provide income security over a longer run. Over time the constructed rural infrastructure will ensure that the employment guarantee will be invoked less frequently, making the programme self-limiting.

An example from Maharashtra illustrates the process described above. Manavlok, an irrigation NGO in a drought prone district (Beed) in Maharashtra, started its operations in 1985. The dry conditions allowed most farmers to take a single crop (typically Jowar) in the kharif season and they had to look elsewhere for work in the slack season. Even the local folk songs were full of the trauma of the seasonal migration. The watershed development projects carried out by Manavlok have enabled many farmers to take a second crop and to also grow some cash crops. Seasonal migration has been reduced considerably and the income insecurity experienced by many farmers has greatly diminished. Moreover, most of the check dams and community wells built 15-20 years ago using very labour intensive methods are still standing and irrigating the surrounding fields.

Of course, like other government-funded projects, those under the Act will be subject to pilferage and corruption. There is, however, nothing special about labour-intensive rural public works projects in this regard. One could question any government expenditure on these grounds.


Given the fact that government priorities are determined to a large extent through a competition among lobbies, EGA will have the additional merit of inadvertently turning the rural poor into a lobby for a highly worthwhile cause: the creation of rural infrastructure. The EGA would also generate additional rural infrastructural projects that would correct, to some extent, the pattern of relatively low expenditures on rural development. Potentially, the newly franchised lobby of the rural poor could help nudge the government expenditure patterns in a desirable direction. 

The implementation of the employment guarantee scheme is very likely to have a disproportionately salutary effect on women. Since seasonal agricultural activity requires migration to neighbouring areas, the burden of unemployment in the off-season is greater on rural women than on men. To the extent that redressing this imbalance is deemed a worthy goal in itself (as it should be), the EGA will have this added benefit.

It has also been argued that a government scheme that follows multiple objectives is doomed to fail. In other words, if you design an unemployment insurance scheme that attempts to do double duty also as a creator of rural infrastructure, it is likely to fail at both the tasks. For example, to find employment for the locally unemployed the bureaucrat in charge will end up building inappropriate structures at inappropriate places. Though the argument has some merit, especially with regard to faulty choices of locations for certain projects and inappropriately labour intensive techniques, it does not nullify the long-term advantage offered by the development of rural infrastructure. Every managerial responsibility in the private as well as the public sector is associated with multiple tasks. Managers are evaluated on the basis of their ability for multiple tasking and they have to routinely make judgment calls on the tradeoffs. Those implementing the EGA will not be exceptions.
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