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NREGA: Silver bullet or final nail in the coffin for the Indian 

economy? 

Introduction 

The Mahatma Gandhi National Rural Employment Guarantee Act (NREGA) is 

simultaneously an interpretation of a State’s duty toward its citizens; a government-

sponsored employment programme; and an initiative that will retrospectively be 

remembered for the government that passed the Act rather than the Act itself. It was 

passed by Congress-led United Progressive Alliance (UPA) in 2005. 

NREGA is unique since the Indian Constitution does not guarantee its citizens the right 

to employment. The Act is an interpretation of the Directive Principles of State Policy, 

which are guidelines to direct Indian state and central governments in the course of 

formulating policies. Fundamental rights are justiciable, meaning that it is compulsory 

for governments to ensure that they are maintained while formulating laws. Directive 

Principles are guidelines, not enforceable but intended to be principles to be kept in 

mind. NREGA is an interpretation of article 39A – ‘The State shall, in particular, direct 

its policy towards securing (a) that the citizens, men and women equally, have the 

right to an adequate means of livelihood1’ and article 41 – ‘The State shall, within the 

limits of its economic capacity and development, make effective provision for securing 

the right to work….in cases of unemployment, old age, sickness and disablement, and 

in cases of undeserved want2’. NREGA was designed to improve rural job security by 

guaranteeing 100 days of labour to adult members of rural households who 

volunteered to do unskilled manual work. The Act specifies that work conducted under 

NREGA should be related to ‘water harvesting, groundwater recharge, drought-

proofing, and flood protection.’3 The Act also stipulates that at least one-third of 

beneficiaries of the scheme should be women, and that an unemployment allowance 

would be provided in case employment was not provided to applicants within 15 days 

of applying4. 

In 2006, the Act was rolled out in 200 of India’s poorest districts. By the year 2008, it 

was being applied in a phased manner to cover all districts in the country. 

  

                                                           
1 Indian Constitution, Part IV, Directive Principles of State Policy, Article 39, 
http://www.constitution.org/cons/india/p04039.html 
2 Indian Constitution, Part IV, Directive Principles of State Policy, Article 41, 
http://www.constitution.org/cons/india/p04041.html 
3 http://www.nrega.nic.in/netnrega/forum/2-MGNREGA.pdf 
4 http://www.nrega.nic.in/netnrega/forum/2-MGNREGA.pdf 

http://www.constitution.org/cons/india/p04039.html
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Details of the Scheme 

The NREG programme was implemented in 778,134 villages across the country in FY 

2014-255. The scheme has proved most successful in states like Andhra Pradesh, 

Tamil Nadu and Rajasthan, the latter having a strong record in government-sponsored 

employment relief schemes. The act mandates that the central government will pay 

100% of wages for unskilled manual work, resulting in a government spend of 

Rs250,810 crores on the scheme till May 2014, It has produced an estimated 1,681 

crore persondays of work since inception. In 2014-15 it provided employment to a total 

of 85.0 crore men and 118.3 crore women6.  

Successes of the scheme: 

 Self-identifying nature: NREG is a voluntary programme, which means that 

people in need of labour nominate themselves as per their need. This system is 

more responsive to the needs of the poor than official poverty lists or accounts of 

joblessness developed by the government. It provides flexibility - people enjoy the 

freedom to nominate themselves for employment when they actually need it. 

 Rise in standard of women’s employment: The NREG scheme has had a 

positive effect on the wages commanded by women for their labour, partly due to 

the clause that required women labourers to form 1/3rd of beneficiaries under the 

scheme. Women’s participation in the NREGA-sponsored work has always been 

high, and the minimum wage they receive under the scheme is higher than what 

they would have earned without it. 

 Increase in participation of SC/ST communities: During the initial years, the 

scheme created high demand for SC/ST labour, provided an alternate source of 

employment to these communities. However, the current year has witnessed a 

drastic reduction in participation by the SC/ST communities. 

 Rise in labour price for rural workers: The minimum wage stipulated by the Act 

gave workers bargaining power for other jobs, and resulted in a rise in their 

earnings. Aishwarya Deshpande and Pramit Bhattacharya found that between 

2004-05 and 2011-12 ‘nominal wages rose 16% annually…, slightly exceeding the 

nominal growth rate of the overall economy in the period.7’  

Critiques: 

 Large-scale corruption: Though NREGA has been praised for the accountability 

measures built into the implementation process, reports of embezzlement of funds 

by government officials and panchayati raj institution leaders have been frequent. 

It has been alleged that figures of enrolment and allotment of cards have been 

frequently forged, resulting in a much smaller number of beneficiaries than the 

government claims. 

 Cost to the exchequer: NREGA is one of the largest welfare programmes 

sponsored by a government for poverty alleviation. However, it has been argued 

                                                           
5 Official NREGA website, accessed 28 May 2014, http://nrega.nic.in/netnrega/home.aspx 
6 Official NREGA website, accessed on June 4th, 2014, http://nrega.nic.in/netnrega/home.aspx 
7 Deshpande, Aishwarya, Bhattacharya, Pramit, ‘Labour market: The rural wage boom’, November 19th, 2013, 
http://www.livemint.com/Specials/H6IUUYlYHJLPyViYh2ZtgJ/Labour-market-The-rural-wage-boom.html 
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that the money spent has failed to create long-term or large-scale gains in 

proportion to the money that has been spent on it. Brajesh Mishra quotes officials 

who chose to be anonymous: “government spends rupees 30,000 – 40,000 crore 

annually. There has to be creation of durable assets”8, which is not currently the 

case. 

NREGA: Where it stands in the current political climate 

The NREG is a political decision backed by the government in power. Today, with a 

change in regime, NREGA is fiercely contested for several reasons. 

 Political motivation behind its implementation: Opponents and critics of the 

UPA government argue that it is another example of the Congress’s desire to 

redistribute wealth instead of creating it. The scheme was intended to provide 

employment to those who wanted it. However, as Pratap Bhanu Mehta puts it, the 

government perspective was that “..the NREGA’s expansion was seen as a sign 

of success, not failure. By its own logic, if more need the NREGA, the economy 

has failed.9”Rather than creating a situation where less people were dependant on 

temporary jobs, NREGA focused on a short-term objective of providing unskilled 

labourers with temporary arrangements. 

 Stop-gap agreement: The overall focus seemed to be on providing a minimum 

level of employment instead of stimulating growth in rural areas and genuinely 

lifting the income level of rural workers. India’s agricultural sector is known for its 

low productivity, and workers have been moving away from the sector for years. 

However a CRISIL report suggests that, with the economy showing low growth for 

the past few years, it is estimated that another “12 million people may be forced to 

look for low-quality, low productivity rural or agriculture jobs over seven years10”. It 

was found that NREGA does not really create assets that rural communities can 

use, with most constructions remaining unused after being completed. 

 Change in political climate: The National Democratic Alliance (NDA) government 

that ruled between 1998 and 2004 created approximately 60 million new jobs11. 

The UPA government, which came to power in the midst of a global economic 

crisis, managed to create far fewer than those.12 The UPA government ruled in a 

phase of ‘jobless growth’, where the economy grew but employment did not, and 

even those added to the workforce lacked access to social security and benefits13. 

Stagnating economic growth and a rise in inflation led to a backlash against acts 

like NREGA, which were seen as handouts and stop-gap agreements that 

                                                           
8 Kumar, Brajesh, ‘UPA out, rural ministry plans to scale down NREGA’, May 24th, 2014, 
http://www.hindustantimes.com/india-news/upa-out-rural-ministry-plans-to-scale-down-nrega/article1-
1222310.aspx 
9 Mehta, Pratap Bhanu, ‘While We Were Silent’, July 29th, 2013, http://archive.indianexpress.com/news/while-
we-were-silent/1140199/2 
10 Special Correspondent, ‘Non-farm jobs to shrink by 25 pc in 7 years: CRISIL’, January 7th, 2014 
11 Chauhan, Chetan, ‘NDA rule created more jobs than UPA did in 8 years: Report’, 23rd June 2013, 
http://paper.hindustantimes.com/epaper/viewer.aspx 
12 Chauhan, Chetan, ‘NDA rule created more jobs than UPA did in 8 years: Report’, 23rd June 2013, 
http://paper.hindustantimes.com/epaper/viewer.aspx 
13 http://articles.economictimes.indiatimes.com/2014-01-16/news/46264197_1_ilo-labour-market-
international-labour-office 
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prevented real growth. It is not clear whether the current Bharatiya Janta Party 

(BJP)-led NDA government will retain the scheme in its present form14. 

In conclusion, it appears that the impact of a potentially powerful concept like NREGA 

was undone by poor strategic planning and implementation at the central level. It has 

reached out to an immense number of people, and provided them employment in a 

labour market skewed by caste factors and land ownership. While some states have 

shown success in employment numbers and transfer of money to people’s hands, the 

Central government has failed to prevent income leakage and corruption in the 

implementation of this scheme.  From a macro-economic perspective, critics argue 

that it did not improve workers’ productivity. Easy access to minimum wage 

discourages rural workers from exploring entrepreneurial activities and engaging in 

regular farm labour. With economic growth slowing down, experts predict that more 

people will be forced to return to agricultural labour, reversing a much-needed trend in 

the opposite direction. It is possible that with some tweaks, and a rollback of universal 

coverage, the scheme could reach out to those who need it most.  

Only time will tell which direction the new government will choose to take.  

                                                           
14 Kumar, Brajesh, ‘UPA out, rural ministry plans to scale down NREGA’, May 24th, 2014, 
http://www.hindustantimes.com/india-news/upa-out-rural-ministry-plans-to-scale-down-nrega/article1-
1222310.aspx 


