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Abstract

Public wage employment programs designed to provide employment in times of distress have a long
history in India. MGNREGA was launched in February 2006, after the National Rural Employment
Guarantee Act was passed in 2005, in the 200 most backward districts of India. The program guarantees
100 days of employment at a stipulated wage rate in rural areas. A static multi sectoral CGE model is

used to estimate the economy wide effects of the program.

The program has the potential to enhance growth, reduce inequality by increasing the income of poor
rural households relative to other households, and generate employment in both rural and urban areas.
However, the short and long run effects of the program differ considerably. In the short run, one rupee
invested in the program increases national income by 0.80 rupee and household consumption by 1.02
rupee, while in the long run it results in increase in national income by 1.07 rupee and in increase in
household consumption by 1.16 rupee. Therefore, the relevance of the program to the economy should
be viewed from a long run perspective. Both the rural and urban population are benefitted by the
program, although most of the benefits accrue to the rural population. Further, income redistribution by
means of higher taxes (direct taxes) significantly lowers the positive impacts of the program. Thus, the
ideal method of financing the program should be through generation of more resources through higher
growth or through higher tax collection, rather than through higher tax rates. By making rural labour
relatively more expensive the program stimulates demand for urban labour. Therefore, the program
could lead to migration of labour from urban to rural areas and/or reduce the migration of labour from
rural to urban areas. The program leads to higher food demand implying that the program could lead to
better nutritional outcomes for the population. The implementation of the program should be

simultaneously accompanied by the easing of supply side constraints in the agriculture sector.
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