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Key messages
•

The Mahatma Gandhi National Rural Employment Guarantee Act (MGNREGA) has
increased GDP and household income, particularly amongst poor households.

•

Reallocation of MGNREGA funds to education, health, or public administration would
result in decreased GDP and income of poor households.

•

The Indian government should continue to invest in the MGNREGA programme.
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Data, methodology and simulated reforms
The research team created a computable general equilibrium model of the Indian economy, calibrated to
the 2007-2008 social accounting matrix for India, to simulate four different funding situations for the
MGNREGA programme. Simulation 1 – reduce government expenditure on the construction sector by
20% (to model the withdrawal of the MGNREGA programme); Simulation 2 – Reallocate 20% of
government construction sector spending to educational services; Simulation 3 – Reallocate 20% of
government construction sector spending to medical services; Simulation 4 – Reallocate 20% of
government construction sector spending to public administration.
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Table 1: Change in macroeconomic variables
Macroeconomic Variables

% Change
Simulation 1

Simulation 2

Simulation 3

Simulation 4

Real GDP at Basic Prices

-0.01

-0.01

-0.01

-0.01

GDP at Basic Prices

-0.01

0.02

0.01

-0.01

Consumer Price Index

0.01

0.03

0.03

0.004

Wage Rate of Unskilled Labour*

0.00

0.00

0.00

0.00

Wage Rate of the Semi-skilled Labour

-0.02

-0.03

-0.02

-0.02

Wage Rate of the Skilled Labour

0.03

0.14

0.12

0.02

Supply of Unskilled Labour

-0.06

-0.05

-0.06

-0.06

* The wage rate of unskilled labour has been fixed to reflect the fixed daily wage paid to MGNREGA beneficiaries.

Key findings & policy implications
The results show that withdrawing the MGNREGA programme would decrease GDP, wages for semiskilled labourers and the supply of unskilled labour (Table 1), as well as household income
(particularly amongst poor households), household consumption, and imports. As such these findings
indicate that the MGNREGA programme has a positive impact on these aspects of the Indian economy.
Simulations 2 and 3 show that GDP, wages for semi-skilled workers, the supply of unskilled labour, the
demand for composite labour, exports, the income of poor households, and household consumption
(for all but the richest urban households) would decrease. Simulation 4 shows similar effects but wages
for skilled workers increase in this situation and there is no impact on exports.
In comparing the four situations modeled, it is clear that the current use of funds for the MGNREGA
programme is the most beneficial option for both the country’s economy and household income.
Furthermore, the alternative policy scenarios are not only less beneficial, but in fact detrimental
particularly to the household income of the poor.
As such, it is clear that the MGNREGA programme should continue.
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