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1.  Introduction 

 

Public expenditures in India add up to a lot.  To begin with, the Central, State and 

Union Territory Governments alone currently spend Rs. 32.05 lakh crore (28.2% of 

GDP) a year (Government of India 2014a, p. 16).
1
  Data on expenditures of local 

governments financed out of their internal and extra-budgetary resources are not 

available. Secondly, the Central public enterprises‟ internal and extra-budgetary 

resources for financing their Plan outlay currently add up to Rs. 3.18 lakh crore (2.2% of 

GDP) a  year (Government of India 2015a, p. 13).
2
  Data on State public enterprises‟ 

internal and extra-budgetary resources for financing their Plan outlay are not available. 

Thirdly, expenditures through the Central tax laws, or Central tax expenditures,
3
 currently 

add up to Rs. 5.89 lakh crore (4.7% of GDP) a year (Government of India 2015b, p. 37).
4
  

Data on expenditures through the State tax laws, or State tax expenditures, are not 

available.  Finally, one must also take into account the losses of public entities (e.g., 

losses of State electricity distribution entities) which are financed through borrowings 

from banks or through commercial credits, not through any budgetary support. Complete 

details on these losses are not available, but according to an October 5, 2012 Office 

Memorandum of the Government of India (Government of India 2012), accumulated 

losses of the State power distribution companies are estimated to be about Rs. 1.9 lakh 

crore (2.1% of GDP).  There is reason to believe that this figure captures the situation at 

the end of March 2012 and that the losses of the State power distribution companies 

today are much higher.  According to Crisil, these losses have been funded mainly by 

borrowing from banks and financial institutions.
5
   

 

How is this huge public expenditure managed?  To be specific, is it incurred on 

the things it should be?  Is it delivering the intended outcomes?  These are extremely 

important public policy issues and this paper attempts to address them.   

 

The plan of the paper is as follows.  Section 2 discusses the conceptual issue of 

what public expenditure should be incurred on.  Section 3 assesses the efforts that Prime 

Minister Narendra Modi‟s Government, which assumed office on May 26, 2014, has 
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made to improve the management of its expenditures.  Finally, Section 4 presents some 

concluding remarks.                                                                                                                                             

 

2. What Should Public Expenditure Be Incurred On?  
 

In principle, public expenditure should be incurred on (a) the provision of public 

goods or goods with positive externalities, that is, goods and services which the private 

sector will not provide (examples: national defence, control of pollution and elimination 

of open defecation), and (b) the provision of private goods and services to certain people 

on equity grounds. 

 

Raghuram Rajan argues that public money must be used “to nurture the broadly 

equitable distribution of economic capabilities among our people” (Rajan 2015, pp. 8-9). 

This is how he put it recently: “So long as we modulate the pace of liberalization to the 

pace at which we broaden economic capabilities, it is likely that the public will be 

supportive of reform. This also means that if we are to embed the four pillars (of strong 

government, rule of law, democratic accountability, and free enterprise) supporting 

prosperity and political freedom firmly in our society, we have to continue to nurture the 

broadly equitable distribution of economic capabilities among our people. Economic 

inclusion, by which I mean easing access to quality education, nutrition, healthcare, 

finance, and markets to all our citizens, is therefore a necessity for sustainable growth. It 

is also, obviously, a moral imperative” (Rajan 2015, pp. 8-9). 

 

And this is what he said in a different context:  “Instead of subsidizing inputs to 

specific industries because they are deemed important or labour intensive, a strategy that 

has not really paid off for us over the years, let us figure out the public goods each sector 

needs, and strive to provide them. For instance, SMEs might benefit much more from an 

agency that can certify product quality, or a platform to help them sell receivables, or a 

state portal that will create marketing web sites for them, than from subsidized credit. The 

tourist industry will probably benefit more from visa on arrival and a strong 

transportation network than from the tax sops they usually demand.” (Rajan 2014, pp. 6-

7.)   

 

All this clearly means that there are many demands on public money.  And public 

money must be allocated to meet these demands and the allocations so made, must be 

used effectively. 

 

Is this happening?  An article that I wrote last year says: “There is a consensus that, 

given the way public money is used, we are not getting the value for this money. This is 

happening because a large proportion of the public money is looted. Indeed, a message seems to 

have gone around that public money is nobody‟s money and therefore it is meant to be looted. 

There are many examples one can give to illustrate that a large proportion of the public money is 

allocated on the basis of politically-motivated considerations, looted and inefficiently utilised, 

and, as a consequence of all this, we are not getting the value for this money” (Gupta 2014, pp. 

20-21).    
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This is a very sad state of affairs.  Has Prime Minister Narendra Modi‟s Government, 

which assumed office on May 26, 2014, made a difference?  The next section addresses this 

issue.   

 

3. Has Prime Minister Narendra Modi’s Government Made A Difference? 

 

This Section assesses the efforts that Prime Minister Narendra Modi‟s 

Government has made to improve the management of its expenditures.  It takes a critical 

look at selected initiatives and interventions of the Government of India (GOI), which is 

the largest public entity in India, with a view to assess whether the GOI is incurring its 

expenditure for the purposes it is supposed to be incurred on, whether the initiatives and 

interventions in question are properly designed, and whether they are properly 

implemented.  The selected initiatives and interventions are: Outcome Budget (Section 

3.1) , Results Framework Document (Section 3.2), Mahatma Gandhi National Rural 

Employment Guarantee Act (Section 3.3), Restructured Accelerated  Power Development 

and Reforms Programme (Section 3.4), subsidies (Section 3.5)  and tax expenditures 

(Section 3.6). 
 

3.1 Outcome Budget
6
  

 

Recognising the urgency to measure its performance by the delivery of the 

intended outcomes of its various programmes, rather than by the amount of money spent 

on them, the GOI launched, on February 28, 2005, an apparently excellent initiative to 

change the culture of its officials from one of measuring their performance in terms of the 

amount of money spent against the budgeted allocations, to one of measuring their 

performance in terms of the delivery of the outcomes the people in India are concerned 

with. The statement of the Finance Minister in his budget speech that day was that: 

 

together with the Planning Commission, we shall put in place a mechanism to         

measure the development outcomes of all major programmes. We shall also 

ensure that programmes and schemes are not allowed to continue indefinitely 

from one Plan period to the next without an independent and in-depth evaluation. 

Civil society should also engage Government in a healthy debate on the efficiency 

of the delivery mechanism. (Government of India 2005, p. 22.) 

 

      The Government of India‟s first Outcome Budget (OB), for 2005-06, was 

presented on August 25, 2005. Since then, ten more OBs for 2006-07, 2007-08, 2008-09, 

2009-10, 2010-11, 2011-12, 2012-13, 2013-14, 2014-15 and 2015-16 have been 

presented.
7
 In addition, the GOI‟s Department of Expenditure has regularly issued 

guidelines for the preparation of the OBs, with the latest guidelines (for the preparation of 

the OB for 2015-16) issued on January 29, 2015.
8
 

 

    These guidelines constitute a major step in developing and articulating the 

conceptual framework for preparing the OB. The guidelines recognise that “The real 

value of the Outcome Budget lies in its utility as a policy tool to establish effective 

linkage with allocation and disbursement of public funds on the basis of measurable 
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performance” (Ministry of Finance, Department of Expenditure 2006, p. 6). Given this, 

OB is potentially an extremely important means to improve governance.  

 

3.1.1 The Theory of Change Underlying the OB 
 

No explicit theory of change has been put forward by the GOI for adopting the OB. 

But one can articulate the theory of change underlying the OB on the basis of the 

information provided and various statements that have been made. The theory consists of 

four assumptions.       

 

First, the GOI assumed that issuing guidelines via its Ministry of Finance‟s 

Department of Expenditure will be enough to create the requisite incentives for its 

various ministries/departments to prepare the OB along the intended lines. 

 

Second, the GOI assumed that its ministries/departments had the requisite 

knowledge and skills to define the intended outcomes of their various interventions and 

to articulate the production functions for these outcomes. And in case a  

ministry/department did not have the requisite knowledge and skills, it would seek the 

assistance of outsiders for these tasks. The guidelines clearly provided for this. 

 

Third, the GOI assumed that its ministries/departments had the requisite incentives 

and skills to generate credible data required to prepare OB on their own, to validate the 

data available from other sources, and to seek, if necessary, the assistance of outsiders for 

generation/validation of the required data. 

 

Finally, the GOI assumed that its ministries/departments will somehow be able to 

deliver the intended outcomes despite the serious problems that they may face with 

ensuring the flow of right amount of money at the right time to the right level, and with 

preventing misuse of money/diversion of money to unrelated activities. 

 

A careful look at the theory of change underlying the OB reveals that the GOI 

assumed that those responsible for preparing and implementing the OB will behave the 

way it expected them to behave. Things don't happen that way. The Government didn't do 

the requisite homework and didn't put in place the requisite structure of incentives to 

influence the behaviour of the concerned people along the expected lines, with the result 

that the OB has failed. Indeed, OB has proved to be a much more different and 

challenging ballgame than what the Government thought. It requires a change of mindset 

that has a lot to do with accountability as it is currently practiced in India‟s public 

entities. Sadly, the requisite change in mindset has not taken place.
9
  

 

There is a clear recognition of the OB‟s failure in delivering the desired results.  P. 

Chidambaram, the former Finance Minister who launched the OB, is reported to have 

said: 

the Government of India has substantially expanded outlays in sectors like 

irrigation, education and health, but kept on following the existing „tried and 

failed‟ system, as a result of which the outcome of these enhanced outlays is not 

visible at the ground level. (The Times of India, December 3, 2007.) 
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     And Montek Singh Ahluwalia, who served as Deputy Chairman of the erstwhile 

Planning Commission, GOI, for ten years (2004-14) is reported to have said: 

 

The exercise of outcome budget of manipulating existing data did not get the 

desired results.  It‟s easy to evaluate whether investment made in a steel plant has 

delivered. But measurement of outcomes in health and education are difficult and 

complex. (The Economic Times 2009.) 

 

Has Prime Minister Narendra Modi‟s Government made any difference?  While 

addressing the first meeting of the Governing Council of NITI Aayog on February 8, 

2015, the Prime Minister is reported to have said that “Whatever we do, it should be well 

thought, it should be well executed and it should have desired outcome.”  (The  Times of 

India 2015.)   

 

And this is what Finance Minister Arun Jaitley said while presenting the GOI‟s 

budget for 2015-16 on February 28, 2015: “…it is my belief that every rupee of public 

expenditure, whether undertaken by the Centre or the States, will contribute to the 

betterment of people‟s lives through job creation, poverty elimination and economic 

growth.” (Government of India 2015c, p. 2.) 

 

But what‟s the ground reality?  Are Prime Minister Narendra Modi and Finance 

Minister Arun Jaitley walking the talk? 

 

The Ministry of Finance‟s OB for 2015-16 describes the Ministry‟s major 

achievements, one of which relates to the Pradhan Mantri Jan-Dhan Yojana (PMJDY) 

which the Prime Minister had announced on  August 15, 2014 and formally launched on 

August 28, 2014. “The Yojana envisages universal access to banking facilities with at 

least one basic banking account for every household. The beneficiary would get a RuPay 

Debit Card having inbuilt accident insurance cover of Rs. 1.00 lakh. Apart from this, 

there is a life insurance cover of Rs. 30,000 provided to those people who opened their 

bank account for the first time between 15th August, 2014 and 26th January, 2015. Under 

PMJDY, 12.65 crore accounts (5.09 crore in urban areas and 7.56 crore in rural areas) 

have been opened as on 03.02.2015. Out of these 12.65 crore accounts, 8.50 crore 

accounts are with Zero Balance and RuPay cards have been issued in 11.16 crore eligible 

accounts.”  (Ministry of Finance 2015, p. iv.) 

 

The PMJDY is certainly a commendable initiative that the Prime Minister has 

launched to achieve universal access to banking facilities, and thereby empower the poor 

people.  But much will depend on how the PMJDY accountholders, especially those with 

zero balance, behave, and on the concerned banks‟ capacity to service these 

accountholders – capacity not just in terms of the number of bank employees and 

infrastructure but, more importantly, in terms of the requisite mindset of bank employees. 

.   

Finance Minister Arun Jaitley talks about “three achievements as they 

demonstrate the quality and conviction of our government…. The third is „Swachh 

Bharat‟ which we have been able to transform into a movement to regenerate India.
10

  I 
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can speak of, for example, the 50 lakh toilets already constructed in 2014-15, and I can 

also assure the Members of this august House that we will indeed attain the target of 

building six crore toilets.  But, Madam, Swachh Bharat is not only a programme of 

hygiene and cleanliness but, at a deeper level, a programme for preventive health care, 

and building awareness.”  (Government of India 2015c, p. 3.)   

 

This too sounds like a commendable achievement.  But let‟s wait before we 

celebrate it.  Much will depend on how well these toilets are maintained, how they are 

used (are they used as toilets or as storage spaces?), and how much they help in achieving 

the intended outcome of ending open defecation.  

 

Incidentally, Jairam Ramesh, a former Minister of Rural Development, GOI, is 

reported to have told the Rajya Sabha that "There is huge difference in figures reported 

by states and the report by the census on reduction in open defecation. Money has been 

taken but toilets have not been built. There is a lot of hera-pheri, if I can use that term." 

(The Times of India 2012.)  

 

And according to M. Ramachandran, a former Secretary, Urban Development, 

GOI, “We have a situation where the official claims are that 8.7 crore toilets have been 

constructed, whereas census 2011 reveals that only 5.16 crore households actually have 

toilets. What happened to the missing 3.5 crore toilets?” (Ramachandran 2014.)  

Ramachandran doesn‟t answer the question that he has posed, but the answer is clear: 

looting of public money allocated for building toilets.  

 

3.2 Results Framework Document
11

 
  

In 2009, the GOI launched the Performance Monitoring and Evaluation System 

(PMES).  It is designed to overcome the limitations which the current systems for 

accountability for results in Government suffer from.
12

  The PMES involves the 

preparation of a Results Framework Document (RFD) by each of the 

ministries/departments covered under the RFD system.  The RFD system now covers the 

GOI‟s 80 ministries and departments, out of a total of 84, and around 800 Responsibility 

Centres.  The State Governments have also shown interest in adopting the RFD system 

and as of now 17 State Governments are at various stages of implementing the RFD 

systems in their States. 

 

The RFD seeks to address three questions: What are a given ministry/department‟s 

main objectives for a given financial year?  What actions are proposed to achieve these 

objectives?  How to determine the progress made in implementing these actions?  The 

RFD for a given ministry/department looks at that ministry/department‟s achievements, 

compares them with the targets and determines a composite score, taking into account the 

specific weight assigned to each objective of that ministry/department.  The composite 

score is converted into a rating of excellent, very good, good, fair and poor, with a 

composite score of 100% - 96% rated as excellent, 95% - 86% as very good, 85% - 76% 

as good, 75% - 66% as fair, and 65% and below as poor. 
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A widely-held perception is that there is a big disconnect between what the GOI 

claims about the RFD and what the ground reality is.  The Economic Times (2011) has 

published a story on RFDs. The story quotes a senior government official who pointed 

out how absurd the whole process was. “How could the government rate itself at 90 

percent when the whole country is saying that this government doesn‟t work?”, he asked 

(The Economic Times 2011, p. 1).  

 

Has the perception about the RFD changed in recent years?  The discussions at the 

December 11-12, 2013 Global Roundtable on Government Performance Management 

that was organised by the Institute of Public Enterprise in collaboration with the 

Performance Management Division, Cabinet Secretariat, GOI, clearly suggested that the 

things hadn‟t changed much -- there is still a big disconnect between what the GOI 

claims about the RFD and what the ground reality is. 

 

The issue of RFD‟s credibility was recently discussed at a meeting attended, 

among others, by several retired IAS officials, including a former Cabinet Secretary, 

GOI, and the consensus at the meeting was that the scores given to the 

ministries/departments on their RFD work were too high and lacked credibility. 

 

There is also a question on the RFDs‟ quality.  An assumption underlying the RFD 

work is that the officials preparing the RFDs have the requisite incentives and skills to 

generate, on their own, credible data required to prepare RFDs and to validate the data 

available from other sources.  There are reasons to believe that many, if not most, 

officials don‟t have such incentives and skills. 

 

Has Prime Minister Narendra Modi‟s Government taken any steps to improve the 

quality of the data used for preparing RFDs, as also to improve the credibility of RFD 

scores?  My information is that it has not. 

 

I strongly believe that the GOI must merge the RFD into OB -- it makes no sense 

for a ministry/department to prepare an OB as also a RFD -- and make the OB work. The 

OB has failed not because it's a bad idea, but because of the blunders that the GOI has 

committed while implementing it. 

 

Gupta (2014) addresses the issue of how to make the OB work. 

                              

3.3 Mahatma Gandhi National Rural Employment Guarantee Act  

 

  The National Rural Employment Guarantee Act (NREGA), which was later 

changed to Mahatma Gandhi National Rural Employment Guarantee Act (MGNREGA), 

was notified on September 5, 2005. It aims at enhancing livelihood security by providing 

at least one hundred days of guaranteed wage employment in a financial year to every 

rural household whose adult members volunteer to do unskilled manual work. The Act 

covered 200 rural districts in its first phase which began on February 2, 2006, and was 

extended to all the rural districts in the country in phases.  

http://timesofindia.indiatimes.com/topic/Jagdish-Bhagwati
http://timesofindia.indiatimes.com/topic/Jagdish-Bhagwati
http://timesofindia.indiatimes.com/topic/Jagdish-Bhagwati
http://timesofindia.indiatimes.com/topic/Jagdish-Bhagwati
http://timesofindia.indiatimes.com/topic/Jagdish-Bhagwati
http://timesofindia.indiatimes.com/topic/Jagdish-Bhagwati
http://timesofindia.indiatimes.com/topic/Jagdish-Bhagwati


 8 

According to the data available on the MGNREGA website,
13

 total expenditure 

incurred on MGNREGA since its inception has amounted to Rs. 2,78,525.81 crore.  This 

is a lot of money.   

The huge expenditure on MGNREGA has prompted Bhagwati and Panagariya 

(2014) to say: “Unlike the UPA government, PM Narendra Modi seems to understand the 

folly of embracing substantial spending programmes unmatched by revenues. This is 

particularly the case as he has announced his intention to step up expenditures to reflect 

his „grand vision‟ for India. This vision includes elimination of abject poverty, electricity 

for all, Swachh Bharat by 2019, 100 smart cities and expanded road and rail networks. 

Implementation of this vision requires resources.  Streamlining existing schemes as also 

replacing them by new ones are essential steps towards garnering these resources. While 

increased revenues will follow as the economy picks up, there are inevitable time lags. So 

some programmes have to be pruned here and now. This alone justifies the decision to 

confine NREGA to 200 poorest districts. 

But the compelling reason for limiting NREGA as a policy to shift resources to 

the poor consists precisely in the fact that it has drawbacks that an alternative policy of 

cash transfers does not have. By opting to retain and complete the Aadhaar project and 

launching the Jan Dhan Yojana, which would together provide the necessary 

infrastructure, the PM would seem to have cleared the way for an eventual move to cash 

transfers. And that makes pruning of the inefficient NREGA as the instrument of shifting 

income to the poor an eminently reasonable interim step.” 

Abreu, et. al. (2014) assert that  Bhagwati and Panagariya‟s argument is 

misleading. They assert that MGNREGA is a source “of income security for the most 

vulnerable. When more than 90% of the workforce is informal and lacks access to social 

security, this is a critical intervention…. We do not claim that all is well with NREGA. 

The programme needs better design and implementation, not slow suffocation.”   

 

And this is what Dreze (2014) says: “ If leakages alone were a good enough 

reason to wind up government programmes, a lot of things would beg to be shut down: 

the university system, the defence establishment, the Ganga Action Plan, and so on. 

Leakages actually raise two questions: is the programme worth it despite the leakages, 

and can the leakages be reduced? In the case of NREGA, I would answer 'yes' to both. 

Official employment generation figures are increasingly consistent with independent 

household survey data, suggesting leakages are going down. This is also plausible in the 

light of various steps that have been taken to plug leakages, from bank payments of 

NREGA wages to social audits and proactive display of all essential records on the web. 

More needs to be done, but there is no reason to capitulate…. I am very much in favour 

of reforming NREGA…. So there is no trade-off between reforming NREGA and 

fighting corruption. Alas, the new government seems absolutely clueless as far as 

constructive NREGA reforms are concerned.” 

What‟s the Prime Minister Narendra Modi‟s Government‟s response to all this?  

Replying to the motion of thanks on the President's address in the Lok Sabha on February 

http://timesofindia.indiatimes.com/topic/Jagdish-Bhagwati
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27, 2015, the Prime Minister assured the continuation of MGNREGA, saying it made 

political sense as it was a "living reminder" of the UPA government's "failures".
14

  And 

this is what Finance Minister Arun Jaitley said while presenting the GOI‟s budget for 

2015-16: “Our government is committed to supporting employment through 

MGNREGA. We will ensure that no one who is poor is left without employment. We 

will focus on improving the quality and effectiveness of activities under MGNREGA.  I 

have made an initial allocation of Rs. 34,699 crore for the programme.” (Government of 

India 2015c, p. 8.) 

 

 No information is available on how the Prime Minister Narendra Modi‟s 

Government plans to improve the quality and effectiveness of activities under 

MGNREGA. 

 

3.4 Restructured Accelerated Power Development and Reforms Programme  

 

An initiative, called the Accelerated Power Development Programme, was 

launched by the GOI‟s Ministry of Power in February 2000. After two years it was re-

christened the Accelerated Power Development and Reforms Programme (APDRP).  The 

APDRP aimed to reduce the theft of power; to improve the reliability and quality of 

power; to bridge the difference between the value of power billed and the value realised; 

and to improve the financial performance of the power sector. 

 

On  July 31, 2008, the APDRP was restructured. The Restructured APDRP‟s 

focus is on actual, demonstrable reduction in state power utilities‟ aggregate technical 

and commercial  losses, with the target of bringing them down to 15%. The Ministry of 

Power is trying to achieve this target through three interventions:  

 

First, a loan up to 100% of the cost of projects for the establishment of baseline 

data and information technology (IT) applications for energy accounting/auditing and IT-

based consumer service centres, with the entire loan for these projects converted into 

grants on fulfilment of the conversion conditionalities; 

 

  Second, a loan up to 25% (90% for special category states) of the cost of 

distribution strengthening projects, with up to 50% (90% for special category states) of 

the entire loan for these projects converted into grants on fulfilment of the conversion 

conditionalities; and 

 

Third, training to utility employees, as also a financial incentive to them from the 

GOI, limited to 2% of the GOI grant for distribution-strengthening projects, with the 

utility in question expected to match these funds, in case its aggregate technical and 

commercial loss is brought below 15%. 

 

The Ministry of Power believes that the R-APDRP will incentivize the power 

utilities that avail of the assistance available under this Programme to behave differently 

and thereby deliver the intended outcomes.  But the Ministry has not explicitly articulated 
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the theory of change for the R-APDRP.  And none of the materials that I could lay my 

hands on, includes any explicit theory of change for this public intervention.  But one can 

articulate the theory of change underlying this intervention on the basis of the 

information available in these materials.  The theory consists of nine assumptions. 

 

First, the Ministry of Power assumed that a power utility covered under the R-

APDRP will cooperate with the Third Party Independent Evaluation Agency (TPIEA) 

and provide to it all the requisite data (viz., the quantity of power purchased during a 

given period, the quantity of power billed to customers during that period, and the 

quantity of power for which the utility in question has received payments against the 

quantity billed during the period in question), so that the TPIEA may produce credible 

baseline data on AT&C losses for the utility in question. 

 

Second, the Ministry of Power assumed that a power utility covered under the R-

APDRP will cooperate with the TPIEA and provide to it all the data that it may require 

for doing an authentic diagnosis of that utility‟s problems. 

 

Third, the Ministry of Power assumed that the project prepared by a given utility 

or by a consultant for a given utility for funding under the R-APDRP is an objective 

project, designed to address, in a cost-effective manner, the problems which the TPIEA 

has diagnosed for that utility. 

 

Fourth, the Ministry of Power assumed that the equipment procured for 

implementing a given utility‟s project is the best available to address that utility‟s 

problems as diagnosed by the TPIEA. 

 

Fifth, the Ministry of Power assumed that a given utility‟s project under the R-

APDRP will be implemented the way it is supposed to be implemented. 

 

Sixth, the Ministry of Power assumed that the equipments (e.g., meters) that are 

installed under a project funded under the R-APDRP will work the way they are 

supposed to work, and that in case they are tempered with, the systems that are put in 

place will alert the concerned utility‟s employees, so that appropriate action(s) may be 

taken. 

 

Seventh, the Ministry of Power assumed that the training that a given utility‟s 

employees receive under the R-APDRP will equip them with the knowledge, skills and 

attitudes required to properly use the equipment procured for implementing that utility‟s 

project under the R-APDRP, and that, as a result of this training, their behaviour will 

change in such a manner that they will identify the people stealing  electricity under their 

jurisdiction and report such theft to the concerned authorities  so that appropriate 

action(s) against the people found stealing electricity may be taken. 

 

Eighth, the Ministry of Power assumed that in case there are any major deviations 

or lapses in the implementation of a given utility‟s project, the project manager will 

report the matter to the R-APDRP Steering Committee, and that the Steering Committee 
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will take appropriate and timely action(s).  In case the project is not producing the 

intended outcomes because, say, the given utility‟s employees are not behaving the way 

they were expected to, the Steering Committee will investigate the reasons for this and 

take the requisite corrective action(s). 

 

Finally, the Ministry of Power assumed that the R-APDRP, by helping the power 

utilities in reducing their AT&C losses, will have the effect of improving their financial 

health, which in turn will enable them to service their borrowings under the R-APDRP, 

and that as a result of all this, the R-APDRP will not end up as a liability for them.  

 

Things haven‟t worked the way the Ministry of Power assumed they would. The 

R-APDRP has failed in changing the behaviour of its key stakeholders along the expected 

lines, as a result of which it has failed in delivering the intended outcome of substantial 

reduction in the State power utilities‟ aggregate technical and commercial  losses.  

Indeed, the Programme has turned out to be a huge financial burden on the utilities.  

 

What‟s the response of Prime Minister Narendra Modi‟s Government to all this?  

 

It has launched a new scheme, called Intregated Power Development Scheme 

(IPDS), with the ongoing R-APDRP subsumed under IPDS.  The objective of IPDS is 

“24x7 power supply for consumers, reduction of AT&C losses and providing access to all 

households.” (Ministry of Power 2015, p. 5.) 

 

In addition, the Government has launched the Power Sector Reforms 

(Transmission and Distribution) Programme, which will be an umbrella programme for 

power sector reforms and include the IPDS.    

 

Are these sensible developments?  The idea of subsuming the ongoing R-APDRP  

under IPDS does not make any sense.  The Government must have withdrawn the R-

APDRP.  The sad truth is that aggregate technical and commercial (AT&C) losses  

continue to be high because of political patronage and the utility employees‟ connivance.   

This is what The Times of India reported on June 24, 2014:  “While large parts of 

Uttar Pradesh suffer unbridled power cuts, Samajwadi Party chief Mulayam Singh 

Yadav's constituency Etawah doesn't merely get 24x7 electricity; at least 72% of its 

people get free power through pilferage.  While chief minister Akhilesh Yadav has been 

issuing directions to power officials to curtail line loss, in his own hometown, Etawah, 

sources in Dakshinanchal Distribution Company said only one out of four consumers of 

electricity is paying for it. Not that the rest of the state is too far behind; other districts 

report 35% to 50% power theft.” (The Times of India 2014.) 

 

 There is no case for continuing with a public intervention to reduce AT&C losses.  

This is an issue that the Government needs to address through a dialogue at the political 

level and through measures designed to improve the quality of governance.                                                                                 

3.5 Subsidies  

 

http://timesofindia.indiatimes.com/topic/Samajwadi-Party
http://timesofindia.indiatimes.com/topic/Akhilesh-Yadav
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The policymakers in India seem to love subsidies.  Major subsidies include: 

cooking gas subsidy, credit subsidy, education subsidy, electricity subsidy, fertilizer 

subsidy, food subsidy, irrigation subsidy, kerosene subsidy and train fare subsidy.  

According to Shankar Acharya, subsidies, if measured the way they should be, add up to 

about 5% of GDP.  (Acharya 2014.) 

 

There are reasons to believe that many of the subsidies have been introduced 

without doing the requisite homework, with the result that they suffer from various 

shortcomings.  They are not designed properly.  They are not implemented properly.  

They are not monitored and evaluated properly.  And they suffer from the errors of 

inclusion and errors of exclusion – that is, many people who are not supposed to benefit 

from them, benefit, and many people who are supposed to benefit from them, don‟t 

benefit.  

 

The Government is aware of what ails the subsidy regime in India.  This is what 

Finance Minister Arun Jaitley said while presenting the GOI‟s budget for 2015-16: 

“Well-intentioned schemes  introduced in the past, have often been ill-targeted, riddled 

with leakages and delivered with inefficiency.  The same is true of subsidies.  Subsidies 

are needed for the poor and those less well off. What we need is a well targeted system of 

subsidy delivery. We need to cut subsidy leakages, not subsidies themselves. We are 

committed to the process of rationalizing subsidies based on this approach.” (Government 

of India 2015c, p. 7.) 

 

This is good, but what has the Finance Minister done to rationalize subsidies?  He 

talks about a direct transfer Rs. 6,335 crore “as LPG subsidy to 11.5 crore LPG 

consumers.” (Government of India 2015c, p. 7.)  The idea of directly transferring a 

subsidy to the intended beneficiaries is an excellent idea, but do all these 11.5 crore LPG 

consumers qualify as intended beneficiaries?  They don‟t.  And the Finance Minister 

knows this.  He is hoping that those who don‟t qualify as intended beneficiaries of the 

LPG subsidy, will give it up voluntarily.   

 

This is not the way to manage public expenditures.  What the GOI needs to do is 

to identify those who don‟t qualify to receive the LPG subsidy, send them an intimation 

to this effect, and stop transferring public money to them. 

 

There is a strong case for rigorous evaluation of each of the subsidies, with each 

evaluation focusing on how much difference a given subsidy has made to addressing the 

public policy issue in question, and at what cost, and on identification of alternative ways 

which may be more cost-effective in delivering the intended outcomes. 

 

An approach to managing subsidies along these lines will allow the Central 

Government (and for that matter, State Governments as well) to determine which of the 

subsidies must be withdrawn.  Withdrawal of wasteful and ineffective subsidies will help 
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in getting our fiscal framework right.  It will also create a lot of fiscal space which can be 

used to finance the huge public investments that India urgently needs. 

 

The GOI had appointed an Expenditure Management Commission on September 

4, 2014 and had asked it to submit its interim report before the budget for 2015-16 

(Government of India 2014b).  The Commission has submitted its interim report, but one 

doesn‟t know what it contains.                                                                                                            

 

3.6 Tax Expenditures 

 

Finance Minister Arun Jaitley has announced a commendable initiative on tax 

expenditures.  This is what he said while presenting the GOI‟s budget for 2015-16: “The 

basic rate of Corporate Tax in India at 30% is higher than the rates prevalent in the other 

major Asian economies, making our domestic industry uncompetitive. Moreover, the 

effective collection of Corporate Tax is about 23%. We lose out on both counts, i.e. we are 

considered as having a high Corporate Tax regime but we do not get that tax due to excessive 

exemptions. A regime of exemptions has led to pressure groups, litigation and loss of 

revenue. It also gives room for avoidable discretion. I, therefore, propose to reduce the rate of 

Corporate Tax from 30% to 25% over the next 4 years. This will lead to higher level of 

investment, higher growth and more jobs. This process of reduction has to be necessarily 

accompanied by rationalisation and removal of various kinds of tax exemptions and 

incentives for corporate taxpayers, which incidentally account for a large number of tax 

disputes.  I wanted to start the phased reduction of corporate tax rate and phased elimination 

of exemptions right away; but I thought it would be appropriate to give advance notice that 

these changes will start from the next financial year.  Our stated policy is to avoid sudden 

surprises and instability in tax policy.”  (Government of India 2015c, pp. 19-20.) 

 

The initiative that the Finance Minister has announced was long due.  But he must do 

a rigorous evaluation of each of the tax expenditures before he withdraws them. There is a 

case for evaluating tax expenditure provisions in the income tax law for the non-corporate 

sector as well, as also tax expenditure provisions under other tax laws.   

 

The Finance Minister says: “Exemptions to individual taxpayers will…continue since 

they facilitate savings which get transferred to investment and economic growth.”  

(Government of India 2015c, p. 20.)  This is fine.  Let the tax expenditures for individual 

taxpayers continue, but can‟t they be designed better?   

 

Take, for example, the case of the tax expenditure provision under Section 80C of 

the Income Tax Act, which allows a taxpayer a deduction upto Rs. 150,000 on account of 

certain investments and payments, and which had a revenue impact of Rs. 29,237.1 crore 

in 2014-15 (Government of India 2015b, p. 30) .  The tax benefit to the taxpayer under 

this provision depends on the income tax bracket he/she belongs to.  Thus, if the taxpayer 

belongs to the 30.9% tax bracket, he/she gets a tax benefit of Rs. 46,350, whereas if the 

taxpayer belongs to the 10.3% tax bracket, he/she gets a tax benefit of a mere Rs. 15,450.  

And in case a person is not a taxpayer but still makes the specified investments and 

payments of Rs. 150,000, his/her benefit is zero.  Why is this so?  Each of these three 

persons makes specified investments and payments of Rs. 150,000, but the benefit greatly 
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differs.  A sensible way would be to limit the benefit to, say, 10% of the specified 

investments and payments.  If this is done, the first and the second person will get the 

benefit of Rs. 15,000 each through a reduction in their tax liability, whereas the third 

person will get the same benefit through a transfer in his/her bank account.  Just imagine 

the signal that this modification will send and the positive impact it will have on the 

behaviour of the Jan Dhan Yojna participants – it will be tremendous. 

                                                                 

4. Concluding Remarks 

                                                                                                                              

Four issues emerge clearly.  First, policymakers in India are not clear about the 

conceptual issue of what public expenditure should be incurred on.  This comes out 

clearly in our discussions on MNREGA and R-APDRP.  Given that about ten lakh people 

join the market for jobs every month and that our economy is not creating enough jobs, 

India does need MGNREGA as a source of income for prople in distress (of course, it 

needs to be reformed – it must not give perverse signals), but the PM Narendra Modi‟s 

Government doesn‟t seem to think so.  And India doesn‟t need RAPDRP, but the PM 

Narendra Modi‟s Government thinks otherwise. 

  Second, policymakers in India are not very good in designing public 

interventions.  Our discussions on the LPG subsidy and the tax expenditure provision 

under Section 80C of the Income Tax Act illustrate this. 

Third, those responsible for implementing public interventions lack the requisite 

skills, ethics and obsession with the delivery of the outcomes the people in India are 

concerned with.  They go ahead with the implementation of a public intervention without 

a clear understanding of the theory of change underlying that public intervention.  The 

failure of OB illustrates this.  

Finally, policymakers in India don‟t believe in the culture of rigorous impact 

evaluation of public interventions – a culture in which policymakers demand such 

evaluations not because they have to comply with any requirement, but because they 

really want to know the answers to the impact evaluation questions of what works?, 

under what conditions does it work?, for whom does it work?, what part of a given 

intervention works?, and at what cost?, so that they may draw appropriate lessons from 

these answers and use these lessons while designing and implementing public 

interventions in future. Sadly, as things currently stand, the Indian public sector‟s culture 

does not provide incentives to the country‟s policymakers to demand such evaluations. 

 

The first three issues have far-reaching implications for the management of the 

GOI‟s (and for that matter, State Governments‟) HRD function.  Let the NITI Aayog 

manage this function.  Let it develop training programmes on what public expenditure 

should be incurred on, how public interventions should be designed and how they should 

be implemented, and organise these programmes.  The Aayog must develop a large 

number of case studies as a part of the material for these programmes.   

 

As regards the issue of rigorous impact evaluation of public interventions, the 

GOI did set up an Independent Evaluation Office, but it was wound up shortly after the 

Prime Minister Narendra Modi‟s Government assumed office.  It‟s the NITI Aayog 
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which is now responsible for this work.  According to the GOI, one of the objectives of 

the NITI Aayog is “To actively monitor and evaluate the implementation of programmes 

and initiatives, including the identification of the needed resources so as to strengthen the 

probability of success and scope of delivery.” (Government of India 2015d, p. 6.)  I very 

much hope that the NITI Aayog will not only undertake rigorous impact evaluation of 

public interventions, but will also provide incentives to the country‟s policymakers to 

demand such evaluations.                                                                                                                             

 

   

 

                                                 

Notes 

 
1
 2013-14 is the latest year for which data on the combined expenditure of the Central, State and Union 

Territory Governments are currently available, with the figure of Rs. 32.05 lakh crore being the budget 

estimate for that year. 

 
2
 This is the budget estimate for 2015-16. 

 

3 This is what the Government of India says: “The tax policy provides specific tax incentives which give 

rise to tax preferences. Such preferences have a definite revenue impact and can also be viewed as an 

indirect subsidy to preferred tax payers, also referred to as „tax expenditures‟. It is often argued that tax 

policy should not only be efficient but also transparent. This means that programme planning which 

requires specific policy objectives to be addressed using incentives having revenue impact, should be 

explicit and transparent budgeting calls for inclusion of such indirect outlays (or revenue impacts ) under 

the respective programme headings. Tax incentives resulting in any form of revenue impact per se are 

spending programs embedded in the tax statute.” (Government of India 2015b, p. 23.)  

 

4 The figure of Rs. 5.89 lakh crore is the Government of India‟s projection for 2014-15. 

 

5 See The Economic Times (2012). 

 

6 This section draws on Gupta (2010). 

 

7 Whereas the OB for 2005-06 was presented in one document which provided the OBs of all the 

Ministries/Departments at one place, the Government of India changed the practice the next year, as a 

result of which beginning 2006-07 the Ministries/Departments have been presenting their OBs separately, 

with the details available at the websites of the respective Ministries/Departments.  

 
8
  See Ministry of Finance, Department of Expenditure (2015). 

 
9 For evidence on this, see “Outcome Budget of the Government of India‟s Accelerated Power 

Development and Reforms Programme: A Case Study” in Gupta (2010). 

 
10

 The first achievement relates to Jan Dhan Yojana and the second to coal auctions.  For details, see 

Government of India (2015c), p. 3. 

 

11 This section draws on Government of India  and Institute of Public Enterprise (2013), Background 

Reading 1. 

 

12 For examples of these limitations, see Government of India and Institute of Public Enterprise (2013), p. 

11. 
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13

 http://mnregaweb4.nic.in/netnrega/all_lvl_details_dashboard_new.aspx  (Accessed March 28, 2015). 

 
14

 http://www.abplive.in/india/2015/02/27/article513225.ece/MGNREGA-proof-of-UPAs-mistakes-will-

continue-PM  (Accessed March 28, 2015). 
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