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Section 1: Key Terms and Explanations

| 1.1 Freebies vs. Welfare Transfers

The word 'freebie’ is a politically loaded term — it carries the implicit assumption that anything given for
free must be wasteful or populist. In academic and policy discourse, the more neutral term is 'welfare
transfer' or 'social protection payment.' The Supreme Court of India, in Subramaniam Balaji v. State of
Tamil Nadu (2013), declined to declare election-time welfare promises illegal, noting that such schemes
fall within the directive principles of state policy. The distinction matters: not every government payment
is a freebie, just as not every freebie is fiscally ruinous.

| 1.2 Core Concepts Defined

Term Explanation

Direct Benefit Transfer (DBT) Mechanism of transferring government
subsidies and entitlements directly into the
bank accounts of beneficiaries using Aadhaar-
linked authentication, bypassing intermediaries
and reducing leakage.

Revenue Expenditure Government spending on day-to-day
operations and services — salaries, subsidies,
interest payments, welfare transfers. It does
not create tangible assets. Freebies typically
fall here.

Capital Expenditure (Capex) Spending that creates physical or financial
assets — roads, bridges, dams, railways.
Expected to yield future returns and stimulate
backward linkages in industries like steel and
cement.

Fiscal Deficit Excess of total government expenditure over
revenue receipts (excluding borrowings).
FRBM mandates a 3% GDP ceiling for states;
excess requires RBI or Centre permission.

Fiscal Federalism Constitutional division of taxing and spending
powers between the Centre and States under
Articles 268—-293. States depend heavily on
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central transfers (Finance Commission
devolution, grants) for fiscal space.

Multiplier Effect A macroeconomic concept: an initial injection
of government spending generates successive
rounds of income and expenditure, resulting in
final GDP change greater than the initial
spending. Cash transfers also generate
multipliers via consumption.

Universal Basic Income (UBI) A periodic, unconditional cash payment to all
citizens or residents regardless of income or
employment status. Proponents argue it
replaces complex welfare bureaucracy and
eliminates poverty traps.

Moral Hazard The tendency of individuals to alter their
behaviour (e.g., reduce work effort) once
insured or subsidised, because they no longer
bear the full cost of their choices. Critics of
welfare transfers invoke this argument.

MGNREGA Mahatma Gandhi National Rural Employment
Guarantee Act, 2005 — guarantees 100 days
of unskilled manual employment per year to
rural households. Annual outlay: Rs. 80,000—
1,00,000 crore.

PMGKAY Pradhan Mantri Garib Kalyan Anna Yojana —
free food grain scheme providing 5 kg per
month to ~81 crore beneficiaries under NFSA.
Annual cost: approximately Rs. 2 lakh crore.

HCES Household Consumption Expenditure Survey
— government survey measuring spending
patterns of Indian households, used to
recalibrate the Consumer Price Index (CPI)
and understand poverty trends.

Backward Linkages Economic connections created when a
producing sector purchases inputs from
upstream industries. A road project, for
instance, stimulates demand for steel, cement,
machinery, and construction labour.

Redistributive Justice The principle, associated with John Rawls, that
inequalities in wealth and income are just only
if they benefit the least advantaged members
of society (Difference Principle).

Trickle-Down Economics Supply-side economic theory holding that
growth-boosting policies benefiting
corporations and the wealthy will eventually
benefit lower-income groups through job
creation and increased spending.

Fiscal Consolidation A set of policies aimed at reducing government
budget deficits and the accumulation of public
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debt, typically through expenditure
rationalisation and revenue mobilisation.
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Section 2: Main Arguments and Substantive Analysis

| 2.1 The Core Thesis

Central Argument: The dominant framing of welfare transfers as fiscally irresponsible
'freebies' is analytically inadequate. A more rigorous examination reveals that direct
transfers — when well-targeted — are often more efficient, equitable, and demand-
generating than capital expenditure. The debate cannot be reduced to a simple fiscal binary;
it is fundamentally a question of development philosophy, distributional ethics, and the
theory of growth.

2.2 Arguments in Favour of Welfare Transfers

4 Argument 1: Fiscal Deficit Norms Are Not Automatically Breached

States in India operate under tight fiscal discipline mandated by the FRBM framework — typically 3 to
3.5 per cent of GSDP. The existence of welfare announcements does not ipso facto mean that these
norms are violated. States must seek Centre or RBI permission if their deficit exceeds the limit, creating
a built-in check. The RBI's annual State Finance Report consistently shows that many states run welfare
programmes within deficit ceilings. Furthermore, the Centre itself runs a far larger deficit (often 5-6% of
GDP in recent years) while simultaneously funding massive central schemes including PMGKAY and
MGNREGA. The fiscal argument against state-level welfare is, therefore, asymmetrically applied.

€ Argument 2: Consumption Multiplier Is Real and Potent

Welfare transfers, particularly cash handouts to low-income households, have a high marginal propensity
to consume (MPC). Unlike high-income recipients who may save a transfer, poor households spend
almost the entire amount on food, clothing, household goods, and local services. This generates a
consumption multiplier that stimulates demand for goods and services across the economy. Rural
demand growth in India — visible in FMCG company earnings from rural markets — is partly attributable
to direct transfers including PM-KISAN (Rs. 6,000/year to farmers) and food subsidy under PMGKAY.
The Keynesian logic here is robust: in an economy characterised by demand deficiency and widespread
poverty, transfers function as an automatic stabiliser.

4 Argument 3: In-Kind Transfers Have Productive Value

States giving sewing machines, bicycles, laptops, and free bus passes to women and girls are not
engaging in mere consumption-boosting. These are productivity-enhancing transfers. A bicycle reduces
a girl's travel time to school, lowers dropout rates, and increases the eventual labour supply of educated
women. A sewing machine enables livelihood creation. Free transport for women enables their
participation in the formal labour market — directly addressing the abysmally low Female Labour Force
Participation Rate (FLFPR) in India, which stood at around 37% (PLFS 2023-24), though this figure
masks vast urban-rural disparities. These transfers thus have intergenerational returns.

@ Argument 4: More Inclusive than Capex in Skill Requirements

Capital expenditure benefits are not universally accessible. A highway project increases demand for
steel, cement, and skilled construction workers. But if the low-income household lacks these skills, it
gains only indirectly — and slowly, through the trickle-down mechanism, which has empirically
underperformed in rural India. Transfers, by contrast, are agnostic to the skill level of the recipient: the
selection criterion is income, not qualification. This makes them far more inclusive as a redistributive tool,
especially in contexts of structural unemployment and limited skill mobility.

¢ Argument 5: PMGKAY Has Demonstrable Poverty Impact
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The free food scheme covering 81 crore beneficiaries has had a measurable impact on poverty reduction
in India. The World Bank and NITI Aayog estimates suggest significant declines in multi-dimensional
poverty post-2018, with a sharp acceleration during and after COVID-19 — a period when PMGKAY was
the primary safety net for millions who lost livelihoods. The HCES 2022-23 revealed a significant shift in
consumption patterns from food to non-food items, a classic marker of rising household welfare. This
cannot be attributed solely to growth; structured transfers played a crucial facilitating role.

€ Argument 6: Trickle-Down Has Failed in Agriculture

The persistent agrarian distress in India — evidenced by farmer suicides, low agricultural income, rising
rural debt, and seasonal underemployment — suggests that supply-side growth has not adequately
trickled down to farming households. MGNREGA addresses this failure directly by providing a floor wage
during agricultural off-seasons, reducing distress migration and supporting rural consumption. The high
fund utilisation ratios of MGNREGA are not a sign of inefficiency — they are an indicator of structural
underemployment in rural India, reflecting the inadequacy of the growth model to generate sufficient
formal employment.

& Argument 7: Cash Transfers as a Step Towards Universal Basic Income

Targeted cash transfers are philosophically continuous with the growing global consensus around UBI.
In a country where the informal economy constitutes over 80% of employment, traditional social
insurance mechanisms (like Employees' State Insurance) leave the vast majority unprotected. Universal
and near-universal transfer programmes fill this gap. India's own Economic Survey (2016-17) devoted a
chapter to UBI, acknowledging its potential as a transformative poverty-alleviation instrument. Transfers
are not departures from development orthodoxy — they are ahead of it.

| 2.3 Counterarguments and Critiques

Counterargument Analytical Assessment

Moral Hazard & Reduced Work Incentive Historical evidence from post-COVID Western
economies shows that generous
unemployment benefits made labour market
re-entry difficult. India's low income levels
make this less immediately relevant, but the
risk of entrenching dependency exists over the
long run.

Fiscal Populism & Electoral Exploitation Welfare announcements timed to elections
distort fiscal planning and prioritise political
dividends over developmental logic. The
Supreme Court in S. Subramaniam Balaji case
noted the 'alarming increase' in such promises.

Opportunity Cost: Crowding Out Capex Every rupee spent on consumption transfers is
a rupee not spent on infrastructure, health,
education, or R&D — areas with higher long-
term growth multipliers. States like Punjab face
acute fiscal stress partly due to unsustainable
subsidy burdens.

Targeting Failures Despite DBT, inclusion and exclusion errors
persist. Ghost beneficiaries, Aadhaar linking
failures, and incomplete socioeconomic
databases mean that transfers may not reach
the truly marginalised — while being politically
extended to those less deserving.
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Imported Capex Argument The counter to the capex critique — that capex
may use imported materials — has limited
empirical traction in India, where most
infrastructure projects rely predominantly on
domestic inputs.

Inflation Risk Simultaneous large-scale cash transfers to
low-income households can create demand-
pull inflation in essential goods, eroding the
real value of the transfer itself — especially in
supply-constrained rural markets.
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Section 3: Historical Evolution of Welfare Transfers in India

3.1 Pre-Independence Roots (1857-1947)

The philosophical foundation of state welfare in India predates Independence. The colonial state,
particularly after the 1919 Government of India Act, began to acknowledge basic social obligations,
though these were primarily driven by political expediency rather than developmental philosophy.
Famines like the Bengal Famine of 1943 demonstrated catastrophically what happens when the state
abdicates its welfare obligations. Ambedkar's writings, Gandhi's constructive programme, and the Indian
National Congress's economic resolutions of the 1930s all reflected a consensus that the post-colonial
Indian state must be a welfare state.

| 3.2 Constitutional Embedding (1950)

The Constitution of India formally institutionalised welfare obligations through Part IV (Directive Principles
of State Policy). Articles 39 (adequate means of livelihood), 41 (right to work, education, and public
assistance), 43 (living wages), and 47 (nutrition and public health) collectively create a normative
framework for state-sponsored welfare. The Preamble's commitment to 'social and economic justice' and
'‘equality of status and opportunity' grounded the transfer debate in constitutional imperatives.

| 3.3 Planning Era — Command Welfare (1951-1991)

India's Nehruvian planning model adopted a state-directed approach to poverty alleviation. Key
milestones: the Public Distribution System (PDS) began in the 1940s and was formalised through the
1960s; IRDP (Integrated Rural Development Programme, 1978) attempted direct income support to rural
poor; Food for Work Programme in the late 1970s was the precursor to MGNREGA,; the Mid-Day Meal
Scheme began in Tamil Nadu (1982), later nationalised in 1995. However, these programmes suffered
from massive leakages — a 2005 Planning Commission report found that only 27 paise of every rupee
reached the intended beneficiary in the PDS.

3.4 Post-Liberalisation Phase (1991-2004)

Economic liberalisation accelerated GDP growth but widened inequality. The Gini coefficient rose
sharply. Structural adjustment conditionalities imposed by IMF pushed for reduced subsidies, creating
political tension. State governments, particularly in Tamil Nadu, Andhra Pradesh, and Kerala, began
pioneering more targeted welfare programmes — often linked to elections. The debate about 'freebies'
sharpened particularly around Tamil Nadu's MG Ramachandran-era welfare schemes, which became
the template for competitive welfarism in peninsular India.

3.5 UPA Era — Institutionalisation of Rights-Based Welfare (2004-2014)

The United Progressive Alliance government fundamentally re-framed welfare transfers as 'rights' rather
than 'benefactions.' Key legislation: MGNREGA (2005) — the world's largest employment guarantee
programme; National Food Security Act, NFSA (2013) — legal entitlement to subsidised food for 67% of
population; Right to Education Act (2009) — universalised elementary education; National Rural Health
Mission (2005) — extended health infrastructure. These converted discretionary state transfers into
statutory entitlements, reducing political arbitrariness while raising fiscal commitments significantly.

3.6 NDA Era — DBT Revolution and Targeted Transfers (2014—Present)

The Modi government retained and substantially expanded welfare transfers while redesigning their
delivery mechanism. JAM Trinity (Jan Dhan, Aadhaar, Mobile) became the infrastructure for Direct
Benefit Transfer, reducing leakage dramatically — government estimates claim savings of over Rs. 2
lakh crore through DBT elimination of ghost beneficiaries. Key programmes: PM-KISAN (2019) — Rs.
6,000/year to farmers; PMGKAY (2020, COVID) — extended free food supply, later made permanent;
PM Ujjwala Yojana (LPG cylinders); Ayushman Bharat (health insurance). The Supreme Court's 2022
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intervention in the freebie debate (Ashwini Kumar Upadhyay case) led to constituting an expert
committee, signalling judicial recognition of the fiscal risk.
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Section 4: Logical and Philosophical Base

| 4.1 Liberal Egalitarianism — John Rawls

John Rawils's 'A Theory of Justice' (1971) provides the most rigorous liberal philosophical defence of
redistributive welfare. The Difference Principle holds that social and economic inequalities are justifiable
only if they benefit the least advantaged members of society. Welfare transfers are a direct
operationalisation of this principle: they shift resources from the surplus to the deficit, maximising the
welfare of the worst-off. Rawls's 'veil of ignorance' thought experiment — designing institutions without
knowing one's position in society — would logically support robust safety nets, since rational self-
interested individuals would insure against the possibility of poverty.

4.2 Capability Approach — Amartya Sen

Sen's Capability Approach reframes development not as GDP growth but as the expansion of human
freedoms — the actual capabilities people can exercise. Welfare transfers directly expand capabilities:
food transfers enable the capability of nutrition and health; transport subsidies expand the capability of
mobility and education; income transfers expand the capability of economic participation. Sen's argument
is that even if transfers do not immediately raise GDP, they raise human development — which is the
proper measure of development. His empirical work on famines (Poverty and Famines, 1981)
demonstrated that famines are functions of entitlement failures, not food shortages — directly justifying
entitlement-based welfare.

4.3 B.R. Ambedkar — Social Justice as Constitutional Imperative

Ambedkar understood that formal legal equality is hollow without substantive material equality. His
insistence on economic and social rights embedded in Part IV reflects a recognition that the historically
oppressed — Dalits, Adivasis, women, the rural poor — cannot overcome structural disadvantage
through market mechanisms alone. Welfare transfers, in this framing, are not charity but constitutional
remedy — the state's obligation to compensate for centuries of accumulated disadvantage. The
Annihilation of Caste analysis implies that without economic empowerment, social transformation
remains incomplete.

4.4 Keynesian Macroeconomics

John Maynard Keynes's General Theory established that aggregate demand drives economic output in
the short run. In conditions of demand deficiency — characterised by high unemployment, low capacity
utilisation, and insufficient private investment — government spending acts as a fiscal stimulus. Cash
transfers to the poor, given their high MPC (approaching 1), are a superior instrument of demand stimulus
compared to tax cuts for the wealthy, whose MPC is lower. In a country where over 60% of the population
belongs to low-income groups, welfare transfers are also sound Keynesian policy.

| 4.5 Utilitarian Logic

Classical utilitarian ethics (Bentham, Mill) supports welfare transfers on the grounds of diminishing
marginal utility: an additional rupee contributes more to the welfare of a poor person than to a rich one.
Redistributing from the wealthy to the poor therefore maximises aggregate social utility. This is the welfare
economic foundation for progressive taxation and welfare spending — the standard justification in public
finance theory.

| 4.6 Underlying Assumptions and Their Critique

The pro-transfer argument assumes: (a) that markets have failed to generate inclusive growth —
empirically valid in rural India; (b) that targeting is efficient — increasingly true with DBT but not perfect;
(c) that multiplier effects materialise — true for low-income recipients but contingent on supply-side
conditions; and (d) that fiscal space exists — a contingent claim that varies by state. The critique
assumes: (a) that capex multipliers are reliably higher — contestable; (b) that moral hazard is pervasive
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— weakly supported by evidence in developing-country contexts; and (c) that the state has superior
investment alternatives — not always the case when governance and implementation capacity are
limited.

Page 10 | Welfare Transfers Module



UPSC CSE & APSC CCE | Welfare Transfers & Redistributive Justice

Section 5: New Features and Unique Ideas

| 5.1 Novel Elements in Contemporary Transfer Architecture

» The JAM Trinity as transfer infrastructure: Linking Jan Dhan bank accounts, Aadhaar biometric
identity, and mobile connectivity has created the world's largest real-time payment infrastructure.
This is a genuinely novel institutional innovation that is being studied globally as a model for
social protection delivery.

+ Gender-targeted transfers as empowerment tools: Schemes specifically targeting women —
whether free LPG, sewing machines, free bus travel, or direct cash transfers to women-headed
households — are not merely redistributive but transformative. They shift intra-household
bargaining power, giving women greater autonomy and control over resources. Research
consistently shows that transfers to women have a higher developmental multiplier than transfers
to men.

» HCES-linked CPI recalibration: The 2022-23 Household Consumption Expenditure Survey has
revealed a structural shift in Indian consumption — non-food expenditure now dominates
household budgets for the first time. This is partly an effect of welfare transfers freeing up food
expenditure. The recalibration of CPI weights on this basis will make inflation measurement more
accurate, indirectly validating the consumption-enhancing effect of transfers.

» The UBI discourse in Indian policy: The 2016-17 Economic Survey's chapter on Universal Basic
Income was a landmark — the first time an Indian government document seriously engaged with
UBI as a transformative tool. The NYAY (Nyuntam Aay Yojana) proposal during the 2019 election
— Rs. 72,000/year to 20% of poorest households — brought UBI into mainstream political
debate.

» Conditional vs Unconditional Transfers: The emerging policy consensus is that unconditional
transfers (like cash to women) outperform conditional ones (like MGNREGA work requirements)
for certain target groups, particularly the elderly, the disabled, and women with caregiving
responsibilities. This nuance is increasingly reflected in state-level welfare design.

5.2 Feasibility Assessment

Overall Assessment: The institutional feasibility of welfare transfers in India has increased
dramatically with the JAM infrastructure. The primary binding constraint is now fiscal space
— especially for states with revenue-deficit profiles and limited borrowing headroom. The
challenge is not whether to transfer but how to target efficiently, how to phase into work-
linking as growth improves employment opportunities, and how to prevent electoral
weaponisation from distorting developmental intent.
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Section 6: Sustainability of Welfare Transfer Policies

6.1 Fiscal Sustainability

The long-term fiscal sustainability of large-scale transfers depends on three variables: the tax-to-GDP
ratio (India's at ~11% is among the lowest for comparable economies), the quality of targeting (DBT
improvements have reduced leakage), and economic growth rates (higher growth expands the fiscal
base). The Punjab case illustrates the risk: power subsidies consuming over 40% of state revenue, with
the state approaching near-insolvency. The Fifteenth Finance Commission has flagged the need for a
national framework distinguishing productive welfare from populist giveaways.

6.2 Constitutional and Legal Sustainability

Welfare transfers are constitutionally embedded through Part IV DPSPs and have been upheld by courts
as legitimate state action. However, the Supreme Court's active interest in the freebie debate —
especially the 2022 case — signals that unstructured, fiscally irresponsible populism may attract judicial
scrutiny. The key legal issue remains: can welfare promises be regulated before elections? The Election
Commission of India's position has evolved toward requiring disclosure of fiscal impact in election
manifestos, without yet prohibiting specific promises.

6.3 Societal Sustainability

The Rawlsian concern is that redistribution must not undermine the productive foundations that generate
the surplus to redistribute. If welfare dependency grows faster than the productive base, the model
becomes unsustainable. India's demographic dividend — a large working-age population — represents
a window of opportunity that requires investment in skill, health, and education rather than consumption
support alone. The ideal model combines income floor transfers with human capital investment: transfers
keep the poor alive and educated while structural reforms create the jobs that make transfers eventually
unnecessary.

6.4 Environmental Sustainability

Large-scale transfers facilitating consumption growth have environmental implications. As household
consumption shifts to non-food items — electronics, transport, processed foods — carbon and resource
footprints expand. Free electricity to agricultural consumers, for instance, has contributed to groundwater
depletion in Punjab and Haryana by enabling unregulated pump usage. Welfare transfer design must
increasingly factor in ecological externalities, particularly for natural resource-intensive subsidies.
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Section 7: Challenges Related to the Issue

Challenge | Category Explanation

Fiscal Stress Implementation States with narrow fiscal space face impossible trade-
offs between welfare mandates and development
spending. FRBM violations can trigger rating
downgrades and higher borrowing costs.

Targeting Failures Data & Inclusion errors (non-poor receiving benefits) and
Governance exclusion errors (deserving poor excluded) persist
despite Aadhaar. SECC 2011 data is outdated; no
fresh BPL census exists.

Moral Hazard Behavioural Evidence of reduced job search in states with
generous unemployment-like benefits, though less
pronounced in India's low-income context than in
developed economies.

Electoral Exploitation  Political Economy Announcements timed to elections distort fiscal
planning and create a ratchet effect — once given,
benefits are politically impossible to withdraw,
regardless of fiscal conditions.

Centre-State Federal Centre runs larger deficits but finances centrally

Asymmetry sponsored schemes; states bear the burden of
matching funds while being criticised for their own
welfare spending.

Capex Crowding-Out ~ Macroeconomic Revenue expenditure on transfers crowds out state
capital expenditure, particularly in revenue-deficit
states, undermining long-run growth potential.

Groundwater Environmental Free electricity transfers for irrigation in agricultural

Depletion states have fuelled unchecked groundwater extraction,
creating long-term water security crises in Punjab,
Haryana, and UP.

Entitlement Long-term Prolonged transfers without parallel skill development
Dependency Behavioural may create structural dependency traps, particularly in
states with weak labour market integration.
Implementation Administrative Despite DBT, leakages persist through fake Aadhaar
Leakage seeding, dormant accounts, and last-mile connectivity

failures in tribal and remote areas.

Inflation Macroeconomic Simultaneous large cash transfers can create demand-
pull inflation in essential goods, reducing real
purchasing power of the transfer — the very outcome
transfers were designed to prevent.
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Section 8: Multidimensional Analysis

| 8.1 Social Dimension

Welfare transfers are one of the few instruments that directly address social stratification by
improving the material conditions of backward classes, women, SCs, STs, and OBCs — groups
that market forces have historically marginalised.

Free transport and mid-day meals have demonstrably improved school enrolment and retention
rates, particularly for girls from lower-income families — contributing to long-run social mobility.

However, where transfers are perceived as caste-targeted or community-specific, they can
deepen social fragmentation rather than promote cohesion, reinforcing identity politics and
competitive communalism.

The shift in consumption patterns revealed by HCES 2022-23 — greater spending on education,
health, consumer durables — signals a social transformation attributable in part to sustained
welfare transfers over two decades.

8.2 Political Dimension

The freebie debate is fundamentally a debate about the theory of the state — whether the
government is primarily a facilitator of growth or a guarantor of welfare. Electoral democracy has
consistently resolved this question in favour of welfare, as electorates in poorer constituencies
vote for immediate material benefit.

Competitive populism — where multiple parties outbid each other with welfare promises —
creates a ratchet effect. Tamil Nadu and Andhra Pradesh are classic examples where no party
can credibly withdraw existing welfare commitments.

The AAP model in Delhi and Punjab represents a new form of welfare politics: middle-class-
targeted freebies (free electricity, free bus travel, free water) that transcend traditional caste-
based mobilisation.

The Supreme Court's 2022 order examining the freebie issue signals the potential judicialisation
of fiscal policy — a constitutionally complex intervention in the domain of legislative and executive
discretion.

8.3 Legal Dimension

Subramaniam Balaji v. State of Tamil Nadu (2013): SC held that election promises of welfare
schemes are not 'corrupt practices' under the Representation of the People Act. Welfare
announcements are protected political speech.

The FRBM Act (2003) and State Fiscal Responsibility Acts create a statutory framework for fiscal
discipline. States violating these norms face mandatory disclosure obligations and constrained
borrowing access.

The Model Code of Conduct prohibits using government machinery for electoral advantage during
election season, but does not restrict policy announcements by incumbent governments outside
the election period.

The Election Commission's directions (2023) on manifesto disclosures — requiring parties to
explain the fiscal impact of welfare promises — represent a regulatory evolution, though
enforcement remains weak.

8.4 Ethical Dimension
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The Rawilsian case for transfers is that they are instruments of justice, not charity — the state
owes its most disadvantaged citizens material support as a matter of constitutional morality, not
political calculation.

The utilitarian counter-concern is that persistent transfers without productivity-enhancing
outcomes may reduce aggregate welfare by crowding out more effective interventions and
creating long-term dependency.

There is an ethical tension between individual autonomy (the libertarian concern that transfers
create dependency and undermine self-reliance) and substantive equality (the egalitarian concern
that without support, formal freedom is meaningless for the poor).

The gender ethics of transfers are particularly significant: transfers to women challenge
patriarchal resource control within households and are therefore ethical instruments of structural
change, not merely economic ones.

8.5 International Dimension

Post-COVID Western welfare generosity — unemployment benefits, stimulus cheques — has
created persistent labour shortages in the US and UK, lending empirical support to the moral
hazard concern. However, this is at far higher income levels than India's context.

Brazil's Bolsa Familia — a conditional cash transfer programme — is globally considered the gold
standard of targeted welfare: 13 million families received transfers conditional on school
attendance and health check-ups, with significant poverty reduction outcomes.

Mexico's PROSPERA/PROGRESA programme demonstrated that CCTs can improve school
enrolment, reduce child labour, and improve nutrition without significant work disincentive effects.
The IMF and World Bank, historically opposed to subsidies, have since the 2010s softened their
position: targeted social protection is now acknowledged as essential for inclusive growth, a
significant shift from Washington Consensus orthodoxy.

India's DBT model is now being studied by lower-income countries as a replicable architecture for
social protection — a form of soft power in development policy.

8.6 Economic Dimension

At the macro level: transfers with high MPC stimulate aggregate demand, which is Keynesian
countercyclical policy. In a structurally demand-deficient economy like India, this is not merely
redistributive but growth-enhancing.

At the micro level: transfers reduce consumption smoothing problems for poor households,
enabling them to make longer-term human capital investments (school fees, health expenses)
that they would otherwise forego during lean periods.

The opportunity cost question — transfers vs. capex — is empirically unresolved. Evidence from
India's own states suggests that welfare-spending states (Kerala, Tamil Nadu) have often
achieved better human development outcomes than high-capex states with lower welfare spend,
though the causal direction is debated.

The fiscal multiplier of government spending in India has been estimated at between 1.5 and 2.45
(RBI studies), with lower multipliers for transfers than infrastructure but a shorter lag period —
meaning transfers stimulate the economy faster even if the long-run effect is lower.

Page 15 | Welfare Transfers Module



UPSC CSE & APSC CCE | Welfare Transfers & Redistributive Justice

Section 9: Linkages with NCERTs
NCERT Book / Class / Chapter Relevance to the Issue

Class IX — Economics: "The Story of Village
Palampur'; 'People as Resource'

Class X — Economics: 'Development’; 'Money
and Credit’; 'Consumer Rights'

Class XI — Economics: 'Indian Economic
Development' (Units on Poverty, Employment,
Human Capital)

Class Xll — Economics: 'Macroeconomics'
(Chapter on Government Budget and the
Economy)

Class XI — Political Science: 'Indian
Constitution at Work' (DPSPs)

Class XII — Political Science: 'Politics in India
since Independence’

Class XI — Sociology: 'Social Institutions' and
'Social Stratification'

Introduces rural poverty, disguised
unemployment, seasonal migration — the very
conditions that justify MGNREGA and direct
transfers. Lays foundation for understanding
why market income alone is insufficient.

GDP vs. HDI debate directly relates to the
argument that growth without redistribution is
insufficient. Money and Credit explains why
poor households need income support to
access formal financial systems.

Chapter on poverty estimation, poverty line,
absolute vs. relative poverty — directly
relevant. Employment chapter discusses
MGNREGA. Chapter on human capital
formation links to in-kind transfer rationale.

Government budget chapter covers revenue
vs. capital expenditure distinction, fiscal deficit,
FRBM — foundational for understanding the
fiscal sustainability debate around freebies.

Articles 38, 39, 41, 43, 47 — the constitutional
mandate for welfare state functions. Explains
why welfare transfers are not charity but
constitutional obligation.

Chapters on party politics, coalition dynamics,
and welfare competition — provides context for
competitive populism and the electoral
dimension of freebie politics.

Caste-based stratification and its economic
consequences — essential for understanding
why market outcomes are structurally biased
against lower castes and why targeted
transfers are corrective instruments.
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Section 10: Linkages with UPSC CSE Syllabus

UPSC Paper / Domain
GS Paper | — Poverty, Inequality, and Social

Issues

GS Paper Il — Governance and Social Justice

GS Paper II — Centre-State Relations

GS Paper lll — Indian Economy

GS Paper Il — Agriculture

GS Paper IV — Ethics in Governance

Essay Paper

Optional — Economics

Optional — Political Science / Public
Administration

Specific Linkage

Women's empowerment through welfare
transfers; poverty and hunger; population and
associated issues; urbanisation and migration.
The freebie debate directly intersects with
social justice discourse.

Government policies and interventions for
development in various sectors; welfare
schemes for vulnerable sections; mechanisms,
laws, institutions for protection of vulnerable
sections; role of NGOs, SHGs in development.

Issues and challenges of federal structure;
fiscal federalism; Finance Commission;
distribution of revenues between Centre and
States — directly relevant to the welfare
spending debate.

Growth, development, and employment;
government budgeting; inclusive growth; direct
and indirect farm subsidies; effects of
liberalisation on poverty and employment;
welfare schemes; food processing and related
industries.

MGNREGA and rural employment; food
security; PDS reforms; PM-KISAN — all
discussed in the context of rural welfare
transfers.

Role of state in ensuring social justice; ethical
implications of public policies; Rawlsian justice;
utilitarian calculus in welfare spending;
responsibility of government to marginalised
groups.

Topics like 'Inclusive development vs. fiscal
responsibility’, 'Welfare state in the age of
globalisation', 'Social justice and economic
growth — complementary or conflicting?' — all
deeply connected to the freebie debate.

Public Finance: theory of public expenditure
(Musgrave's functions), fiscal federalism, merit
goods, externalities; Macroeconomics:
Keynesian multiplier, aggregate demand
management.

Theory of the state; welfare state; comparative
public policy; policy design and
implementation; governance and
accountability.
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Section 11: Philosophical and Epistemological Angles

| 11.1 Deepest Syllabus Connections

» GS Il + Essay: The tension between productive efficiency (capex) and distributive equity
(transfers) is the central political economy question of post-colonial development — directly
examinable.

* GS IV: The Rawls-Nozick debate (justice as fairness vs. libertarian justice) maps directly onto the
freebie debate. Nozick's 'Anarchy, State and Utopia' argues that any redistribution beyond
voluntary exchange violates individual rights — the philosophical foundation of the anti-freebie
position.

* GS II: The constitutional morality argument (B.R. Ambedkar) holds that welfare expenditure is not
patronage but obligation — a deeply GS ll-relevant claim about governance and the state's
relationship with its citizens.

11.2 Key Philosophical Frameworks to Integrate in Answers

Rawls: Difference Principle — welfare is just if it benefits the least advantaged. Veil of
ignorance — rational designers would insure against poverty.

Nozick: Entitlement theory — redistribution violates the rights of those whose earnings are
taxed. Transfers are coercive unless voluntary.

Amartya Sen: Capability Approach — transfers expand real freedoms, not just incomes.
Famines as entitlement failures justify state intervention.

Ambedkar: Constitutional morality — welfare is a structural remedy for historical injustice,
not charity. Material equality is precondition for political equality.

Keynes: Aggregate demand management — transfers to the poor are more effective fiscal
stimulus than tax cuts for the wealthy, given higher MPC.

11.3 Epistemological Considerations

The freebie debate is also an epistemological one — it concerns how we know whether welfare transfers
'work." The dominant metric (fiscal deficit) privileges financial orthodoxy over developmental outcomes.
An epistemological shift, as advocated by Sen, Stiglitz, and the Sarkozy Commission on the
Measurement of Economic Performance (2010), would use multidimensional indicators — poverty rates,
HDI, gender parity, nutrition levels — to evaluate welfare spending. By these metrics, India's welfare
programmes have demonstrably positive records.
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Section 12: Way Forward — Policy Recommendations

1. Establish a National Framework for Welfare Classification: Distinguish 'developmental transfers'
(education, nutrition, gender empowerment) from 'consumption subsidies' (free electricity beyond
a threshold, cash doles without conditions) using a multi-criteria assessment. Developmental
transfers should be protected from fiscal consolidation; consumption subsidies should face
periodic review.

2. Strengthen DBT Infrastructure and Data Quality: Update the SECC database (last done in 2011)
urgently. Commission a new Socio-Economic Caste Census to improve targeting. Integrate real-
time income verification through the Account Aggregator framework to reduce inclusion errors.

3. Introduce Fiscal Transparency in Electoral Manifestos: The Election Commission's 2023
guidelines on manifesto costing should be strengthened into mandatory, audited fiscal impact
statements — requiring parties to identify specific revenue sources or spending offsets for welfare
promises.

4. Design Time-Bound, Conditional Transfers with Exit Pathways: Transfer programmes should
ideally be designed as transitional support — conditional on school attendance, health check-ups,
skill training participation — with clear exit criteria linked to income thresholds. Brazil's Bolsa
Familia model is instructive.

5. Leverage Technology for Real-Time Impact Assessment: Use GSTN data, Jan Dhan transaction
analytics, and satellite-based economic proxy indicators to track the real-time impact of transfers
on consumption, poverty, and gender equity — enabling evidence-based programme design
rather than political instinct.

6. Align Transfers with Structural Reform: Transfers should complement, not substitute, structural
reforms in land, labour, and product markets. The long-run solution to rural poverty is
employment-generating growth; transfers are the bridge, not the destination.

7. Institutionalise a Finance Commission Sub-Group on Welfare Standards: Mandate the Finance
Commission to assess state welfare schemes for fiscal sustainability and developmental
effectiveness as part of the devolution formula — creating incentive-compatible fiscal federalism
around welfare spending.

8. Progressive Revenue Mobilisation: India's tax-to-GDP ratio (approximately 11%) is among the
lowest for comparable economies. Welfare transfers are only fiscally sustainable in the long run if
the revenue base expands. Broadening direct tax coverage, rationalising exemptions, and
improving GST compliance are necessary complements to welfare spending.

9. Northeast India / Assam-Specific Context: Assam's welfare landscape — OBC sub-
categorisation, ST benefits under Sixth Schedule, Chief Minister's Samagra Gramya Unnayan
Yojana, free rice schemes — must be evaluated against the state's limited Own Tax Revenue
base (~6% of GSDP). Targeted DBT aligned with Aadhaar seeding improvements and gram
panchayat-level monitoring would improve both efficiency and equity of transfers.
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Section 13: Previous Years' UPSC and APSC Questions

| 13.1 UPSC CSE Mains — GS Paper lll

2023 Despite achieving high economic growth in the
past two decades, India continues to struggle
with high levels of inequality. Suggest policies
to achieve more inclusive growth. (250 words)

2023 What are the issues hampering the effective
implementation of the National Food Security
Act? How should the government address
these to ensure food security for all?

2022 Explain the significance and the limitations of
the Mahatma Gandhi National Rural
Employment Guarantee Act. (250 words)

2021 Do you agree that the FRBM Act has failed to
create fiscal discipline? Give reasons. How
should the fiscal deficit targets be redesigned
for post-COVID recovery?

2019 'Government's support to farmers through PM-
KISAN and other schemes has not addressed
the structural problems of Indian agriculture.'
Discuss.

2018 What are the key features and significance of
Direct Benefit Transfer in India? Discuss the
challenges in its implementation.

2017 How does the Government of India distinguish
between revenue expenditure and capital
expenditure? What are the implications of this
distinction for development policy?

2016 What is Universal Basic Income? Is it a
feasible option for India? Discuss pros and
cons.

2015 National Food Security Act — has it helped

reduce food insecurity? Discuss the
implementation challenges.

2013 Critically examine the effectiveness of
MGNREGA in improving rural incomes and
reducing poverty.

| 13.2 UPSC CSE Mains — GS Paper Il
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2023 Examine the role of the Finance Commission
in promoting cooperative federalism in India.
Do you think the current devolution formula
adequately addresses the needs of poorer
states?

2022 What are the issues in Centre-State financial
relations with respect to centrally sponsored
schemes? How does this affect the fiscal
autonomy of states?

2020 Discuss the role of the Election Commission in
regulating political party manifestos,
particularly with regard to welfare promises
and freebies.

2017 Critically examine the structure of fiscal
federalism in India. What reforms are needed
to strengthen the fiscal capacity of states?

13.3 UPSC CSE Mains — GS Paper | (Social Issues)

Question

2023 Discuss the role of government welfare
schemes in empowering women in rural India.
What are the challenges and the way forward?

2021 What is the significance of the Household
Consumption Expenditure Survey? How does
it help in understanding poverty and inequality
trends in India?

2019 Examine the effect of welfare schemes for
vulnerable sections of society on their
socioeconomic empowerment.

13.4 UPSC CSE Mains — GS Paper IV (Ethics)

Question

2022 What is the ethical basis for wealth
redistribution in a democracy? Discuss in light
of Rawlsian theory of justice.

2019 What does 'social justice' mean in the Indian
constitutional context? How should a civil
servant balance developmental goals with
fiscal prudence?

2016 Is it ethically permissible for governments to
make welfare promises during elections that
may not be fiscally sustainable? Discuss.
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13.5 UPSC CSE Prelims — Relevant Questions

Question Type

2022

2021

2019

2018

2017

2015

Which of the following is/are features of the
DBT (Direct Benefit Transfer) system?
(MGNREGA, PM-KISAN, Aadhaar-linked
payments)

With reference to MGNREGA, consider the
following statements about its objectives and
performance.

The National Food Security Act provides
subsidised food grains to what proportion of
the population?

The JAM Trinity refers to which combination of
schemes and systems?

With reference to fiscal deficit, the difference
between revenue receipts and total
expenditure is known as...

The concept of 'Universal Basic Income' was
first prominently discussed in Indian policy
context through which document?

13.6 APSC CCE Relevant Questions

2022

2021

2020

2019

2018

Question

Discuss the role of MGNREGA in reducing
rural poverty and disguised unemployment in
Assam. What are the implementation
challenges specific to the Northeast?

What are the welfare schemes launched by the
Assam government for women's
empowerment? Evaluate their effectiveness.

Examine the fiscal challenges faced by Assam
in implementing centrally sponsored welfare
schemes. What reforms would you suggest?

Discuss the implementation of Direct Benefit
Transfer in Assam. What are the specific
challenges in tribal and remote areas?

How does competitive welfare politics affect
fiscal management in states like Assam?
Discuss with examples.

Page 23 | Welfare Transfers Module



UPSC CSE & APSC CCE | Welfare Transfers & Redistributive Justice

Section 14: Model Answers for Selected PYQs

Model Answer 1: Are welfare transfers (freebies) a fiscally irresponsible policy
choice? (250 words)

Structure: Introduction — Arguments for — Arguments against — Balanced conclusion

India's welfare transfer debate reflects a deeper contest between two visions of the state: a facilitator of
growth, or a guarantor of minimum welfare. A nuanced analysis reveals that the binary framing of welfare
transfers as 'freebies' is analytically inadequate.

Arguments Favouring Transfers:

+ Demand stimulus: Low-income recipients have a high marginal propensity to consume (MPC = 1),
generating a Keynesian multiplier that benefits the broader economy.

* Inclusive access: Unlike capital expenditure, which benefits skilled labour, cash transfers are
income-based and skill-agnostic — making them inherently more equitable.

» Constitutional mandate: Articles 39, 41, and 43 of the DPSPs obligate the state to ensure
adequate means of livelihood and public assistance — welfare transfers operationalise these
obligations.

* Gender empowerment: Transfers targeting women — free transport, direct cash — shift intra-
household bargaining power and increase FLFPR.

» DBT efficiency: The JAM trinity has dramatically reduced leakage, making transfers more fiscally
efficient than before.

Concerns That Must Be Addressed:

» Fiscal sustainability: States like Punjab face structural fiscal stress from unsustainable subsidy
commitments. FRBM targets must be respected.

» Opportunity cost: Every rupee in consumption transfer is a rupee not invested in education, health
infrastructure, or R&D — areas with higher long-run multipliers.

» Electoral distortion: Welfare announcements timed to elections distort developmental priorities
and create politically irreversible commitments.

The Way Forward:

Welfare transfers are not inherently irresponsible — they are irresponsible when un-targeted, fiscally un-
budgeted, or substituted for structural reform. The appropriate response is a National Welfare Standards
Framework that distinguishes developmental transfers (protected) from populist giveaways (regulated).
Progressive revenue mobilisation and mandatory manifesto costing are complementary imperatives.
Until growth genuinely becomes inclusive, transfers remain both economically justified and
constitutionally mandated.

Model Answer 2: Critically analyse the effectiveness of MGNREGA in addressing rural
poverty. (250 words)
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The Mahatma Gandhi National Rural Employment Guarantee Act (2005) represents the world's largest
employment guarantee programme — a bold legislative acknowledgement that market failure in rural
labour markets necessitates state intervention.

Significant Achievements:

» Consumption floor: Has provided a wage floor during agricultural off-seasons, reducing distress
migration, especially in rain-fed agricultural regions.

* Women's participation: Women constitute over 57% of MGNREGA workers — a remarkable
gender inclusion achievement in a country with abysmally low FLFPR.

» Asset creation: Watershed development, rural roads, and ponds created under MGNREGA have
enhanced agricultural productivity and rural connectivity.

* Wage benchmarking: MGNREGA wages have served as a de facto minimum wage in rural
markets, raising the reservation wage of agricultural labourers and improving bargaining power.

Persistent Challenges:

* Delays in payment: Wage delays — sometimes extending beyond 60 days — violate the Act's
provisions and undermine the programme's effectiveness as a consumption stabiliser.

* Inadequate work: Average days of employment have consistently remained below the statutory
100-day guarantee, particularly in poorer states.

» Asset quality: Many MGNREGA assets are poorly maintained and of low productive value; the
programme's contribution to rural infrastructure is overstated in official accounts.

* High demand as symptom: The consistently high fund utilisation ratios signal not programme
success, but structural failure — the inability of the formal economy to generate adequate rural
employment.

Critical Assessment:

MGNREGA is both a safety net and a structural indicator of failure. Its success in providing consumption
support cannot substitute for agricultural transformation, rural industrialisation, and skill development.
The programme is most effective when integrated with convergence schemes — PMAY for housing,
PMGSY for connectivity, watershed missions for agriculture — rather than operated in isolation. The
persistence of its high demand, two decades after enactment, is not a mark of its success but a call for
deeper structural reform.

Model Answer 3: Ethical dimensions of welfare promises in elections (GS IV, ~250
words)

The intersection of electoral democracy and welfare policy raises profound ethical questions about the
boundaries between legitimate social policy and fiscal irresponsibility.

Ethical Justifications:

* Rawilsian Justice: Political parties representing the poor have an ethical obligation to advocate for
welfare transfers that benefit the least advantaged. In a democracy, welfare promises are a form
of political contract — the party commits to redistributive action in exchange for electoral
mandate.

» Constitutional morality: The DPSPs represent the constitutional charter of welfare. A government
that refuses to make welfare commitments may be violating the spirit of this charter.
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+ Empowerment: When welfare promises address gender gaps — free transport, women-targeted
cash — they are ethically progressive even if fiscally challenging.

Ethical Concerns:

* Intergenerational inequity: Fiscally unsustainable promises impose debt burdens on future
generations who have no electoral voice — a fundamental violation of intergenerational justice.

+ False promise: Making welfare commitments without identifying credible revenue sources is a
form of misrepresentation — a betrayal of the voter's trust and the democratic compact.

» Crowding out the deserving: Fiscally reckless welfare commitments can ultimately damage the
very programmes they expand by triggering credit rating downgrades, rising interest payments,
and forced capex cuts.

A civil servant's ethical navigation:

A civil servant must implement duly enacted welfare policies while maintaining fiscal integrity. This
requires transparency in fiscal reporting, rigorous targeting of benefits, and proactive feedback to political
executives about fiscal risks — exercising institutional courage without overstepping constitutional
boundaries. The IAS officer is neither a welfare ideologue nor a fiscal hawk by profession; the role
demands evidence-based advice and impartial implementation.
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| Why This Issue is High-Priority for UPSC CSE and APSC CCE

» This topic sits at the intersection of GS Il (governance, federalism), GS Ill (economy, poverty,
employment), GS IV (ethics, justice), and the Essay paper — making it one of the highest-yield
topics across papers.

» The Supreme Court's 2022 active interest in the freebie debate, and the Election Commission's
evolving regulatory stance, ensure continued current affairs relevance.

* For APSC CCE specifically: Assam's fiscal constraints, Northeast India's high dependence on
central transfers, Sixth Schedule welfare provisions, and the CM's stated priority of welfare
delivery make this topic directly examinable.

» The philosophical breadth — Rawls, Sen, Ambedkar, Keynes, Nozick — enables integration into
both the mains essay and GS |V ethics answers.

+ MGNREGA and PMGKAY have been PYQ favourites for over a decade; expect continued
questions on their reform and effectiveness.

Tips for Note-Making

10. Create a 'Transfers vs. Capex' comparison table as a quick-reference tool for mains answers —
include multiplier effects, targeting efficiency, time lag, and distributional impact.

11. Memorise key data points: Rs. 2 lakh crore (PMGKAY), Rs. 1 lakh crore (MGNREGA outlay), 81
crore beneficiaries (NFSA), 57% women workers (MGNREGA), ~11% tax-to-GDP ratio.

12. Prepare a 'philosopher toolkit' card: one-line summary of each thinker's position on welfare —
Rawls (Difference Principle), Sen (capabilities), Nozick (entitlement), Keynes (multiplier),
Ambedkar (constitutional remedy).

13. Link every welfare scheme to its constitutional base: MGNREGA — Article 41; PMGKAY —
Article 47; TNLWB free transport — Article 38 and 39(a).

14. For APSC: Always add a Northeast India/Assam dimension — DBT challenges in tribal areas,
Sixth Schedule governance, Assam's Own Tax Revenue limitations, Chief Minister's welfare
schemes — to differentiate your answers.

15. Practice the UPSC mains structure: Introduction (2—3 lines, define or contextualise) —
Arguments For (3—4 points) — Arguments Against / Challenges (3—4 points) — Way Forward (3—
4 concrete recommendations) — Conclusion (1-2 lines, balanced verdict).

Prepared for UPSC CSE & APSC CCE | Welfare Transfers Module | Assam & Northeast India Context Integrated
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