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Abstract

The Targeted Public Distribution System, intended to provide subsidised food to poor households, is the largest welfare program in India. The Planning Commission of India has found the system to be a very inefficient way of assisting the poor. In this paper, I re-assess the efficiency of the program and find the exclusion and inclusion errors and the leakages to be even larger than reported by the PCI. In addition, I provide simulations of what would have been the impact of the TPDS on poverty had most of the targeting errors and leakages been avoided. In such a scenario, significant benefits accrue to the poor and poverty would be reduced substantially. However, in order for this to be accomplished, the present design has to be replaced by a cash-transfer system based on the biometric identity and multi-purpose smart cards that will be issued to all Indians next year. Cash transfers at a level that may be sufficient to halve the prevalence of poverty in India would not carry a financial burden any larger than the present GOI budget for the TPDS.
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1. Introduction

The rapid economic growth India has experienced since the economic reforms gained momentum in the early 1990s, at an annual rate of about 5% per annum, has not been followed by much improvements in welfare of the poor. Poverty, as measured by the share of the population below the official poverty line, dropped from 36 to 27.5% between 1993-94 and 2004-05. The empirical evidence on the relationship between economic growth and poverty alleviation from a large number of other countries would suggest a much more substantial reduction of poverty in India. When it comes to the prevalence of underweight among young children, the most common indicator of malnutrition, the pace of progress is even more disappointing. Between 1992/93 and 2005/06, the share of underweight children aged 0-3 years, declined from 47 to 43% only. In the mid 2000s, India had a larger share of underweight children than any of the other 86 countries for which comparable estimates are available in the Demographic and Health Survey (DHS) and World Health Organisation (WHO) data bases. Moreover, the rate of decline over the past decade and a half, was lower in India than in Bangladesh, China and the average for 20 countries in Sub-Saharan Africa (Svedberg 2010). 

The dismal reduction of poverty and child malnutrition in India shows that the shining economic growth in India has left large sections of the population in the shade. If the recent trends prevail, India will not attain the first Millennium Development Goal (MDG) of halving poverty and “hunger” between 1990 and 2015. The rate of reduction of child malnutrition has to be trebled in the remaining years for the MDG to be attained.


Whatever policy reform that could steer growth of the Indian economy in a more pro-poor direction — while at the same time not denting the growth rate seriously — is inevitably a long-term process. Panagariya’s (2008) gloomy prediction is that it would probably take two decades. Considering such prospects, it is understandable and laudable that the GOI has rejuvenated and extended the financing of several large welfare programs in recent years. All-in-all, in 2006-07 there were at least 151 central government financed schemes aimed at alleviating the plight of the poor sections of the Indian population in the short term (Kapla et al 2008). The schemes carried a budget expenditure cost of Rs 720 billion (US$ 16 billion at the official exchange rate), which corresponds to about 7% of total government expenditures and 2% of GDP. The Indian government spends more on welfare programs aimed at the poor than other countries at similar levels of per-capita incomes (Awint 2006). 


The two largest welfare schemes in India are the Targeted Public Distribution System (TPDS) and the National Rural Employment Guarantee Scheme (NREGS). The TPDS has grown out of a long series of previous schemes for the distribution of subsidised food to mainly poor households and is by 2010 the most well founded welfare programs in India. The NREGS, initiated in 2008, guarantees a member of every rural household the right of 100 days of work per year at the minimum wage in various projects for improving infrastructure and irrigation systems. This work-for-cash scheme replaced various earlier work-for-food employment programs. As of 2009, 50 million households have signed up. 

The TPDS is the largest food-subsidy scheme operated by the GOI, accounting for about two-thirds of the total, although it is not the only one. Other food subsidy programs include the Mid-day meal in schools and half a dozen small programs. All-in-all, the total GOI budget for food subsidies amounted to Rs 437 billion in 2008-09 (revised estimate) and has been projected to have reached Rs 560 billion by 2009-10 (Budget Brief 2010). These sums correspond to about 1% of GDP and 3.3% of government expenditures in respective year.
 


The main objectives of this paper are to assess the effectiveness of the TPDS as a tool for the reduction of poverty and to propose an alternative, more cost-efficient, scheme. The plan of the paper is as follows. The next section provides a brief description of the current TPDS and its predecessors. In section three, estimates are made of how much income the TPDS have actually transferred to the poor (households below the official poverty line) and how much would have been transferred had the system been perfectly well targeted and flawless in other respects. Here we also provide an estimate of by how much the TPDS income transfers have reduced poverty in the actual as compared to a simulated “perfect scenario” case. Section four addresses the questions why so many poor households are not covered by the TPDS (the exclusion error) and why eligible poor households underutilise the system. In section five, the various leakages from the system along the route from grain purchases by the Food Corporation of India (FCI) to the Fair Price Shops (FPS) and the overall budget cost of the TPDS in relation to the benefits accruing to poor household. Section six discusses the changes in the TPDS that have been made in the past few years and those that are under implementation or planned. In section seven, a more drastic policy alternative is discussed: the case for replacing the TPDS program with a cash transfer scheme. The paper closes with a summary and conclusion section.
2.  The Public Distribution System (PDS): A Brief Description

The PDS was set up formally in the 1950s and all households were initially entitled to buy basic food items at subsidized prices in the FPS. Through the FCI, a parastatal, the PDS procures selected food items (mainly wheat and rice) from farmers at centrally determined Minimum Support Prices (MSP), intended to be set slightly above going farm-gate market prices. The procurement by the PDS has accounted for between 21 and 31% of total domestic production of rice and wheat in years between 2003-04 and 2008-09. The grains are stocked in Central Government Godowns by the FCI are and subsequently transported to central depots in the states. After that, the state governments are responsible for distributing the rice and wheat to the about 400 000 FPS, and for allocating ration cards to poor households, where these card holders can purchase the grains at subsidized prices, so-called Central Issue Prices (CIP). 

In 1997, the PDS was revamped and targeted to the poor (and re-dubbed TPDS), defined as households below the official poverty line (BPL). As of year 2000, the GOI estimated that 65.2 million households were eligible for holding BPL ration cards and this number has remained unchanged since then. In 2002, a new TPDS window was opened, the Antyodaya Anna Yojana (AAY) scheme, under which the poorest of the poor are given the option to buy food at even more subsidised prices. 

Alongside the targeting, the TPDS has been extended to cover almost all India and the subsidized rations have gradually been raised, from 10 to 35 kilos of grains per household and month (DF&PD, GOI 2010). Since year 2000-01, holders of BPL ration cards are entitled to purchase rice from the FPS for Rs 5.65 per kilo and wheat for Rs 4.15. The equivalent CIP prices for AAY card holders are Rs 3 and Rs 2, respectively (FCI 2010). All these prices have remained unchanged in nominal terms up to the present. 
3. The TPDS and poverty reduction in India: Two Scenarios
In this section we shall derive estimates of how much income the TPDS has actually transferred to the average poor household (those below the poverty line) in India and by how much it could have boosted the incomes of the poor under the assumption that the system had worked flawlessly. We will also provide estimates of the extent to which TPDS has helped reduce poverty in India, as measured by the income gap (IG) and the head-count poverty ratio (HPR), in the actual and the simulated “ideal” case. By comparing these two scenarios we will get an idea of how efficient the system actually is as a method for transferring incomes to poor households.

The “model” to be used for the estimation of the income transfers in the actual and “ideal case” is simple. It comprises three main building blocks. The first is the value of the subsidy embedded in the food purchases from the TPDS for the ration card holders. This value is determined by the difference between the retail market prices for rice and wheat and the CIPs at which the grains can be bought in the FPS. The second is the share of poor households that is actually benefiting from the system (i.e. having the appropriate ration cards). The third is the extent to which the poor households holding these cards are able (or choose) to purchase the full rations they are allowed. 

The simulated “ideal” case scenario will be based on the assumption that all BPL and AAY households have been correctly identified and hold the ration cards they are entitled to (no exclusion error). Moreover, all BPL and AAY households are assumed to make full use of the grain rations they are allowed to lift from the FPS, the prices here are the Central Issue Prices determined centrally by the GOI and the grains of the specified quantity and quality are actually available in the FPS. 

The estimations of the actual and the “ideal-case” scenarios will be based mainly on data for the fiscal year 2004-05 when the latest quinquennial NSSO survey was conducted in India, based on a sample of 125 000 households.  The survey provides a very large data set on various aspects of the TPDS as well as estimates of household expenditures and prevalence of poverty. These data will be combined with other data from the Reserve Bank of India (RBI) and various Indian Ministries and Departments so as to get an idea of the potential the TPDS has as a tool for poverty reduction.
3.1. The Actual and Potential TPDS Income Transfers
Value of subsidy. The first building block needed for the estimations is the difference between CIPs and the retail market price for rice and wheat. For BPL households, the CIPs are Rs 5.65 per kilo of rice and Rs 4.15 per kilo of wheat, and Rs 3 and Rs 2 for AAY card holders. The only officially published annual estimates of retail market prices are from 18 urban areas located in different states. These estimates are found in the Annual Reports from the Department of Consumer Affairs (within the Ministry of Food and Public Distribution). There are no official annual estimates for retail prices for grains in rural areas by state or in all-India (that I know of).
 

From data published in the NSSO report No 510, however, one can calculate the prices BPL and AAY card holders paid for rice and wheat in ordinary commercial shops in year 2004-05, respectively. The difference between these prices and the CIPs is the estimated subsidy per kilo of grains purchased (Table 1). We see that the subsidies are slightly higher for rice than for wheat. Subsidies are also higher in urban areas than in rural ones. The highest subsidies are, as intended, accruing to AAY cards holders, who purchase their grains in the FPS at a lower CIP than holders of BPL cards, especially in urban areas and for rice purchases.



[Table 1 about here] 

The income transfer. When the Monthly per Capita Consumption Expenditures (MPCE) are estimated in the NSSO surveys, the expenditures for grains from the TPDS are valued at the CIPs and the expenditures for grains from other outlets are valued at prevailing market retail prices. The subsidy embedded in the TPDS purchases is hence not included in the MPCE estimates. Had the subsidy been included, the estimated MPCE for households that purchase part of their grains from the TPDS would have been higher (by the amount of grains multiplied by the subsidy per kilo). We can hence estimate what the higher MPCE would have been had the subsidy been included in the NSSO estimates.
 

The average BPL and AAY card-holder households with consumption expenditures that prove them to be poor (MPCE below the official poverty line) do not, however, make full use of their TPDS rations. They are allowed to buy 35 kilos of subsidised grains per month, but purchase less than half of that on average, i.e 14.7  and 17.4 kg in rural and urban areas. (There are many reasons for the underutilisation of the TPDS by eligible ration cards holder, to be discussed in section 4 below.)  The underutilisation means that the income transfer through the TPDS becomes correspondingly smaller. 

A second reason why the income transfer is reduced is the fact that most poor households do in fact not possess a BPL or AAY ration card. In the late 1990s, the GOI estimated, on the basis of the 1993-94 poverty head-count, that 65.2 million households were below the poverty line and hence qualified to be issued a BPL ration card and be eligible for the TPDS subsidy.  This number of households has remained the official “target” ever since (although the number of ultra-poor households qualifying for AAY cards was increased dramatically in 2009; see below). In the NSSO 2004-05 survey, the number of households with BPL and AAY cards were estimated to be 50.5 million. However, according to this survey, only 37.6% of rural households below the poverty line have the BPL ration cards they should be entitled to and only 25.7% in urban areas. 

Given the estimated actual average amount of subsidised grains lifted by eligible BPL card-holder households we can estimate the total subsidy accruing to them on average under the TPDS. These estimates are shown in Table 2 (panel A). We find that the actual TPDS subsidy to the average poor household amounts to Rs 54.5 in rural areas and Rs 88.7 in urban India. On a per person basis these numbers are reduced to Rs 10.4 and Rs 16.7, as the average household contains a little more than five persons. By also considering the exclusion error, we can estimate the TPDS income transfer to the average poor household — both poor households holding the BPL ration card and those who do not. Wee then find that the per person income transfer to be slightly below Rs 4 in both rural and urban areas (row 7 in Table 2).


[Table 2 about here]


The numbers reported so far are the estimated subsidies when the actual off-takes and exclusion errors are taken into consideration. In panel B of Table 2, estimates of the TPDS income transfer under the assumptions of full utilisation of the system and no exclusion error are simulated. Under these hypothetical “perfect” assumptions, we find that the monthly income transfer would be Rs 24.8 and Rs 33.6 per person in poor rural and urban households. That is, the transfer as the TPDS actually works is about 15% and 12% of what it could have been had the system been perfectly well targeted to all households below the poverty line and had all poor households lifted the entire rations allowed.

The TPDS income transfer means that the poor households’ incomes are increased, or perhaps more accurately stated, their purchasing power is boosted. In Table 3, row 1, we have the actual average MPCE for households below the poverty line as estimated in official NSSO Report for 2004-05, which does not include the TPDS subsidy. On row 2 in the same table, we have estimated what the MPCE would have been, had the actual TPDS subsidy of about Rs 4 per person (as derived in Table 2) been included. On row 3, we have the estimated MPCE had the TPDS been “flawless”, i.e. covering all poor households and full lifting of subsidised rations. 



[Table 3 about here]


Finally, on rows 4 to 6 in Table 3, we have derived the relative income gain from the TPDS in the two scenarios. The actual income boost corresponds to 1.4% in rural areas and 0.9% in the urban sector. Had the system worked without flaws, it would have boosted incomes in rural and urban areas by 7.4% and 5.4% as compared to the actual situation when the food subsidies are not included in the MPCE estimates. The corresponding estimates for the poorest-of-the-poor households are reported in panel B in Table 3. The differences between the actual gain to the average AAY household and the potential gain are astonishingly large in both rural and urban settings.
 The chief reason is that only about 12% of the 4.8 million households holding a AAY ration card in 2004-05 were in fact “the-poorest-of the-poor” (defined here as percentile expenditure classes 0-5). 
3.2.  Poverty reduction through the TPDS

One measure of the depth of poverty is the income gap (IG), defined as the percentage difference between the average MPCE of household below the poverty line and the poverty line itself. An alternative measure is the headcount poverty ratio (HPR), which is a measure of the share of households with per capita consumption expenditures (or income) below the poverty line. In the following, we will apply both poverty measures.

Income Gap Reduction. From estimates of poverty gaps in India, provided by Himanshu (2007, tables 6 and 7) and based on the NSSO data from 2004-05, one can estimate the MPCE for the average household below the BPL in rural and urban areas. These estimates in combination with the poverty lines allow for the estimation of the income gaps reported in Table 4 (row 2, panel A). In both sectors, the income gap is found to be 20.2%, meaning that the MPCE (excluding the TPDS subsidy) for the average household below the poverty line falls short of this line by 20.2%. Including the TDPS subsidy, the income gaps would have been about one percentage point smaller (row 3). With no exclusion error and full utilisation of the TPDC, however, the income gap would, have been about one-third of the actual. The equivalent income gaps for AAY households are reported in panel B. 


[Table 4 about here]


Head-count Poverty Reduction.  The NSSO report 508 provides estimates of household MPCE by deciles in rural and urban areas in 2004-05. On the basis of these data, the Planning Commission of Indian has estimated the share of the population in respective area that has MPCE below the PC’s poverty lines. These lines are state specific, but there are also all-India poverty lines. These data have been used for the construction of Figures 1 and 2. 

In Figure 1 the cumulative MPCE distribution is given by the CED curve. This  curve (incidentally a straight lines in this part of the distributions) are derived by interpolating the observed average expenditures, as estimated in the NSSO report for 2004-05, in income class 10-20, 20-30 and 30-40. The average MPCE in these classes, as represented by expenditure classes 15, 25 and 35, are shown by the numbers in italics in the figure. The intersection between the CDE curve and the rural poverty line, at Rs 356, gives the estimated actual HPR, at 28.3% (as also estimated by the PC). 


[Figure 1 about here]


Suppose now that the TPDS had worked as designed; that all households below the poverty line had the ration card that entitle them to but the subsidies grains in the FPS and that they fully utilised the rations allowed (35 kg/hh/month). As estimated in Table 3, the subsidy embedded the system would correspond to an income gain of Rs 21 per person in the poor households. A raise of income by Rs 21 per person and month would imply that the CED curve in Figure 1 would shift upwards by this amount, to CED*. The persons in the least destitute households would then have a MPCE, including the TPDS subsidy, that would bring them out of poverty (as defined). The rural poverty headcount ratio would hence fall to 23.3%, or by 5 percentage points. This simple simulation suggests that had the TPDS system been perfectly targeted to eligible poor households and fully used by them, it would have been a powerful vehicle for poverty alleviation, although not enough for halving poverty. 


[Figure 2 about here]


The equivalent simulation results for urban areas are contained in Figure 2. Here, the relative poverty reduction is smaller and the main reason is that CDE curve is steeper at the intersection with the poverty urban line. That is, the distribution of MPCE in this part of the overall distribution is more uneven in urban than in rural areas. Or expressed in another way, the poverty-MPCE elasticity is lower in the urban than in the rural population (Table 5).


[Table 5 about here]


In perspective, it should be recalled that the actual reduction of rural poverty between 1993-94 and 2004-05, as reported by the PC, was 9% points, from 37.3% to 28.3%. A potential reduction by an additional 5 and 2.9 percentage points in rural and urban settings would have been a great boon. However, these gains are hypothetical, estimated on the presumption that the TPDS had been perfectly targeted to poor households and fully utilised by them. The actual case is a far cry from this scenario.

To reach the objective to halve poverty in India, the simulations conducted here suggest that it would not be achieved even if the TPDS become perfectly targeted and utilised by the poor. To halve the HPR, additional improvements and reforms of the TPDS are called for. In section 7, it will be shown that this would not necessarily be a mission impossible — even within the current GOI budget allocation for food-subsidies. Before that, we will discuss the blunt targeting of the TPDS and why poor households abstain from buying the full rations allowed. Subsequently, we will analyse the possibilities for lowering the administrative costs of the system and for rooting out the many leakages and the corruption that have added tremendously to the financial burden of the TPDS.
4. Exclusion errors and underutilisation of the TPDS by the poor
The hitherto calculations, admittedly quite rough, suggest that the TPDS has a significant potential for reducing poverty — provided that targeting is significantly improved and the poor households are given possibilities (incentives) to lift the allowed rations in full. If, on top of that, the various leakages, the handling efficiency and the corruption at most stages in the long supply chain from FCI procurement of grains to sales in the FPS were to be substantially reduced, it is not impossible that poverty can be reduced by half in, say, five years (cf. below). In this section, we shall probe the questions why the targeting of poor households is unacceptably blunt and why poor households holding ration cards do not, on average, utilise the full rations they are allowed. 
4.2. The targeting performance of the TPDS 
By design and default, the early PDS was generally found to be an inefficient tool for reaching poor households; by design, because it was not formally targeted to them; by default, because it was ridden by corruption, leakages and operational inefficiency (Ahluwalia 1993). Although not targeted until much later, evaluators have found that the PDSs in the late 1980s were “mildly pro-poor” in at least some states. Pro-poor (or targeting performance) is then calculated as the ratio of the share of the subsidised grains purchased by the 40% poorest households. (The officially estimated HPR in India was 39% in 1987-88 as; see Himanshu 2007.) The performance ratios were estimated in the range 1.00 to 1.63 (with an average at 1.28) for PDS purchases of grains in the five studies summarized by Coady et al (2004, table 3 and Appendix available on CD-Rom). The main reason was probably that poor households, more than others, opted for the cheaper, but quality-wise inferior grains (rice and wheat) offered by the fair-price shops.

In the NSSO survey of the TPDS in 2004-05, data are provided that can be used to estimate the share of poor households (MPCE below the poverty line) that is holding AAY or BPL ration cards and the share of (eligible) poor households without such cards. The survey also provides data allowing the share of non-eligible households holding AAY and BPL ration cards to be estimated. These estimates are presented in Table 6. 


[Table 6 about here]


The poor households (in rural and urban areas combined) made up 25.7% of all households in India at the time (the headcount poverty ratio estimated by the PCI). The share of all AAY and BPL ration cards held by poor households was 37.6%. The ratio between the latter figure and the share of total population, at 1.46, is one measure of the targeting performance of the TPDS. It shows that the poor are more likely on average to hold the ration cards that are intended for poor households exclusively, but in practice many poor households do not have these ration cards (the exclusion error) and many non-poor households have the cards (the inclusion error). There is a large difference in the performance ratio in the rural (1.58) urban sector (1.07). The performance ratio for rural and urban areas combined, at 1.46, is higher than those found in most of the five studies of the early PDS (1.28 on average), before the system became targeted in 1997 (Coady et al 2004), but suggests that formal targeting has not meant any drastic improvement targeting performance. The ration cards in urban areas are distributed among poor and non-poor in about equal proportions. 

Another indicator of targeting performance is the share of subsided TPDS grains that are actually purchased by poor households (below poverty line) in relation to TPDS purchases by non-eligible (above poverty line) households or, alternatively, to all households. These estimates are shown in Table 7. Several notable findings are revealed by the table. First, 30% of total TPDS purchases of subsidized grains (rice and wheat) are made by poor households with AAY or BPL ration cards. As this household category only accounted for 9.7% of all households in India at the time, a performance ratio of 3.09 can be calculated.
 This seems a highly encouraging outcome, but it is only part of the picture. Almost two-thirds of the poor households (62.4%) do not possess AAY or BPL ration cards. 

Poor households lacking cards still manage to purchase a minuscule amount (2.5 kg/hh/month) of TPDS grains (Table 7). As most poor people do not benefit (much) from the system, a more relevant indicator of targeting performance is the total share of TPDS grains bought by all poor households as a ratio to their share of the total population. We then get a targeting ratio of 1.51, which is about the same as when we used the share of AAY and BPL ration cards held by poor households (1.46). This is consistent with a third result shown in Table 7, viz. that non-poor households holding AAY and BPL ration cards purchase about the same amount of TPDS grains (12.7 kg) as the poor with these cards (15.2). Finally, it is notable that more than half the TPDS grains were bought by non-poor cards holders (56.1%).


[Table 7 about here]

4.2. Underutilisation of TPDS by poor and eligible households
As can be observed from Table 2, had the poor households holding appropriate ration cards bought the full rations from the TPDS, the income subsidy per person would have been more than double the actual Rs 4. But the average household with MPCE below the poverty line actually purchased only about 15 kg of rice and wheat from the TPDS system, less than half the allowed ration (35 kg) in 2004-05. While not utilising their full rations of subsidized grains, the poor AAY or BPL card holders bought about 70% of their total grain purchases (about 50 kg per month) at market prices that were almost twice as high as the subsidized prices in the FPS at the time (Table 8). The Planning Commission (2005) found similar figures, based on interviews of 3600 households in 2001. 


[Table 8 about here]

There must hence be strong disincentives for utilising the TPDS rations more fully. The Planning Commission (2005) investigated this and found constraints on both the supply and demand side. On the supply side, long distances to a FPS, irregular availability of grains in these shops and not being allowed to buy grains in small instalments were major constraints for poor households. On the demand side, low quality of the grains offered in the FPSs and a preference for local grain varieties (rather than varieties imported from other parts of India) were the most frequently claimed reasons for not using the TPDS more fully. In some states, the respondents also cited too small difference between the TPDS and the market prices. The commission also found considerable differences across states related to differences in state deviations from central recommendations of ration sizes and in number of instalments allowed.

5.  Leakages and financial burden of the TPDS
In this section, we shall re-assess the efficiency of the TPDS in two dimensions. The first issue to address is how much of the subsidized grains that are taken off by the FCI for the TPDS system that ends up as purchases by eligible ration-card holders and how much is diverted because of inclusion errors and through various leakages along the route from procurement to sales in the FPS. The second issue is the fiscal burden of the TPDS in relation to the subsidies accruing to poor households.
5.1  Take-off by states vs FPS purchases

The take-off of grains by states for the TPDS is documented and reported by the FCI on an annual basis (FCI 2010a). Information on how much of these grains that ends up in the FPS and also, how much is actually purchased by ration-card holders at the CIP, is not collected and reported by any central government agency. State governments are responsible for the transportation of the grains from central warehouses in the states to the FPS and are reimbursed by the GOI for this service. What we know about the sales of subsidised grains in the FPS is mainly from the survey conducted by the NSSO in the year 2004-05; the same survey relied upon earlier in this paper. 

The monthly purchases of rice and wheat by different household categories from the TPDS in the FPS, as estimated in the NSSO survey, were presented in Table 7 above. In Table 9, we have replicated some of these numbers, but scaled them up to an annual rather than monthly basis (simply multiplying by 12). On the first four rows we see the distribution of food purchases by household categories with respect to average MPCE and the holding or not holding of AAY and BPL ration cards.  On row 6, we have data from the Reserve Bank of India (RBI) and the Department of Food and Public Distribution on total procurement by the FCI of wheat and rice for the TPDS.
 All these figures help us put numbers on the diversion of grain to non-eligible (non-poor) households (the inclusion error) and various leakages and corruption along the long supply route.


[Table 9 about here]

The percentage distribution of the TPDS purchases by the different household categories and the residual between total purchases by all household and the off-take made by the FCI for the TPDS for deliveries to the states are reported in column 3. The sum of the numbers on row 3 and 4 represents the inclusion error, i.e. the purchases of subsidised grains by non-eligible (non-poor) households which accounts for 36.7% of total off-take intended for the AAY and BPL card holders (row 7). That is, more than one-third of the subsidised grains intended for the poor households end up as sales to non-poor households. The difference between total off-take and sales to all households in the FPS represents the various leakages, amounting to more than 40% of the total (row 6). All this means that only about 22.7% of the subsidised grains reach the intended beneficiaries, the poor households (row 1 ad 2). Or expressed in another way, for each kilo of subsidised grain bought by the poor, 4.4 kg are lifted from the system. The PC (2005) found a similar figure (3.6 kg) based on its smaller investigation in 2003-04.

Not very detailed information can be obtained about the size of various leakages. About 10% of all the grains are spoilt during storage and transportation (find the reference). Some of the grains disappear before it reaches the FPS and is sold at higher prices in the commercial markets and some if it is sold in the FPS to customers without eligible cards. /check PC 2005 again/
5.2.  The financial burden of the TPDS
Estimates of the value of the subsidy per kilo of grains bought from the TPDS system were reported in Table 3. In Table 10, we have calculated the aggregate value of the subsidies embedded in the TPDS grain sales to poor households, both those reporting to have AAY and BPL ration cards and poor households without these cards (as some of the latter report minuscule purchases from the FPS). The table shows the estimated subsidy per kilo of grains lifted by the average poor household (column 2), the subsidy per kilo (column 3), the value of the subsidy to the household per month (column 4) and per year (column 5). Finally, in column 6, we have derived the aggregate annual value of the subsidy by multiplying column 5 with the total number of poor households (column 1). We arrive at an estimated value of the subsidy of nearly Rs 19 billion. This is the estimated income boost that poor households received from the TPDS system.


[Table 10 about here]

The Indian central government’s budget for food subsidies amounted to Rs 244.79 billion in 2004-05. Out of this, about two-thirds were accounted for by the TPDS (while one-third was budgeted for other food programs).  In Table 11, the total value of the TPDS subsidy to all poor households (as estimated in table 10) is related to the estimated GOI budget for the TPDS. The estimation suggests that the subsidy to poor household account for only 11.6% of the total TPDS budget. Or expressed in another manner, for each Rs transferred to the poor, the budget cost is Rs 8.5. 


[Table 11 about here]


The TPDS has been claimed before to be a very costly way of transferring incomes to the poor (PCI 2005, 2008, Kaplan et al 2008; Panagariya 2008; Gulati 2009). However to the best of my knowledge, the estimates derived here are based on more detailed calculations than the previous ones. Moreover, the estimates derived here suggest that the cost of transferring one Rs to the poor (Rs 8.5) is higher than the equivalent estimate from the Planning Commission (Rs 3.65).
  

I have yet to find out what explains the difference between the estimates presented here and those derived by the PC (2008), but there is little doubt that the TPDS is not an efficient and costly way of helping the poor. In recent years, the budgeted food subsidies amount to 3.5 percent of total government (central and state) expenditures and about 1 percent of GDP. A considerable chunk of the budget (84 percent in 2008-09) goes to the FCI as to cover its expenses for procurement, transportation, distribution and for carrying over the enormous grain stocks it holds — in some years exceeding 50 million metric tonnes. These high costs reflect large inclusion errors, as well as corruption and leakages of grains at all stages in the long supply chain, from the procurement of grains by the FCI to the final sales to eligible households in the FPSs (table 9).


6. Recent and planned reforms of the TPDS

In the eleventh five-year plan, the Planning Commission (2008) reiterates the critique of the TPDS that it found in its 2005 investigation. Based on the same data from the latest large quinquennial NSSO survey from 2004-05 (the 61st round) relied upon in this paper, the Commission finds that the targeting efficiency of the TPDS has not increased and that the diversion of grains to non-intended households and leakages along the supply chain has become larger. It recommends several measures for reducing diversion and leakages and for lowering costs at various stages in the long route from the FCI to the intended beneficiaries. 

In this section, I will briefly discuss the main changes that have recently been made to the TPDS and some suggested ones still considered to be implanted. In the next section (7), I will argue that most of these reforms carry high costs for supervision and are unlikely to enhance much the efficiency of the TPDS as a vehicle for supporting the poor. I will argue that the system ought to be replaced by a cash-transfer system as such a scheme would lead to reduced leakages, lower administrative and handling costs and, also, to reducing the inclusion errors, although these will remain difficult to eliminate in any system not based on self-selection. The recent and planned reforms of the TPDS can be summarised under two headings. The first covers the reforms that aim at extending the system. The second covers measures with the aim to reduce leakages and improve technical efficiency and the targeting to poor households.
6.1. Extensions of the TPDS

There are several ways in which the TPDS has been extended in recent years. First, the subsidy per kg of TPDS grains has been increased. This has been accomplished by abstaining from raising the CIPs. These prices, at which BPL and AAY card holders can buy subsidised rice and wheat, have been kept constant in nominal terms since 2001, although the market retail prices for rice and wheat have gone up in line with inflation.  The food-price subsidies to ration card holders in the TPDS — the difference between the CIPs and the market prices — have hence risen notably. The estimated average subsidy per kilo of rice and wheat for BPL card holders increased from Rs 3.7 for rural residents (cf. Table 1) to Rs 10.5 in 2009-10. 


[Table 12 about here]

Second, the amount of subsidised rice and wheat BPL and AAY card holders were allowed to lift was increased from 20 to 35 kilos per month in 2001. This year, 2010, the allotment was increased to 45 kg, although it is uncertain whether this boost will be temporary or permanent. Third, the special window of the TPDS for the poorest-of-the-poor, the AAY, has been expanded drastically. In 2004-05, the year for which the most detailed (NSSO) data are available, about 4.8 million AAY ration cards had been issued. In 2009, the AAY status was extended to 25 million households and 24.5 million AAY ration cards were distributed. As a consequence of all these extensions of the TPDS, the total GOI budget for food subsides has risen considerably, from Rs 245 to Rs 551 billion between 2004-05 and 2009-10.  After adjusting for inflation, this increase corresponds to about 70% in real terms over a five-year span.

6.2. Efficiency and targeting improvements 
The GOI, through the FCI, has changed the procurement strategy recently. Earlier, the FCI procured the rice and wheat in half a dozen states that have traditionally produced large surpluses. Since 2008, the FCI is encouraged to buy more grains in the states (regions) where they are intended to be sold to and consumed by the ration card holders. This is an attempt to accommodate the preferences for local varieties, thereby giving stronger incentives for poor households to utilise their right to buy subsidised food. A problem is that in many states, there are no “surpluses” to be procured and intervention by the FCI in the market will probably push up local farm-gate and retail prices with negative consequences for poor households — as long as they are not allowed (or choose) to buy all their grains from the TPDS. The only way of ensuring that all poor households will take up the subsidy in full, as will be argued in more detail in next section, is to replace the food subsidies with a cash-transfer system. 

A second improvement is tighter regulations and clamp down on corruption and leakages.  Millions of faked ration cards have been cancelled and illegible households have had their ration cards withdrawn (Budget Brief). The number of ration cards issued (about 107 million). /check planning commission 2008/ exceeds by far the number of BPL households (about 65 million).  
7. The Case for Cash Transfers 
The high operational costs and the leakages and corruption associated with the TPDS have raised the suggestion that the scheme should be replaced by cash transfers (CT) to the poor, conditional or unconditional (Kaplan et al 2008; Panagariya 2008; Gulati 2009). The main argument is that CT would reduce substantially, not only the operational costs, but also the scope for leakages and corruption along the long supply route — and hence potentially increase the net transfer to the poor. It is notable that conditional CT schemes of the type that Mexico (Progresa/ Opportunidad) and Brazil (Bolsa Famiglia) have set up are among very the few large-scale anti-poverty programs that have proved to be efficient and effective according to a number of mega-evaluations.
  
7.1. Increased efficiency and reduced cost with CT

Several of the shortcomings with the past and present TPDS would be eliminated, or at least drastically reduced, with cash channelled through the personal biometric identity cards that all Indian citizens will be supplied with next year (according to plan). First, leakages due to corruption would be minimised. Faked ration cards that have been in circulation by the millions would no longer be a problem and it would not be possible for people to use other person’s ration cards. Also corruption at the level of FPS would be eliminated as these would largely disappear or be converted to ordinary stores based on commercial conditions. As it has been, some of the grains delivered by the state agencies to the FPS for sales to ration card holders have been sold at higher prices to other households. The PC (2005) found the FPS to be one of the many serious problems with the TPDS.

Moreover, the enormously large bureaucracy involved in the TPDS system and the FCI would be largely superfluous and could be employed in more productive activities. As of now, the FCI has a staff of some four hundred thousand people /check again/, employed in procuring, transporting and storing the TPDS grains. With a cash transfer system, all these activities would be taken over by the private agents that already now handle between 70 and 80% of such activities in open markets.  

To the poor households, cash in hands rather than subsidised, but low-quality grains from the FPS, would be a great boon. They would then be able to choose freely the grain quality and variety they prefer, and also in which shop to buy them.
  Cash transfers would also give households more flexibility to buy other food items than rice and wheat, perhaps encouraging a more balanced and nutritious diet than at present. It may be argued that tying the transfer to food prices ensures that the money is not used for “unwarranted” consumption, such as tobacco and alcohol. This argument, though, ignores the possibility for fungibility in households consumption basked. Subsidised food grains may mean that households cut down on open-market purchases of grains, and use the money thus freed to buy whatever they prefer. 
7.2. Cash transfers and the financial burden
How costly a cash transfer system will be depends, of course, on the number of eligible households that are included and the size of the transfers. Let us conduct a thought experiment. Let us postulate that the transfer should be extended to all households in India with a MPCE below the poverty line in 2007-08, the latest year with expenditure data from NSSO (2010). The MPCE distributions in rural and urban area for this year are depicted as the CDE-rural and CDE-urban curves in Figures 3 and 4. No official poverty lines for this year have been published by the PC, but just following their previous procedures in setting up poverty lines we arrive at rural and urban poverty lines of Rs 448 and Rs 661, respectively.
  About 17.3% of the households have consumption expenditures below these lines (average for both areas), or around 40 million households. 


[Figures 3 and 4 about here]


Poverty declined notably between 2004-05 and 2007-09, especially in rural areas, and behind this is the fact that over these three years, MPCE growth was considerably higher, at 3.8% per annum for both areas combined, than in the 1983 to 2004-05 period (1.6%). Moreover, the growth of MPCE in the lowest deciles was marginally higher than the average, implying a small improvement in distribution. In combination, these two developments reduced poverty, as measured by the headcount poverty ratio, from about 21.8% in 2004-05 to 17.3% in 2007-08, or by 4.5 percentage points. These estimates are based on MPCE data as obtained for a mixed recall period.  

Let us now see what a cash transfer may contribute to further alleviation of poverty in India. We assume that the cash transfer to each household would be the same as  the indirect transfer in the TPDS in 2007-08 — had the system worked flawlessly (no exclusion error and full utilisation). As the CIPs for rice and wheat have been held constant since the early 2000s, while marked prices have soured, the subsidies for BPL card holders now amount to Rs 10.5 per kg and Rs 13 for AAY rural card holders (weighted average for rice and wheat) (Table 12).


[Table 12 about here]


The simulated effects of a cash transfer to all BPL households on poverty in rural and urban areas are shown in Figures 3 and 4. The size of the rural CT is Rs 66 per month and person in the eligible rural households and Rs 84 in urban areas (see Table 13). In rural areas, the CT would lift incomes correspondingly, as illustrated by the upward shift of the cumulative distribution curves, and a substantial share of the poor would find themselves above the poverty line. In rural areas, the HPR would decline radically, from 17.2% to 7%, i.e. poverty would be cut by more than half. In urban areas, the decline in poverty would also be substantial, from 17.5% to 12%, although not enough to halve poverty. On a combined rural and urban basis, however, the HPR would be reduced by half, from 17.3% to 8.5% (weighted average). That the relative reduction of poverty in rural areas, despite the smaller CT, turns out to be larger than in urban areas depends on the fact that the cumulative expenditure distribution is more even in low income brackets in the rural than the in urban population.

What would the burden on the budget be of CTs of the stipulated sizes? A back-of-the-envelope estimate is presented in Table 14. The subsidies embedded in the present TPDS system — assuming no exclusion error and full utilisation — for different card-holding categories in rural and urban areas are reported in column 4. Further assuming cash transfers of the same magnitudes and multiplying these with the total number of eligible households (column 1) give the CT budget cost for respective household category. Summing up and we have the total budget burden of the CT scheme, at Rs 208 billion. A CT scheme of this size could be financed within the present central government budget for the TPDS (at about Rs 365 billion in 2009-10). The balance would probably be enough to cover the operating expenses for the CT scheme. Once in place, a digitalised payment system, based on the all-purpose (smart) identity cards that all adult Indians will be issued next year, operating costs would most likely be quite small and the set-up costs for the identity cards are already “sunk”.


[Table 14 about here]
7.3.  A Caveat: Reducing exclusion and inclusion errors would remain a challenge

The recently set up NREGS is a cash transfer scheme that replaced various work-for-food programs.
  This program has the advantage of relying on self-selection, which an unconditional cash transfer program, based on screening households economic status, does not. The selection mechanism would be as difficult with a cash transfer program as it has proved to be with the TPDS, with huge exclusion and inclusion error (see above). 

The allocation of BPL and AAY ration cards, which is the responsibility of state government agencies, is not based on income (expenditure) statements or assessments at the level of individual households. The allocation is based mainly on the type of household in terms of low income earnings potential, i.e. day-wage earners, sweepers, rickshaw pushers and other people working in manual and low-paid jobs in the informal sector. The per capita expenditures for households estimated in the NSSO surveys refer to expenditures during the past 30 days. 

For many poor households the earnings are bound to vary substantially from month to month and the earnings in a particular month may be a poor indicator of more permanent incomes. This variability in incomes (expenditures) for individual households may not be a serious problem when it comes to estimate the overall prevalence of poverty in the population. Some households will erroneously be classified as poor, but others as non-poor despite having a habitual income below the poverty line; the errors tend to offset each others.


When it comes to use the consumption expenditures in a particular month as the criterion on which to allocate ration cards that are not time-limited, problems arise. Many of the households that the NSSO survey find to be “poor” in the particular month surveyed and not holding a BPL or AAY ration card, may have a permanent income above the poverty line. Vice versa, many of the non-poor households in the particular month when the NSSO survey was taken, may have a habitual income below the poverty line. One hence has to bear that in mind when interpreting the estimated exclusion and inclusion error. More reliable estimates could only be made on the basis of more accurate income (expenditure) assessments over a much longer period than one month, which would require a completely different and more sophisticated system for income declarations. As of today, less than 10% of the Indian labour force is employed in the formal sector and declare and pay income taxes (xxxxxxxxx 200X).


It may be that conditional cash-transfer programs work well in Latin American countries because poverty is heavily concentrated geographically and to well defined groups of households (Adato and Hoddinott 2010). Targeting in India, where poverty is more widespread, could be more problematic and costly. However, the poor, as well as the “poorest of the poor”, have already been identified in the screening for “eligibility” for AAY status in the TPDS. Based on new technology, biometric identity cards are on the way to be issued to each and every Indian national. These cards can easily be programmed as ration cards as well. To the extent that qualified household have been excluded and non-qualified household included, however, targeting would remain a problem in a cash transfer system.
8.  Summary and conclusions
The budgets for the TPDS and other large welfare programs, especially the ICDS and NREGS, now account for about 7 percent of all government expenditures in India and 2 percent of GDP. Compared to the early 1990s, these shares have more than doubled. Given the large budget deficit in India, about 5% of GDP in 2009-10, it may be politically difficult to expand the TPDS without efficiency-enhancing reforms. The proposal from the PC (2008) and other that have been implemented recently may have lead to better targeting and some efficiency gains, but almost all these measures involve increased regulations and supervision, measures that are costly. Since no large-scale quantitative evaluation of the TPDS has been conducted since 2004-05, we do not know how the gains and costs balance. As we have seen, the targeting has at least previously been extremely blunt and the leakages enormous (Table 9). It is thus difficult to find an argument for not replacing the TPDS with a cash transfer system without further delay, conditional or not, when the required electronic infrastructure is available and the biometric identity and all-purpose smart cards are to be carried by each and every adult Indian citizen in 2011. 
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	Table 1: Estimated value of subsidy in grain purchases from the TPDS by grain, rural 
	

	and urban areas (2004-05)
	
	
	
	
	
	

	_________________________________________________________________________

	
	
	
	
	                        Panel A
	      Panel B
	

	
	
	
	
	                  BPL household
	  AAY household
	

	
	
	
	
	              Rural 
	           Urban
	Rural 
	Urban
	

	
	
	
	
	           (Rs/kg)
	           (Rs/kg)
	  (Rs/kg)
	  (Rs/kg)
	

	
	
	
	
	                 [1]
	               [2]
	      [3]
	      [4]
	

	_________________________________________________________________________

	
	
	
	
	
	
	
	
	

	    [1]
	Market retail price of rice 
	9,56
	11,09
	9,56
	11,09
	

	    [2]
	CIP price of rice (TPDS)
	5,65
	5,65
	3
	3
	

	[3]=[1-2]
	TPDS subsidy for rice 
	3,91
	5,44
	6,56
	8,09
	

	
	
	
	
	
	
	
	
	

	    [4]
	Market retail price of wheat 
	7,41
	8,49
	7,41
	8,49
	

	    [5]
	CIP price of wheat (TPDS) 
	4,15
	4,15
	2
	2
	

	[6]=[4-5]
	TPDS subsidy for wheat 
	3,26
	4,34
	5,41
	6,49
	

	
	
	
	
	
	
	
	
	

	    [7]
	Weighted average subsidy a)
	3,71
	5,1
	6,22
	7,59
	

	_________________________________________________________________________

	
	
	
	
	
	
	
	
	

	Source: Author's calculations on the basis of data from NSSO Report 510, vol. 1, detailed

	tables 1R and 1U (WT 1-6)
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	a) Households below the poverty line purchased rice and wheat from the TPDS in the
	

	following proportions: rural rice (0,701), wheat (0,299); urban rice 0.687, wheat (0,313)
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	Table 2: Estimated  value of the subsidy in grain purchases from the TPDS by households and

	per person under actual and ideal conditions, rural and urban areas (2004-05) 
	

	__________________________________________________________________________________

	
	
	
	
	
	                           Panel A
	      Panel B

	
	
	
	
	
	                    Actual off-take and
	Complete off-takes

	
	
	
	
	
	                       exclusion error
	and no excl. error

	
	
	
	
	
	                              Rural
	Urban
	Rural
	Urban

	
	
	
	
	
	                                [1]
	      [2]
	      [3]
	      [4]

	__________________________________________________________________________________

	
	
	
	
	
	
	
	
	

	    [1]
	TPDS purchases per household/month (Kg)
	14,7
	17,4
	35
	35

	    [2]
	TPDS subsidy (average Rs/Kg)
	
	3,71
	5,1
	3,71
	5,1

	{3]=[1*2]
	Total TPDS subsidy per hh/m (Rs)
	54,5
	88,7
	130
	179

	
	
	
	
	
	
	
	
	

	    [4]
	Number of persons per household
	5,24
	5,32
	5,24
	5,32

	[5]=[3/4]
	TPDS subsidy per person (Rs/m)
	10,4
	16,7
	24,8
	33,6

	
	
	
	
	
	
	
	
	

	    [6]
	Share of poor househols with BPL card
	0,366
	0,233
	1
	1

	    [7]
	TPDS subsidy to average poor person(Rs/m)
	3,8
	3,9
	24,8
	33,6

	__________________________________________________________________________________

	
	
	
	
	
	
	
	
	

	Source: Author's calculations on the basis of data from NSSO Report 510, vol. 1, detailed

	tables 1R and 1U 
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	Table 3: Estimated income gain accruing to BPL and AAY households through the TPDS under

	different assumptions, rural and urban areas (2004-05) 
	
	
	
	

	__________________________________________________________________________________

	
	
	
	
	
	                            Panel A
	      Panel B

	
	
	
	
	
	                       BPL household
	  AAY household

	
	
	
	
	
	                           Rural 
	Urban
	Rural 
	Urban

	
	
	
	
	
	                              [1]
	      [2]
	      [3]
	      [4]

	_________________________________________________________________________________

	
	
	
	
	
	
	
	
	

	    [1]
	MPCE excluding the TPDS subsidy (Rs)
	284
	430
	200
	280

	    [2]
	MPCE including the TPDS subsidy (Rs)
	288
	434
	201
	281

	    [3]
	MPCE with "perfect" TPDS subsidy (Rs)
	305
	453
	240
	329

	
	
	
	
	
	
	
	
	

	    [4]
	MPCE incl/excl TPDS subsidy (%)
	1,4
	0,9
	0,7
	0,4

	    [5]
	MPCE gain perfect/excl TPDS subsidy(%)
	7,4
	5,4
	20
	17,5

	    [6]
	MPCE gain perfect/incl TPDS subsidy (%)
	5,9
	4,4
	19,4
	17,1

	__________________________________________________________________________________

	
	
	
	
	
	
	
	
	

	Source: Author's calculations on the basis of data from NSSO Report 510, vol. 1, detailed

	tables 1R and 1U (WT 1-7)
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	Table 4: Estimated reduction of the Income Gap (IG) through the TPDS under different 
	

	assumptions, rural and urban areas (2004-05)
	
	
	
	

	__________________________________________________________________________________

	
	
	
	
	
	                                   Panel A
	      Panel B

	
	
	
	
	
	                              BPL household
	  AAY household

	
	
	
	
	
	                               Rural
	Urban
	Rural 
	Urban

	
	
	
	
	
	                                  [1]
	      [2]
	      [3]
	      [4]

	__________________________________________________________________________________

	
	
	
	
	
	
	
	
	

	    [1]
	Poverty line (Rs/p/m)
	
	
	356
	539
	356
	539

	
	
	
	
	
	
	
	
	

	    [2]
	IG excluding actual TPDS subsidy (%)
	21,3
	21
	44,2
	48,2

	    [3]
	IG including actual TPDS subsidy (%)
	20,2
	20,2
	43,8
	48,1

	    [4]
	IG with "perfect" TPDS subsidy (%)
	14,3
	16
	32,6
	39

	
	
	
	
	
	
	
	
	

	    [5]
	IG fall including TPDS subsidy (%)
	-5,2
	-3,8
	-0,9
	-0,3

	    [6]
	IG fall with perfect/incl TPDS subsidy (%)
	-29,2
	-20,8
	-25,6
	-18,9

	    [7]
	IG fall with perfect/excl TPDS subsidy (%)
	-32,9
	-23,8
	-26,2
	-19,1

	__________________________________________________________________________________

	
	
	
	
	
	
	
	
	

	Source: Author's calculations on the basis of data from NSSO Report 510, vol. 1, detailed

	tables 1R and 1U (WT 1-7) and Himanshu 2007
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	Table 5: Implicit poverty-MPCE elasticities in Figures 1 and 2
	
	
	

	_________________________________________________________________________

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	Rural
	Urban
	

	_________________________________________________________________________

	
	
	
	
	
	
	
	
	

	[1]  Percent increase in MPCE with "perfect" TPDS subsidy
	5,9
	4,3
	

	
	
	
	
	
	
	
	
	

	[2]  Percent reduction of HPR with "perfect" TPDS subsidy
	-17,7
	-11,3
	

	
	
	
	
	
	
	
	
	

	[3]  Implicit poverty-MPCE elasticity [2]/[1]
	
	
	-3
	-2,63
	

	_________________________________________________________________________

	
	
	
	
	
	
	
	
	

	Source: Author's calculations based on data from NSSO, Report 510
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	Table 6:  Estimated allocation of BPL and AAY ration cards among poor and non-poor
	

	households, rural and urban areas (2004-05)
	
	
	
	

	_________________________________________________________________________

	
	
	
	
	
	Number of
	Share 
	
	

	
	
	MPCE
	Number of
	Share of
	hhs poss-
	possess-
	Targeting 
	

	
	
	expendi-
	HHs in
	HHs in
	essing
	ing BPL/
	perfor-
	

	
	Household
	ture
	category
	category
	BPL/AAY
	AAY card
	mance
	

	
	category
	class
	(million)
	   (%)
	(million)
	   (%)
	(ratio)
	

	
	
	
	       [1]
	        [2]
	     [3]
	[4]=[3/1]
	[5]=[4/2]
	

	_________________________________________________________________________

	
	
	
	
	
	
	
	
	

	
	Poor
	0-40
	39,6
	26,4
	16,54
	41,8
	1,58
	

	Rural
	Non-poor
	40-100
	110,6
	71,7
	27,62
	25
	
	

	
	All 
	0-100
	150,2
	100
	44,16
	29,4
	
	

	
	
	
	
	
	
	
	
	

	
	Poor
	0-40
	13,66
	24
	3,48
	25,7
	1,07
	

	Urban
	Non-poor
	40-100
	43,34
	74,3
	2,92
	6,7
	
	

	
	All 
	0-100
	57
	100
	6,4
	11,3
	
	

	
	
	
	
	
	
	
	
	

	Rural and
	Poor
	0-40
	53,26
	25,7
	20,02
	37,6
	1,46
	

	urban
	Non-poor
	40-100
	153,94
	74,3
	30,54
	19,8
	
	

	combined
	All 
	0-100
	207,2
	100
	50,56
	24,4
	
	

	_________________________________________________________________________

	
	
	
	
	
	
	
	
	

	Source: Author's calculations on the basis of data from NSSO Report 510, vol. 1, detailed

	tables 5R and 5U (WT 1-6, 3-8, 3-11)
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	The percentage of poor households in rural and urban areas as shown in column [3]
	

	diviates slightly from the HPRs as estimated by the PCI, derived as the share of households

	with MPCE below the povertly line in respective area. The estimates of rural and urban poor

	in this table are based on the share of households in MPCD expenditure classes 0-40
	

	The PCI's estimated HPRs are 28,3 and 25,7 in rural and urban areas, respectively
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	Table 7: Estimated share of TPDS purchases of subsidised rice and wheat by eligible (poor)

	households holding BPL and AAY ration cards, rural and urban combined (2004-05) 
	

	________________________________________________________________________________

	
	
	
	Share of
	
	Total
	Share of total TPDS purchases

	
	
	Number of hhs
	househol
	TPDS
	TPDS
	by poor hhs with BPL and AAY

	
	
	
	category
	purchase
	purchase
	ration card (as in column [3])

	Household category
	   (million)
	       (%)
	Kg/hh/m
	(mil tons)
	       (%)
	       (%)
	       (%)

	
	
	        [1]
	        [2]
	        [3]
	[4]=[1*3]/
	        [5]
	        [6]
	      [7]

	
	
	
	
	
	1000
	
	
	

	________________________________________________________________________________

	
	
	
	
	
	
	
	
	

	Poor with cards
	20,02
	9,7
	15,2
	0,304
	30
	78,6
	43,9

	Other poor 
	33,24
	16
	2,5
	0,083
	
	21,4
	

	All poor households
	53,26
	25,7
	7,3
	0,387
	
	100
	

	
	
	
	
	
	
	
	
	

	Non-poor with cards 
	30,54
	14,7
	12,7
	0,388
	
	
	56,1

	All hhs with cards
	50,56
	24,4
	13,7
	0,692
	
	
	100

	All households
	207,2
	100
	4,9
	1,012
	100
	
	

	________________________________________________________________________________

	
	
	
	
	
	
	
	
	

	Source: Author's calculations on the basis of data from NSSO Report 510, vol. 1, detailed

	tables 5R and 5U 
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	Table 8: Estimated share of rice and wheat purchased from the TPDS for different household

	categories with respect to ration card and expenditure class, rural and urban areas (2004-05)

	________________________________________________________________________________

	
	
	
	    Total purchases 
	      Purchases
	Share of purchases

	
	
	
	        of grains
	      from TPDS
	      from TPDS

	
	
	
	Rural
	Urban
	Rural
	Urban
	Rural
	Urban

	
	
	
	(Kg/hh/m)
	(Kg/hh/m)
	(Kg/hh/m)
	(Kg/hh/m)
	     (%)
	    (%)

	
	
	
	       [1]
	       [2]
	       [3]
	       [4]
	[5]=[3/1]
	[6]=[4/2]

	________________________________________________________________________________

	
	
	
	
	
	
	
	
	

	Poor hhs with BPL& AAY cards
	51,9
	49,5
	14,7
	17,4
	28,8
	35,2

	All hhs with BPL & AAY cards
	48,8
	45,8
	13,5
	15
	27,7
	32,8

	
	
	
	
	
	
	
	
	

	All poor households
	
	53,9
	50,1
	7,6
	6,3
	14,1
	12,6

	All households
	
	51,6
	39,5
	5,6
	3
	10,9
	7,6

	________________________________________________________________________________

	
	
	
	
	
	
	
	
	

	Source: Author's calculations on the basis of data from NSSO Report 510, vol. 1, detailed

	tables 5R and 5U 
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	Table 9: Estimated leakages and diversion of TPDS subsidised rice and wheat, rural and urban 

	areas combined (2004-05)
	
	
	
	
	
	

	__________________________________________________________________________________

	
	
	
	
	
	
	Distribution
	

	
	
	
	
	
	Total
	poor and
	
	

	
	
	
	
	
	TPDS
	non-poor
	
	

	
	
	
	
	Number of
	purchases
	and
	Type of error or

	
	
	
	
	household
	(mil tons/
	leakages
	 leakage
	

	
	
	
	
	(million)
	year)
	    (%)
	
	

	
	
	
	
	       [1]
	      [2]
	    [3]
	
	

	__________________________________________________________________________________

	
	
	
	
	
	
	
	
	

	[1]
	Poor hhs with cards
	
	20
	3,65
	17,9
	  Targeted household

	[2]
	Poor hhs without cards
	32,2
	1
	4,9
	  Targeted household

	[3]
	Non-poor hhs with cards 
	30,54
	4,66
	22,8
	  Inclusion error

	[4]
	Other non-poor hhs
	
	123,4
	2,84
	13,9
	  Inclusion error

	[5]
	All households
	
	207,2
	12,14
	
	
	

	
	
	
	
	
	
	
	
	

	[6]=[7-5]
	Residual 
	
	
	
	8,28
	40,6
	  Leakages

	
	
	
	
	
	
	
	
	

	[7]
	Off-take by FCI for TPDS for
	
	20,42
	100
	
	

	
	    BPL and AAY card holders
	
	
	
	
	

	__________________________________________________________________________________

	
	
	
	
	
	
	
	
	

	Source: Author's calculations on the basis of data from NSSO Report 510, vol. 1, detailed

	tables 5R and 5U and dat from the RBI and DF&PD, Annnual Report 
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	Table 10: Estimated total TPDS subsidy to poor household with and without BPL and AAY 

	ration card, rural and urban areas combined (2004-05) 
	
	
	
	

	________________________________________________________________________________

	
	
	
	
	
	
	
	Value of
	Value of

	
	
	
	Number of
	TPDS
	Value of
	Value of
	TPDS
	TPDS

	
	
	
	household
	grains
	TPDS
	TPDS
	subsidy to
	subsidy to

	
	
	
	(million)
	purchased
	subsidy
	subsidy
	All hhs
	All hhs

	
	
	
	
	(Kg/hh/m)
	(Rs/kg)
	(Rs/hh/m)
	(Rs mil/m)
	(Rs mil/y)

	
	
	
	       [1]
	      [2]
	    [3]
	[4]=[2*3]
	[5]=[1*4]
	[6]=[5]*12

	________________________________________________________________________________

	
	
	
	
	
	
	
	
	

	All rural poor households
	39,6
	7,6
	3,74
	28,7
	1136,5
	13518

	All poor urban households
	13,66
	6,3
	5,1
	32,3
	441,3
	5296

	
	
	
	
	
	
	
	
	

	All poor households
	
	53,26
	7,3
	4,1
	29,6
	1579,3
	18814

	________________________________________________________________________________

	
	
	
	
	
	
	
	
	

	Source: Author's calculations on the basis of data from NSSO Report 510, vol. 1, detailed

	tables 1R and 1U 
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	Table 11: Estimated financial burden of the TPDS and the value of the transfer to poor households,

	rural and urban areas combined (2004-05)
	
	
	
	
	

	_________________________________________________________________________________
	_________

	
	
	
	
	
	
	
	Rupees
	

	
	
	
	
	
	
	
	billion
	         %

	___________________________________________________________________________________________

	
	
	
	
	
	
	
	
	

	       [1]
	Estimated total TPDS subsidy to poor households   
	
	18,8
	

	
	
	
	
	
	
	
	
	

	       [2]
	Total government of India budget for food subsidies 
	
	244,8
	

	
	
	
	
	
	
	
	
	

	       [3]
	Estimated share of goverment food subsidies to the TPDS (%) 
	
	66,3

	
	
	
	
	
	
	
	
	

	[4]=[2*3]
	Estimated government of India budget for TPDS 
	
	162,2
	

	
	
	
	
	
	
	
	
	

	[5]=[1/4]
	Estimated share of total budget for TPDS to poor household subsidies (%)
	11,6
	11,6

	___________________________________________________________________________________________

	
	
	
	
	
	
	
	
	

	Source: Author's calculations on the basis of data from NSSO Report 510, vol. 1, detailed

	tables 1R and 1U, Ministry of Finance and FCI website (WT 3-18, 3-20, 3-21)
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	Table 12: Estimated value of subsidy in grain purchases from the TPDS by grain, rural 
	

	and urban areas (2009-10)
	
	
	
	
	
	

	_________________________________________________________________________

	
	
	
	
	         Panel A
	      Panel B
	

	
	
	
	
	    BPL household
	  AAY household
	

	
	
	
	
	Rural 
	Urban
	Rural 
	Urban
	

	
	
	
	
	  (Rs/kg)
	  (Rs/kg)
	  (Rs/kg)
	  (Rs/kg)
	

	
	
	
	
	      [1]
	      [2]
	      [3]
	      [4]
	

	_________________________________________________________________________

	
	
	
	
	
	
	
	
	

	    [1]
	Market retail price of rice 
	16,61
	19,27
	16,61
	19,27
	

	    [2]
	CIP price of rice (TPDS)
	5,65
	5,65
	3
	3
	

	[3]=[1-2]
	TPDS subsidy for rice 
	10,96
	13,62
	13,61
	16,27
	

	
	
	
	
	
	
	
	
	

	    [4]
	Market retail price of wheat 
	13,63
	15,67
	13,63
	15,67
	

	    [5]
	CIP price of wheat (TPDS) 
	4,15
	4,15
	2
	2
	

	[6]=[4-5]
	TPDS subsidy for wheat 
	9,48
	11,52
	11,63
	13,67
	

	
	
	
	
	
	
	
	
	

	    [7]
	Weighted average subsidy 
	10,5
	13
	13
	15,5
	

	
	(rice and wheat)
	
	
	
	
	
	

	_________________________________________________________________________

	
	
	
	
	
	
	
	
	

	Source: Author's calculations on the basis of data from DCA, Annual Report and NSSO 
	

	Report 510, vol.1, tables 1R and 1U 
	
	
	
	
	

	Households below the poverty line purchased rice and wheat from the TPDS in the
	

	following proportions: rural rice (0,701), wheat (0,299); urban rice 0,687, wheat (0,313)
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	Table 13: Estimated size of cash transfer per person in rural and urban areas,
	

	and different card holders assuming that the CT should equal the TPDS subsidy
	

	__________________________________________________________________________________

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	                               BPL households
	   AAY households

	
	
	
	
	
	                                Rural
	Urban
	Rural
	Urban

	__________________________________________________________________________________

	
	
	
	
	
	
	
	
	

	[1]  TPDS subsidy rice/wheat (Rs/kg)
	
	10,5
	13
	13
	15,5

	
	
	
	
	
	
	
	
	

	[2]  TPDS ration allowed (Kg)
	
	
	35
	35
	35
	35

	
	
	
	
	
	
	
	
	

	[3] = [1*2]
	Value of subsidy (Rs/household/month)
	368
	455
	455
	543

	
	
	
	
	
	
	
	
	

	[4] Average number of persons in houseeholds
	5,58
	5,4
	5,77
	5,9

	
	
	
	
	
	
	
	
	

	[5]  Value of subsidy per person (=cash transfer)             
	66
	84
	79
	92

	__________________________________________________________________________________

	
	
	
	
	
	
	
	
	

	Source: Author's calculations on the basis of NSSO 530
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	Table 14: Estimated budget cost of generous cash transfers to all poor
	

	households (2009-10)
	
	
	
	
	

	________________________________________________________________

	
	
	
	
	Subsidy=
	
	
	

	
	
	
	
	market -
	
	Total
	

	
	
	Estimated
	
	TPDS
	TPDS
	TPDS
	

	
	
	no of poor
	Ration
	price
	subsidy
	subsidy
	

	
	
	household
	allowed/y
	average
	required
	required
	

	
	
	2009 10
	12*35 kg
	rice/wheat
	2009 10
	2009 10
	

	
	
	(million)
	 (Kg/year)
	(Rs/kg)
	(Rs/hh/y)
	Rs billion
	

	
	
	    [1]
	     [2]
	     [3]
	[4]=[2*3]
	[5]=[1*4]
	

	________________________________________________________________

	
	
	
	
	
	
	
	

	
	Rural
	15
	420
	10,5
	4410
	66,2
	

	BPL
	Urban
	5
	420
	13
	5460
	27,3
	

	
	Combined
	20
	420
	
	
	93,5
	

	
	
	
	
	
	
	
	

	
	Rural
	15
	420
	13
	5460
	81,9
	

	AAY
	Urban
	5
	420
	15,5
	6510
	32,6
	

	
	Combined
	20
	420
	
	
	114,5
	

	
	
	
	
	
	
	
	

	BPL&AAY
	Combined
	40
	
	
	
	208
	

	
	
	
	
	
	
	
	

	GOI food subsidy budget 2009-10
	
	
	551
	

	
	
	
	
	
	
	
	

	GOI food subsidy budget for TPDS 2010-11 (66,3%)
	
	365
	

	________________________________________________________________

	
	
	
	
	
	
	
	

	Source: Author's calculations on the basis of data from Ministry of Finance,
	

	India Public Finance Statistics 2009-10, table 1.1 and FCI website
	

	Subsidies per kg as derived in table 12 above
	
	
	

	
	
	
	
	
	
	
	


�   In 2008, the GOI implemented The Agricultural Debt Waiver and Debt Relief Scheme that covers 36 million farmers, amounting to Rs 653 billion (Interim Budget 2009-10). This amount exceeds the total food subsidy in the budget (at Rs 437 billion), but is unlikely to become a permanent budget item.


�   In establishing the rural-urban poverty lines by the Planning Commission, such estimates must have been derived, but they have not been published. The retail prices in rural areas for “rice” and “wheat” are inherently difficult to derive an average from, given the many varieties of rice and wheat, inter-state differences in local vs traded varieties and quality differences. The urban retail prices are for a selected number of varieties that dominate the trade in 18 urban sites. In establishing the Poverty Lines applied to estimate the prevalence of poverty in the various Indian states, however, the Planning Commission has taken differences in food prices into consideration; differences across states and by rural and urban areas. The urban all-India PL is 51% higher than the equivalent rural PL.


�  Since the 61st NSS round, “the value of consumption by a household of cooked meals received as assistance or  as perquisites from Government or private organisations was brought iwthn the ambit of household consumer expenditures (NSSO Report No 530, p. 18). Why the TPDS subsidy is not counted as income is not said.


�   These estimates or simulations do not take possible behavioural changes into account. It is possible that higher incomes would lead to a lower supply of labour and affect (food) prices in the market (Ramaswami and Balakrishnan 2002). These and other general-equlibrium effects are not considered here as we are only aiming at catching crude first order-of-magnitude effects.  


�  Based on data for 2003-04, the PC (2005) found that only 42% of the grains sold through the TPDS was bought by poor households (BPL) and that only YY% of eligible BPL households possessed the ration cards they should be entitled to. /check again!!/





�   There are discrepancies between the estimated off-takes for the TPDS by the FCI, the DF&PD and the RBI, which I have not yet had time for analysing.


�   On the basis of official data for 2000-01, Panagariya (2008) claims that the operational costs eat up 96.3%of the budget and that only 3.7% ends up as an income transfer to the poor. A check of what Panagariya calls his “back-of-the-envelope” estimate suggests that he has made calculation errors. The main flaw is that he asserts that the subsidy (in 2001) was 415 rupees per metric tonne, which is incorrect. The Rs 415 subsidy is per quintal (100 kg) of grains, not tonnes. Just correcting for this misunderstanding would mean the share accruing as income support for the poor households should be 10 times higher, i.e. 37% (according to his own estimations).


�   The official aims with the TPDS, in addition to transferring income to the poor, are to give small farmers a fair price for their produce through the Minimum Support Price and to stabilise the market price for grains. The latter two objectives are discussed or evaluated in PC (2005) and will not be assessed in the present paper either.


�  Coady et al 2004; Behrman et al 2004; Soares et al 2007; Bhutta et al 2008; Horton et al 2008.


�   In the investigation carried out by the PCI (2005), about 70% of the households interviewed reported that they often found “foreign particles” In the grains purchased from the FPS. A very large percentage also said they preferred local rice and/or wheat varieties not available in the FPS.


�  Since at least the 1983, the PC of India has revised the poverty lines in the quinquennial consumer expenditure surveys through simply multiplying the poverty lines in the previous survey by the cumulative inflation in the intervening years, as measured by the AL index in rural areas and the UNME index in urban areas.


�  Besides the NREGS, India, cash transfer programs have yet to be introduced in India, although some small-scale experiments have been undertaken locally. The most well-known is a program in Haryana under which girls at the age of 18 get a cash transfer of Rs 25 000, conditioned upon that they have remained unmarried (Fiszbein and Schady 2009). 
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