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 The bars in Figure 4 indicate the transfer amounts as percentages of MPCE 
under Scenarios 3 and 4. We first calculated the average per capita entitlements 
implied by the NAC proposal. We then assumed a rate of diversion of 50 percent -- 
this is slightly less than the rate of diversion under PDS for 2004-05 which is 55 
percent (Jha & Ramaswami, 2010). 50% seems reasonable because of forces working 
in opposite directions – on the one hand, the proposed reforms in the National Food 
Security Bill are likely to reduce diversion, on the other hand, the incentive to divert 
grain will have greatly increased due to the larger subsidy per kg applying to a greater 
volume of grain. The next assumption we make is that this NAC entitlement reaches 
households in the various expenditure deciles in the same ratio as the present PDS 
does. To obtain the price that priority households pay for this entitlement we deflate 
the figures mentioned in the NAC for priority households to arrive at comparable 
figures for 2004-05. For those in the general category the NAC recommends that 
households pay no more than half of the Minimum Support Price (MSP) for their 
entitlement. Now implementing the NAC proposal means that the Government needs 
to increase its procurement which can only be possible if the Government increases 
the MSP relative to the wholesale price. We assume that households in the general 
category pay an average of the MSP price and the wholesale price in 2004-05 to 
access PDS grain under the NAC proposal. Using these price estimates for the general 
and priority categories, we obtain a price of Rs 2.06 per kg that is to be paid by an 
average household in the country in accessing PDS grain under the NAC proposal 
(note that the percentage of households deemed priority households is 46 percent and 
the percentage of households deemed general is 44 percent in rural areas while the 
corresponding figures for urban areas are 28 percent and 22 percent). Then to 
calculate the transfer amount under Scenario 3 we multiplied the average per capita 
food grains obtained under the NAC proposal by households in the different 
expenditure deciles with the amount of subsidy received, i.e. Rs 2.06/kg. 
 
 For Scenario 4, just like Scenario 2,  we first calculated the transfer amount by 
multiplying the total grain that is to be distributed under the NAC proposal with the 
economic cost incurred by the government and subtracted from it the revenues 
generated. We then assume that this money is distributed equally among all adults 
except those in the topmost decile of consumption expenditure and under the 
assumption of a 1 percent rate of exclusion for households in the bottom nine deciles. 
We then calculate the average per capita transfer received.  
!
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