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Abstract 

The public distribution system (PDS) has been one of the main policy instruments of the 

Government of India (GoI) to provide food security to the people of this country, especially the 

vulnerable ones.  The recently enacted National Food Security Act (NFSA), 2013, also relies 

heavily on it to deliver even more grain at highly subsidized prices to 67 percent of population. 

But the existing PDS system has been highly "leaky", with large amounts of grains (40 to 50 

percent) being pilfered and diverted to open market.  Also, the existing PDS delivers better in 

better-off states rather than in those where there is concentration of poor, raising issues of equity.  

Further, the food subsidy bill is ballooning, with Rs 1.15 lakh crores budgeted for FY 2015 plus 

(unbudgeted) arrears of more than Rs 50,000 crores. The big challenge, therefore, is how to ensure 

that large sums of money being spent by GoI on PDS deliver food security more efficiently, with 

much lesser leakages and in a more cost effective manner. In an effort to highlight the inefficiency 

and iniquitous nature of the existing PDS, the present paper estimates the proportion of grain that 

was diverted/leaked from the PDS grain-chain in 2011-12. This is done by mapping the difference 

between the grains off-taken by states from the Central pool and the grain consumed by the PDS 

beneficiaries. It also studies how tuned is the PDS welfare delivery system to the countryôs poor.  

The paper finds that at an all-India level, 46.7 per cent or 25.9 MMTs of the off-taken grain did 

not reach the intended PDS beneficiaries in 2011-12. The percent share of total leakage increased 

with states where greater percent of Indiaôs poor resided (five states: UP, Bihar, MP, Maharashtra 

and West Bengal, which are home to close to 60% of Indiaôs poor accounted for close to 50% of 

the total grain leakage in the country in the year 2011-12).  

While some experts (Himanshu and Sen, 2011) pitch for near universal PDS to plug leakages, and 

NFSA argues for end to end computerization and setting up of vigilance committees and courts, 

this paper makes a case for shifting the support to poor from highly subsidized price policy to 

income policy of cash transfers through Jan-Dhan yojana dovetailing UID of Aadhaar scheme.  

We also argue that this is the best global practice, can plug leakages, reach the vulnerable segments 

of population, not interfere with markets of food, and save more than Rs. 30,000 crores annually 

to the government of India  under the most likely scenario, while still giving a better deal to 

consumers. The saved resources can be ploughed back as investments in water (irrigation), rural 

roads and agri-R&D that could deliver food security, directly or indirectly (through increased 

incomes), to people of this country in a more sustainable manner.  

_______________ 

JEL Classification: I38, H42, Q18. 

Key Words: PDS, food security, agriculture, India, leakages, cash transfer. 

Authorôs Email: agulati@icrier.res.in ; ssaini@icrier.res.in 
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Disclaimer: Opinions and recommendations in the paper are exclusively of the author(s) and not 

of any other individual or institution including ICRIER.
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I . Backdrop: 

 

The Public Distribution System (PDS) for grains is one of the main vehicles through which 

Government of India (GoI) delivers 'food security' to people of this country, especially the 

economically vulnerable ones. This PDS  not only aims to make sure that grains are available in 

sufficient quantities at all times even in the remotest regions but also that these are delivered to 

targeted beneficiary households at highly subsidized prices, thus making sure that they have 

'economic access' to basic staples for a reasonably healthy life.  

Operationally, this is done through a massive paraphernalia of procurement operations done 

through Food Corporation of India (FCI) or its designated state agencies; storing and moving that 

grain from surplus regions to deficit ones in a timely manner with critical help of railways and 

other truck transporters; and then finally distributing those grains to beneficiary households 

through a network of roughly 500,000 fair price shops (FPS) all over the country.  This must be 

the largest public network of its type in the world currently distributing roughly 50-55 MMT of 

grains annually through FPSs. The National Food Security Act (NFSA), 2013 also relies on this 

vehicle to deliver food security to 67 percent of population (75 percent rural and 50 percent urban) 

with an estimated distribution of about 61.4 MMT of grains, mainly rice and wheat. 

Financially, PDS costs the GoI quite a bit. Since the grain distributed to beneficiary households is 

given at prices much below the cost, the difference is reflected in terms of food subsidy in the 

budget. The current budget for FY 2015 has provisioned roughly Rs 1.15 lakh crores as food 

subsidy. But the Department of Food and Public Distribution (DFPD) also estimates that there are 

pending dues (arrears from earlier years) of more than Rs 50,000 crores that need to be cleared on 

account of food subsidy. The internal calculations of DFPD suggest that full implementation of 

NFSA will cost at least Rs 1.31 lakh crores annually, which amounts to roughly one percent of 

current GDP at market prices. 

One particular thing needs to be noted in the context of the PDS and its key objectives. The design 

of this policy is such that it wants to distribute grains at highly subsidized prices to the identified 

beneficiaries to give them 'economic access' to basic food. The current central issue prices for 

                                                           
* Ashok Gulati is Infosys Chair Professor for Agriculture and Shweta Saini is a Consultant at Indian Council for 

Research on International Economic Relations (ICRIER), Email: Ashok Gulati: agulati115@gmail.com; 

agulati@icrier.res.in and Shweta Saini: shwetasaini22@gmail.com; ssaini@icrier.res.in 
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wheat and rice are as follows: Antyodaya households: Rs 2/3/kg for wheat/rice; BPL households: 

Rs 4.15/5.65/kg for wheat/rice; and APL households: Rs. 6.1/7.95/kg for wheat/rice.  Under the 

new NFSA, these rates are going to be Rs. 2/3/kg for wheat/rice for all households (Antyodaya as 

well as priority households).  Contrast these CIPs with the cost of operating the PDS (from 

procurement to stocking to distribution) which currently is Rs 22/kg for wheat and Rs 30/kg for 

rice (economic cost including the cost of carrying the buffer). This wide difference between the 

cost and central issue price (almost 90 percent) gets passed to the end consumers as food subsidy. 

Given the huge difference between the CIPs and the market prices and the fact that grains have to 

pass through multiple agencies, there is a high incentive for various intermediaries in the grain-

chain to pilfer and divert that to open market, making large gains in the process. Of course a lot 

depends upon the governance of the whole supply chain under the PDS, especially in the last mile 

delivery through half a million FPS. But on a priori basis, given the very design of policy, there is 

reason to believe that it would encourage pilferage, which is likely to be higher if the likely gains 

to be made are large and governance structures weak.  

II . Review of some previous studies with regard to PDS Leakages 

Several experts have periodically estimated diversion of grains from TPDS.  A study by the 

Programme Evaluation Organization (PEO, 2005)1 of the Planning Commission is quite relevant 

in this regard. The study undertook a survey to evaluate the performance of TPDS and defined 

diversion/leakage as the excess of grains off-taken from the government granaries over what was 

consumed by the BPL families. Based on the survey results, the report came up with a conclusion 

that 58 per cent of the subsidized food grains issued from the Central Pool did not reach the 

intended beneficiaries (BPL families). It also concluded that to deliver Re 1 of an income transfer 

to a BPL family, government had to spend Rs3.65.  

Another study by Khera (2011)2 estimated proportion of grain diverted from TPDS during the 

years 1999-2000 and 2007-08. It defined diversion as grains off-taken by the states but not 

delivered to the PDS beneficiaries. It found that while only 24 per cent grain leaked in 1999, by 

2004-05 the leakage had more than doubled to 54 per cent. Khera (2011) also cites the results of 

another study done by the Institute for Human Development Studies (IHDS) using a somewhat 

different data set, but coming to a conclusion that in 2004-05, almost 50 percent of grains leaked 

away from PDS. For the years, 2006-07 and 2007-08, based on thin samples of NSSO, Khera 

(2011) estimated that these leakages (diversions from PDS) had come down to 46.7 percent and 

                                                           
1 Planning Commission (2005). Performance Evaluation of the Targeted Public Distribution System (TPDS), 

Programme Evaluation Organization (PEO), Planning Commission, Government of India  

2 Khera, R, (2011). Trends in diversion of PDS grain. Economic and Political Weekly, 46(21), 106-114 
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43.9 percent, respectively. Employing similar definition of leakage, Himanshu and Sen3 (2011) 

estimated that the leakage from PDS was 54.8 percent in 2004-05 and it reduced to 42.8 percent 

in 2007-08. More recently, a CACP paper4 (2012) estimated the leakage for the year 2009-10 to 

be 40.4 per cent. Just before the Independent Evaluation Office (IEO) was wound up by the new 

Government in 2014, IEO was evaluating  the performance of PDS.  Its preliminary finding as 

reported by its Director General was that approximately 40 per cent of the food grain allocated 

under PDS did not reach the intended beneficiaries.    

So, while the PEO report defined leakage as the excess of grain off-taken by the state over the 

amount off-taken by the BPL households, all other studies (Himanshu and Sen (2011);  Khera 

(2011) and CACP (2012)) defined leakages more broadly, as the excess of  grains supplied over 

what is consumed from the PDS by the state populations.  

III. Estimating Leakages from PDS (2011-12): 

In the absence of a survey like the one used under the PEO report, we estimate grain leakages in 

the system for the year 2011-12 by refining the methodology used by the latter three studies. 

Broadly speaking, we use the TPDS consumption numbers from the NSSO 2011-125 Household 

Consumption Survey and the TPDS off-take figures from the Department of Food and Public 

Distributionsô monthly document, Food Bulletin- to estimate leakages in the system. NSSO gives 

the information on consumption patterns of households, both in rural and urban India. It gives how 

much is total cereal consumption, and how much of that is received from the PDS and how much 

from the open market. By aggregating the rural and urban PDS consumption numbers, we get a 

state number and upon comparing it with the amount of PDS off-take in the year, the degree of 

'pilferage' or ódiversionô in the PDS is estimated. The methodology, however, has been refined and 

is elaborated in the section below.   

This methodology may not be 100 percent foolproof as it may have some 'reporting errors', but 

given the large size of the sample, these are likely to be small, at least at all India level. As one 

moves from all India to state levels, and separately for wheat and rice, these reporting errors may 

get somewhat magnified. In any case, there is no other way to find out how much exactly is the 

pilferage, and   ground level information does suggest quite a sizeable pilferage. So, this exercise 

would give us some degree of confidence to see roughly how large are the leakages, and how are 

they spread out across various regions and states.  

                                                           
3 Himanshu and Sen, A. (2011): ñWhy Not a Universal Food Security Legislationò, Economic & Political Weekly, 

46(12), 38-47 

4 Gulati, A., Gujral, J., & Nandakumar, T. (2012). National Food Security Bill Challenges and Options. Discussion 

Paper No. 2. Commission for Agricultural Costs and Prices (CACP), GoI, New Delhi  

5 NSSO (2014). Household Consumption of Various Goods and Services in India 2011-12. Report No. 558 (68/1.0/2) 
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First some clarity about the methodology followed in estimating this leakage or pilferage, whatever 

the way one likes to term it. 

Methodology  

As indicated earlier, 'leakage' or 'pilferage' is defined as the difference between the supply of grains 

(off-take) that is supplied by the Central agencies, namely FCI, to the states and Union Territories 

(states/UTs) and actual demand (consumption from PDS) as reported by households through 

NSSO (68th round). So, a precise idea of this can be had by estimating accurately how much has 

been the off-take of grains by states/UTs from central agencies on one hand, and how much 

households received from PDS system as per NSSO consumption survey on the other. (Figure 1) 

This is what is attempted below for 2011-12 data, which is the latest information on the 

consumption side available in the country.  (Annexure 1 elaborates on the methodology and 

presents detailed calculations) 

Figure 1 Framework of the methodology followed in calculating PDS grain leakages 

 

Two points need a special mention here.  

First- any literature on the PDS leakage warrants the study of both- the exclusion errors (where 

based on consumer expenditure levels, actual BPL families are issued APL cards and sometimes 

are devoid of any cards, thus excluding them from getting the benefits under the system) and the 

inclusion errors (where based on expenditure levels, people who should have been categorised as 

APL are issued BPL cards). However, in the paper, we limit the estimation of grain leakage to the 

PDS grain leakage

Supply of grains 
(Source: Food Bulletins)

Normal TPDS off-takes

Ad-hoc and/or 
additional TPDS 
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Off-takes under ration 
distributing OWSs
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more macro-level. We estimate the total level of grain that was off-taken by the state but that did 

not get reflected in the consumption of intended beneficiaries (which include AAY, BPL and APL 

card holders). To understand how much of the total grain was received by the BPL families, who 

were actually APL and how many BPL families were excluded from the system will demand an 

extension of the existing analysis by looking at the state-wise MPCE data for different income 

deciles. We limit the scope of the present paper to estimating the total quantum of grain leakage 

from the system. 

Second is the inclusion of handling and/or transit losses caused to grains, between the off-take and 

delivery stages. In the absence of concrete data on these losses, the leakage numbers calculated in 

the paper will include any such losses caused at the state-level. 

We now proceed with the methodology outlined above.  

Estimating the supply side: Off-take by states/UTs from central agencies  

Rice and wheat are supplied by the Central government to the various states/UTs to meet the 

subsidized grain distribution commitments under the various food based welfare schemes like 

TPDS, other welfare schemes (OWSs) etc. Due to the level of grain commitment and the depth of 

coverage of populations, TPDS absorbs the highest percent of the total annual off-taken grain. In 

2013-14, of the total 59.8 MMTs of grains off-taken from the central pool, more than 78 per cent 

was to meet the TPDS needs alone. So, in a year a state typically gets grains from the Centre, to 

meet the food grain distribution commitments under TPDS and OWSs.  

Apart from the ñnormalò TPDS allocation of grains, the Centre also issues ad-hoc and additional 

grains to states/UTs. So, a state that covers a greater percentage of its population and/or offers a 

greater entitlement to its cardholders, or is faced by a natural calamity or just has an excessive 

seasonal demand, requests for additional grain through the ad-hoc or the additional grain allocation 

route. The price at which these additional grain needs are met by the Centre may vary depending 

on the need.   

Apart from these TPDS allocations, the states also get grain allocations under OWSs. The Centre 

runs seven other welfare schemes (OWSs) at present. (Village grain bank (VGB) scheme that was 

functional in 2011-12, is discontinued at present.) Of these seven (eight for the year 2011-12), only 

five- SABLA, VGB, SC/ST Hostel, Annapurna and WBNP- are understood to distribute raw 

rations (Annexure 2 gives a brief on the schemes) through the FPSs or the anganwadis. The grain 

is provided by the Centre. Given that the NSSO-PDS consumption figures are understood to 

include all the subsidized grain consumption, we thus felt the need to adjust the supply side- 

number to include the off-take of grains under these five schemes too. (Annexure 2 gives brief of 

the four OWSs)  




















































