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Abstract

The public distribution system (PD3®)as been one of the main poliaystruments of the
Government of India (Gol) to provide food security to the people of this country, especially the
vulnerable ones. The recentyacted National Food Security Act (NFSRD13, also relies
heavily on it to deliver even more grain at Higbubsidized 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
betteroff stategrather thann thosewhere 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 challemgirty is how tensure

that large sums of money being spent by Gol on B&ser food security more efficiently, with
much lesser leakages and in a more cost effective manmer effort to highlight the inefficiency

and iniquitous nature of the etirgy PDS, the present paper estimates the proportion of grain that
wasdiverted/leaked from the PDS grathain in 201112. This is dondy mapping the difference
between the grains effiken by stateBom the Central poahnd the grain consumed by the PDS
beneficiaries. It also studies how tuned is t

The paperfinds that at an allndia level, 46.7 per cent or 25.9 MMTs of the-tatken grain did

not reach the intendedS beneficiaries in 20212 The percenshare of totaleakage increased

with states where greatere r cent o f | n(five staesUP Biar MP, Maharashtra d

and WestBengavhi ch are home to close to o6dFooff | ndi
the total grain leakage in the country in the year 201

While some experts (Himanshu and Sen, 2011) pitch for near universal PDS to plug leakages, and
NFSA argues forend to end computerization and setting up of vigilance committees artd,co

this paper makes a case for shifting the support to poor from highly subsidized price policy to
income policy of cash transfers through -Ldman yojana dovetailing UID of Aadhaar scheme.

We also argue that this is the best global practice, cargalgges, reach the vulnerable segments

of population, not interfere with markets of food, and save more thaBOR¥)0 crores annually

to the government of Indiaunder the most likely scenario, while still giving a better deal to
consumers. The savedspairces can be ploughed back as investments in water (irrigation), rural
roads and agiiR&D that could deliveffood security directly or indirectly(through increased
income$, to people of this country in a more sustainable manner.

JEL Classification: 138, H42, Q18
Key Words:PDS, food security, agriculture, India, leakages, cash transfer
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Leakages from Public Distribution System (PDS) and the Way Forward
Ashok Gulati and Sheta Saini

|. Backdrop:

The Public Distribution System (PDS) for grains is one of the main vehicles through which
Government of IndiaGol) 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 thesevared ¢t
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 paraphernal@oaurement operationsode
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 distributilg@se 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 roughly5MMT of

grains annually through 8. 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 8MMT of graing mainly rice and wheat

Financially, PDS costs the Gol quite a Biince 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 provisionedhiguRs 1.15 lakh crores as food
subsidy. But the Department of Food and Public Distribution (DFPD)ealsmateshat 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. €hinternal calculations of DFPD suggest that full implementation of
NFSA will cost at least Rs 1.31 lakh crores annually, which amsdanbughly one percent of
currentGDP at market prices

One particular thing needs to be noted in the contekied?DS and its key objectives. The design
of this policy is such that it wants to distribute grains at highly subsidized prices to the identified
beneficiarieso give them 'economic access' to basic fobae 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 (ICRJERjnait Ashok Gulati: agulatill5@gmail.com;
agulati@icrier.res.imndShweta Sainishwetasaini22@gmail.com; ssaini@icrier.res.in
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wheat and ricare as follows: Antyodaya households: Rs 2/3/kg for wheat/rice; BPL households:
Rs4.15/5.6%kg for wheatrice; and APL households: R6.1/7.9%g for wheaftrice. Under the

new NFSA, these rates are going to beZR&/kg for whedftice for all househokl (Antyodaya as

well as priority households).Contrast these CIPs witlhe cost of operating the PD@&om
procurement to stocking to distributjowhich currently is Rs 22/kg for wheat and Rs 30/kg for
rice (economic cost including the cost of carryihg buffer).This wide differencebetween the

cost and central issue price (almost 90 peragety passed to the end consumerfead subsidy.
Given the huge difference between the CIPs and the market @ndtdg factthat grains have to
pass through woitiple agencies, there is a high incentive for various intermediaries in the grain
chain to pilfer andlivert that to open marketaking large gainsn the processOf course a lot
depends upon the governance of the whole supply chain under the PR2&lkyspahe last mile
delivery through half a million FPS. But arpriori 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 govance structures weak.

Il . Review ofsome previous studiesvith regard to PDS Leakages

Several experts have periodically estimated diversiograinsfrom TPDS. A study by the
Programme Evaluation Organization (PEXD03* of the Planning Commissida quite relevant

in this regard. The study undertook a survey to evaluate the performance of TPDS and defined
diversion/leakage as the excess of graingaién from the government granaries over what was
consumed by the BPL families. Based on the suresults, the repodame 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).also concludethat to deliver Re 1 of an income transfer

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

Another study by Khera (2014 pstimatedproportion of grain diverterom TPDS during the
years19992000 and 20008. It defined diversion as grains d#ken by the states but not
delivered to the PDS beneficiariesfdund that while only 24er cent grain leaked in 1999, by
200405 the leakage had more than doubled tpé&4dcentKhera (2011) also cites the results of
another study done by the Institute for Human Development Studies (IHDS) using a somewhat
differert data set, but coming to a conclusion that in 2094almost 50 percent of grains leaked
away from PDSFor the years, 20067 and 20008, based on thin samples of NSSO, Khera
(2011)estimatedhat 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

2Khera, R, (2011). Trends in diversion of PDS grain. Economic ariticAbWeekly, 46(21), 104.14
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43.9 percent, respectivelgmploying similar definition of leakage, Himanshu and 5@011)
estimatedhat the leakage from PDS was 54.8 percent in 2@4nd it reduced to 42 &rcent

in 2007-08. More recently, a CACP pagg{2012) estimated the leakage for the year 20090

be 40.4 per cenflust before théndependent Evaluation Office (IE@)as wound up by the new
Government in 2014, IEO wasvaluaing the performance oPDS. Its preliminary finding as
reported by its Director General wHsat approximately 40 per cent of the food grain allocated
under PDS did not reach the intended benefesar

So, while the PEO report defined leakage as the excess of graakeffby the state over the
amount offtaken by the BPL households, atherstudies (Himanshu and Sé2011); Khera
(2011) and CACP (2012)efined leakages more broadly, as the excess of grains supplied over
what is consumed from the PDS by Htatepopuations.

lll. Estimating Leakages from PDS (201112):

In the absence of a survey like the one used under the PEO report, we estimate grain leakages in
the system for the year 2012 by refining the methodology used by the latter three studies.
Broadly sgaking, we use the TPDS consumption numbers from the NSSG120Hbusehold
Consumption Survey and the TPDS-t#ke figures from the Department of Food and Public

Di stri but i on s 6FoodoBnlletintoestindate tcakagesrt the system. NSS@gi

the information on consumption patterns of households, both in rural and urban India. It gives how
much is total cereal consumption, and how moictihatis 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 PD&lkxéfin theyear, thedegree of

"pil ferage' ePDSiéabtimatedhesnethoddogy, howevedras been refined and

is elaboratedn 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 likehetsrbal] at least at all India levelAs one

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

SHi manshu and Sen, A. (2011): AWhy Not a Universal Foo
46(12), 3847

4 Gulati, A., Gujral, J., &andakumar, T. (2012). National Food Security Bill Challenges and Options. Discussion
Paper No. 2. Commission for Agricultural Costs and Prices (CACP), Gol, New Delhi

5NSSO (2014). Household Consumption of Various Goods and Services in Indid2@®¢éort No. 558 (68/1.0/2)
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Firstsome clarity abouhe 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&fniones
(states/UTs) andctualdemand (consumption from PDS) as reported by households through
NSSO (68th round)So, a precise idea of this can be had by estimatiogrately how much has

been the oftake 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 tl{€igtirerl)

This is what is attempted below for 2012 data, \ich is the latest information on the
consumption side available in the countrfAnnexure lelaborateson the methodologyand
presents detailed calculatigns

Figure 1 Framework of the methodology followed in calculating PDS graiteakages

Normal TPDS offikes

Ad-hoc and/or
additional TPDS
offtakes

Supply of grains
(Source: Food Bulletin

Off-takes under ration

PDS grain leakage distributing OWSs

Demand/Consumptio Rice and wheat TPD
of grains (Source: =  consumption by the
NSSO) ration card holders

Two points need a special mention here.

First any literature on the PDS leakage warrants the study of thetrexclusiorerrors(where

based on consumer expenditure levels, actual BPL families are issued APL cards and sometimes
are devoid ofiny cards, thus excluding them from getting the benefits under the systethgand
inclusionerrors(where based on expenditure levels, people who should havedtegorised as

APL are issued BPL cardd)owever, in the paper, we limit the estimatiorgadin leakage to the
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more macrdevel. We estimate the total level of grain that wastakien 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 muéthhe 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 staée 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, betweetakecanitl
delivery stagedn the absence of concrete data on these logsekakage numbers calculated in
the paper will include any such losses caused at thelstate

We nowproceed with the methodology outlined above.
Estimating thesupply side: Offtake by states/UTs &m central agencies

Rice and wheat are supplied by tG@entral government to the various states/UTs to meet the
subsidizedgrain distribution commitments under the various food based welfare schemes like
TPDS,other welfare scheme®WS3g etc.Due tothelevel of graincommitment and the depth of
coverage of populations, TPRBsorbghe highest percent of the totinual offtaken grainin
201314, of the total 59.8 MMTSs of grains etiiken from the central pool, more than 78 per cent
was to meet the TPS needs aloné&o, in a year a state typically gets grains from the Centre, to
meet the food grain distribution commitments under TPDS and OWSs.

Apart from trei n o r RDBallocation of grains, th€entrealsoissues athoc and additional

grains tostates/UTs. So, a state that covers a greater percentage of its population and/or offers a
greater entitlement to its cardholdeos is faced by a natural calamity or just has an excessive
seasonal demaneequess for additional grain through the dtbcor the additional grain allocation

route The price at which these additional grain needs are met I§etitee may vary depending

on the need.

Apart from these TPDS allocations, the statiseget grain allocations under OWSs. The Centre
runs sevemther welfare schemg®©WSSs) at present. (Village grain bank (VGB) scheme that was
functional in 201112, is discontinued at present.) Of these seven (eight for the yeat 2)) ihly
five- SABLA, VGB, SC/ST Hostel, Annapurna and WBN&e understoodo distibute raw
rations(Annexure 2gives a brief on the schemébkjough the FPSs or the anganwadlise grain

is provided by the Centre. Given that the NSBDS consumption figures are understood to
include all the subsidized grain consumption, we tlalisthe needto adjust tle supply side
number to include the othke of grains under thefige schanes too. Annexure 2 gives brief of
the four OWSs)














































































