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Why Not a Universal Food Security Legislation?

Himanshu, Abhijit Sen

The National Advisory Council has given its final 

proposals on the proposed National Food Security Act.  

A government-appointed committee (the Rangarajan 

Committee) has also given its response to these 

proposals. Both these proposals agree on the desirability 

of a universal nfsa but finally propose targeting at the 

poor as defined by the Tendulkar Committee. This has 

been justified in view of the constraints set by foodgrain 

procurement and management. This paper argues that 

a universal nfsa is not only desirable, it is also a more 

efficient and feasible way to ensure food security for all. 

While presenting a critique of some of the assumptions 

made by these two proposals, this paper also offers an 

alternative which is near universal and feasible without 

using below poverty line targeting that has proved to be 

a colossal failure. This alternative, based on the results of 

a recent pilot for the bpl Census and which takes on 

board the concerns of its detractors, can be a way 

forward to a universal nfsa.
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The National Advisory Council (NAC)’s final proposal for the 
National Food Security Act (NFSA) is to provide subsidised 
foodgrains to 75% of the total population of the country, 

covering 90% of the rural and 50% of the urban population. 
These are to be further divided into two categories. A “Priority” 
group: comprising 46% of rural and 28% of urban population, to 
get 35 kg of foodgrains per household at Re 1 per kg for millets,  
Rs 2 per kg for wheat and Rs 3 per kg for rice.1 And a “General” 
group: 44% of rural and 22% of urban population, who are to get 
20 kg at 50% of the minimum support price (MSP). The proposed 
roll-out is even more complex.2 

This proposal means that benefits will vary with household 
position on a below poverty line (BPL) list and a quarter will be 
ineligible for food security in a country where over 40% of 
women and children are malnourished, nearly 20% even in the 
richest quintile National Family Health Survey-3 (NFHS-3). It 
should be noted that no one is completely excluded from the 
public distribution system (PDS) at present: while PDS entitle-
ments are ensured only for BPL cardholders, others have access to 
reduced entitlements. The NAC’s proposed categories, Priority 
(BPL), General (APL) and the excluded, may become an admini
strative nightmare, particularly to find credible criteria that can 
exclude half the urban population and also divide the included 
rural population into two halves for very different entitlements. 
The NAC has also withdrawn its own earlier proposal of universal 
PDS in the poorest districts of the country,3 thus giving up even 
on experimentation with universalisation. 

The Rangarajan Committee (RC) appointed by the government 
to evaluate the NAC proposals has rejected even these watered-
down proposals. This committee recommends restricting food 
security only to the NAC’s priority households with coverage of the 
rest only if, and only to the extent, possible. In a nutshell, the RC 
recommends a status quo on the present targeted PDS (TPDS) struc-
ture with lower prices for a slightly expanded BPL and higher prices 
for others. Moreover, it expresses a strong preference to exclude 
the latter (60% of population) from the ambit of the NFSA.  

Such an outcome would be a complete reversal of the direction 
that a majority of NAC members have until recently advocated 
publicly: to make the NFSA universal. Interestingly, even the RC 
writes that “to ensure that the genuinely needy are not left out, 
universalisation is the only way” but then goes on to conclude 
that this is not feasible given the constraints of food availability 
and limits on the fiscal subsidy. Thus, although a universal NFSA is 
generally understood to be desirable, ambition on this has clearly 
lost out to perceived feasibility. This paper revisits universalisation 
in this context, using the most recent evidence available. It points 
out that food security is not just a matter of how many have access 
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to how much grain and at what subsidy, but also 
availability and absorption issues that affect every-
one. It concludes with a workable alternative, which, 
although short of universal, could be a way forward. 

Why Universalisation?

This paper begins with the prior that a universal PDS 
is the only option consistent fully with a rights-based 
approach, and argues that feasible alternatives that 
are more universal and less targeted are more likely 
to be effective in ensuring food security for the poor.4 Since a 
legal right must apply to all citizens with any exclusion defined 
precisely, targeting the “poor” or “priority” will involve defini-
tion of these terms and possible litigation. Targeting was also 
considered when the UPA government was enacting earlier land-
mark legislations. But finally, both the National Rural Employment 
Guarantee Act and the Right to Education Act, which govern 
schemes providing basic rights to citizens, are universal. 

Moreover, since targeting was introduced in June 1997 after a 
long experience with universal PDS and since PDS is still universal 
in Tamil Nadu, there is evidence on this that can and should in-
form NFSA design. The shift to a targeted PDS was based on results 
of various studies in the early 1990s (Parikh 1994; World Bank 
1996) showing that the then universal PDS was inefficient and did 
not reach the poor, mainly because poorer states in the north re-
ceived less subsidies than richer states in the south. But there is 
now also a large body of evidence showing that targeting did no 
better on this and in fact increased inefficiency and leakage. 

Notably, a High Level Committee (HLC) on Long-term Grain 
Policy, appointed by the government at a time when food inflation, 
grain stocks and hunger were all increasing, had in 2002 recom-
mended a return to a universal PDS after finding that targeting had 
“served to blunt the efficacy of the PDS in meeting its original goal 
of price stabilisation, while not delivering fully in terms of the new 
concern to focus subsidies to the poor” (Ministry of Food and 
Consumer Affairs 2002).5 Subsequent data reinforce this finding. 
For example, the coefficient of variation of real cereal prices has 
increased significantly after targeting (Figure 1), mainly because 
public grain management after 1997 has been much less effective 
in reducing variability of per capita availability below variability in 
per capita production (Figure 2). The HLC analysis of 1997-2001 
applies almost ditto to the present situation of high food inflation 
amidst rising food stocks. Moreover, analysis by the Planning Com-
mission (PC) shows leakages from the PDS doubled after targeting.6 
National Sample Survey (NSS) consumption expenditure surveys 
routinely collect information on the quantity of foodgrains purchased 
from the PDS.7 Reported PDS purchase in the NSS should ideally 

equal PDS sales reported by the Ministry of Food and Consumer 
Affairs (MFCA), and the gap between these two measures the extent 
of leakage. The PDS was universal in 1993-94 but targeted in 
2004-05, and NSS data for these years show what happened to leak-
ages. In 1993-94, leakage in rice was 19% which increased to 40% 
in 2004-05; in wheat, it went up from 41% to 73% and for rice and 
wheat together, it increased from 28% in 1993-94 to 54% in 2004-05. 
Per capita per month consumption of PDS rice and wheat remained 
unchanged (0.99 kg in 1993-94 and 1.01 kg in 2004-05) although 
PDS offtake doubled and subsidy increased even more. If feasibility 
is judged on the ability to stabilise food prices and in terms of 
physical and financial leakage, as the RC does, the targeted PDS scores 
very poorly against the universal PDS by past official assessments.

This is not to suggest that 
there was no improvement in 
targeting. For example, Table 1 
(which gives the percentage of 
households in each monthly 
per capita expenditure (MPCE) 
quintile that purchased any PDS 
cereal in 1993-94 and 2004-05) 
shows that targeting did halve PDS access by the richest 20% and 
did lead to some improvement in access by the poorest 20%. 
However, this improvement disappears as we move to the next 
poorest quintile. For the bottom 50% that the NAC views as the 
Priority group, improvement in access was only from 28% in 
1993-94 to 30% in 2004-05. Since its main purpose was to  
improve access by the poor, this negligible improvement means 
that the TPDS must be judged a colossal failure, especially given 
the costs of massive increase in leakage. 

But why was improvement in access for the poor so negligible? 
This was because the solution was worse than the problem. When 
universal, PDS prices were slightly above MSP making PDS attractive 
to only those who faced relatively high market prices. After tar-
geting, while prices were reduced for those with BPL cards, the poor 
were denied access by this very same instrument since most did not 
get BPL cards. Table 2 (p 40) gives by quintile group the percentage 

of households with BPL/Antyodaya Anna Yojana (AAY) 
cards in 2004-05 and also the percentage of households 
which purchased from the PDS, separately for those 
with and without BPL/AAY cards. It may be seen that 
although the poor are more likely to purchase from PDS 
than the rich, what really determines household  
purchases from PDS is whether or not the family has a 
BPL card. Irrespective of quintile class, only around 
10% of households without such cards made any PDS 

Table 1: Percentage of Households in Each 
Quintile Purchasing Rice/Wheat from PDS
MPCE Quintiles	 1993-94	 2004-05

Bottom 20%	 29.2	 35.5

Next 20%	 27.8	 28.1

Next 20%	 27.1	 23.2

Next 20%	 25.0	 18.5

Top 20%	 21.7	 11.5

Total	 26.2	 23.0

Figure 1: Cereals WPI Relative to All Commodities WPI
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purchase, in part because some did not even have an APL card. 
On the other hand, among BPL holders the proportion purchasing 
from PDS ranged from 55% in the top quintile to 70% in the bottom 
quintile. Two points are worth noting from Table 2. First, that PDS 
access was low among the poor because two-thirds of them did 
not have a BPL/AAY card. Second, that there was considerable 
self-selection among those who had BPL/AAY cards: less than 65% 
of such households actually purchased any cereal from the PDS.

Both the above observations, that there are huge exclusion  
errors in distribution of BPL cards and significant self-targeting, 
are well known and are strong arguments for universalisation. 
But, since the original argument for targeting was the north-south  
divide, it is worth looking at the state-wise picture after target-
ing. Tables 3 and 4 present data from NSS 61st (2004-05) and 64th 
(2007-08) rounds on the percentage of households purchasing 
any grain from the PDS and on the leakage situation by major 
states.8 Both these indicators improved between 2004-05 and 
2007-08 when some states extended BPL status to beyond PC 
caps. But even in the latter year in only four major states (Andhra 
Pradesh, Himachal Pradesh, Kerala and Tamil Nadu) did more 
than 50% of households report any PDS purchase. These states 
which did better before targeting also had the lowest leakage in 
both 2004-05 and 2007-08. At the other extreme, the poor 
northern states of Assam, Bihar, Jharkhand and Uttar Pradesh, 
which performed badly before targeting, continued with very low 

numbers reporting any PDS purchase and also had the highest 
leakage. Thus, instead of improving geographical utilisation of 
the food subsidy, targeting led to much higher leakages where 
access was originally low. 

Since Tamil Nadu is the only state which continues with a  
universal PDS, it is interesting to compare it with other states that 
have targeting.9 As may be seen from Tables 3 and 4, Tamil Nadu 
has by far the largest percentage of population accessing PDS and 
also almost no leakage. While this is mainly due to better PDS 
governance in the state, universalisation contributes.10 An even 
more interesting state is Chhattisgarh which has recently moved 
towards near universal entitlements and has also improved PDS 
functioning through various reforms such as making the PDS shops 
viable, online monitoring and so on.11 As a result, Chhattisgarh, 
which had similar PDS access and leakage ratios as the all-India 

Table 2: Households Possessing BPL/AAY Cards and Percentage Purchasing from  
PDS by Category (2004-05)

MPCE Quintiles	 % of HHS in Quintile with	 % of HHs Who Purchased Rice/Wheat from PDS among 
	  BPL/AAY Card	  Those in the Quintile Group and Who Were

		  With BPL/AAY Card	 Without BPL/AAY Card

Bottom 20%	 38.8	 70.7	 13.2

Next 20%	 29.3	 65.9	 12.4

Next 20%	 24.3	 61.5	 10.9

Next 20%	 18.6	 60.9	 8.8

Top 20%	 11.5	 55.3	 5.8

Total	 24.4	 64.8	 9.9
Source: Computed from Unit level data NSSO CES 2004-05.

Table 3: Proportion of Households Reporting Grain Purchase from PDS by States (in %)

		  2004-05			   2007-08 
	 Rural	 Urban	 Total	 Rural	 Urban	 Total

Andhra Pradesh	 62.5	 31.6	 54.0	 81.1	 41.8	 70.2

Assam	 9.2	 2.5	 8.0	 20.2	 1.8	 17.0

Bihar	 2.0	 1.8	 1.9	 3.0	 2.6	 3.0

Chhattisgarh	 24.4	 14.2	 22.1	 46.8	 18.7	 40.2

Gujarat	 32.6	 7.9	 23.0	 26.7	 6.9	 18.2

Haryana	 4.1	 5.3	 4.5	 12.1	 5.0	 9.7

Himachal Pradesh	 52.0	 15.1	 46.6	 69.1	 41.6	 65.4

Jammu and Kashmir	 33.6	 47.3	 37.5	 37.5	 50.2	 41.0

Jharkhand	 5.9	 3.4	 5.3	 8.2	 1.7	 6.5

Karnataka	 59.8	 21.8	 45.4	 58.6	 15.9	 42.4

Kerala	 39.3	 28.6	 36.5	 58.6	 42.4	 54.2

Madhya Pradesh	 23.8	 11.6	 20.4	 30.2	 16.6	 26.3

Maharashtra	 30.5	 7.9	 20.3	 34.6	 6.2	 21.4

Orissa	 21.6	 6.7	 19.1	 36.1	 16.7	 32.5

Punjab	 0.3	 0.7	 0.5	 9.3	 4.3	 7.3

Rajasthan	 12.8	 2.0	 10.0	 11.4	 8.9	 10.8

Tamil Nadu	 80.0	 49.8	 65.2	 87.8	 65.7	 76.4

Uttar Pradesh	 6.5	 3.0	 5.7	 18.3	 5.5	 15.4

Uttarakhand	 26.4	 3.0	 19.5	 35.1	 16.8	 29.9

West Bengal	 15.1	 6.6	 12.4	 25.8	 9.5	 20.7

All-India	 26.6	 14.7	 23.0	 35.0	 19.4	 30.1

Table 4: Consumption of PDS Rice and Wheat Reported from NSS and MFCA
		 NSSO Consumption			 Official Offtake (MFCA)	 NSSO Consumption as 
		  In Lakh Tonnes			   In Lakh Tonnes 		  Ratio of Official Offtake

	 Rice	 Wheat	 Total	 Rice	 Wheat	 Total	 Rice	 Wheat	 Total

2004-05 
  Andhra Pradesh	 21.3	 0.0	 21.3	 28.2	 0.4	 28.6	 75.4	 12.9	 74.6

  Assam	 1.5	 0.0	 1.5	 8.8	 4.0	 12.8	 16.8	 0.1	 11.5

  Bihar	 0.4	 0.6	 1.0	 2.7	 9.3	 12.0	 14.7	 6.9	 8.7

  Chhattisgarh	 3.6	 0.2	 3.8	 6.5	 1.3	 7.8	 54.6	 15.4	 47.9

  Gujarat	 1.1	 2.5	 3.6	 2.3	 5.3	 7.6	 48.4	 47.3	 47.7

  Haryana	 0.0	 0.7	 0.7	 0.0	 4.4	 4.4		  17.0	 17.0

  Himachal Pradesh	 1.5	 0.9	 2.3	 1.6	 1.6	 3.1	 92.9	 56.9	 74.9

  Jharkhand	 0.5	 0.4	 0.9	 2.6	 3.0	 5.5	 18.8	 12.4	 15.4

  Karnataka	 12.6	 2.2	 14.8	 17.6	 3.6	 21.2	 71.6	 60.1	 69.6

  Kerala	 6.2	 0.7	 6.9	 6.2	 2.9	 9.1	 100.2	 22.2	 75.0

  Madhya Pradesh	 2.3	 6.3	 8.6	 2.6	 13.7	 16.3	 88.5	 46.0	 52.8

  Maharashtra	 4.9	 7.4	 12.3	 8.8	 15.5	 24.4	 55.6	 47.8	 50.6

  Orissa	 3.7	 0.0	 3.7	 13.6	 1.5	 15.1	 27.2	 0.0	 24.5

  Punjab	 0.0	 0.1	 0.1	 0.0	 1.6	 1.6		  5.7	 6.1

  Rajasthan	 0.0	 5.2	 5.2	 0.0	 11.8	 11.8		  44.2	 44.2

  Tamil Nadu	 25.4	 0.7	 26.1	 26.6	 0.6	 27.2	 95.5	 116.7	 96.0

  Uttar Pradesh	 2.6	 3.7	 6.3	 16.7	 22.4	 39.1	 15.6	 16.5	 16.1

  West Bengal	 2.3	 1.3	 3.6	 7.4	 17.0	 24.4	 31.1	 7.6	 14.8

  All-India	 98.0	 34.7	 132.7	 164.6	 128.9	 293.5	 59.5	 26.9	 45.2

2007-08 
  Andhra Pradesh	 30.1	 0.2	 30.3	 36.0	 0.4	 36.4	 83.6	 46.8	 83.2

  Assam	 3.3	 0.1	 3.3	 11.3	 2.6	 14.0	 28.7	 2.8	 23.9

  Bihar	 0.8	 1.0	 1.7	 9.7	 6.6	 16.3	 7.9	 14.7	 10.7

  Chhattisgarh	 7.9	 0.1	 8.0	 7.5	 0.3	 7.8	 106.3	 28.0	 103.0

  Gujarat	 1.2	 2.2	 3.4	 4.5	 4.4	 8.8	 27.5	 49.5	 38.4

  Haryana	 0.2	 1.4	 1.6	 0.6	 2.6	 3.2	 35.6	 53.2	 49.8

  Himachal Pradesh	 2.0	 1.9	 4.0	 2.3	 2.2	 4.6	 86.9	 86.3	 86.6

  Jharkhand	 1.0	 0.5	 1.5	 5.4	 2.9	 8.3	 18.5	 16.0	 17.6

  Karnataka	 9.8	 1.9	 11.7	 16.3	 2.7	 19.1	 60.0	 69.4	 61.4

  Kerala	 8.4	 1.2	 9.6	 8.6	 2.9	 11.5	 97.1	 43.2	 83.6

  Madhya Pradesh	 3.3	 8.1	 11.4	 4.3	 13.2	 17.5	 75.5	 61.5	 64.9

  Maharashtra	 7.2	 7.8	 14.9	 11.2	 12.7	 24.0	 63.7	 60.9	 62.2

  Orissa	 8.6	 0.0	 8.6	 14.6	 1.3	 15.9	 58.8	 2.7	 54.1

  Punjab	 0.0	 1.5	 1.5	 0.1	 1.5	 1.6	 18.4	 98.8	 94.8

  Rajasthan	 0.4	 4.7	 5.1	 1.6	 9.9	 11.4	 25.0	 47.7	 44.6

  Tamil Nadu	 32.6	 1.2	 33.8	 36.2	 0.9	 37.1	 90.1	 133.3	 91.1

  Uttar Pradesh	 12.2	 8.0	 20.2	 25.8	 16.4	 42.2	 47.2	 49.1	 47.9

  West Bengal	 3.5	 2.1	 5.6	 10.3	 15.0	 25.3	 34.3	 13.8	 22.1

  All-India	 142.9	 46.4	 189.3	 222.9	 108.3	 331.2	 64.1	 42.8	 57.2
Official offtake figures are inclusive of decentralised offtake undertaken by various state governments.
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average in 2004-05, had by 2007-08 reduced leakage to nil while 
doubling access. Among other states with low leakages, Andhra 
Pradesh also has near universal PDS access with almost 80% of 
the households with BPL cards, and Kerala is historically a low 
leakage state. None of these low leakage states have adopted  
the identification methodology of the BPL Census 2002 or the 
BPL cut-offs of the PC. On the other hand, all high leakage states 
follow the central norms and end up with low PDS access. 

Clearly, universal or near universal PDS is far more efficient in 
enabling access and preventing leakages than poverty-count based 
targeting. But do we have enough grains for a universal system? 
Is it true that universalisation is not feasible?

How Much Grain Is Required for a Universal PDS? 

With population projected at 119 crore at the end of 2010-11, a 
universal PDS with per capita entitlement of 7 kg would commit 
the government to supply 100 million tonnes of grain if the entire 
population were to lift 100% of its quota.12 It is numbers such as 
this which scare. But assuming a 100% offtake is highly unrealistic. 
There are bound to be sections of the population who will not 
take their foodgrain quota because they are well off and can do 
without PDS grain which is generally of inferior quality. People 
most likely to exclude themselves because of this reason are the 
better off in urban areas and surplus farmers in rural areas who 
consume their own produce.13 There will also be others who are 
dissuaded by access problems such as the distance from PDS 
shops and their infrequent opening.

While it is obvious that there will not be 100% offtake of 
foodgrains, it is not easy to get a concrete idea of what percentage 
of population will voluntarily opt out of the PDS. This will be a 
function of how cheap PDS grain is compared to the market, the 
economic status of the households and their tastes and prefer-
ences, and also reliability of PDS supply and ease of access. In 
principle, it should be possible to get an idea on this from NSS 
consumption expenditure surveys (CES) which report how many 
households purchase grain from the PDS, and how much. But, 
since PDS became targeted in 1997, the latest NSS data available 
on universal PDS is for 1993-94 when only 26% of households 
actually made any PDS purchase. This is not good evidence 
because 1993-94 was quite some time ago when issue prices  were 
higher than MSP and the coverage was low. More recent NSS data 
also give the percentage of households actually purchasing from 
the PDS, but these relate to the targeted PDS and may therefore 
not be a good proxy for future projection with universal entitle-
ments. For the record, only 23% in the country as a whole re-
ported purchasing cereals from PDS in 2004-05. The most recent 
estimate available is for 2007-08, which was the year of the inter-
national food crisis when India had to import wheat and cereal 
price inflation was high. PDS usage was higher that year than in 
2004-05, with 30% of households reporting any purchase of ce-
reals from the PDS. But, since this too relates to all households 
including those with APL or even no ration card, it may 
underestimate numbers likely to access universal PDS. 

However, there is one direct way to get an idea of the likely 
offtake with universal PDS, and this is to look at Tamil Nadu 
which is the only state that follows a universal PDS without 

distinguishing between APL and BPL. As seen earlier, this is the 
state with the best functioning PDS that has the highest PDS par-
ticipation and negligible leakages despite having the lowest 
prices. A further interesting aspect of PDS offtake in Tamil Nadu 
is clear evidence of self-selection by income deciles. From a near 
100% offtake among the bottom deciles there is a gradual decline 
in the percentage of households purchasing from the PDS, with 
this falling to below 40% in the top rural decile and to almost nil 
in the top urban decile. Overall, the NSS estimates that 65% of all 
Tamil Nadu households (80% of rural and 50% of urban) purchased 
any cereal from the PDS in 2004-05. This increased to 76% in 
2007-08 after Tamil Nadu reduced its PDS rice prices to Rs 2 per kg 
(two-thirds of what NAC is proposing) amidst increasing market 
prices.14 The Tamil Nadu PDS participation rates are an indication 
of what might happen with universalisation, and also show the 
limitation of using a targeted approach to food security. Only 
30% of Tamil Nadu households would have Priority entitlement 
with the proposed NFSA as against 76% which actually accessed a 
universal PDS in 2007-08. Caps and exclusions would exclude 
many genuinely food insecure from the food security net.

However, the Tamil Nadu proportion of households choosing 
to access a universal PDS is likely to be well above the upper limit 
of what will happen nationally, if PDS was made universal in India as 
a whole. One reason for this is that no one is proposing to  
reduce all-India PDS prices to Tamil Nadu levels. Another is that 
Tamil Nadu is a food deficit state and there is a clear pattern of 
higher PDS demand in deficit states. The states that top in terms 
of households purchasing foodgrains from PDS in 2007-08 – 
Tamil Nadu (76%), Andhra Pradesh (70%), Himachal Pradesh 
(65%) and Kerala (54%) – are all cereal deficit. While better func-
tioning of a PDS in these states owes a great deal to better govern-
ance, one could also argue that the food deficit nature of these 
states is why people demand more from the PDS and that it is 
this which compels governments to make PDS more effective. 
On the other hand, the surplus northern states that contribute 
most significantly to national procurement all show very low 
offtake: the percentage of households purchasing any cereals 
from PDS in 2007-08 was only 10% in Haryana, 7% in Punjab, 
11% in Rajasthan and 15% in Uttar Pradesh. 

Thus, it is quite safe to assume that the all-India proportion of 
households who would choose to buy cereals from a universal 
PDS will be less than in Tamil Nadu during 2007-08. Besides the 
fact that the NAC proposes a higher PDS price than in Tamil Nadu 
and that the country as a whole is much less food deficit, it is very 
unlikely that the outreach and reliability of Tamil Nadu’s PDS 
delivery system can be immediately replicated nationally even with 
best intentions on PDS reform. Therefore, at least till comparably 
good PDS systems are put in place across all the states, a more 
reasonable upper bound on the proportion of households buying 
PDS grain if a universal PDS is introduced would be around 70%, 
i e, between actual levels in Tamil Nadu of 76% in 2007-08 and 65% 
in 2004-05 when PDS rice price in the state (at Rs 3.50 per kg) was 
close to what NAC is proposing now for the country as a whole. 

An alternative and independent estimate is possible at the  
all-India level from data used in Table 2 which shows that about 
65% of households with BPL/AAY cards actually made any PDS 
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purchase in 2004-05. These were all households with an  
entitlement to highly subsidised grain and yet 35% of them did 
not avail of this at all. Among quintile groups, only 55% of BPL/
AAY cardholders in the richest quintile made any PDS purchase. 
Among states, the percentage of households with BPL/AAY cards 
which accessed PDS for cereals in 2004-05 was less than a third in 
Bihar, Jharkhand, Haryana, Punjab and Uttar Pradesh, almost 
certainly because these had the worst functioning PDS. From this 
data it is possible to calculate what would happen if all house-
holds had been given BPL cards in 2004-05 and if state-wise, 
quintile-wise the behaviour of new recipients was the same as of 
those already having such cards. It turns out that only 56% of 
households would have made any PDS purchase if the PDS had 
been universal in 2004-05 with every household entitled to BPL 
prices and quantities.15 However, since market prices have risen 
after 2004-05 and BPL/AAY prices remain unchanged, a reasona-
ble lower bound on the proportion of households likely to pur-
chase grain if PDS were universal today should be placed at about 
60%, although this is likely to be on the higher side.16

Table 5 gives estimates of 
grain requirement for a uni-
versal PDS based on this range 
of 60-70% of households likely 
to purchase from PDS and with 
alternative assumptions regard
ing per capita grain purchase 
by those who do access PDS. 

The upper bound is 70 million tonnes if 70% of households do access 
PDS and all of them purchase 100% of their NAC stipulated quota 
of 7 kg per person per month. The actual requirement will be lower. 
The requirement will be 60 million tonnes if 60% of households 
access the full 7 kg. Moreover, not all households purchase their full 
quota. For example, according to the NSS, the average PDS pur-
chase by BPL/AAY cardholders who did purchase any PDS grain in 
2004-05 was only 21.5 kg per household (about 4.5 kg/person) per 
month. The grain requirement for a universal PDS based on the ac-
tual behaviour of BPL/AAY cardholders in 2004-05 is therefore lower 
than the lowest estimate of 43 million tonnes in Table 5 (60% of 
households purchasing an average of 5 kg/person/month). These 
alternative estimates of requirement with universal PDS may be 
compared with the actual TPDS offtake of 42.4 million tonnes in 
2009-10 and the RC’s projected offtake of 41.9 million tonnes if PDS 
entitlements are restricted to only 40% of the population.

It is clear from these estimates that a universal PDS, at prices 
and quantities being suggested by the NAC for priority households, 
will certainly require more grain than the current actual offtake 
from TPDS. However, it is also clear that these requirements are not 

impossible. Not only is the estimated requirement only marginally 
higher than current offtake at the lower bound, even the upper 
bound of 70 million tonnes is less than what was actually being 
allocated (although not lifted) as late as 2005-06 (Table 6). There 
could well be other reasons why commitment to universal PDS is 
not desirable, but to conclude “it will not be possible” is more a 
statement of ambition than about feasibility.  

Real Issues Regarding Feasibility of a Universal PDS 

However, two issues need clarification, since these do relate to 
feasibility. First, with TPDS allocations currently at 48 million tonnes, 
how can our calculations suggest that this may, albeit at the lower 
bound, suffice for a universal PDS while the RC argue that this will 
only allow 40% of population to receive NAS priority entitlements? 
Second, will it really be feasible to meet the requirement for  
universal PDS if it reaches the upper bound of 70 million tonnes?  

As regards the first issue, this is mainly a matter of leakages. 
All estimates in Table 5 relate to likely household demand under 
a universal PDS and do not include leakage. On the other hand, it 
is known that out of the actual offtake in Table 6 about half cur-
rently leaks out from the system (Table 4), which, if plugged, 
could double the amount reaching intended households. The 
earlier discussion makes explicit that moves towards a universal 
PDS should be accompanied by PDS reforms that minimise leak-
age as has actually been done in Tamil Nadu and Chhattisgarh 
and is therefore demonstrably feasible. 

In contrast, the RC criticises NAC estimates of requirement based 
on offtake/allocation ratio of 90% and argues that this ratio should 
be 100%. This means that the RC not only accepts as inevitable the 
leakage contained in the offtake figures of Table 6, but also as-
sumes that the leakage ratio will increase if access to cheap grain 
is extended to more households.17 This is a common and plausible 
implicit assumption made by those critical of PDS because it does 
leak. However, as the discussion above has tried to show, this 
assumption is refuted by all the available evidence: the correlation 
between access to PDS and extent of leakage is strongly negative, 
both across states and over time.18 In other words, the more univer-
sal the PDS system is, the less likely it is to suffer from leakages. 

Why this is so may need further analysis. But it is clear that 
leakages are much lower where a majority demands its PDS 
entitlements than where this attracts only a few. Higher partici-
pation almost certainly makes it more difficult to divert supplies from 
PDS shops and also puts pressure on state governments to carry 
out governance reforms. Nonetheless, since profits from diversion 
are high if PDS grain is priced very cheap, clear steps are neces-
sary to contain leakage. But restricting numbers entitled to PDS is 
no solution, since this reduces access, not the leakage ratio. It is 

more efficient to allow wide access, monitor actual 
PDS participation, and allocate supplies accordingly. 
A dynamic response to self-selection is also more 
suited to a rights approach than BPL targeting.19

This leads to the second issue, whether it is feasible 
to procure the grain required for a universal PDS if 
household demand reaches its upper limit of 70 million 
tonnes. If this happens, total requirement, includ-
ing for other welfare schemes, will be 73-78 million 

Table 6: Allocation and Off-Take of Rice and Wheat in TPDS
		 Allocation (Million tonnes)	 Offtake (Million tonnes)	 Offtake/Allocation Ratio

	 AAY	 BPL	 APL 	 Total	 AAY	 BPL	 APL 	 Total	 AAY	 BPL	 APL 	 Total

2004-05	 6.1	 21.3	 44.4	 71.7	 5.5	 17.5	 6.4	 29.4	 90.3	 82.0	 14.5	 40.9

2005-06	 8.1	 19.2	 44.4	 71.6	 7.5	 15.6	 8.0	 31.1	 92.4	 81.5	 18.1	 43.4

2006-07	 9.4	 18.0	 30.3	 57.7	 8.7	 14.2	 8.5	 31.4	 92.4	 79.1	 28.0	 54.4

2007-08	 10.1	 17.4	 11.8	 39.3	 9.4	 15.1	 8.7	 33.3	 93.5	 87.0	 73.8	 84.8

2008-09	 10.2	 17.4	 11.0	 38.6	 9.7	 15.7	 9.4	 34.6	 94.8	 90.1	 85.2	 89.6

2009-10	 10.2	 17.4	 20.0	 47.6	 9.8	 16.6	 16.1	 42.4	 96.1	 95.0	 80.3	 89.1
Source: Ministry of Food and Consumer Affairs.

Table 5: Requirement of Total Foodgrains 
for Universal PDS (million tonnes)

Percentage of 		  Average Quantity Purchased 
Households 		  Per Capita Per Month by 		
Accessing PDS		  Households Accessing PDS 
	 7 kg	 6 kg	 5 kg

100%	 100.1	 85.9	 71.6

70%	 70.1	 60.1	 50.0

60%	 60.1	 51.5	 42.9
Calculations assume a population of 1,192 million.
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tonnes,20 i e, over 40% of production of rice and wheat. This is 
important, since the RC’s main argument against the NAC proposal is 
that its requirement is not feasible because “it may be imprudent 
to assume an average procurement level of more than 30 per cent”.

Procurement is a function of production of foodgrains, the over-
all supply-demand balance and the MSP at which the government 
offers to buy. Despite the setback during 1997-2005 and continued 
weather-induced fluctuations, foodgrain production has recovered 
to per capita levels before the setback. Moreover, projections of 
foodgrain demand suggest that this will be adequately met by a 
production increase at least in the short run.21 The year 2008-09 

saw the highest foodgrain pro-
duction at 235 million tonnes, 
although a severe drought in 
the following year (2009-10) 
caused production to decline to 
218 million tonnes. Along with 
increased production, procure-
ment has also increased, partic-
ularly after 2006-07 (Table 7). 
Procurement of rice, wheat and 
millets was over 60 million 
tonnes in 2008-09 and nearly 
55 million tonnes even in the 
drought year of 2009-10. 

However, the upper end of likely requirement for a universal PDS 
is much higher than recent procurement, which in turn is higher 
than the RC’s “prudent” level. Does this mean that extraordinary 
measures (such as movement restrictions or even raiding farmers’ 
houses as in the 1970s) will be needed to procure the extra grain if 
demand reaches this upper end? This is not so. Take last year when, 
despite drought reducing rice production by over 10 million tonnes, 
30.5 million tonnes of paddy was procured. Total market arrival 
during procurement period in those markets where procurement 
was conducted was 51.2 million tonnes, i e, only 60% was procured. 
Similarly, 22.5 million tonnes of wheat were procured from markets 
where total arrival was 25.9 million tonnes during the procure-
ment period.22 Thus, even in this drought year, total rice and wheat 
arrival during the procurement period in those markets where pro-
curement was conducted was more than 77 million tonnes. This does 
not include sales by farmers in other markets or through private 
retail, and the total marketable surplus was far higher – 107 million 
tonnes according to the RC, quoting the Ministry of Agriculture. On 
this evidence, procuring 78 million tonnes in a normal year will of 
course require more effort but it is certainly not impossible, espe-
cially since procurement of coarse cereals, currently negligible, 
could add to the total pool of grains needed for a universal PDS.23 

Nonetheless, it is reasonable to expect that such a large  
increase in procurement will only occur if MSPs offered are more 
attractive relative to market prices. And, it is on this count that 
the RC is pessimistic regarding higher procurement while noting 
that “one method of doing this is to increase the MSP which will 
ensure higher procurement but the limitation here is the potential 
inflationary impact on food prices”. However, one member of  the 
NAC has on logical grounds questioned this RC view that higher 
procurement would “lead to a lower availability of foodgrain  

for the open market, pushing up prices”, opening up a debate on 
the issue of grain management which although somewhat tech-
nical is very important (Dreze 2011). Before turning to this, it is 
necessary to reiterate (i) that plugging PDS leakage is essential 
and that this is possible is demonstrated amply in states where 
ambition exists for more universalisation; and (ii) that it is not 
impossible to physically procure grain required for universalisation 
even at the upper end of consequent likely household demand. 

Procurement, Stocks and Grain Management

The weakest aspect of the NAC’s approach to the NFSA has been its 
obsession with access – i e, how many should be entitled to how 
much cheap grain and at what price – to the relative neglect of 
the other two pillars of food security: availability and absorption. 
To some extent, absorption has been incorporated in its suggestions 
on strengthening the Integrated Child Development Services  (ICDS). 
But on availability it has not addressed the key issues of adequate 
incentive for farmers and adequate protection to consumers 
against unanticipated inflation. These issues affect everyone, and 
should have been the starting point of the NFSA, particularly in the 
present context of ongoing climate change and volatile world food 
markets. Not having done this, the NAC has tied itself into knots 
trying to cut the access coat to fit procurement. Without much 
thought within, the RC’s observations on procurement, MSP and 
inflation have thus come as a rude shock. 

To rectify this, it is necessary to ask the following questions:  
(i) Are current levels of food stocks and their spatial distribution 
sufficient to provide adequate protection against unforeseen price 
spikes due to output fluctuations, world price variations and other 
such contingencies? (ii) Do current levels of MSP give farmers ade-
quate incentives to produce? and (iii) If answers to the above are yes, 
what is the likely average procurement at this level of MSP such that 
a steady flow of grain equal to this average can be maintained from 
the PDS to ensure NFSA entitlements, while actual procurement 
and stock levels vary around their averages with variations in out-
put and/or demand? The size of this steady flow provides an idea 
of how much is available for the NFSA without this risking inflation.

On the first of these three questions, i e, on stocks, the answer is 
that while there are many considerations that can go into deter-
mining what is an optimal level of stocks, the present stock levels are 
higher than almost any definition. These are twice current buffer 
norms, are adequate to stabilise grain consumption  at its trend 
through three consecutive years of short production of the magni-
tude of 2009-10, and also enough to provide for the contingency 
that PDS demand may in situations of price spikes rise sharply from 
normal levels to the full NFSA legal obligation.24 There is therefore 
no need to plan for higher stocks, although running these down may 
also not be prudent given that the future may be more uncertain 
than the past. Normal offtake under NFSA should, therefore, equal 
whatever is normal procurement. But, NFSA design should also pre-
vent the dysfunctional behaviour seen in the recent past, e g, build-
ing stocks up during the drought of 2009-10 and therefore adding 
to inflation when the very purpose of holding buffer stocks is to  
offload these in shortage situations (Himanshu 2010a; Basu 2011). 

In particular, this means that the NFSA should not be so designed 
to completely shut out the non-poor who may not access PDS 

Table 7: Production and Procurement  
of Foodgrains (million tonnes)
	 Production	 Procurement

2000-01	 196.8	 42.6

2001-02	 212.9	 41.5

2002-03	 174.8	 32.3

2003-04	 213.2	 40.3

2004-05	 198.4	 40.3

2005-06	 208.6	 38.0

2006-07	 217.3	 36.2

2007-08	 230.8	 51.6

2008-09	 234.5	 60.4

2009-10	 218.0	 54.9
Procurement against 2009-10 refers to marketing 
years for 2009-10 output, i e, 2009-10 kharif 
marketing year and 2010-11 rabi marketing year. 
Source: Ministry of Food and Consumer Affairs.
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normally but could turn to this in periods of high inflation. To 
shut the non-poor out even in such situations is bad not only for 
the non-poor but also for the poor since entry of the non-poor into 
PDS in such situations helps reduce public stocks and, therefore, 
inflation. Once again, a dynamic response to self-selection is not 
only better for economic outcomes but also more suited to a rights 
approach than BPL targeting. However, inflation like cancer begins 
in limited locations and then spreads unless nipped in the bud. 
Dynamic response in this context means to increase allocations 
for the non-poor whenever and wherever food inflation crosses 
some limit. But for this to be possible there must be adequate 
stocks in every location, which is not always the case at present. 

It would therefore be appropriate that even before defining en-
titlements and access, NFSA commits that there will at all time and 
in all locations be enough stocks of foodgrains to provide everyone with 
their full requirement. Such a universal statement on availability 
need not state at which price this will be available but it does  
require enough storage space in all locations (say, blocks) and always 
enough stocks (say, two month’s full consumption of 10 kg per 
individual), with continuous replenishment. This is easily doable 
since capital investment in decentralised storage space required 
for this is long overdue and affordable, and the stocks that need 
to be repositioned and replenished more evenly across space are 
only about half the stocks already with the government.  

On the second question, regarding MSP of rice and wheat, the 
answer again is that while there may be differences on the matter, it 
is probably best to continue at present levels with the usual ad-
justment by the Commission on Agricultural Costs and Prices (CACP) 
to reflect changes in the cost of production. MSPs were increased 
very substantially during crop years 2007-08 and 2008-09,  
almost bringing these in line with the recommendation of the 
Farmers’ Commission to fix these 50% higher than the C2 cost of 
production. But subsequent increases have not kept up with costs 
which currently are rising faster than overall inflation, and will 
rise even more with a revision in NREGA wage rates and if ferti-
liser and fuel subsidies are cut. Although it is valid to argue that 
the present high stock levels suggest that MSPs may be too high, 
farmers strongly disagree and the failure to build in actual cost 
increases may dampen incentives.

This brings us to the third and critical question regarding  
normal levels of procurement and, therefore, of offtake. It may 
appear that maintaining present MSPs will also maintain the 
present size of procurement at current levels of output. But this is 
not so. Procurement has exceeded offtake by an annual average 
of over 12 million tonnes since 2007, leading to the currently high 
level of stocks. This means that market availability of rice and 
wheat has been significantly less than production, and market 
prices of cereals have been higher than they would have been 
without stock increase. Consequently there will be a correction as 
soon as offtake is increased to equal procurement: market prices 
will fall and selling to government will become more attractive to 
farmers, increasing procurement even at current MSPs.

The extent to which procurement will increase can be assessed 
on the basis of available estimates of relevant price elasticities. 
On this the basis, we estimate that since availability will increase 
by at least 5% when government stops increasing stocks, market 

prices are likely to decline by at least 10% due to increased  
supply.25 Also, that this extent of fall in market prices is likely to 
increase procurement from around 55 million tonnes presently to 
60-65 million tonnes.26 The NFSA can therefore be planned 
around an offtake of 60-65 million tonnes while stocks are on 
average maintained at their present high levels, but allowed to 
fluctuate with variations of production from trend. This involves 
no additional risk of inflation since MSPs need not increase at more 
than the rate of increase of the cost of production, and market 
prices will in fact be lower as a percentage of MSP than at present. 

This conclusion differs significantly from the RC’s observations 
that “In view of the cycles in agricultural procurement, it may be 
imprudent to assume an average procurement level of more than 
30 per cent”, leading them to set a ceiling on NFSA offtake that is 
less than current procurement. It is, however, important to note 
that policy decisions contribute to “cycles in agricultural procurement” 
and that what RC is suggesting may in fact perpetuate this. 

The problem with the RC view is that unless MSPs are reduced in 
nominal terms immediately, procurement will be higher than the 
RC ceiling on offtake. Stocks will continue to increase unnecessarily, 
along with unnecessarily high market prices for cereals. Although 
it may be possible to bring procurement down over time, by hold-
ing nominal MSPs constant as market prices increase with inflation, 
a balance between procurement and ceiling offtake will only be 
achieved with higher stock levels and lower levels of real MSP than 
at present. If the experience of 1997-2005 is any guide, the final 
outcome could be that pressures build up to allow export in order 
to reduce stocks while production incentives are reduced unduly. 

During 1997-2001, a combination of high MSP and high issue 
prices for APL caused huge stock accumulation despite stagnant 
per capita production, and this in turn led to high food inflation. 
Subsequently, in view of the large stocks, MSP increases were kept 
below general inflation during 2001-06, thus reducing procure-
ment while exports were also allowed to deplete stocks. However, 
per capita cereals production in the triennium ending 2005 fell to 
its lowest in 20 years and stock levels also fell below buffer norms 
and remained below the norm throughout 2006 and 2007. It is 
this tight domestic supply situation, amidst high world food infla-
tion, that was corrected by the large MSP increases since 2007. 

We are now roughly at the 2001 situation in that previous cycle. 
The choice is between stabilising offtake at around the 60-65 
million tonnes procurement levels consistent with the present 
MSP levels or attempting once again to reduce procurement. The RC 
clearly favours the latter option, where procurement is brought 
down to around present offtake levels through reduction of real 
MSPs, since this would obviously reduce the fiscal outgo. How-
ever, it ends up arguing quite incorrectly that NAC proposals on 
NFSA are not feasible without MSP hikes that risk more food inflation. 
Not only is the NAC proposal feasible without risking further inflation, 
so is universalisation under most likely scenarios. 

An Alternative Proposal for PDS in NFSA,  
Short of Universal PDS

However, despite being feasible in most scenarios of Table 5, a 
universal PDS is currently not on anyone’s agenda and hence 
unlikely to be accepted, particularly after the RC report and 
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because the upper end of likely demand with a universal PDS is, at 
70 million tonnes, higher than the 60-65 million tonnes consistent 
with present MSP levels. We, therefore, suggest an alternative 
which takes elements of the NAC proposal and merges them with 
elements of a proposal that the PC had made earlier (Planning 
Commission 2010). This is done to be consistent with a rights 
based approach, avoid the main problems of targeting, preserve 
the major benefits of universalisation and also to reduce virtually to 
nil the possibility of demand rising so high that the government is 
forced to renege on its NFSA obligations. The proposal is as follows:
(a) All individuals will be entitled to 7 kg a month at a price no 
higher than MSP, with the price set initially at 75% of MSP and this 
discount allowed to be varied with the actual supply situation.
(b) All individuals except a group to be excluded using verifiable 
exclusion criteria will receive a further discount so that they pay 
only Re 1 per kg for millets, Rs 2 per kg for wheat and Rs 3 per kg 
for rice on the first 3.5 kg that they purchase in any month.
(c) A priority group, identified on the basis of verifiable inclusion 
criteria, will receive the full discount so that they pay only Re 1 
per kg for millets, Rs 2 per kg for wheat and Rs 3 per kg for rice on 
their entire entitlement of 7 kg a month.

Unlike the NAC proposal, but like the earlier PC proposal, this 
involves a universal entitlement which is MSP-linked. Like the 
NAC proposal and unlike the earlier PC proposal, there are three 
groups selected on exclusion and inclusion criteria. However, 
based on results from the recent BPL Census pilot27 we recom-
mend that selection of these groups be delinked from poverty es-
timates. While exclusion criteria can be similar to those proposed 
by NAC and exclude roughly 25% of population, our proposed in-
clusion criteria are more stringent than for NAC’s priority group. 
This will include the specific categories that NAC has already 
identified but in addition include only those who suffer from at 
least three identifiable deprivations. As a result, the priority 
group is likely to cover only about 20% of the population that is 
either disabled or destitute or identifiably deprived on multiple 
dimensions. This is unlike both the NAC and PC proposals, which 
stretch the full discount to Tendulkar poverty numbers. How-
ever, again unlike both the NAC and the PC, about 75% of the 
population (i e, all except the excluded group) will have entitle-
ment to some very low priced grain and therefore a strong incen-
tive for PDS participation. 

Compared to the present AAY/BPL/APL division, this will double 
the number of beneficiaries with present AAY entitlements from 10 
to 20%, and entitle another 55% of population to not only  
3.5 kg/month at present AAY prices but also a full quota of 7 kg/
month which, if fully drawn, will be at an average price less than 
proposed by NAC for a lower quota of 4 kg/month for the general 
category.28 However, there are only two prices in this proposal, not 
three as today, and the higher MSP-linked price will be much 
higher than the current APL price.

What are the advantages over the NAC proposal? There are three: 
(a) First, as far as targeting is concerned, our proposal limits this 
only to identification of the very disadvantaged and those un-
doubtedly non-poor, based on verifiable inclusion and exclusion 
criteria. Results of the recent BPL pilot show that while this can 
be achieved with reasonable probability of containing errors of 

inclusion and exclusion within acceptable limits, use of score-based 
rankings to reach caps based on Tendulkar poverty numbers will 
inevitably exclude a very large number of families that are very 
similar to other families which are included. Such caps and scor-
ing are therefore likely to perpetuate the rampant rent-seeking 
in BPL selection that many now consider to be the biggest stum-
bling block to effective delivery of public services. Moreover, veri-
fiable exclusion and inclusion criteria are necessary in a rights-
based approach since this must provide a transparent legal defi-
nition of who is entitled to what, avoiding the almost impossible 
problem of defining who is poor and who is not. 
(b) Second, our proposal extends benefit of very cheap grain to 
75% of the population, excluding only the undoubtedly not poor. It 
therefore provides a very strong incentive for most people to use 
the PDS. As pointed out earlier, leakages are much lower where a 
majority demands its PDS entitlements than where this attracts only 
a few. Our proposal is thus more likely to achieve this functional 
benefit of universalisation than the NAC proposal that limits very 
cheap grain to only 40% of population. Moreover, although our 
proposal extends the full current AAY entitlements to only 20% of 
population, rather than to 40% as in the NAC proposal, this has merit 
even beyond avoiding targeting errors. A clear focus on reaching the 
very disadvantaged (those subject to multiple deprivation and who 
because of age or disability cannot self-target into programmes 
such as Mahatma Gandhi National Rural Employment Guarantee 
Act (MGNREGA)) is desirable simply because it is precisely these 
who lose out in any jostle for inclusion in situations short of univer-
sal access and where the less disadvantaged are also eligible.
(c) Third, instead of excluding from NFSA entitlements those iden-
tified as undoubtedly non-poor, our proposals give them an MSP-
linked entitlement which they are unlikely to draw upon normally 
but which would provide an important fallback in exceptional situ-
ations such as drought or abnormal inflation. This is an expectation 
that everyone has from a food security bill but which the NAC pro-
posal does not provide for. Moreover, along with decentralisation 
of grain storage and clear operational rules on release and replen-
ishment, this can be a powerful instrument for price stabilisation 
since more grain would automatically be released from stocks 
through the very large PDS network whenever and wherever grain 
prices cross a certain level. Absence of such a flexible price-based 
mechanism is a major reason why we have suffered high food infla-
tion in recent years despite adequate stocks.     

What is the grain requirement for this proposal? If the full  
entitlement at AAY prices is drawn by everyone eligible, this will 
require 47.6 million tonnes but, as discussed above, actual purchase 
is likely to be much less. However, even assuming that leakages 
cannot be immediately reduced and the offtake/allocation ratio  
remains at 95% currently observed for the AAY, the maximum 
demand will be 45.2 million tonnes. In addition, entitlements at 
MSP-linked prices work out to 52.5 million tonnes if everyone 
draws full quota, but the actual demand is unlikely to exceed 9.5 
million tonnes even with leakage.29 The likely PDS requirement in 
our proposal will thus not exceed 54.7 million tonnes, which is less 
than the revised TPDS allocation of 57.7 million tonnes for 2010-1130 
(up from 47 million tonnes through extra ad hoc allocations). Even 
adding requirements that NAC has projected for other welfare 
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schemes, the total grain requirement is within the 60-65 million 
tonnes of likely procurement. Moreover, as pointed out earlier, 
stocks will be sufficient to meet statutory obligations in the very 
unlikely event that demand shoots up to full entitlements. 

And, finally, what will be the subsidy outgo? This works out  
to Rs 79,400 crore, calculated as excess of economic cost over issue 
prices multiplied by the likely maximum offtake.31 On the same 
subsidy calculation basis, the NAC places the outgo at Rs 79,930 
crore for its proposal in its final phase and RC projects Rs 68,540 
crore for its watered down version in its first phase. As against 
these, actual outgo on this basis is placed at Rs 60,600 crore in 
2010-11(RE), but could end up at Rs 68,950 crore.32 All these figures 
exclude cost of maintaining buffer stocks and also underestimate 
subsidy whenever procurement is larger than offtake and therefore 
involves a procurement cost without corresponding sales revenue. 
Since our proposal assumes a balance between procurement and 
offtake at present stock levels, while both the present and the RC 
projection involve rising stocks with procurement higher than 
offtake, the difference in total subsidy between our proposal 
and either of these will be less than corresponding differences in 
figures above. Moreover, it should be noted that in their 2010-11 
budgets, eight state governments had together made a provision 
of Rs 11,280 crore for food subsidies over and above the centre’s 
outgo.33 Since these state subsidies are mainly used to bring 
down the issue price of grain obtained at higher prices from the 
centre, much of this is likely to get subsumed in the proposal 
above. If so, our proposal may not involve much additional fiscal 
cost (centre plus states) of PDS, even before factoring in what we 
consider to be its main cost reducing feature: that leakages are 
likely to reduce since it is more universal.

Conclusion: Feasibility, Reform and Ambition

The proposal above should be seen as a serious alternative to the 
NAC view on NFSA not only because of the three advantages listed 
specifically in the previous section, but also because it addresses 
all the concerns raised by the RC. In fact, the proposal should be seen 
as a way in which feasibility concerns raised by RC may be addressed 
while going beyond NAC on the matter of universalisation. How-
ever, it should also be noted that while RC has judged infeasible the 
NAC proposal on grounds of grain availability, this involves a PDS 
requirement of 57.4 million tonnes in the first phase which is less 
than the 57.7 million tonnes to which the official allocation  
for 2010-11 has already been raised by the Ministry of Food and 

Consumer Affairs. Obviously, notions of feasibility apply une-
venly to normal decisions within the government and when 
brought to bear on major policy reform and legislation.

For this reason, it is important on matters of policy and legisla-
tion to discuss upfront the points of unevenness that go beyond 
details to the idea of reform itself. For example, it is interesting 
but irrelevant that our proposal, on proper costing, may not im-
pose an additional fiscal burden. Our focus has been universali-
sation, benefits of which have been argued but not incorporated 
in the costing of the alternative proposal. There are also other 
suggestions on reform of PDS that could further reduce costs but 
have not been discussed here: e g, decentralised procurement 
that can reduce the gap between economic cost and MSP, and, 
as suggested in the Planning Commission proposal, use of smart 
cards to avoid corruption due to dual pricing by delivering  
directly to PDS shops the difference between the MSP-linked 
and the lower AAY-based prices. These can easily be incorporated 
into this proposal, although like universalisation exact benefits 
are difficult to quantify till these are put in place.  

However, the main messages of this paper are two: First, that 
targeting has not worked and that universalisation is likely to 
reduce PDS leakage, not increase it. Second, that food security 
cannot be attained without addressing issues of physical availa-
bility, distribution and stock management – it is not simply a matter 
of access that can be dealt with through transfers, either directly 
in cash or through coupons or by differential pricing. 

Both these messages have detractors which is probably why 
the NFSA has not rolled out yet, although over the last three years 
we have seen considerable ambition in state after state to make 
PDS more universal and to address its governance details. The 
proposal above should be seen in this context. It addresses con-
cerns of the detractors but once rolled out, and if successful in 
reducing leakage while increasing access, could be converted 
easily to full universal PDS. All that is needed to achieve this is to 
set the percentage of MSP in the MSP-linked price so that this 
is the same as an acceptable price for the priority group. Since 
our analysis supports very strongly the case for a fully universal 
PDS with below MSP pricing, this is a correct ambition but clearly 
not at present at AAY prices which are far too low. Of course, the 
antyodaya (i e, the old, disabled, orphaned, widowed or aban-
doned) would then lose and need to be compensated. This is 
where direct cash transfers are relevant through better pensions 
and disability payments, not as replacements for PDS.

Notes

	 1	 NAC has accepted as priority the below poverty 
line population of 42% rural and 26% urban for 
2004-05, following acceptance of the Tendulkar 
Committee by the Planning Commission. As is the 
standard practice, 10% of the existing poverty  
estimates are added to account for the transient 
poor making it 46% (42+4) in rural and 28% 
(26+2) in urban. This has already been accepted 
by the food ministry for new BPL entitlements. 

	 2	 The NAC suggests a phased implementation of the 
Act with the responsibility of the present government 
only limited to 85% of rural population and 40% 
of urban population.

	 3	 Accepted in the 14 July 2010 meeting of the NAC. 
See http://www.nac.nic.in/press_releases/14_july_ 
2010.pdf	

	 4	 For an exposition of some of the arguments for 
universalisation, see Himanshu (2010b), http://
www.livemint.com/2010/04/28225842/Food-en-
titlement-should-be-uni.html. Also see Madhura 
Swaminathan (2000).

	 5	 One of the authors of this paper was chairman of 
the committee.

	 6	 All estimates reported in this paragraph are from 
Volume 2, Chapter 4, of the Eleventh Plan (2008), 
p 138. Also see Kundu and Srivastava (2007).

	 7	 Although consumption estimates from NSS are gen-
erally lower than from NAS, cereals are an exception.

	 8	 Although 2007-08 is not a thick round and less  
reliable at state level, this is the most recent NSS 
data. Moreover, as recommended by NSSO, popu-
lation projections from census have been used to 
derive relevant totals.  

	 9	 Although the quantity of foodgrains received  
is different based on family size and a small  
percentage of the poorest households get higher  
allocation, the price paid by all is the same.

	10	 All PDS shops in the state are run by coopera-
tives/government. Ninety-nine per cent of taluks 
have their own godowns. The quality of foodgrain 
delivered is good and along with cereals, it also 
gives other food items such as pulses and edible oil. 
Tamil Nadu uses technology, e g, an online moni-
toring system, GPS and so on to track foodgrain 
movement. Details on working of the PDS in 
Tamil Nadu are available at http://www.tncsc.
tn.gov.in. The two main contributions of univer-
salisation are that unlike elsewhere there is no 
tyranny of the BPL list and the single PDS price 
reduces arbitrage possibilities between different 
clients of a PDS shop for the same commodity.
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	11	 Chhattisgarh began PDS reforms in 2005 and in 
2007 redefined eligibility criteria to include 75% 
of population. On the reforms undertaken, see 
Mishra (2010) and Patnaik (2010).

	12	 This is based on the individual, rather than house-
hold, entitlements proposed by the NAC. The number 
of households is not known for the current popula-
tion, and depends on the definition of a household 
(nuclear or common kitchen). However, this corre-
sponds to 35 kg of foodgrain for a family of five. 

	13	 There is strong empirical evidence of this from the 
1993-94 NSS consumption expenditure survey, 
which had asked the question of whether the 
household is engaged in cultivation of foodgrains 
and if yes, then which foodgrains. Comparison of 
PDS purchase by cereal growers versus those who 
are not shows that those who grow cereals are three 
times less likely to take foodgrains from PDS. This 
increases to five times less likely for those who be-
long to the medium and large farmer category. 

	14	 The PDS rice price in Tamil Nadu was further  
reduced to only Re 1 per kg in 2008. 

	15	 This is less than the 65% of actual BPL cardholders 
who report some PDS purchases because the per-
centage of households who report not having BPL 
cards was much higher in states such as Bihar, 
Haryana, Punjab and UP where actual BPL card-
holders report particularly low PDS purchase.  
Unfortunately, a similar calculation is not possi-
ble for 2007-08 since the 64th round did not col-
lect data on type of PDS card. 

	16	 For example, take Chhattisgarh where, despite ex-
pansion of eligibility to include 75% of population, 
lowering of prices to Rs 2/kg and PDS reforms, only 
40% of households (i e, 53% of eligible households) 
purchased any foodgrains from PDS in 2007-08. 

	17	 Both NAC and RC start with the full requirement 
to provide 100% of priority households 7 kg per 
month, but while NAC assumes only 90% of this 
will be lifted (based on actual offtake/allocation 
ratios), the RC argues for full 100%. In fact,  
demand by BPL/AAY households was only 40% of 
entitlement in 2004-05 and this is unlikely to 
cross 60%. Therefore, the leakage ratio assumed 
implicitly by RC is 40-60%, equal or more than the 
current actual. It should also be noted that all per-
centages here are with respect to full requirement 
and not allocation. This is because the latter is an 
administrative decision. Despite population growth, 
allocations for BPL/AAY were kept constant and 
for APL sharply reduced after 2004-05. The recent 
rise in offtake/allocation ratios in Table 6 is more 
due to this than to the increase in demand.  

	18	 The correlation across major states between the 
percentage of households accessing PDS and per-
centage of leakage from PDS was -0.9 in 2004-05 
and -0.7 in 2007-08. Over time, access declined and 
leakage doubled between 1993-94 (pre-targeting) 
and 2004-05 (after targeting); and then access 
increased and leakages decreased between 2004-05 
and 2007-08 when many states introduced their 
own subsidies to expand BPL in the face of higher 
inflation. 

	19	 Indeed a variant of this was followed in universal 
PDS before 1997 and is still followed in Tamil 
Nadu. And new technology (CCTVs/swipe cards) 
now makes real-time monitoring of actual house-
hold demand much easier.

	20	 Other welfare schemes, including the ICDS and 
MDM, require an additional 3 to 4 million tonnes 
at present levels but may reach 8 million tonnes if 
NAC recommendations on other components of 
NFSA are accepted. 

	21	 The total demand of foodgrains in 2011-12  
(including direct and indirect demand taking into 
account feed, seed and wastage is projected at 
212.6 million tonnes (Mittal 2008), 235 million 
tonnes (Chand 2007), 223.7 million tonnes (Kumar 
1998). IFPRI projects the demand of foodgrains at 
237.3 million tonnes in 2020. As against these, 
production was already 235 million tonnes in 
2008-09 and may be even higher in 2010-11.  

	22	 Department of Food and Public Distribution; 
presentation made to NAC on 24 September 2010.

	23	 The media also reported that in many states, farm-
ers protested against the Food Corporation of India 
(FCI) for not opening enough procurement centres 
and even for not lifting all the grain available for 
procurement at centres that had been opened. 
Clearly, farmers were willing to offer more than 
what the government was prepared to procure. 

	24	 Stocks on 1.10.2010 were 46.2 million tonnes (18.4 
rice and 27.8 wheat), more than twice the buffer 
norms of 21.2 million tonnes (7.2 rice and 14 
wheat) for that date. Production of rice and wheat 
in 2009-10 was 169.8 million tonnes as against a 
record of 179.9 million tonnes in 2008-09 and an 
average of 174.8 million tonnes during TE 2008-
09. The excess of actual stocks over buffer norms 
on 1.10.2010 was therefore 2.5 times the fall in 
production during 2009-10 and 5 times the 2009-
10 production shortfall from trend. Coping with 
three years of consecutive shortage of the magni-
tude of 2009-10 should therefore be possible since 
actual stocks referred to here are before the ar-
rival of 2010-11 harvest after a drought, and be-
cause trend consumption is less than trend net 
production. As far as 100% of population de-
manding full quotas (an extra demand of 30-40 
million tonnes per annum) is concerned, even 
this extremely unlikely eventuality can be met 
from current stocks for 7-10 months without run-
ning these down below buffer norms, a sufficient 
period till arrival of the next kharif or rabi crop.

	25	 Annual stock build-up has ranged from 5% to 15% 
of availability during 2007-10. The price elasticity 
of cereals is in the range of -0.3 to -0.5. Combining 
these, market prices will decline by at least 10% if 
stock accretions halt.

	26	 The elasticity of procurement to the ratio of MSP 
to market prices is in the range of 1 to 1.8. Apply-
ing these to the above estimate of at least 10% de-
cline in market prices gives a range of 60-65 mil-
lion tonnes procurement.

	27	 A pilot survey was conducted recently by the  
Ministry of Rural Development, involving complete 
Census in over 250 villages across the country, to 
analyse various options that could be used to 
identify the poor. Preliminary results of this were 
presented to State Rural Development secretaries 
on 7 February 2011. The pilot study found that it is 
possible to exclude approximately 28% of popula-
tion using suitable indicators with minimum errors. 
A social inclusion approach using various depri-
vation indicators was found suitable to prioritise 
the remaining households. About 20% of rural 
population could be identified as very poor house-
holds with minimum errors using these depriva-
tion counts. It was also found that scoring as sug-
gested by the Saxena Committee would imply  
almost the same inclusion and exclusion errors as 
at present using the 2002 BPL census.

	28	 At the present MSPs of Rs 1,000/quintal for paddy 
and Rs 1,120/quintal for wheat, the MSP-linked 
prices set at 75% of MSP are Rs 11.25/kg for rice 
and Rs 8.40/kg for wheat. The weighted average of 
prices with 3.5 kg at these prices and 3.5 kg at 
present AAY prices are Rs 7.13/kg for rice and  
Rs 5.20/kg for wheat. The prices suggested by NAC 
for the general group (50% of MSP) are Rs 7.50/kg 
for rice and Rs 5.60/kg for wheat, while present 
BPL prices are Rs 5.65/kg for rice and Rs 4.15 kg for 
wheat. A possible objection is that two prices, one 
for the first 3.5 kg and another for next 3.5 kg may 
be difficult to work with. This is not really so since 
all it needs is an additional column in the ration 
card. The advantage to the cardholder is that she 
may opt for only 3.5 kg from PDS and the rest from 
the market. This is also a safety valve available to 
government in case public stocks fall too low, in 
which case it can divert consumers from PDS to the 
market not only by increasing MSP (to increase sup-
ply) but also by increasing the percentage that the 
MSP-linked price bears to MSP.

	29	 This is obtained by projecting from actual 2005-06 
APL offtake (8 million tonnes) and allocation (44.4 
million tonnes) to the full MSP-linked quota of 52.5 
million tonnes with our proposal. This is valid, since 

if the MSP-linked price is set at 75% of MSP, the ratio 
between this and market prices will be about the 
same as the ratio between APL CIP and market prices 
in 2005-06. In fact, it may be desirable, in order to 
limit possible leakage, that operational allocations 
are worked out for this, based on past PDS partici-
pation (not lifting) across states, to total about 15 
million tonnes, but with flexibility to increase 
whenever and wherever there is abnormal inflation.

	30	 Including special ad hoc allocations up to 6.1.11, 
these are 10.2 mt AAY, 22.5 mt BPL and 25 mt APL.

	31	 Calculated using economic cost of Rs 20.43/kg for 
rice and Rs 15.44/kg assuming a 60:40 rice-wheat 
ratio, and offtakes of 45.2 and 9.5 million tonnes 
at AAY prices and 75% MSP respectively.

	32	 With economic costs as above, and actual issue 
prices, applied to likely offtake in 2010-11. Likely 
offtake is obtained by applying actual offtake/ 
allocation ratios for April-November 2010 to the full 
2010-11 allocation as in footnote 31 above. Exclud-
ing special ad hoc allocations, likely subsidy is  
Rs 57,000 crore, about the same as 2010-11(BE).

	33	 Food subsidies in State Budgets for 2010-11 were 
Rs 4,000 crore in Tamil Nadu, Rs 3,000 crore in 
Andhra Pradesh, Rs 1,250 crore in Karnataka,  
Rs 1,000 crore in Chattisgarh, Rs 910 crore in 
Orissa, Rs 700 crore in West Bengal, Rs 290 crore 
in Madhya Pradesh and Rs 130 crore in Kerala.
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