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Foreword

The Targeted Public Distribution System (TPDS) is an important instrument of
policy aimed at reducing poverty through the mechanism of delivering minimum
requirements of food grains at highly subsidised prices to the population below the
poverty line. To assess its efficiency and effectiveness in achieving this objective, the
Planning Commission and the Ministry of Consumer Affairs, Food and Public
Distribution initiated an independent evaluation of performance by the Programme
Evaluation Organisation (PEO). The evaluation used relevant process data collected
from the various nodes of the delivery system and also relied upon a sample survey of
fair price shops and households spread over 18 States and has come up with some far-
reaching findings and observations.

The study finds that about 58 per cent of the subsidized food grains issued from
the Central Pool do not reach the BPL families because of identification errors, non-
transparent operation and unethical practices in the implementation of TPDS. The cost
of handling of food grains by public agencies is also very high. According to the
study, for one rupee worth of income transfer to the poor, the Gol spends Rs.3.65,
indicating that one rupee of budgetary consumer subsidy is worth only 27 paise to the
poor. The results obtained deserve careful consideration. The study has also suggested
some measures for improvement, which would help in finding better ways of ensuring
food security for the poor.

Government accords great importance to the objective of measuring outcomes so as to
ensure that policies serve up purposes for which they were adopted. The PEa provides
a key input into this process by undertaking systematic studies of the effectiveness of
programmes, primarily as an input to future policy. Evidence of sub-optimality
suggests the need to draw lessons from observed weaknesses and redesign
programmes accordingly. The Planning Commission proposes to strengthen this

aspect of its activity in the years ahead
My € M

(Montek Singh Ahluwalia)



Preface

The Targeted Public Distribution System (TPDS) was launched in 1997
to benefit the poor and to keep the budgetary food subsidies under control to the
desired extent following failure of the earlier PDS system. Conceptually, the
transition from universal PDS to TPDS was a move in right direction, as it was
designed to include all the poor households and raise the unit subsidy and ration
guota considerably for them. The objective of keeping the budgetary consumer
subsidy in check was proposed to be met through sale of food grains to APL
households at Economic Cost and confining the budgetary food subsidy to
about sixty five million identified BPL families. Though the supply of the
requisite quantity of food grains for distribution at BPL prices was to come from
the Central Pool, the success of TPDS in terms of meeting its stated objectives
depended largely on the ability of State Governments in identifying the genuine
poor families, restricting the number of poor families to the number estimated
by Planning Commission and in putting in place an effective and efficient
delivery system.

At the instance of the Planning Commission and the Ministry of
Consumer Affairs, Food & Public Distribution, Programme Evaluation
Organisation took up the evaluation of TPDS to reflect on the following issues:-
» Efficacy of the delivery mechanism in improving access to PDS for the poor;
e Off-take by the poor and its determinants;

e Viability of Fair Price Shops (FPSs) & its implications;

e Types and magnitudes of targeting errors and their implications on welfare
and budgetary consumer subsidy;

e Extent of leakages and diversions of subsidized food grains;
e Delivery cost across the States; and
e Overall performance of TPDS.

To generate the required data base, the study covered 60 districts, 88
blocks, 16 towns, 176 village panchayats, 240 Fair Price Shops and 3600
households spread over 18 States. While sample survey was conducted by the
15 field units of PEO, the study design was prepared at the Programme
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Evaluation Organisation (PEO) Headquarters. The main findings of the study
are:

e The implementation of TPDS is plagued by targeting errors,
prevalence of ghost cards and unidentified households;

e Though the off-take per household has shown some improvement
under TPDS, yet only about 57% of the BPL households are covered
by it;

e The FPSs are generally not viable because of low annual turnover and
they remain in business through leakages and diversions of subsidised
grains;

» Leakages and diversions of subsidized grains are large and only about
42% of subsidized grains issued from the Central Pool reaches the
target group;

e Over 36% of the budgetary subsidies on food is siphoned off the
supply chain and another 21% reaches the APL households; and

e The cost of income transfer to the poor through PDS is much higher
than that through other modes.

The performance of TPDS can be considerably improved if some
measures are taken to streamline the BPL identification survey and if the
delivery system is made effective, efficient and transparent. The report has
come up with useful suggestions in this regard which if implemented are
expected to reduce leakages and diversions and improve the performance of
TPDS. The summary version of the findings and suggestions was circulated in
the Planning Commission for comments. The comments received from Hon’ble
Deputy Chairman, Planning Commission and Dr. Kirit Parikh, Member,
Planning Commission improved the presentation of the findings.

The study received constant support and encouragement from Hon’ble
Deputy Chairman, Planning Commission and Secretary, Planning Commission.
The present shape of the report as well as the analytical framework of Chapter
6, was developed under my supervision and guidance. The study design was
prepared by Dr. P.D. Joshi, Ex-Director, PEO, while data processing, tabulation
plan and the initial analysis plan were done under the guidance of Shri Servesh
Kumar, Director, PEO. The analysis of FPSs viability, determinants of off-take
behaviour and the final shape of the first five Chapters were contributed by Shri
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Antony Cyriac, Senior Research Officer, Smt. P.T. Subha, Research Officer and
their colleagues in the Bangalore unit of PEO, the statistical assistance for its
empirical counterpart was provided by Shri V.K. Sharma, Statistical Officer
(Sr.Grade) and Shri Bhuwan Chander, Economic Investigator, Shri Ramesh
Datta, P.A. and Shri Dharmender Singh Sajwan, Tabulation Clerk in Adviser’s
Office. The detailed list of officers involved in the study is given at the end of
the report. The help and cooperation received from NIC (YBU) is gratefully
acknowledged.

(S.P. Pal)
Adviser (Evaluation)
New Delhi.
Dated: March, 2005
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Summary

Evaluation Issues, Findings & Suggestions

The Targeted Public Distribution System (TPDS) was introduced in
1997. It envisages identifying the poor households and giving them a fixed
entitlement of food grains, rice and/ or wheat, at the rate of 20 kg. per household
per month (from April, 2000) at specially subsidized prices (at half the
Economic Cost).

Evaluation Issues

The evaluation study was designed to reflect on the following issues:-
e quality of implementation of BPL identification survey;

e circulation of BPL & APL ration cards vis-a-vis the estimated number
of poor families;

e nature of the problem of ghost BPL cards;

e types and magnitude of targeting errors and their implications on
welfare and budgetary consumer subsidy;

» efficacy of the delivery mechanism in improving access to PDS for the
poor;

e off-take by the poor and its determinants;

 viability of Fair Price Shops (FPSs) & its implications;

- extent of leakages and diversions of subsidized food grains;
e delivery cost across the States;

e overall performance of TPDS; and

e corrective measures/ reforms to improve the performance of TPDS.
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Study Design

The study covered 60 districts, 88 blocks, 16 towns, 176 village
panchayats, 240 Fair Price Shops and 3600 households spread over 18 States to
generate the relevant data base (both primary and secondary) for testing the
hypotheses implicit in the above issues. A stratified random sampling procedure
was adopted for selection of units at various stages. The sample survey was
conducted by the 15 field units of PEO through structured questionnaires. Since
there were data gaps for the States of Arunachal Pradesh and Meghalaya, the
larger part of the analysis has been carried out with respect to 16 large States.
Though the sample design for the study provided for a sample size of 1200
control households (without any ration cards) for understanding the reasons for
not holding cards, we could not carry out any detailed analysis of this data.

Delivery Mechanism —Variation Across States

e The administrative structures built by different States for delivery of PDS
food grains are similar. Most large States have three/ four tiers above the
retail outlets, viz; Civil Supplies Department, District Supply Office (also
Divisional Supply Office in Uttar Pradesh), Block Supply Office (also Sub
Centres in Punjab and Haryana). The NE States have a two-tier system
(Chapter 3).

e The retail outlets (FPSs) in most States are operated by private individuals,
while in some others, these are partly or fully in cooperative sector
(Chapter 3).

e While food grains are door-delivered in Andhra Pradesh, Arunachal Pradesh,
Haryana, Himachal Pradesh, Madhya Pradesh and Tamil Nadu, the FPSs in
other States, do not enjoy this facility (Chapter 3).

e lrregular delivery schedule of FPS quota is a persistent problem in most
States. This has contributed to low off-take by consumers and hence to large
diversion of subsidized grains to the open market (Chapters 3& 5).

e Kerala allowed off-take of monthly ration quota in multiple installments,
while other States did not. More than three-fourths of the sample BPL
cardholders expressed their desire to have the facility of weekly off-take
extended to them (Chapter 5).

e In most of the States, the FPS owners were required to lift their monthly
quota on cash down payment, while those in Tamil Nadu were extended
credit facilities through the district cooperative banks (Chapter 4).
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Monitoring of activities of FPSs through inspection by district/ taluka level
officials was irregular and ineffective. The involvement of the PRIs was
effective only in a few States, like, Kerala, Rajasthan, Madhya Pradesh,
Andhra Pradesh, Orissa and West Bengal. The PRIs were generally unaware
of the Citizen’s Charter (Chapter 3).

A large majority of the cardholders from Andhra Pradesh, Haryana,
Karnataka, Madhya Pradesh, Punjab and Tamil Nadu had ration cards with
photographs, while a few had photo ration cards in Himachal Pradesh &
West Bengal. Others are non-starters.

Viability of FPSs & Its Determinants

The number of ration cards attached to a FPS, their BPL-APL break-up, off-
take of grains (and other commodities), margin on commodities, cost
incurred on transport and handling, rents, etc. are the determinants of
viability of FPSs. By viability, we mean an annual return of 12% or more on
the working capital. Ensuring FPSs viability is critical to sustenance of PDS
retail trade and minimizing leakages/ diversions of PDS grains.

Only about 22.7% of the FPSs were found to be earning a return of 12% on
capital. The majority of the FPSs in this sense are viable in Andhra Pradesh
(67%), Maharashtra (50%), Meghalaya (100%) and Tamil Nadu (88%) with
reference to their present levels of operation.

Since financial viability of FPSs is critical to the success of TPDS, a
simulation exercise was carried out w.r. to alternate values of the relevant
parameters that affect the operation of FPSs. Based on the results of this
exercise, a package of measures has been suggested (Section on
Suggestions) in the study to make the FPSs financially viable. These
measures are expected to minimize leakages, bring in transparency and
contribute to realization of the objective of ensuring food security for the
poor.

Consumer Off- take & Its Determinants

The off-take by APL cardholders was negligible except in Himachal
Pradesh, Tamil Nadu and West Bengal. In Tamil Nadu, all cardholders
(APL or BPL) were entitled to subsidized grains, while in other two States,
market prices ruled above the Economic Cost in some districts, inducing
some APL cardholders to buy PDS grains.

Vi
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e The average monthly off-take per BPL card was high in Himachal Pradesh
(20 kg.), Tamil Nadu (19 kg.), and West Bengal (19 kg.), while it was low in
Punjab (5 kg.), Bihar (5 kg), Haryana (9 kg), Meghalaya (9 kg.), Uttar
Pradesh (10 kg.) and Gujarat (10 kg.). There was very little off-take in rural
areas of Bihar, Haryana, Punjab, Rajasthan and Uttar Pradesh.

e The off-take by the poor under TPDS was found to be substantially higher
than that observed under the universal PDS (Chapter 5; also Parikh, 1994;
Swaminathan, 2000; Kripa Shankar, 2004), implying that the poor are quite
price sensitive, and that the transition from universal PDS to TPDS was a
move in right direction.

- The off-take by BPL cardholders varied significantly across States. A
multivariate analysis suggests that the factors (supply and demand side)
contributing to this variation are: variation in BPL quota, facility of off-take
in installments, regularity in the availability of grains in FPSs, availability of
preferred cereals, seasonality in demand for PDS grains (wage in kind & low
prices in harvest seasons) and asset holding (particularly land and consumer
durables).

Targeting Errors, Leakages & Diversions —Inter-State Variations

e The study used a simple analytical framework to understand the problem of
different types of error in implementation of TPDS. A household-ration
card mapping (Table 6.2) for each State was carried out to understand the
mis-match between different types of households and ration cards.

e The implementation of TPDS is plagued by large Errors of Exclusion (of
BPL families) and Inclusion (of APL), and by the prevalence of ghost BPL
cards. Some States have issued more cards than the number of households,
while some others have the problem of unidentified households (Table 6.1).

e The intensity of the problem of targeting errors, however, varies across
States as seen in the table 1.

vii
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Table 1: Targeting Errors

(% of households)

States Exclusion Inclusion Shadow
Error (*) Error Ownership Error
1 2 3 4
Andhra Pradesh 3.20 36.39 0.0
Assam 47.29 17.16 12.30
Bihar 29.81 12.20 13.55
Gujarat 45.84 9.78 11.87
Haryana 27.90 14.16 0.42
Himachal Pradesh 8.86 20.39 7.01
Karnataka 23.38 42.43 20.58
Kerala 16.28 21.04 4.05
Madhya Pradesh 19.61 12.49 5.27
Maharashtra 32.69 11.11 4.34
Orissa 26.56 16.78 8.37
Punjab 7.75 12.33 0.0
Rajasthan 16.73 5.22 0.0
Tamil Nadu - 49.65 10.20
Uttar Pradesh 26.75 13.25 10.50
West Bengal 31.74 10.23 4.69

* Inclusive of Shadow ownership Error. For other type of errors see Chapter 6.

e High exclusion errors imply low coverage of the target group (BPL
households). Of the estimated 45.41 million BPL households (March 2000),
TPDS has extended coverage to only 57% BPL families.

e The problems of targeting errors and ghost cards have serious implications
for the performance, impact and delivery cost of TPDS. These, along with
certain weaknesses in the delivery mechanism (Chapter 3), have led to large
scale leakages (36.38%) and diversion (21.45%) of subsidized grains to
unintended beneficiaries.

e Wide inter-State variations in different types of leakages have been
observed. In the self-explanatory tables below, the States are grouped w.r. to
the intensity of the problem of leakage of subsidized grains.

viii
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Grouping of States According to Intensity of the Problem of Leakage of
Subsidised Grains Issued from Central Pool

Table 2: Total Leakage

Abnormal Very High High Leakage Low Leakage
Leakage Leakage (25%-50%) (Less than 25%o)
(More than (50%-75%)
75%)
1 2 3 4
Bihar & Haryana, Madhya | Assam, Gujarat, Andhra Pradesh,
Punjab Pradesh & Himachal Pradesh, Kerala, Orissa,
Uttar Pradesh Karnataka, Tamil Nadu &
Maharashtra & Rajasthan | West Bengal
Table 2-A: Leakage at FPS Level
Very High High Leakage | Moderate Leakage Very Low
Leakage (25%-50%0) (10% to 25%) Leakage
(+50%) (Less than 10%o)
1 2 3 4
Bihar, Haryana & Rajasthan & Andhra Pradesh, | Assam, Himachal
Punjab Uttar Pradesh | Gujarat, Karnataka, | Pradesh, Madhya
Kerala & Pradesh, Orissa,
Maharashtra Tamil Nadu &
West Bengal

Table 2-B: Leakage Through Ghost Cards

Very High Leakage

High Leakage

Moderate Leakage

Maharashtra, Orissa,

(+30%0) (10%-30%0) (less than 10%)
1 2 3
Assam, Himachal Pradesh Bihar, Gujarat, Andhra Pradesh, Haryana,
& Madhya Pradesh Karnataka, Kerala, Punjab, Rajasthan

& Tamil Nadu

Uttar Pradesh & West

Bengal

In addition to leakages, TPDS suffers from diversions of subsidized grains to
unintended beneficiaries (APL households) because of Error of Inclusion.
While small inclusion errors and diversions could be ignored (as these could
be due to genuine measurement errors), in the States of Andhra Pradesh
(36%), Himachal Pradesh (20%), Karnataka (42%), Kerala (21%) and Tamil
Nadu (50%), the proportion of subsidized grains received by APL
households is unacceptably large. Notes prepared by the field units of PEO
suggest that a section of the APL households holding BPL cards actually do
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not lift their ration quota. Thus, a part of the entitlement of these APL
households holding BPL cards is actually leaked out of the PDS supply
chain. It is, however, difficult to capture this form of leakage empirically.

Performance of TPDS —Delivery Costs & Subsidies

Leakages and diversions of a large part of subsidized grains imply lower
share of the genuine BPL households. During 2003-04, the 16 large States
were issued 14.07 million tonnes of BPL quota from the Central Pool. Of
this, around 5.93 million tonnes was delivered to the BPL families and
8.14 million tonnes intended for them never reached them. The Balance
Sheet of Central Pool BPL grains for 2003-04 can be seen in the left panel
of Table 3.

Leakages and diversions raised the delivery cost in the sense that for every
kilogram of food grains delivered to the poor, the GOI had to issue 2.4 kg. of
subsidized grains from the Central Pool. In other words, the amount of
implicit subsidy per kilogram of food grains delivered to the poor is more
than the difference between the Economic Cost and Central Issue Price. The
break up the Central Subsidy to the poor in terms of intended and
unintended subsidies for 2003-04 is shown on the right panel of Table- 3.

Performance Evaluation of Targeted Public Distribution System (TPDS)- 2005

Table 3
Balance Sheet of Central Pool BPL Food grain Central Unit subsidy for BPL-Statewise
(Kg./BPL family/ annum) (Rs./Kg.)
Off - Off-take Food grains Total Intended Unintended
State take by by not reaching Central Subsidy Subsidy/
States identified the poor Subsidy for Additional
Govt. BPL households Off-take by Delivery
2003-04 Families identified Cost
BPL
1 2 3 4 1 2 3
Andhra Pradesh 466.16 197.65 268.51 13.75 5.83 7.92
Assam 490.76 227.32 263.44 12.59 5.83 6.76
Bihar 138.13 12.24 125.89 50.98 4.52 46.46
Gujarat 320.24 169.47 150.77 8.77 4.64 4.13
Haryana 416.16 138.79 277.37 12.44 4.15 8.29
Himachal Pradesh 492.22 266.14 226.08 9.19 4.97 4.32
Karnataka 480.80 139.91 340.89 18.78 5.46 13.31
Kerala 407.58 248.58 159.00 9.56 5.83 3.73
Madhya Pradesh 365.57 124.04 241.53 14.53 4.93 9.60
Maharashtra 347.29 2271.27 120.02 7.32 4.79 2.53
Orissa 276.37 175.88 100.49 9.16 5.83 3.33
Punjab 364.24 38.25 326.00 40.15 4.22 35.93
Rajasthan 366.53 238.43 128.10 6.39 4.16 2.23
Tamil Nadu 525.95 181.14 344.81 16.93 5.83 11.10
Uttar Pradesh 285.16 92.73 192.43 14.13 4.60 9.54
West Bengal 336.78 246.19 90.59 6.63 4.84 1.79
16 States (Avg.) 380.00 160.25 219.75 12.24 5.16 7.08
X




e During 2003-04, out of an estimated budgetary consumer subsidy of Rs.
7258 crore (16 States), Rs. 4197 crore did not reach the BPL households.
Around Rs. 2640 crore of the Central subsidy never reached any
consumer (BPL or APL), but was shared by agencies involved in the
supply chain of TPDS.

e Though the budgetary subsidy amounting to Rs. 3061 crore is being spent on
the quantity of food grains going to BPL families, it does not necessarily
imply that the real gain (in terms of income transfer) to poor beneficiaries is
worth Rs. 3061 crore. As explained in Chapter 5 the extent of gain to the
poor depends on the difference between the local market price (at which
the poor buy grains) and the PDS issue price as well as on the actual off-
take by them.

e |t was noted in the study that the annual income gain to a BPL cardholder
varied between a high of Rs. 1414 in Kerala and to a low of Rs. 82 in Bihar.
The state-wise variations in actual income gain per BPL cardholder are
shown in Table 6.13. The Table also gives the ratio of actual income gain
(YG) to estimated budgetary transfer (BT), which is an indicator of the
relative efficiency of the market vis-a-vis the PDS.

e Table 6.13 indicates that except in Kerala, the Economic Cost (EC) is higher
than the corresponding local market prices. This implies that in general,
market is a more efficient mode of transferring income to the poor than
the public agencies. This calls for looking for ways and means of reducing
the Cost of transferring grains through PDS. Because of the very high cost
in public transfer, the budgetary subsidy of Rs. 3061 core in 2003-04 is
worth only Rs. 1990 crore to the BPL families. Taking into account all the
inefficiencies in the PDS, it is found that the GOI spends Rs. 3.65 through
budgetary food subsidies to transfer Re 1 to the poor.

Improving Performance -Suggestions & Recommendations

Notwithstanding greater participation of consumers and higher off-take of
food grains by the poor households under TPDS, the findings of the study reveal
that transition from universal PDS to TPDS has neither led to a reduction of
budgetary food subsidies, nor has it been able to benefit the large majority
of the food insecure households in the desired manner. However, the
performance of TPDS can be improved if some corrective measures are taken to
reduce delivery cost, bring in transparency in the delivery mechanism and make
the operation of retail outlets financially viable.

Xi
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The two pivotal issues that relate to the implementation of TPDS are; a)
evolving a method for the identification of the poor that minimizes errors and
economises resources; and b) instituting a delivery system that is effective,
efficient and transparent. The forgoing analysis suggests that corrective
measures are required in both these areas for realization of the objectives of
TPDS. The following suggestions, addressing these areas may be treated as an
integrated package as most of them are closely interrelated.

On Streamlining BPL Identification

e The proportion of people with food insecurity need not be identified with
Planning Commission’s poverty ratio. The findings of the study suggest that
a large section of the population (particularly daily wage earners) who have
been kept out of the target group because of their income levels, are
potentially food insecure households. Similarly, many poor marginal/small
farmers who produce a part of (or full) their cereal consumption needs and
have been issued BPL cards, do not need the full quota of subsidized grains
through TPDS. The study findings also suggest that the off-take behaviour of
BPL beneficiaries exhibits intra as well as inter —regional variations and
hence, it is not right to assume that the poor, irrespective of their tastes and
preferences, will absorb the food grains being supplied through TPDS.
These findings and their implications justify the need to delink BPL
identification survey from the official methodology of poverty estimates. In
addition to these anomalies, the present BPL identification methodology is
fraught with the problem of large Exclusion and Inclusion Errors due to
imperfect information and interference by vested interest groups.

e |t would, therefore, be appropriate to redesign the scheme (TPDS) on the
basis of a fresh country-wide survey that would:

- help identify food insecure households;

- bring out such characteristics of households to be covered (under
TPDS), which are easily observable and verifiable and which leave
less room for arbitrariness and discretion; and

- help understand the nature of food insecurity for different types of
poor w.r. to their tastes, preferences and needs.

e In this context, the wealth ranking method used in the implementation of
DPIP in Andhra Pradesh, Madhya Pradesh and Rajasthan may be examined
for adoption in BPL identification, as this method has been found to yield
satisfactory results (PEO, 2005).

Xii
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e A fresh BPL survey may be got done by reputed survey organizations
(NSSO, NCAER, ICSSR institutes, etc).

e Active and effective involvement of the PRIs should be built in the process
of identification of the poor (Participatory Rural Appraisal (PRA), for
example).

e The baseline data generated through the proposed survey may be
computerized for monitoring & regular updating.

On Making Delivery Mechanism Effective

e The full monthly quota of food grains for distribution must reach the retail
outlets (FPSs) within the first seven days of the month. For this, doorstep
delivery of grains to FPS in the presence of PRI members or any other
responsible organization is required. For ensuring transparency in delivery,
it should be authenticated by the PRI or other designated agencies. The
FPS-wise information on delivery against quota/requirement and ration cards
should be computerized at the block /village level for onward transmission
and monitoring.

e Based on the results of the multivariate analysis of the off-take behaviour of
BPL cardholders, it is suggested that:

- consumers may be allowed to draw ration quota in weekly instalments;

- the composition of PDS grains in different States should give due
weightage to local preferences in terms of cereals and their varieties
wherever feasible; and

- the Government of India may insist that the entitlement to food grains
for a BPL household in any State should not be lower than that
stipulated by GOI.

e Considering the high cost of holding buffer stock and low off-take at
Economic Cost, it is felt that both BPL and APL cardholders may be issued
additional quantity of grains at less than economic cost. This will involve
no additional budgetary subsidies, but will have a significant impact on the
off-take of grains, viability of FPS and operational logistics of FCI.
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e To minimize leakages at FPS level and ensure their transparent operation,
these retail outlets must be made financially viable. Through simulation
exercises w.r. to alternate values of the relevant parameters, the following
package of measures is proposed for their viability:

- Licensing of FPS needs to be rationalized. A FPS becomes financially
viable only w.r. to certain minimum annual turnover. A viable FPS needs
to handle about 122 tonnes of grains annually along with other PDS
commodities. Each State must draw up a region/district-wise policy for
making FPS viable;

- The PRIs must be empowered to inspect the accounts/transaction records
of FPSs and satisfy themselves about transparent functioning of FPSs.
Their findings and observations need to be regularly discussed in the
Gram Sabha;

- FPS level margin be uniformly fixed at 2% of Economic Cost;

- Reduce the issue price for APL households by at least the unit cost of
holding buffer stock, so as to induce them to lift food grains from PDS;

- Allow BPL cardholders to lift additional grains from PDS at APL issue
prices (5kg. /month/ card);

- Ensure door step delivery of food grains within the first 7 days of the
month in the presence of the PRI representatives; and

- House FPSs in community/public building (which can be built through
convergence of other programmes).

e For financial viability of FPS, the possibility of channelising food grains to
the existing beneficiaries of Food For Work Programs (e.g. SGRY) may also
be examined. Some States are issuing food coupons to the beneficiaries of
SGRY for exchange at FPS (e.g. Rajasthan). This system needs
improvement as the beneficiaries have to wait for a long period to get their
quota.

These measures will make most of the FPSs financially viable (earning
12% or more return on capital) with a reasonable level of annual income for
the owners. For States like, Assam, Himachal Pradesh and other hilly/
Inaccessible areas, a separate package will be required. Where private FPSs are
not viable, the SHGs may be encouraged to take over the operation of FPSs.
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In addition to minimizing leakages and diversions of subsidized grains
through reform measures suggested above, there is need for bringing down
the Economic Cost of grains through rationalization of the cost structure of
handling food grains (procurement, storage, transport, etc.) through public
agencies. This merits serious attention as the evidence tends to suggest
(Chapter 5) that in most of the States, market prices were less than the
economic cost—implying that market may be a more efficient mode of
income transfer to the poor. Re-examination of the cost structure of FCI
more rigorously than already done by BICP (1991) and ASCI is required for
rationalization of the cost structure and/or identifying more efficient
alternative delivery mechanisms for delivery of food subsidy to the poor.

Do all the reform measures suggested above imply an increase in delivery
cost or enhanced budgetary subsidies? The additional cost (for FPS viability)
will constitute only a small proportion of the saving that may accrue by
plugging leakages & diversions.

A rudimentary analysis suggests that the proposed measures, if
implemented as a package will entail an additional cost of about Rs. 400
crore/annum for door step delivery (including loading/ unloading). If FPSs
are housed in community/ public buildings, as suggested, rental costs will
not be borne by them. Transport and rental costs constitute about 44% of
the operational costs of FPSs. However, this additional expenditure and
other measures suggested will yield a saving of Rs. 4197 crore annually,
which is currently being siphoned off the supply chain through non-
transparent operation of TPDS. A substantial amount of budgetary subsidies
can also be saved through rationalisation of the cost structure of handling
food grains by public agencies. Thus, the cost of reforming the PDS for
efficient and effective delivery will constitute a small proportion of the
potential saving from these measures.

*k*k
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Highlights

»  Taking into account all the inefficiencies of PDS, it is found that
GOl spends Rs. 3.65 to transfer Re 1 to the poor.

»  About 57% of subsidized grains does not reach the target group, of
which a little over 36% is siphoned off the supply chain.

» Implementation of TPDS is plagued by large errors of exclusion and
inclusion.

> A fresh BPL identification survey through independent agencies
engaged in social science research is required to eliminate targeting
errors.

» PDS is a less efficient mode of income transfer to the poor. The
Economic costs of grains are higher than the market prices in most
of the States.

> FPS Viability: Only 23% of sample FPSs are viable. The rest
survive on leakages and diversions of subsidized grains.

»  Delivery Mechanism: Irregular delivery of quota to FPSs. In some
States quota is door delivered. Kerala allowed consumer off-take of
monthly quota in installments.

>  To make the delivery system effective and efficient, it is necessary
to ensure timely door step delivery of FPS quota, rationalise the cost
structure of handling food grains through public agencies, make
FPSs financially viable, involve PRIs effectively and bring in
transparency through e-governance. The welfare gain and saving
will far outweigh the additional cost implicit in the reform measures
suggested.
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Table 6.1: Ration Cards in Circulation and Households —State wise

(Figures in lakh)

Est. No. No. of Total Total Total Excess Unidentified
Households BPL (*) Cards APL BPL Cards Households
State 2001 Households Issued Cards Cards Issued (HHU)
(HH) (HHB) (RCT) Issued Issued (HHF)
(RCA) (RCB)

1 2 3 4 5 6 7 8
Andhra Pradesh 168.50 28.29 167.57 53.97 113.60 - 0.93
Assam 49.35 12.78 46.46 27.64 18.82 2.89
Bihar (2) 118.79 45.43 113.84 52.20 61.64 - 4.95
Gujarat 96.44 14.76 105.60 71.73 33.87 9.16 -
Haryana 35.30 5.49 43.07 37.43 5.64 7.77 -
Himachal Pradesh 12.41 3.58 12.09 9.11 2.98 - 0.32
Karnataka 102.32 21.79 111.74 47.10 64.64 9.42 -
Kerala 65.95 10.82 71.29 47.55 23.74 5.34
Madhya Pradesh (2) 99.03 28.73 130.83 82.27 48.56 31.80
Maharashtra 190.63 45.50 195.66 | 138.64 57.02 5.03
Orissa 78.70 22.97 80.95 39.78 41.17 2.25 -
Punjab 42.65 3.26 39.42 33.05 6.37 - 3.23
Rajasthan 93.42 16.93 104.07 80.33 23.74 10.65 -
Tamil Nadu 141.74 33.87 156.20 | 108.72 47.48 14.46
Uttar Pradesh (1) 292.96 74.37 351.54 | 261.08 90.46 58.58 -
West Bengal 160.44 36.07 153.34 99.94 53.40 - 7.10

* As on 1.3.2000, Ministry of Consumer Affairs, Food and Public Distribution

(1)  For Uttar Pradesh, all the figures are as on 31.3.2004 (Post Uttaranchal),
while for all other States, the figures are for 2001.

(2) For Bihar & Madhya Pradesh, the data maintained by the Ministry of
Consumer Affairs, Food & Public Distribution have been used (see
Background Note: 2004), as these States submitted the pre-bifurcation data.

Table 6.1 clearly brings out the mis-match between the number of ration
cards and number of households for every category. In other words, the entries
in Table 6.1 imply the existence of several types of errors in identification of
BPL households and issuance of ration cards by the state government. For
analytical convenience, we propose a formal framework, which is presented in
Table 6.2. The concepts, definitions and symbols used in Table 6.2 are as

follows:

RCT

RCA :

RCB

HHA :
HHB :

Total ration cards issued.

APL ration cards (total number) issued.
BPL ration cards (total number) issued.
APL households

BPL households
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HHF :
HHU

HHI

Fictitious households

Unidentified households i.e. those households that have not
been identified for issuance of any ration cards.

Those identified BPL households whose ration cards are not
in their possession.

To start with, let us divide the households of a state into two categories,
viz; households with ration cards (HHRC) and those without (HHNC). The
typical RC-HH mapping in a state is presented in Table 6.2.

Table 6.2: Ration Cards- Household Mapping —A Conceptual Framework

Households Households issued Ration Cards Total Cards Households without Ration Cards (HHNC)
Categories (HHRC) in
Fictitious | Circulation Total
Ration BPL APL Households (RCT) Unidentified Identified Households
Card household | Households holding Households Households without
Categories (HHB) (HHA) excess (HHU) (HHI) ration cards
cards (TUINC)
(HHF)
1 2 3 4 5 6 7 8
APL Cards BA AA FA RCA UANC IANC TUIA
(RCA) =a (AA+BA)
BPL Cards BB AB FB RCB UBNC IBNC TUIB
(RCB) =b (BB+AB)
Total TBH TAH TFH RCT TUHNC TINC TUINC
=c (TBH+TAH)
Where:
BA No. of BPL households holding APL Consistency Check

AA

BB

AB

FA
FB

UANC

UBNC

IANC

IBNC

HH

cards.

No. of APL households holding APL
cards.

No. of BPL households holding BPL
cards.

No. of APL households holding BPL
cards.

No. of fictitious APL cards issued.
No. of fictitious BPL cards issued

Unidentified APL households not
holding cards.
Unidentified BPL households not
holding cards.

Identified APL households holding no
cards. Assumed zero in the Study.
Identified BPL households holding no
cards.

Total household

O<abec <1

(1-a) (AA+BA) = No. of Households
actually holding APL cards.
(1-b) (BB+AB) = No. of Households
actually holding BPL cards.

(1-¢)(TBH+TAH) = No. of Households
actually holding rations cards.

TUHNC >0 for AP, Assam, Bihar,
Himachal Pradesh, Punjab and West
Bengal.

TINC & IBNC > 0 for all States except
A.P., Punjab and Rajasthan,

76

Performance Evaluation of Targeted Public Distribution System (TPDS) -2005



Table 6.3 clearly shows the nature of different types of errors in the
implementation of TPDS. Of the various errors noted, two are known in the
literature (Cornia and Stewart, 1993) as the Exclusion Error (EE) and Inclusion
Error (IE). In terms of the entries in Table-6.2, the two errors are measured as
(all errors are expressed as% of total households):

(1) EE= (BA+IBNC+UBNC)/HH i.e. the proportion of BPL
households deprived of their entitlement to subsidized grains from
PDS.

(2) IE= (AB+FB)/HH i.e. the proportion of APL households that
have been wrongly given entitlement to subsidized grains in PDS.

The other types of errors noted in the implementation of PDS are:

(3) Double Counting Error (DE) = TFH/HH i.e. the proportion
excess of ration cards over the number of households. The overall
APL-BPL ratio has been used to obtain the break-up of FA and FB
in TFH.

(4)  Missing Households Error (ME) = TUHNC/HH or 1-(RCT/HH)
I.e. the proportion of households who have been left out of the
TPDS; only aggregate level estimate will be attempted as the
break-up of APL & BPL is not known.

(5) Shadow Ownership Error (SE) = IBNC/HH i.e. the proportion
of BPL cards being held by persons/agencies other than the
original owners. In the case of Tamil Nadu, SE =DE.

6.2 Implementation Errors & Their Implications

It may be noted that though these five errors have different implications
in terms of welfare loss, delivery cost and systemic efficiency, there is
interdependence among some of them, which need to be taken into account
while interpreting their numerical magnitudes and implications. All the errors
have been expressed as ratios of the total number of households so that their
magnitudes are comparable and can be ranked. It may also be mentioned that
for the unidentified households that have not been issued ration cards, it has not
been possible to generate separate estimates for APL and BPL cards. Thus, we
have to work with the aggregate level figures. The state-wise estimates of the
five types of errors defined in the study are presented in Table-6.3.
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Table No. 6.3: Estimates of Implementation Errors
(% of Households)

Shadow

Exclusion Inclusion Doub_le Missing Owner Share of Poverty
States Error Error EnHLIHI il Ship L 2o
(EE) (IE) Error Error Error Cards (PC 1999-
(DE) (ME) (SE) Issued 2000)
1 2 3 4 5 6 7 8
Andhra Pradesh 3.20 36.39 - 055 0.0 67.42 15.77
Assam 47.29 17.16 - 5.86 12.30 38.14 35.09
Bihar 29.81 12.20 - 417 13.55 51.88 42.60
Gujarat 45.84 9.78 9.50 - 11.87 35.12 14.70
Haryana 27.90 14.16 22.01 - 0.42 15.98 6.74
Himachal Pradesh 8.86 20.39 - 2.58 7.01 24.01 7.83
Karnataka 23.38 42.43 9.21 - 20.58 63.17 20.04
Kerala 16.28 21.04 8.10 - 4.05 36.00 12.72
Madhya Pradesh 19.61 12.49 28.65 - 5.27 43.86 37.43
Maharashtra 32.69 11.11 2.64 - 434 29.91 25.02
Orissa 26.56 16.78 2.86 - 8.37 5231 47.15
Punjab 7.75 12.33 - 757 0.0 14.94 6.16
Rajasthan 16.73 5.22 11.40 - 0.0 25.41 15.28
Tamil Nadu - 49.65 10.20 - 10.20 NR 21.12
Uttar Pradesh 26.75 13.25 20.00 - 10.50 30.88 31.15
West Bengal 31.74 10.23 - 4.43 4.69 33.28 27.02

As inferred by Cornia and Stewart (1993), the exclusion errors (EE) are
indeed very high for most states in the TPDS regime. However, in the states of
Andhra Pradesh and Tamil Nadu, the EE is low and IE is high. The EE in
Karnataka could also have been low, had there not been a large scale shadow
ownership of BPL cards (due to serious weaknesses in implementation). The
three Southern States exhibit a different pattern from the rest because they have
historically followed a policy of extending the benefit of subsidized food grains
to a larger section of the population. In fact, in Karnataka too, the exclusion
errors arising out of APL-BPL identification errors is as low as in Andhra
Pradesh. However, when the exclusion of BPL households due to shadow
ownership error is included, the EE for Karnataka assumes a very high value-
implying a major weakness in the implementation of TPDS in the State. Table
6.4 groups the States in terms of high and low values of EE.

Table 6.4: Categorization of States According to EE Values

High EE (more than 20%) Low EE (less than 20%)
Assam 47 Andhra Pradesh 3
Bihar 30 Himachal Pradesh 9
Gujarat 46 Kerala 16
Haryana 28 Madhya Pradesh 20
Karnataka 23 Punjab 8
Maharashtra 33 Rajasthan 17
Orissa 27 Tamil Nadu Nil
Uttar Pradesh 27
West Bengal 32
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The low value of EE, ceteris paribus, is an indicator of well functioning
TPDS, while high values are indicative of serious weaknesses in
implementation and welfare loss. If high values are disaggregated into
identification error (which may be due to imperfect information on household
characteristics, wrong methodology for identification and deliberate policy to
exclude some groups by vested interest groups) and error due to
administrative malpractices (such as, distortion of incentives and information
to raise cost of participation for some BPL households or simply denying BPL
cards to genuine BPL families), we get some insight into the quality of
implementation of TPDS in these States (Table 6.5).

Table 6.5: Disaggregation of Very High EE (%0)

States Exclusion due to Exclusion due to Observations
Identification Malpractices (SE)
Error (BA)
1 2 3 4

Assam* 34.99 12.30 Both high
Bihar* 16.26 13.55 Both high
Gujarat 33.97 11.87 Both high
Karnataka 2.80 20.58 SE high, BA low
Madhya Pradesh 14.34 5.27 BA high, SE medium
Maharashtra 28.35 4.34 BA high, SE medium
Orissa 18.19 8.37 BA high, SE medium
Uttar Pradesh 16.25 10.50 Both high
West Bengal* 27.05 4.69 BA high, SE medium

* In the case of Assam, Bihar and West Bengal, EE due to identification error will be even higher if the

data on APL-BPL break-up of the Missing Households were available.

Among the States having high rates of exclusion of BPL families from
the TPDS, almost all of them (except Karnataka) have high identification
error. This reflects the quality of the BPL identification survey (1997) and the
application of the methodology suggested by the Ministry of Rural
Development. Jain (2004) and Mooij (2001) for example, have mentioned of
gross irregularities in the BPL Census (1997, 2002). PEO field notes also
referred to arbitrariness and discretion in issue of ration cards in several States.

The fact that a large part of the EE is explained by the quality of
implementation of the BPL Census (1997) methodology implies that a more
appropriate methodology for identification would be required for successful
implementation of TPDS. The EE due to administrative malpractices (SE),
particularly in the States of Assam, Bihar, Gujarat, Haryana, Karnataka, Orissa
and Uttar Pradesh is also very high. This error implies that while in official
record some BPL cards have been issued, these BPL cards are not with the
identified BPL households i.e. these BPL cards have shadow ownership (SE).
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The “identification error’ and “exclusion error due to administrative

lapses’ have different implications. While the former implies that some genuine
BPL households are deprived of subsidized grains from PDS, the latter means
that subsidized grains are not only not reaching the BPL families, but are also
leaked out of the TPDS, leading to high delivery cost and ineffectiveness of
TPDS. The former implies loss of welfare, while the latter implies both loss of
welfare and avoidable increase in delivery cost.

Table 6.3 also presents estimates of other type of errors, all of which

either lead to welfare loss through deprivation of BPL families or leakages due
to malpractices or diversion to unintended beneficiaries or a combination of
these. In brief, the implications of other errors are as follows:-

Inclusion Error (IE): Three States, viz., Andhra Pradesh, Karnatka and
Tamil Nadu have exhibited very high inclusion error. This error is also
high for some other States, viz., Assam, Bihar, Haryana, Himachal
Pradesh, Kerala, Madhya Pradesh, Orissa. Punjab and Uttar Pradesh.
High inclusion error implies diversion of PDS benefits to unitended
beneficiaries and hence, raises the cost of delivery and burden of
budgetary food subsidies.

Double Counting Error (DE): Gujarat, Haryana, Karnataka, Kerala,
Madhya Pradesh, Rajasthan, Tamil Nadu and Uttar Pradesh have issued a
large number of excess ration cards over the number of households. If
the overall APL-BPL break-up of the ration cards in circulation is
assumed, it is possible to arrive at estimates of leakages of BPL quota of
grains through this mode of corruption.

Missing Households Error (ME): Assam, Bihar, Himachal Pradesh,
Punjab and West Bengal have exhibited high ME. Since no cards have
been issued to these households, ME implies welfare loss to the extent the
BPL households have been left out of purview of TPDS. Since APL-BPL
break-up of these missing households is not available, we can not
estimate the extent of welfare loss with a fair degree of certainty.
However, one can make an attempt to work out an estimate of welfare
loss by assuming that these left out households would have been
distributed ration cards in the same ratio as the present composition of
ration cards in circulation, had they been identified through BPL Census.
No such attempt has been made in the study.

Shadow Ownership Error (SE): This error is a part of the EE, the
implications of which have already been indicated in the description and
analysis of EE. High values of SE observed in the States of Assam, Bihar,
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Gujarat, Himachal Pradesh, Karnataka, Orissa, Tamil Nadu and Uttar
Pradesh are indicative of large scale leakage of TPDS benefits through
administrative malpractices in these States.

6.3 Implementation Errors and Diversion of PDS Food Grains

Conceptualization and measurement of different errors/ inadequacies in
implementation of TPDS can also be used to estimate the various kinds of
leakages and diversion of food grains from TPDS. Some estimates of the extent
of leakage from PDS are available. Asthana (2000), for example, has quoted
from a study by Tata Economic Consultancy Services, which found 31% and
36% leakage of PDS rice and wheat at all-India level. For Bihar, the same study
found that leakages were 64% and 44% respectively for rice and wheat. In
another study, Deepak Ahluwalia (1993) noted that at the all-India level, PDS
grain leakages were 36.97% for rice and 37.8% for wheat for the reference year
1986-87. These estimates pertain to pre-TPDS i.e. to the universal PDS regime.

The methodology for arriving at estimates of the various types of errors in
implementation in the present study has been clearly spelt out and the
limitations explained. The same methodology and the error estimates already
arrived at in this chapter (Table 6.3) will be used to work out the various types
of leakages that occur in the implementation of TPDS. Leakages and diversions
in TPDS take place in three distinct ways:

e At FPS level: When the actual off-take of subsidized food grains by active
BPL card holders is less than their entitlement, the quantity of grains not
issued to consumers is diverted by the FPS to make extra money. During the
field survey, PEO field teams noted that many BPL families do not lift their
ration quota regularly/ fully for several reasons (see chapter on Determinants
of off-take). Also, many APL families who have been included in the target
group, do not regularly lift ration grains in some States. Thus, in most
States, the average off-take by a BPL cardholder is less than entitlement. In
the case of Kerala and West Bengal, however, it is not possible to work out
estimates of diversion by FPS through this mode, since these two States have
not fixed the upper limit of ration quota at 20 kg/month per family. The
beneficiaries of this leakage are primarily the retail FPS owners. It may be
noted that this is just one method employed by the FPS dealers to divert
grains to the open market. The other methods used by them include
underweighment and informal arrangements with the BPL cardholders,
which are described later.

e More Leakages at FPS Level: Discussion with households and
knowledgeable persons revealed that underweighment at FPS is universal. It
was also noted that many poor families, particularly the daily wage earners,
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do not draw their full ration quota because they receive payment of wages in
kind in particular seasons and due to seasonal migration to work places. The
FPS dealers are the beneficiaries of both underweighment of food grains (at
the final delivery points to consumers) and low off-take by some BPL
cardholders. In the case of the latter type of leakage, however, a part of the
benefit is often passed on to the BPL cardholders. It is difficult to assess the
guantum of leakage through these modes. However, whatever be the
magnitude, the FPS dealers are the major beneficiaries of these leakages.
The various types of leakages taking place at the FPS level have a bearing on
their viability (FPSs are not generally viable as noted in Chapter 4). Though
the existence of such leakages through FPSs has been widely recognized
(Ministry of Civil Supplies, 2004), we have not been able to arrive at an
estimate of leakages through these modes. Thus, the estimates of leakages
derived in the study at FPS level and hence, that of total leakage are under-
estimates of their true values.

Leakage Through Ghost BPL Cards: As already noted, in almost all the
States under study, the existence of ghost ration cards is prevalent. We have
referred to two types of ghost cards, viz; excess ration cards over the number
of households (DE) and the BPL cards that are not with their owners (SE).
We have referred to these two types of errors as “Double Counting Error
(DE)” and “Shadow Ownership Error (SE)” in this chapter and found that
the magnitudes of these errors are quite large in some States (Table-6.3).
The beneficiaries of this leakage are any or all of the agencies/ persons
involved in the supply chain, viz; the FCI, officials of the Civil Supplies
Department, the wholesale dealers and FPS outlets.

6.3.1 Estimates of Diversion of PDS Grains

Based on the methodology described above, the State-wise estimates of

diversion of food grains are presented in Table-6.6.

1.

In the case of Tamil Nadu, there is no distinction between BPL & APL.
However, Planning Commission’s Poverty Ratio (1993-94) has been used to
compute the shares of APL and BPL.

Figures in parentheses in col.6 are ranks, with the highest rank 1 and
lowest 16.
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Table 6.6: Leakage and Diversion of Subsidised Food Grains in TPDS

(Percentage of off -take of BPL Quota)

APL Total food Food grains Food grains Share of the poor
Households’ grains Leakage leakage at households in
share in leakage through FPS Distribution
State subsidized (Col. 4 + Ghost Cards
food grains Col.5)
from TPDS
1 2 3 4 5 6

Andhra Pradesh 37.00 20.60 Neg. 20.60 42.40 (9)
Assam 12.00 41.68 33.35 8.33 46.32 (8)
Bihar 9.60 81.54 26.13 55.41 8.86 (16)
Gujarat 5.02 42.06 28.29 13.77 52.92 (7)
Haryana 11.00 55.65 Neg. 55.65 33.35 (12)
Himachal Pradesh 14.48 31.44 31.03 0.41 54.07 (6)
Karnataka 27.50 43.40 25.67 17.73 29.10 (14)
Kerala 17.30 21.71 3.91 17.80 60.99 (5)
Madhya Pradesh 3.64 62.42 54.48 7.94 33.93 (12)
Maharashtra 8.03 26.53 10.78 15.75 65.44 (2)
Orissa 12.98 23.39 13.49 9.90 63.64 (4)
Punjab 13.00 76.50 Neg. 76.50 1050  (15)
Rajasthan 3.00 31.95 Neg. 31.95 65.05 (3)
Tamil Nadu 49.91 15.66 9.26 6.40 34.44 (10)
Uttar Pradesh 6.22 61.27 22.30 38.97 32.52 (13)
West Bengal 7.75 19.15 13.85 5.30 73.10 (1)
All India 21.45 36.38 16.67 19.71 42.17

Table 6.6 is an eye opener so far as the functioning of the TPDS is
concerned. A larger part of the subsidized food grains does not reach the target
group. Thus, the objectives of TPDS of benefiting the poor households and
reducing the quantum of budgetary food subsidy have not been realized.
This is not meant to indicate that the strategy to move from a universal PDS to
TPDS was inappropriate. However, several types of systemic weaknesses have
contributed to failure of the program. It seems that successful implementation of
targeted welfare programs requires major systemic reforms. We shall suggest
suitable reforms to improve the functioning of TPDS in the study.

The States can be grouped in terms of the proportion of subsidized grains
leaked out of PDS (Col.3, Table-6.6):

Table-6.7: Leakage of Food grains — Ranking of States

Abnormal Leakage Very High Leakage High Leakage Low Leakage
(More than 75%) (50%-75%) (25%-50%0) (upto 25%)
1 2 3 4
Bihar and Haryana, Madhya Pradesh | Assam, Gujarat, Andhra Pradesh,
Punjab and Himachal Pradesh, Kerala, Orissa,
Uttar Pradesh Karnataka, Maharashtra and Tamil Nadu and
Rajasthan West Bengal

This categorization is in terms of the proportion of subsidized food grains
leaked out of PDS because of the weaknesses in the delivery system. However,
this ranking may differ if one ranks them in terms of their share in the aggregate
(all India) leakage because in some States, like Punjab, Haryana, Assam and
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Himachal Pradesh the off-take from Central Pool and distribution volumes are
very low (see Table 6.12). Nevertheless, the ranking in terms of proportion of
grains leaked out is a more meaningful indicator of the degree of systemic
weakness.

To get further insight into the nature of weaknesses in the delivery
mechanism, we have segregated the total leakage into two parts, viz; leakage at
FPS level and leakage through shadow ownership of BPL cards. The grouping
of the States with respect to the two types of leakages varies a great deal. These
are shown in Table 6.8 and Table 6.9.

Table 6.8: Leakage at FPS Level (Low Off-take) — Grouping of States

Very High Leakage High Leakage Moderate Leakage Very Low Leakage
(+50%0) (25%-50% (10% to 25%) (Less than 10%)
1 2 3 4
Bihar, Haryana and Rajasthan and Andhra Pradesh, Gujarat, Assam, Himachal Pradesh,
Punjab Uttar Pradesh Karnataka, Kerala and Madhya Pradesh , Tamil
Maharashtra. Nadu, Orissa and West
Bengal

Table 6.9: Leakage through Ghost Cards — Grouping of States

Very High Leakage High Leakage Moderate Leakage
(+30%) (10%-30%) (less than 10%0)
1 2 3
Assam, Himachal Pradesh and Bihar, Gujarat, Karnataka, Andhra Pradesh, Haryana, Kerala,
Madhya Pradesh Maharashtra, Punjab, Rajasthan and Tamil Nadu
Orissa, Uttar Pradesh and
West Bengal

6.3.2 Diversion to Unintended Beneficiaries (APL)

In addition to leakage from the supply chain, a part of the subsidized
grains reach the unintended beneficiaries (i.e. APL households). Though at the
all-India level, this diversion constitutes around 21.45% of the subsidized grains
distribution, some States like, Tamil Nadu, Karnataka, Punjab, Orissa, Andhra
Pradesh, Himachal Pradesh and Kerala distribute a large proportion of
subsidized grains to APL households (See Table 6.6, col. 2 for details).

Diversion through this mode is linked to the Inclusion Error (IE) and off-
take behaviour. Some States have deliberately included a larger proportion of
the households, while the smaller values of IE (and hence small levels of
diversion through this mode) could be identification errors due to imperfect
information and improper methodology of BPL Census.

Table 6.10 gives the state-wise off-take of BPL quota and estimated
quantities of off-take by two types of BPL cardholders (i.e. APL in BPL and
genuine BPL families as well as leakage from supply chain for the year, 2003-
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04. These estimates (cols. 4-6) are derived by using the various types of errors
estimated in the study (see Table 6.3)

Table 6.10: Balance Sheet of Central Pool BPL Food grains —Allocation, Off-take & Leakage

(Kg./households/annum)

Allocation Off- Off-take by Leakage Off-take Earmarked

from take by APL of BPL by genuine | Food grains

State Central States households poor not reaching

Pool Govt. Holding BPL the poor
2003-04 | 2003-04 Cards (IE) households
1 2 3 4 5 6 7

Andhra Pradesh 483.54 466.16 172.48 96.03 197.65 268.51
Assam 533.03 490.76 58.89 204.55 227.32 263.44
Bihar 488.81 138.13 13.26 112.62 12.24 125.88
Gujarat 509.43 320.24 16.08 134.69 169.47 150.77
Haryana 498.18 416.16 45.78 231.60 138.79 277.38
Himachal Pradesh 544.08 492.22 71.27 154.75 266.14 226.02
Karnataka 502.75 480.80 132.22 208.67 139.91 340.89
Kerala 494.95 407.58 70.51 88.49 248.58 159.00
Madhya Pradesh 426.95 365.57 13.31 228.19 124.04 241.50
Maharashtra 504.00 347.29 27.89 92.14 227.27 120.03
Orissa 648.20 276.37 35.87 64.62 175.88 100.49
Punjab 504.30 364.24 47.35 278.65 38.25 326.00
Rajasthan 448.23 366.53 11.00 117.11 238.43 128.11
Tamilnadu 513.97 525.95 262.50 82.31 181.14 344.81
Uttar Pradesh 491.17 285.16 17.74 174.72 92.73 192.46
West Bengal 471.68 336.78 26.10 64.49 246.19 90.59
All States (Avg.) 503.95 380.00 81.51 138.24 160.25 219.75

Source for Col. 2&3: Ministry of Consumer Affairs, Food & Public Distribution (2004); Background Note on
TPDS.

In the year 2003-04, out of 14.07 million tonnes of food grains issued to
16 states at BPL issue prices from the Central Pool, only around 5.93 million
tonnes was delivered to the poor families. Of the remaining 8.14 million
tonnes, 5.12 million tonnes leaked out from the supply chain (FCI godown to
retail outlets) because of corruption in the delivery system, while 3.02 million
tonnes was delivered to unintended beneficiaries (APL households). In other
words, for every kilogram of grains delivered to the poor, the GOI released 2.4
Kg. from the Central Pool. This has serious implications in terms of the
delivery cost of the public distribution of food grains through the existing
delivery mechanism. In addition to the normal delivery cost (i.e. cost of
transport, storage, loading, unloading, administration and commission at retail
points, which have not been explicitly considered in the study) incurred by the
state governments, the Central Government incurs an additional cost
equivalent to subsidy implicit in the additional quantity (1.4 Kg) of food
grains. The state-wise picture of the total implicit subsidy per kg of food grains
delivered to BPL families and its break-up in terms of “intended” and
“unintended” subsidy is shown in Table 6.11.
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Table 6.11: Central Unit Subsidy for BPL—Statewise

(Rs./Kg.)
State Total Central Subsidy Intended Unintended Subsidy/
for Off-take by Subsidy Additional Delivery Cost
Genuine BPL
1 2 3 4
Andhra Pradesh 13.75 5.83 7.92
Assam 12.59 5.83 6.76
Bihar 50.98 4.52 46.46
Gujarat 8.77 4.64 4.13
Haryana 12.44 4.15 8.29
Himachal Pradesh 9.19 4.97 4.22
Karnataka 18.78 5.46 13.32
Kerala 9.56 5.83 3.73
Madhya Pradesh 14.53 4.93 9.60
Maharashtra 7.32 4.79 2.53
Orissa 9.16 5.83 3.33
Punjab 40.15 4.22 35.93
Rajasthan 6.39 4.16 2.23
Tamil Nadu 16.93 5.83 11.10
Uttar Pradesh 14.13 4.60 9.53
West Bengal 6.63 4.84 1.79
All States 12.24 5.16 7.08

The “unintended unit subsidy” is very high in states where off-take by
consumers is low and leakage high, while it is low in states where offtake is
high and delivery system is relatively more efficient. The states with
abnormally high unintended unit subsidy are: Bihar, Karnataka, Madhya
Pradesh, Punjab, Tamil Nadu and Uttar Pradesh. In all these states actual
off-take by the poor vis-a-vis BPL offtake (from Central Pool) by the state
Is extremely low. At the aggregate level (16 States), the total Central Subsidy
Is estimated at Rs. 7258 crore for 2003-04, of which Rs. 2640 crore leaked out
of the PDS because of malpractices in the delivery mechanism and Rs. 1557
crore went to unintended beneficiaries (APL households). The State-wise
share in the total leakage and diversion to unintended beneficiaries is an
indicator of the relative efficiency of the Public Distribution Systems in various
states (Table 6.12).

About 66% of the total food grains (5.6 million tonnes) that leaked out of
delivery system of PDS in 2003-04 is contributed by six (6) States, viz. Andhra
Pradesh, Bihar, Karnataka, Madhya Pradesh, Maharashtra and Uttar Pradesh.
Similarly, about 68% of the total amount delivered to APL families has taken
place in three southern States, viz. Andhra Pradesh, Karnataka, and Tamil Nadu.

The delivery mechanism of TPDS will have to be reformed and
rationalized to minimize these leakages and diversions. The next Chapter
(Chapter 7) is devoted to identification of specific areas that need corrective
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measures and indicating the directions of such measures. While identifying the
reform measures, the characteristics and functioning of TPDS in some States,
viz; Andhra Pradesh, Bihar, Karnataka, Tamil Nadu, Uttar Pradesh and West
Bengal which account for the larger part of the leakages and diversions of TPDS
grains, will be kept in view. However, the feasibility of the suggested measures
need to be examined in greater detail.

Table 6.12: Share of States in All India Leakage & Diversion

(in percentage)
State Share in Leakage Share in Diversion to APL
Households
1 2 3
Andhra Pradesh 5.13 19.84
Assam 4.93 3.06
Bihar 9.65 2.45
Gujarat 3.75 .96
Haryana 2.40 1.02
Himachal Pradesh 1.05 1.04
Karnataka 8.58 11.72
Kerala 1.81 3.10
Madhya Pradesh 12.37 1.55
Maharashtra 7.91 5.16
Orissa 2.80 3.35
Punjab 1.71 0.63
Rajasthan 3.74 0.76
Tamil Nadu 5.26 36.16
Uttar Pradesh 24.52 5.36
West Bengal 4.39 3.83
All States 100.00 100.00

6.3.3 Market versus PDS —Relative Efficiency

In the pervious section, it was shown that only about 42% of the
subsidized grains reach the BPL families and the rest leaked out of the PDS and
diverted to unintended beneficiaries. This implies that out of estimated
budgetary consumer subsidy of Rs. 7258 crore in 2003-04, Rs. 3061 crore
reached the BPL families. To put it differently, the income transfer by the
Central Government to BPL families through budgetary food subsidies
amounted to Rs. 3061 crore.

A relevant issue in the context of income transfer through PDS is whether
the real income gain to the beneficiary (BPL) is equal to (or more or less than)
the amount of budgetary subsidy on food grains. If these two are unequal, it has
serious implications in terms of the relative efficiency of the alternative modes
of income transfer to the poor. To understand the issues let us assume that a
typical BPL family meets its food consumption requirement from both open
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market (at price P,,) and PDS (at issue price P). Let the ration quota of the BPL
family be denoted by Q and economic cost by EC. Let us also assume that

P<P,,. Then:

(i)
(i)

the budgetary income transfer (BT) = (EC -P) Q

the income gain to the BPL family (YG) = (P, —P)Q, assuming that
in the absence of PDS, the family would have bought Q from the

market.

If YG > BT, PDS is the more efficient mode of income transfer.

If YG < BT market is more efficient.

The inter-state variation in the relative efficiency (YG/BT) is shown in
Table 6.13. It is obvious that except for Kerala which is a chronically food
deficit state and where P,, > EC, the PDS is found to be a less efficient mode of
income transfer through subsidized grain delivery. In the case of Andhra
Pradesh, Assam and Himachal Pradesh, the EC and P,, are closer and hence
both modes of income transfer are equally efficient (or inefficient).

Table 6.13: Market Versus PDS —Relative Efficiency

Average | Budgetary Market Issue Price Income Relative
State Annual Income Price (P P) Gain to Efficiency
Off- transfer (Rs./Kg.) (Rs./Kg.) BPL (YGI/BT)
take by per BPL Family (Ratio)
BPL | family (BT) (YG)
(Kg.) (Rs.) (Rs.)
1 2 3 4 5 6 7
Andhra Pradesh 190.56 1110.96 9.45 4.07 1025.21 0.92
Assam 210.00 1224.30 9.47 4.07 1134.00 0.93
Bihar 60.00 271.20 6.75 5.38 82.20 0.30
Gujarat 121.20 562.37 8.74 5.26 421.78 0.75
Haryana 106.56 442.22 9.01 5.75 347.39 0.79
Himachal Pradesh 238.56 1185.64 9.69 4.93 1135.55 0.96
Karnataka 182.76 997.87 7.29 4.44 520.87 0.52
Kerala 193.20 1126.36 11.39 4.07 1414.22 1.26
Madhya Pradesh 198.12 976.73 8.13 4.97 626.06 0.64
Maharashtra 197.64 946.70 9.00 5.11 768.82 0.81
Orissa 170.04 991.33 8.36 4.07 729.47 0.74
Punjab 56.40 238.01 8.12 5.68 137.62 0.58
Rajasthan 163.32 679.41 9.08 5.74 545.49 0.80
Tamil Nadu 223.08 1300.56 7.70 4.07 809.78 0.62
Uttar Pradesh 119.64 550.34 6.42 5.30 134.00 0.24
West Bengal 226.08 1094.23 7.58 5.06 569.72 0.52
All States 158.72 819.00 8.14 4.78 533.30 0.65
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The relative inefficiency of PDS necessitates exploring possibilities of
rationalization of the cost structure of handling food grains by public agencies
and /or looking for more efficient modes of income transfer through subsidized
grains. In the past the cost structure of handling food grains by public agencies
was examined by BICP and ASCI. It seems another exercise is required to
identify the areas of reform to bring down the cost of income transfer or to
explore alternative modes, which are more efficient.
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Chapter 7

Epilogue

The evaluation findings clearly suggest that the transition from universal
PDS to TPDS has neither benefited the poor, nor helped reduce budgetary food
subsidies in the desired manner. In the previous chapter, it has been shown that
leakage and diversion (to unintended beneficiaries) are substantial. Only about
42% of the subsidized food grains released from the Central Pool reaches the
poor, implying very high delivery cost of TPDS. Whether the delivery cost of
TPDS is more/ less than that of the universal PDS is difficult to say. However,
research works of Deepak Ahluwalia (1993), Kirit Parikh (1994) and Tata
Consultancy Services (1998) reveal that leakages and diversions were
substantial in the universal PDS, too. Ahluwalia arrived at a leakage estimate of
about 36.9% for rice and 37.8% wheat, while the TCS estimates were 31% for
rice and 36% for wheat. Our combined estimate of leakage (36.38%) and
diversion (21.45%) far exceeds these estimates of universal PDS. Is TPDS
more inefficient than the universal PDS? Should the TPDS be replaced by a
new policy? Is there a better alternative system to meet the objective of
ensuring food security for the poor? Are there important lessons from the
evaluation study that can help design a food security system for the poor at low
cost to the Exchequer? These are important questions in the minds of the
planners and policy makers who have to respect, protect and promote right to
food as a basic human right.

In this context, the findings of the study offer important lessons which
may help in designing a more effective food security system for the poor. One
finding that stands out is that TPDS, in spite of all its problems, has been able to
improve the per household off-take of subsidized grains in PDS, when
compared to pre-TPDS scenario (Swaminathan 2000, Table 4.4). However,
TPDS is also plagued by widespread leakages and diversion because of a
number of systemic weaknesses. The factors contributing to the failure are of
two types; those that relate to identification of BPL families and those relating
to the characteristics of the delivery mechanism -both contributing to
abnormally high delivery cost in most States. The problem of identification
relates not only to imperfect household level information, but also to the
political economic context (Mooij, 2001) in which the PDS is implemented.
The latter has been an important factor in extending the benefit of subsidized
food to a large number of families above the official Poverty Line (IE see Table
6.3) in the states of Andhra Pradesh, Assam, Haryana, Himachal Pradesh,
Karnataka, Kerala, Orissa, Punjab, Tamil Nadu, Uttar Pradesh & West Bengal.
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The exclusion of a large number of poor families (Exclusion Error in Table 6.3)
from the purview of the target groups in the States of Assam, Bihar, Gujarat,
Haryana, Karnataka, Madhya Pradesh, Maharashtra, Orissa, Uttar Pradesh and
West Bengal could also be largely due to the socio-political factors, though it is
also partly due to imperfect information and inappropriate methodologies for
identification.

The all pervasive weakness of the delivery mechanism of TPDS has been
noted in the chapter on Delivery Mechanism. There is a collusion between the
various agencies (such as the government officers, FCI, the wholesale dealers
and FPS) to divert a large part of the subsidized grains from the supply chain of
PDS. However, there are wide inter-state variations in the estimated leakages
from the supply chain. The share of leakages in off-take from Central Pool is
abnormally high, except in the states of West Bengal and Tamil Nadu. What
then are the characteristics of the delivery mechanism in these States? The
break-up of the total leakage in terms of that at the FPS level and that due to
administrative malpractices gives a better insight into the efficiency and
effectiveness of the delivery mechanism (see Table 6.6).

Andhra Pradesh, Haryana, Kerala, Punjab, Rajasthan and Tamil Nadu
have less problems with the existence of ghost BPL cards and hence have less
leakages due to administrative malpractices. Of these, however, the States of
Bihar, Haryana and Punjab show very high leakages at FPS level because of
low off-take by consumers. On the other hand, the states of Assam, Himachal
Pradesh, Madhya Pradesh, Orissa, Tamil Nadu and West Bengal have very low
leakages at FPS level.

What are the characteristics of the delivery system of those states that
have shown relatively low leakages at FPS level? Perhaps, the general
awareness of the beneficiaries, high literacy and strong grassroot level
organizations (particularly PRIs) have helped states like West Bengal and
Himachal Pradesh in minimizing the FPS level leakage, while in the case of
Tamil Nadu, it is the elimination of private retail outlets from the supply chain.
It has also been noted in the chapters on Delivery Mechanism and Viability of
FPS that several other characteristics of the delivery system, such as, door-step
delivery of grains, the proportion of non-private FPS, efficient monitoring
system, effective involvement of the PRIs etc. have also contributed in varied
measures to the performance of the TPDS. Based on the findings and the
diagnostic analysis carried out in the study, the following may be suggested for
improving the performance of TPDS.
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7.1:

On ldentification of BPL Households —Suggestions

It would be appropriate to do away with the methodology of identifying
poor families on the basis of income/expenditure criterion, as
identifying sources of income at the household level and measuring them
with precision on such a large scale are fraught with many problems.
Mooij (2001) and Jain (2004) have discussed in detail the various issues
involved in this method. We, too, found large Exclusion and Inclusion
Errors in most states due to imperfect information, arbitrariness and
interference by vested interest groups in the BPL identification survey
(Chapter 6).

The proportion of population with food insecurity need not
necessarily be identified with Planning Commission’s poverty ratio.
There are limitations to using NSSO expenditure data to define poverty
line. In the PEO survey results, we noted that application of Planning
Commission’s Poverty Line expenditures leads to gross over-estimate of
the proportion of poor families, implying that NSSO expenditure data
may have an upward bias. In another study for Planning Commission by
the Society for Socio-Economic Studies and Surveys, Dr. K.C. Seal,
former Director-General, CSO, noted the same problem with the NSSO
expenditure data (on-going study, the report to be submitted in March,
2005). An analysis of the survey data, in general, tends to suggest that the
size of the population (families) with food insecurity will be larger than
the size indicated by the Planning Commission’s poverty estimates for
many States. In some States like Haryana, Himachal Pradesh and Punjab,
it would be lower, though.

The Planning Commission should devise such an appropriate criterion
and method of BPL identification that would enable the States to limit the
size of the target group in the neighbourhood of its own estimates of
people with food insecurity. It would be appropriate that the criteria for
BPL identification include only easily observable qualitative criteria
relating to occupations, assets or any other qualitative indicators of
economic insecurity. Attempts at employing wealth ranking for
identifying the poor may be taken note of. The variables used for
beneficiary identification in District Poverty Initiative Projects (DPIP) in
the States of Andhra Pradesh, Madhya Pradesh and Rajasthan may be
studied to select appropriate indicators for identification of food-insecure
households.

A rudimentary analysis of survey data in this context tends to suggest that
those families, who do not have a secure source of regular income,
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should be netted into BPL category irrespective of their current income
levels. This will net in a large majority of the poor. i.e those with
economic insecurity. We found that many daily-wage earning families
have been left out of BPL category because their current income levels
are above the Planning Commission’s Poverty Line. However, this
criterion alone will not net in all the poor families and hence, it needs to
be supplemented by other criteria to net in the rest of the poor.

e A scrutiny of the asset/occupational pattern of the selected APL and BPL
cardholders across States strongly suggests that the specification and
scaling of qualitative criteria that form the basis for BPL identification
should be State/region-specific. The standardized set of moderately/high
valued consumer and producer assets considered and analyzed in the
Study, especially land possession of the respondents, failed to draw any
meaningful distinction between different economic categories. The
following table brings out the nature of the problem.

Table 7.1: Assets Pattern of BPL and APL Cardholders

Category % with % with | % with % with % with
productive | consumer both more than 1 pucca
assets only assets assets hectare houses

only land
1 2 3 4 5 6
EIPLL crelisloss ity BrL per | o o 0.50 0.07 9.00 24.14
capita expenditure
BPI__ cardhold_ers with APL per 3.85 397 058 595 40.02
capita expenditure
(L GENRITEINES it BIPL 2 g 2,60 0.29 19.94 43.06
capita expenditure
APL cardholders with APL per 774 16.85 6.74 2772 69.66

capita expenditure

The table does not imply that asset-based BPL identification would be
intractable, but suggests that the set of assets and their relative weights need to
be specified with utmost care and region-wise. The criterion should be widely
pre-tested too. A uniform weighting system for all States can not be used. This
complexity also warrants active and effective involvement of the grassroot
level organizations in the Identification Survey.

e Active and effective involvement of the PRIs should be built into the
process of identification of the poor.

e Since the BPL identification survey is so critical to the success of TPDS,
it is appropriate that this be carried out in all the States, through a
collaborative endeavour with reputed agencies such as the NSSO,
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NCAER and State level research /survey institutions. The database so
created may be computerized for effective monitoring and regular
updating. The NIC may be given the task of maintaining and servicing of
this database.

7.2  On Improving Delivery System —Suggestions

Leakage of food grains in the supply chain is universal. To plug these

leakages and for an efficient and effective delivery system, major overhaul of
the delivery mechanism is required. Some reform measures that can be
suggested based on the findings of the study are as follows:

Late arrival of food grains at FPS is an important constraint in the timely
distribution of PDS grains in some States (Chapter 3). It is also a major
factor contributing to FPS level leakage of subsidized grains. The full quota
of food grains for distribution must reach the retail outlets (FPS) within
the first seven days of the month. For this, doorstep delivery of grains by
government agencies (the wholesale dealers) is required. The capacity
created for doorstep delivery in some States must continue (Chapter 3).
Ensuring timely availability of ration quota should be the responsibility of
States. This important task cannot be left to the FPS owners, who are mostly
private individuals with a profit motive.

The doorstep delivery to retail outlets must be done in a transparent
manner, e.g. in the presence of the PRI representatives. The quantity
delivered and received at FPS level must be authenticated by the PRI.

The consumers may be allowed to draw ration quota in weekly
installments. 75.6% of the BPL respondents desired to lift their PDS
entitlement in installments. Quantitative analysis revealed that this is one of
the most important factors influencing the decision to buy grains from PDS
and the quantity bought by those BPL respondents who made use of PDS.
(Chapter 5)

Composition of food grains offered through PDS in different States should
give due weightage to local preferences in terms of cereals and their
varieties wherever feasible. Quantitative analysis of the utilization of the
PDS by BPL respondents revealed that variations in such preferences
significantly affected their decision to buy food grains from the PDS
(Chapter 5).
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e The PEO field notes and field level discussions indicated that a large
majority of the BPL cardholders do not lift or lift only part of the ration
quota during the harvest and sowing seasons in rural areas, as many of them
receive wage payment in kind and also because market prices during harvest
season rule low. This seasonal pattern varies across States. It is necessary to
build this behavioural pattern into the delivery schedule of PDS to minimize
leakage and diversion.

e The Government of India may insist that the annual entitlement to food
grains for a BPL household in any State should not be lower than what the
Gol stipulates. It is observed that in some States, a typical BPL household
was entitled to a lesser quantity than the Centrally prescribed 20 Kg per BPL
household (Chapter 5; Table 5.8). The multivariate analysis explaining the
determinants of off-take by BPL households suggested that the variations in
food grain entitlement is the most significant among them (Chapter 5).

e |t is felt that the buffer stocking subsidy incurred on food stocks in excess of
the required buffer may be transferred to the consumers without increasing
the fiscal burden on food subsidy. The BPL may be offered graduated prices
—their current entitlement (20 Kg) may be given at half the economic
cost and the additional quantity (say 5 Kg) at the economic cost minus
unit cost of maintaining buffer. Similarly, the APL households who are not
lifting ration from PDS at present may be offered food grains at less than
economic cost.

e The FPS-wise information on delivery and receipt should be computerized at
the block level for onward transmission and monitoring.

e |t is proposed that the retail PDS outlets be handed over to cooperatives or
self-help groups (SHGs) of the poor, wherever possible. These SHGs/
Cooperatives may be helped to get bank finance to run their FPS outlets. The
feasibility and replicability of Tamil Nadu system of running the wholesale
and retail supply chain with co-operatives availing bank credit facility may
be examined (Chapter 3).

e FPSs may be housed in public buildings. The funds available in SGRY,
SGSY and other asset creation programs can be judiciously used to erect
such buildings. This would relieve the FPSs of the burden paying rental
charges on private buildings, which constituted a significant portion of the
recurring cost of the selected FPSs in many States (Chapter 4). The funds
available under PMGSY and other schemes may be employed to make
approach road to the FPS buildings. The feasibility of this proposal may be
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examined in greater detail, as it is in tune with the Planning Commission’s
effort to obtain convergence of various development schemes. These
measures would not only improve the viability of FPSs, but also solve the
problem of accessibility to FPSs mentioned by many BPL respondents
(Chapters 3 & 5).

e Considering the very low turnover and viability gap of FPSs, a host of
interrelated initiatives is required (Chapter 4). The suggested requirement for
full coverage of FPSs under door-step delivery of PDS items and erecting
public buildings for housing FPSs (which is tantamount to full rental
subsidy) are integral parts of this package.

e |t is suggested that the FPS level margin on PDS items be fixed in relation
to their economic cost to ensure uniformity in the margin structure and to
improve their viability. Simulation exercises on FPS profits suggested that
the policy package of; a) pegging the FPS level margin at 2% of the
economic cost of food grains, b) providing for doorstep delivery of food
grains and full rental subsidy, and ¢) removing the supply (and demand)
constraints so that the FPSs reach the minimum turnover of about 122 tonnes
per annum. These measures will make about 89% of the FPSs viable in the
sense that they will earn a return of 12% on their capital. An annual return of
12% on PDS transactions can be justified on conditions of commercial
viability/bankability; yet in view of the fact that the monthly net income
earned by some of the aforesaid 88.6% of the selected FPSs is not sufficient
(Rs.986/- per month for the lowest quartile of them). To ensure their
sustenance as a full-time PDS dealer, it becomes necessary to give FPS
dealers the freedom to trade in non-PDS items, under the strict surveillance
of PRIs.

e For the remaining FPSs (11%), either the volume of transactions is
extremely low or the recurring costs, especially the wage bill, are
unmanageably high (Chapter 4). There cannot be any policy stimulus to
those FPSs, which incur unjustifiably high wage cost at paltry level
transactions. They will gradually stop operations in a regime that plugs
loopholes. Simulation exercises revealed that the average number of APL
cards and BPL cards possessed by the lowest quartile of viable FPSs are 264
and 103 respectively (Chapter 4). Depending on the requirements of
viability, demand structure for PDS grains in different PDS regions of the
State and its topographical diversities resulting in differences in accessibility
and connectivity, the required number of cards per FPSs will need to be
fixed region-wise within every State. This may become quite relevant for
even the aforesaid 88.6% FPSs, in case they fail to realize the potential
quantities (25 Kg per BPL card and 10 Kg per APL card). This policy will
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necessitate arresting the mushrooming of FPSs and may call for selective
delicensing of totally unviable FPSs. Any relaxed specification of the
number of cards per FPSs for hilly/inaccessible areas may be associated
with a required increase in FPS level margin in order that they are still
viable. It is proposed that the Government of India should not leave these
Important issues (fixation of FPS level margin and cards per FPS) to the
discretion of states, but may evolve a policy framework for this.
Government of India’s involvement will get strengthened if it bears full/part
of the sum required for paying FPS level margins.

e The observance of transparency measures leaves much to be desired. Also,
the involvement of PRIs in overseeing the functioning of PDS is generally
nominal/ non—existent in most states (Chapter 3). Measures suggested above
for involving PRIs plus complementary measures that create a sense of
belonging among PRIs towards PDS in general, and, the FPSs in their
jurisdiction in particular may further their involvement with PDS.

e While some of the measures suggested will raise the delivery cost per BPL
household, the saving that would accrue to GOI by plugging leakages and
diversions would be several times more than the additional cost. Thus, these
suggestions, if operationalized, will give a more cost-effective TPDS.

*k*
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