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Many of us would not be even aware that in the 1960s India was forced to import wheat 
from the US under the PL 480 scheme as it suffered from a severe shortage of food grain. 
The stories of humiliation and pressure to compromise on India's foreign policy to avail 

of this facility are now things of the past. The country has moved ahead from the PL 480 phase to 
a new era of economic reality where it has enacted the National Food Security Act (NFSA)- 2013 
which assures food to 67 percent of people in the country who are likely to suffer food deprivation. 
This indeed marks a giant leap whose impact is going to be multi-dimensional and multi-layered. 
The guaranteed availability of food to the people, especially those in the below poverty line bracket 
and belonging to vulnerable section of society will have a significant income effect translating into 
higher nutritional intake and therefore improved health status. The extra income, it has been argued, 
could be used for 'medical or educational expenses.. or to supplement expenses for farm inputs'. 
Indeed for the families struggling for survival, the assured food grain could allow them a 'chance to live with dignity'.

 We often forget that even now two thirds of India's population hovers around the poverty level. The expenditure on 
food items is a significant part of their monthly budget. Realising the importance of providing for the basic food requirements 
of the population, India has a long established Public Distribution System (PDS) which has played a significant role in 
keeping the chronic hunger at bay and has a strong impact on the reduction of poverty. There has been a significant shift 
in the policy perspective from PDS to Targeted PDS (TPDS) since 1997 that replaced the universal access with focus on 
the families below poverty line by giving them a higher level of food subsidy. The PDS or TPDS has a number of serious 
shortcomings such as large scale leakages. But recent studies show that since 2004, these leakages have reduced and a 
much larger number of people are now accessing the subsidised food grains provided through these outlets. Significantly, 
the number of people pulled out of poverty over the last decade on account of better functioning PDS system has seen a 
sharp increase since 2004-05. It has been estimated that close to 30 percent of the poverty reduction witnessed during the 
period 2004-05 to 2009-10 is attributable to PDS. This figure does not include around 17 million people being lifted out 
of poverty in 2009-10 supported by the mid-day meal scheme. This is quite a significant number by any standards and 
underscores the importance of a smoothly functioning, leakage-minimised PDS to ensure food-security to the poor.

The Food-security legislation has been criticised for increasing the subsidy outflow of the government to unsustainable 
levels. The estimated annual expenditure to meet the provisions of the NFSA 2013 is approximately 1,25,000 crore. Though, 
there have been many estimates going upto 3,00,000  crores, there does not seem to be any dramatic and unsustainable 
increase in the allocation already being made for this component under the TPDS. However, questions remain about 
the impact it may have on the cropping pattern, incentives for marginal farmers for production and the best model for 
implementation of an effective PDS etc. An important point has been raised by some scholars that 'the cause of food 
insecurity is not fundamentally about food per se, but about the extent to which the country's marginalised population is 
empowered with the rights, freedom and capabilities that enable them to lead healthy and nourished lives.' Also, the strong 
linkage seen worldwide between economic growth and reduction in under-nutrition has been found to be rather weak in 
India which is seen as an enigma.

The enactment of the NFSA 2013 is probably the beginning of a long process that would require the policy makers 
to look at the multi-dimensional factors affecting food-security, entitlement and access to it. India has become the first 
nation in the world to give its people right to food. The 'light of Asia', sure, has the capacity to show the path of future to 
the world. q

PL480 to NFSA 2013
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v E N  T H O U G H 
the  Nat iona l  Food 
Security Act (NFSA) 
has been passed by the 
Parliament and notified 
by the government, 

concerns about the benefits of the 
NFSA continue to linger. It has neither 
satisfied the activists who had fought 
a long struggle to get this act passed 
nor has it satisfied the sceptics who 
see this as mere populism and a waste 
of public money. Nonetheless, the fact 
that the bill was adopted unanimously 
by both Houses of Parliament with 
support from most political parties 
does imply that the NFSA even with its 
limitations is seen as an effective tool 
in India’s fight against malnutrition and 
food insecurity. 

For the sceptics, much of the 
debate that preceded the enactment of 
the NFSA revolved around the issue 
of cost of the NFSA and its impact 
on the economy. These ranged from 
a conservative estimate of Rs 1 Lakh 
crore to as high as Rs 3 lakh crore 
per year. However, most of these 
estimates are either exaggerated and 
include many other costs not related 
to the NFSA or are pure and simple 
fictitious numbers. The actual cost of 
the NFSA is expected to remain within 
the proposed limit of Rs 125000 crores 

National Food Security Act: Work in Progress

THE ROaD aHEaD

Himanshu Bhushan 

lEaD aRTIClE
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The author is Assistant Professor of Economics at Centre for Study of Regional Development, School of Social Sciences, Jawaharlal 
Nehru University, New Delhi. He is also visiting fellow at Centre de Sciences Humaines, New Delhi and Associate at India Observatory, 
LSE. He has been involved with the Expert Group on Measurement of Poverty (Tendulkar committee), National Statistical Commission 
and Ministry of Rural Development. 

as given in the financial memorandum 
of the bill. While the financial costing 
was certainly not relevant earlier and 
is certainly not relevant now after the 
act has been passed, it did manage to 
divert attention of the debate from the 
core issues that should be debated. 

However, even for the activists and 
the civil society, the National Food 
Security Act 2013 falls far short of 
a comprehensive legislation on food 
security. While the legal commitment 
of the NFSA is limited almost entirely 
to access, on availability and absorption 
it only promises goals for progressive 
realisation. But even on access, 
government is allowed to get away 
with cash payments if it fails to ensure 
supply. On absorption, matters relating 
to safe drinking water, sanitation and 
health are all relegated to a list of 
endeavours with no commitments 
either financial or physical. But its 
commitments on access are also 
vague and non-justiciable with no 
clearly identified criteria. Although 
the number it entitles is double those 
currently classified BPL/AAY, NFSA 
entitlements will cover only 67 percent 
of households against about 85 percent 
who currently have a ration card. 
Moreover, since entitlements will be 
restricted to whosoever a State may 
select subject to numbers set by Central 

Apart from the 
administrative 
and technical 

challenges outlined 
earlier, successful 
implementation of 

NFSA will also require 
political conviction 

and willingness to fight 
malnutrition. At least, 

this is the message from 
the states which have 
successfully reformed 
a leaky system such as 
PDS into an efficient 

system for delivering food 
security to the citizens
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government, the certainity on food 
security it provides to beneficiaries 
may only be marginally more than 
under presently administered systems 
and schemes. 

Since the NFSA relies primarily on 
the existing Public Distribution System 
(PDS) as the primary axis for ensuring 
food security, concerns related to the 
efficiency of the PDS remain valid. 
Such concerns on the efficiency of 
the PDS primarily emanate from the 
previous experience of the PDS which 
is seen as a leaky system with more 
than 50 percent of the grain leaking 
in 2004-05. The shift to Targeted 
PDS in 1997, which dismantled the 
earlier universal access at relatively 
low unit subsidies, replacing it with 
much higher unit subsidies targeted 

towards the poor, led to increase in 
leakages between 1993-94 and 2004-
05, along with decline in percentage 
of households who actually accessed 
PDS cereals. This happened because 
PDS got targeted away from regions 
where it functioned well to those 
where it had earlier functioned poorly 
and also because of poor targeting 
within regions. However, PDS has 
improved considerably after 2004 
with most States taking steps to 
improve its functioning and some 
reverting to near universal PDS. 

Leakages have reduced, and there 
is very strong evidence that this is 
related to the improvement in access. 
Overall, the national percentage of 
households accessing PDS cereals, 
that had declined from 27 percent in 
1993-94 to 24 percent in 2004-05, 
increased to 39 percent in 2009-10 
and further to 45 percent in 2011-12. 
Simultaneously, grain leakages which 
had jumped from 28 percent in 1993-
94 to 55 percent in 2004-05, reduced 
to 40 percent in 2009-10 and further 
to 35 percent in 2011-12. 

More importantly, there was 
considerable improvement after 2004 
in PDS access of the relatively poor 
in almost all states. By 2009-10, 
over 90 percent of rural poor got 
some food transfer in 12 (and over 
75 percent in 18) of the 30 states. In 
particular, Chhattisgarh and Odisha 
joined Southern States to extend near 
universal coverage while reducing 
leakage. The most notable such case 
is Bihar, so far considered worst 
on PDS performance. But NSS 68th 
round reports that 43 percent of Bihar 
households accessed PDS cereals in 
2011-12, up from only 14 percent in 
2009-10 and less than 2 percent in 
2004-05. This expansion, unnoticed so 
far, is remarkable because it went hand-
in hand with two other features: Bihar 
climbed to top of the poverty reduction 
league in 2011-12 from being a laggard 
so far; and, much more significantly, 
Bihar’s PDS grain leakages reduced 
to about 20 percent in 2011-12 from 
65 percent in 2009-10 and 97 percent 
in 2004-05. These three states, which 
also happen to be states with highest 
percentage of poor, have managed to 
do so, by expanding coverage along 
with administrative reforms such as 
de-privatisation of fair price shops 
and so on. These states have also used 
available technology such as GPS and 
mobile based tracking system to reduce 
leakages. Other states with similar 
but less spectacular rebound include 
Assam and West Bengal. 

The changing fortune of the PDS 
also meant that PDS is no longer seen 

as a failure. The improved efficiency 
of the PDS is only one part of the 
changing nature of PDS after 2004-
05. A decomposition of the poverty 
reduction shows that implicit income 
transfer due to the PDS accounted for 
almost one third of the total decline 
in headcount ratio between 2004-05 
and 2009-10. The enhanced effect 
of food transfers was even larger in 
case of distribution sensitive poverty 
measures. The poverty gap would 
have been 40 percent higher in 2011-
12 without these transfers, against 
31 percent in 2009-10, 14 percent in 
2004-05 and only 5 percent in 1993-
94. The squared poverty gap would 
have been 59 percent higher without 
these in-kind food transfers in 2011-
12, against 45 percent in 2009-10, 
20 percent in 2004-05 and only 7 
percent in 1993-94. But judged on the 
nutritional measure of calorie intake, 
PDS looks even better. Analysis based 
on the NSS consumption data shows 
that PDS raised the calorie intake of 

the population as a whole by about 6 
percent in 2009-10. This contribution 
had declined from 4 percent in 1993-94 
to 3.5 percent in 2004-05 but increased 
with PDS revival. Our analysis also 
shows strong evidence that it delivers 
more on this than its transfer content 
and that it might be important as a 
safety-net that meets distress. 

The overall improvements of the 
PDS is important to dispel any claim 
of the PDS (and thereby the NFSA) 
being a drain on the exchequer, but 
also to bring out the contribution 
of these to poverty reduction and 

The shift to Targeted PDS in 1997, 
which dismantled the earlier 

universal access at relatively low 
unit subsidies, replacing it with 

much higher unit subsidies targeted 
towards the poor, led to increase 

in leakages between 1993-94 
and 2004-05, along with decline 
in percentage of households who 

actually accessed PDS cereals. 
This happened because PDS got 

targeted away from regions where 
it functioned well to those where 
it had earlier functioned poorly 

and also because of poor targeting 
within regions.

These three states, which also 
happen to be states with highest 

percentage of poor, have managed 
to do so, by expanding coverage 

along with administrative reforms 
such as de-privatisation of fair price 
shops and so on. These states have 
also used available technology such 
as GPS and mobile based tracking 

system to reduce leakages. 
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nutritional intake. The success stories 
of the states which have managed 
to reform the PDS is important not 
only for the learnings that these states 
provide on how to reform the PDS but 
also for the challenges that the NFSA 
will encounter once implemented on 
the ground. Unfortunately, the NFSA 
has missed out on some of the key 
innovations that form the backbone of 
the success story of these states. 

While it did increase coverage to 
67 percent of the households nationally 
(75 percent in rural and 50 percent 
in urban), the NFSA is silent on how 
the beneficiaries will be selected. 

Subsequent decision by the Ministry 
of Food and Consumer Affairs and 
the Planning Commission to specify 
state level number of beneficiaries 
also goes against the commitment of 
the government to delink the number 
of beneficiaries from the consumption 
surveys of the National Sample Survey 
Organisation. There is now sufficient 
evidence which suggests that a method 
of identifying the beneficiaries based 
on defined and observable criteria 
is better suited to eliminate errors in 
identification rather than a method 
based on predetermined number of 
beneficiaries. A good example in 

this regard is the Chhattisgarh Food 
Security Act (CFSA) which proposes 
four such criteria – excluding income 
tax payees, households owning a 
pucca house in urban areas, which 
has a carpet area of more than one 
thousand square feet, and/or liable to 
pay property tax and households in 
non-scheduled areas, who hold more 
than 4 hectares of irrigated land or more 
than 8 hectares of non-irrigated land. 
Such simple and objective exclusion 
criteria taking into account social, 
political and geographical context of 
states could have been developed for 
other states also.

And it is here that the NFSA will 
run into its biggest challenge. While it 
does specify the overall percentage of 
households, it has neither provided any 
mechanism to identify the beneficiaries 
nor does it provide any clear guidelines 
on who should be excluded and who 
should be included. While the act 
suggests that identification be done 
by the states, most state governments 
are not clear how and on what basis 
should the beneficiaries be identified. 
This has already led to some awkward 
situations wherein some of the states 
which went to polls in the month of 
November-December were forced to 
devise ad-hoc methods to select the 
beneficiaries. 

Any identification exercise, 
irrespective of the percentage of 
households to be selected is based on 
some kind of household Census on 
identifiable criterion. The previous 
such Census which is still in existence 
is the notorious BPL Census of 2002. 
It is common knowledge that the 
selection of beneficiaries based on BPL 
2002 resulted in large percentage of 
exclusion as well as inclusion errors. 
The errors were not only because of 
the caps imposed by the Planning 
Commission but also because of the 
design of the Census itself which relied 
on indicators which did not meet the 
criterion of being a suitable proxy 
of poverty. Moreover, the criterion 
were also found to be in conflict with 
existing programmes which made them 

unsuitable for categorising households 
into poor and non-poor categories. 
Finally, since the data itself pertains 
to 2002, any selection of beneficiaries 
based on the household characteristics 
in 2002 is not only flawed in approach 
but also a sure recipe for large exclusion 
and inclusion errors. 

Fortunately, an alternative in 
the form of Socio Economic and 
Caste Census (SECC 2011) was 
available and could have been used 
not only to specify the exact criteria 
for identification of beneficiaries but 
also to arrive at a suitable estimate of 
number of households eligible for the 
benefit in each state. Unlike the BPL 
Census 2002, the SECC was designed 
after prolonged consultations with 
various stake holders including state 
governments, in terms of design and 
methodology of identification. The 
SECC in rural areas was based on the 
results of an extensive pilot covering 
all states of the country in partnership 
with the states. 

The final survey has now been 
completed and this data was readily 
available to the state governments as 
well as the central government. Since 
the SECC has also built in provisions 
of authenticating and validating the 
data through a participatory process 
involving the gram sabha, this was likely 
to lead to lesser errors of inclusion and 
exclusion. Further, since the Census 
was based on recent data with sufficient 

A good example in this regard is 
the Chhattisgarh Food Security Act 

(CFSA) which proposes four such 
criteria – excluding income tax 

payees, households owning a pucca 
house in urban areas, which has 
a carpet area of more than one 

thousand square feet, and/or liable 
to pay property tax and households 

in non-scheduled areas, who hold 
more than 4 hectares of irrigated 
land or more than 8 hectares of 

non-irrigated land. Such simple and 
objective exclusion criteria taking 
into account social, political and 
geographical context of states 
could have been developed for 

other states also.

Since the SECC has also built in 
provisions of authenticating and 

validating the data through a 
participatory process involving the 
gram sabha, this was likely to lead 

to lesser errors of inclusion and 
exclusion. Further, since the Census 

was based on recent data with 
sufficient safeguards on the quality 

of data, this would have been 
the ideal choice for selection of 

beneficiaries instead of the decade 
old data of the BPL Census 2002.
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safeguards on the quality of data, this 
would have been the ideal choice for 
selection of beneficiaries instead of 
the decade old data of the BPL Census 
2002.The SECC data is flexible enough 
to be amenable to any pre-determined 
cut-off and could have been used to 
arrive at a specific set of exclusion 
indicators. However, very few states 
have opted for this and are forced to 
rely on the old BPL 2002 Census. 

Clearly, identification of the right 
beneficiaries is of utmost importance for 
the success of the NFSA on the ground. 
This is not only necessary to ensure 
that the needy get the benefits but also 
important if the leakages in the PDS are 
to be reduced. But correct identification 
of beneficiaries is only one part of the 
PDS leakage story. These efforts need 
to be complemented by other measures 
such as de-privatisation of fair price 
shops, decentralised procurement, 
use of available technology to track 

movement and distribution of food-
grains and social audit of PDS. 
Unfortunately, these issues of PDS 
reforms find only token mention in 
the NFSA.

But even these, if implemented 
properly, are only a small part of the 
larger battle against malnutrition. 
Other provisions of the NFSA such as 
those related to children and pregnant 
women, although less talked about, are 
equally important. The challenges on 
these front are equally daunting with 
very few success stories to emulate. 
An important component of the NFSA 
is the provision of universal maternity 
entitlements. However, even for this, 
there is lack of clarity on the eligibility 
criteria, delivery mechanisms and 
accountability measures required 
to make it a success on the ground. 
Unlike PDS where states have shown 
the way, there are no success stories 
of implementing large scale maternity 

entitlements except for a small pilot 
of the Government of India in about 
50 districts and state schemes in Tamil 
Nadu and Odisha. But even for these, 
no scientific evaluation is available. 
However, it is important that any such 
design should not be linked to any 
conditionality. 

It is obvious that an ambitious 
legislation such as the NFSA will 
have to face the challenges of 
implementation on the ground. Apart 
from the administrative and technical 
challenges outlined earlier, successful 
implementation of NFSA will also 
require political conviction and 
willingness to fight malnutrition. At 
least, this is the message from the states 
which have successfully reformed 
a leaky system such as PDS into an 
efficient system for delivering food 
security to the citizens.   q

(E-mail : Himanshu2@gmail.com)
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HE NATIONAL Food 
Security Bill (NFSB) 
was passed by both 
houses of Parliament, 
and was given a nod 
by the President on 

September 12, 2013, and has now 
become an Act. The legislation is a 
landmark, and perhaps the largest food 
security program in the world.

The Act is indeed an important 
effort to ensure that the majority of 
population in India has access to 
adequate quantity of food at affordable 
prices. It proposes to cover 75 percent 
of the rural population, and 50 percent 
of the urban population with an 
entitlement of 5 kg per person per 
month of food grains at issue prices of 
Rs. 2 and 3 per kg for wheat and rice 
respectively. The poorest households 
will receive an additional 10 kilograms 
of food grains per household to protect 
their existing allocations. The state-
wise inclusion ratios are determined 
by the Planning Commission based on 
a national-level cut-off for per capita 
consumption to cover 75 percent 
and 67 percent of rural and urban 
populations respectively. 

This article establishes that fiscal 
implications of the Food Security Act 
(FSA) are likely to be significant. The 
food subsidy cost of implementing 
the FSA is estimated at Rs. 124,502 
crores for the fiscal year 2013-14. 
The cost is estimated to increase to 

The Food Security Act (FSA)  
Fiscal Implications: 2013-14 to 2015-16

COST aNalySIS

Prachi Mishra

PROJECTION

T

The author is a Senior Economist at the International Monetary Fund, washington DC Prior to that, she was Senior Economist at the 
Office of Chief Economic Advisor in the Ministry of Finance, Government of India, and at the Economic Advisory Council to the Prime 
Minister of India. 

Rs. 140,192 and Rs. 157,701 crores 
in 2014-15 and 2015-16 respectively. 
The “incremental” food subsidy over 
and above the existing Targeted Public 
Distribution System (TPDS), which 
is the additional cost to the budget, is 
estimated at Rs. 23,951 crores.  This is 
equivalent to 0.2 percent of GDP. 

However, the FSA needs to be 
carefully evaluated to take into account 
not only the cost of food subsidy, but 
also the additional costs of setting 
up/running of new institutions and 
bureaucracies, and the additional 
costs that are likely to arise if there 
are political pressures to protect the 
existing beneficiaries, many of whom 
are not grandfathered even after many 
revisions of the bill. When these are 
taken into account, the FSA may entail 
significantly higher burdens than 
currently envisaged.  

There  a re  th ree  addi t iona l 
dimensions, which can potentially 
magnify the fiscal implications. First, 
if the implementation of the FSA 
includes “grand-fathering” of existing 
beneficiaries, since not everyone 
will be better off in the new regime, 
the estimated fiscal cost could be 
higher. Second, if implementation 
of the act requires merging the 
current classification under the 
TPDS with new and more careful 
identification schemes, we should 
also consider the consequences of 
misclassification. Carrying over the 
currently misclassified into the new 

Combining the grand 
fathering and mis-

classification scenarios 
could increase the 

incremental food subsidy 
cost of implementing the 

FSA in 2013-14 to Rs. 
55,726 crores. If we include 
the additional expenditures 

to be incurred in the 
setting up and running of 

new bureaucracies, the 
estimated incremental 

expenditure attributable to 
the FSA under the 

 baseline could escalate to  
Rs. 76,486 crores
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system may also entail additional fiscal 
implications. Third, the open-ended 
procurement policies of the government 
(whereby the government commits to 
buying unlimited quantities of wheat 
and rice at a “minimum support price” 
(MSP) have implied that procurement 
has typically been much higher than 
the required quantity of food grains. 
For example, on average over the last 
10 years between 2002-03 and 2011-
12, procurement has been 40 percent 
higher than the off-take from the public 
distribution system. If we add these 
costs of additional procurement to the 
incremental food grain requirement in 
the FSA, the estimated fiscal cost can 
increase substantially. 

Importantly, all these estimates 
should be seen as tentative and subject 
to revision because the precise costs 

of the current TPDS (and additional 
welfare) schemes are not easy to obtain. 
Given the experience that off take 
increases when grain is offered at very 
low prices, and the estimates do not 
include various additional expenditures 
stated in the act which are difficult to 
quantify, the rough estimates in this 
note are likely to be underestimates. 
Indeed, other sources have estimated 
higher fiscal costs of FSA (e.g. see 
Bhalla, 2013, and Gulati, 2011).

Subsidy Cost of FSA

We estimate the fiscal cost of 
the current version of the act, which 
proposes to cover 75 percent of the 
rural population, and 50 percent of the 
urban population with an entitlement 
of 5 kg per person per month of 
foodgrains at issue prices of Rs. 
2 and 3 per kg for wheat and rice 
respectively. This proposal has only 
two categories: covered and uncovered, 
rather than three (priority, general and 
uncovered) in the previous version of 
the bill. The AAY (Antyodaya Anna 
Yojana) households will receive an 
additional 10 kgs of food grains per 
household to protect their existing 
allocations. The state-wise inclusion 
ratios are determined by the Planning 
Commission based on a national-level 
cut-off for per capita consumption to 
cover 75 percent and 67 percent of rural 
and urban populations respectively.

The  food  subs idy  cos t  o f 
implementing the FSA is estimated 
at Rs. 124,502 crores for 2013-14. 
The food subsidy is calculated as 
[economic cost-issue price] * food-
grain requirement. The “economic” 
cost computed by the FCI includes in 
addition to the MSP, handling, storage 
and distribution costs. The calculation 
assumes a total coverage of 75 percent 
of rural and 50 percent of the urban 
population. The individuals identified 
as “covered” or “included” are entitled 
to 5 kg/person/month of food grains 
(wheat and rice combined); with an 
issue price of Rs. 2 and Rs. 3 per kg 
for included persons for wheat and rice 
respectively.  The AAY households are 
entitled to an additional 10 kg of food 
grains per household. An additional 
allocation of food grains of 6.5 million 
tons for other welfare schemes (OWS) 
is also included in the final act. This 
includes provision of additional 5 kgs 
of grain per month to pregnant women 
and new mothers, and free mid-day 
meals in schools for children in the 
age group of 2-16 years. The total 
food grain requirement of the FSA 
is estimated at 61.2 million tons, this 
includes an additional 2.9 million tons 
to protect the allocation to states under 
the existing TPDS. These estimates are 
in line with those of Food Ministry 
(MOFPD).

The cost is estimated to increase 
to Rs. 140,192 and Rs. 157,701 crores 
in 2014-15 and 2015-16 respectively. 
This is assuming a 10 percent increase 
in MSP and economic costs and a 
1.7 percent annual increase in total 
population (2.8 percent increase in 
urban, and 1.16 percent increase in 
rural based on the average annual 
increase over 2001-2011), with the other 
parameters remaining unchanged.

The “incremental” food subsidy 
over and above the existing TPDS is 
estimated at Rs. 23,951 crores. This is 
equivalent to 0.2 percent of GDP. The 
incremental subsidy is the difference 
between the estimated cost of the 
FSA discussed above, and the cost of 
existing TPDS at Rs. 100,551 crores 
(based on 2000 population and 1993/94 
poverty definition). 

Other Financial Costs of FSA

A commonly ignored fact is that 
even after several amendments, the 
act entails significant new financial 
implications in addition to the food 
subsidy. This includes e.g. the setting 
up/running of State Food Commissions 
and District Grievance Redressal 

Offices (DGROs); expenditures on 
intra-state transportation of food 
grains; and cash benefits to pregnant 
and lactating women. Most of these 
expenditures would be incremental and 
is estimated with inputs from the MOF 
& PD at roughly Rs. 20,760 crores 
annually (see Table 1 for details). Rs. 
8,760 crores would be incurred by the 
state, and the remaining cost would be 
shared between the centre and state 
(based on a sharing arrangement to be 

...the open-ended procurement 
policies of the government 

(whereby the government commits 
to buying unlimited quantities of 

wheat and rice at a “minimum 
support price” (MSP) have implied 

that procurement has typically 
been much higher than the 

required quantity of food grains. 
For example, on average over the 

last 10 years between 2002-03 and 
2011-12, procurement has been 40 
percent higher than the off-take 

from the public distribution system. 
If we add these costs of additional 

procurement to the incremental 
food grain requirement in the 

FSA, the estimated fiscal cost can 
increase substantially. 

A commonly ignored fact is that 
even after several amendments, 
the act entails significant new 

financial implications in addition 
to the food subsidy. This includes 

e.g. the setting up/running of 
State Food Commissions and 

District Grievance Redressal Offices 
(DGROs); expenditures on intra-

state transportation of food grains; 
and cash benefits to pregnant and 

lactating women.
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determined). A one-time assistance may 
also be provided by the centre to the 
states to enable them to set up the State 
Food Commissions and DGROs. The 
setting up of national food commission 
is done away with in the latest version 
of the act; and states are allowed to 
rejig existing infrastructure to run state 
food commissions and DGROs but it is 
reasonable to assume that even if states 
decide not to create new infrastructure, 
they would still need to incur additional 
expenditures to beef up the existing 
facilities to implement the FSA.

These costs may still  be an 
underestimate since they do not include 
many other expenditures stated in 
the act e.g. costs to be incurred for 
a new system for identification of 
beneficiaries, for strengthening the 
capacity of Food and Civil Supplies 
Corporations, establishment of 
institutionalized licensing for Fair 
Price Shops (FPS), setting up of 
vigilance committees to monitor the 
implementation, periodic audits of FPS, 
food security allowance to be paid in 
case of non-supply to entitled persons, 
funds to state governments to be 
provided by the central government in 
case of short supply of food-grains, etc.
Whether/how much of these additional 
expenditures would be incremental and 
needs to be carefully assessed. 

The total incremental fiscal cost 
of implementing the FSA over and 
above the existing TPDS (including the 
quantifiable expenditures in addition 
to the food subsidy) is thus estimated 
for 2013-14 at Rs. 44,711 crores. The 
estimated total incremental fiscal cost 
for 2014-15 and 2015-16 are estimated 
at Rs. 47,392 and Rs. 50,591crores 
respectively.

These  es t imates  should  be 
considered to be lowerbounds for 
the actual expenditures to implement 
the act. As discussed above, there are 
various additional expenditure items 
stated in the act, the incremental costs 
of which cannot easily be quantified 
ex ante. Further, the open-ended 
procurement policies of the government 
have implied that procurement has 
typically been much higher than 
the required quantity of foodgrains. 
For example, on average over the 

last 10 years between 2002-03 and 
2011-12, procurement has been 40 
percent higher than the off take. If 
we add costs of 40 percent additional 
procurement to the incremental food 
grain requirement in the baseline FSA, 
the estimated fiscal cost in 2013-14 
can increase by Rs. 4,925 crores. In 
addition, the estimated incremental 
food subsidy costs under FSA in the 
next two years could also be higher 
if the procurement of the additional 
grains requires an increase in MSP of 
more than 10 percent assumed in the 
baseline calculations. For example, 
if we assume a 20 percent increase in 
MSP (and economic cost) over 2013-

14, the estimated incremental fiscal 
cost would increase substantially from 
the baseline by Rs. 14,111 crores and 
Rs. 15,720 crores in 2014-15, and 
2015-16 respectively.

Distributional Implications of FSA

In addition to the aggregate fiscal 
costs of implementing the act, there 
will be distributional implications as 
well; where some individuals may 
gain, some may lose, and others 
may have their food expenditures 
unchanged. Although the procedure for 
identification of beneficiaries will be 
left to the states and is not specified in 
the act, if we assume a natural ordering, 
we can conduct some simple simulation 
exercises to see how the current TPDS 
in a typical state will map into the new 
regime (see Table 2).

l All AAYs can be relabeled as 
“covered”. They will be as well off 
as under the current TPDS; their 
entitlement will be unchanged at 7 
kg per person per month, and they 
will pay the same issue price: Rs. 
2 and Rs. 3 per kg for wheat and 
rice respectively.

l	 The remaining BPL individuals 
(62 percent) will obtain 5 kg of 
foodgrains at a lower issue price 
than under the TPDS but their 
entitlement will also reduce by 
2 kg. Assuming current prices 
of wheat and rice (in the north 
zone at Rs. 19 and Rs. 27 per kg 
for wheat and rice respectively) 
and assuming they will demand 
at least as much as under TPDS, 
they will be strictly worse off (the 
loss on the 2 kg entitlement will 
outweigh the gain on the 5 kg).

Table  1: Additional Annual Expenditures under FSA (Rs. Crores)
State Shared b/w 

center and state 
Total

District Grievance Redressal Office (DGRO) 320

State Food Commission 140

Expenditure on intra-state transportation and handling of 
foodgrains

8300

Maternity benefit 12000

Total 8760 12000 20760

Source MOF&PO

If there is political necessity to 
ensure no existing beneficiary is 
made worse off, the estimated 

incremental food subsidy cost could 
increase by Rs. 20,074 crores from 

Rs. 23,951 crores to Rs. 44,425 
crores in 2013-14. In that case, the 
overall coverage of FSA to include 
the left-out APLs would increase 
from 67 percent to 82 percent of 

the total population.
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l	 71 percent of APLs will move 
into “covered” category. They 
will obtain 2 kgs of additional 
food grains and a lower issue 
price relative to TPDS; they will 
be strictly better off.

l	 The remaining APLs will move 
into “uncovered” and will be 
strictly worse off.

l	 Overall,  out of the current 
population covered under the 
existing TPDS, 46 percent will 
be strictly better off, 14 percent 
will be equally better off and 
40 percent will be strictly worse 
off. 

If the implementation of the FSA 
includes “grand-fathering” of existing 
beneficiaries, the estimated fiscal cost 
could be higher than under the baseline 
scenario. As discussed above, the 
existing APL beneficiaries who move 
out of coverage would be worse off; and 
the BPL individuals whose entitlement 
is reduced by 2 kg would also lose.  If 
there is political necessity to ensure 
no existing beneficiary is made worse 
off, the estimated incremental food 
subsidy cost could increase by Rs. 
20,074 crores from Rs. 23,951 crores 
to Rs. 44,425 crores in 2013-14 (Table 
3). In that case, the overall coverage of 
FSA to include the left-out APLs would 
increase from 67 percent to 82 percent 
of the total population.

Table 2: Distributional Implications: Current TPDS vs FSA
AAY Covered difference in issue price (TPDS-

NFSB) (rs./ton)
137495 Wheat Rice

Other BPL persons in '000 Covered 
increased expenditure

difference in issue price (TPDS-
NFSB) (rs./ton)

2,150 2,650

221,122 62%

APL persons 452,151 71% Covered reduced expenditure 4,100 2,650

Remaining APL No coverage

181,312 29% increased expenditure

Note. The estimates for TPDS are based on how it is currently operated (1993/94 poverty ratio and 2000 population)

The non-AAY BPL persons who move to covered: they were getting 7 kgs before at a higher issue price; they get 5 kg now 
at the lower issue  price, but the gain on 5 kg outweighs the loss of entitlement of 2 kg, which they have to acquire now at 
the market price, accounting for a potential increase in the expenditures. APL persons moving out of coverage under NFSB 
have to obtain the grains through the market, and hence a potential increase in their expenditures.

Table 3. Cost of Grandfathering

Number of other BPLs moving into covered 221,122

Additional foodgrain per person (kg) 2

total foodgrain (mn ton) 5.31

Wheat 2.41

Rice 2.89

Subsidy (Rs.ton)

Wheat 15952

Rice 20786

Total subsidy bill (Rs. Crores)

Wheat 3852

Rice 6012

Total 9864

Number of APLs moving out of coverage 181,312

Additional foodgrain per person (kg) 3

Total foodgrain (mn ton) 6.53

Wheat 2.97

Rice 3.56

Subsidy to be borne by govt. Rs. per ton 

Wheat 14,002

Rice 18,136

Total cost (Rs. Crores) 20,474

Incremental cost over TPDS (rs. Crores) 23,951

Total including grandfathering - Rs. Crores 44,425

Issues about Misclassification in 
Current TPDS

Similarly, if implementation of 
the FSA requires merging the current 

classification under the TPDS with 
new and more careful identification 
schemes, we should also consider the 
consequences of mis-classification. 
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Table 4. Misclassification in BPL : Fiscal Costs
25% leakage

Additional indviduals ('000) 89,654

Total foodgrain per person (kg) 5

Total foodgrain req (mn tons) 5

Wheat 2.4

Rice 2.9

Addition cost to govt (Rs. per ton)

Wheat 18102

Rice 23436

Total subsidy bill (Rs. Crores)

Wheat 4,431

Rice 6,871

Total 11,301

Baseline incremental cost of NFSB (Table 3) Rs. Crores 23,951

Baseline Incremental Cost + Mis-classification Cost  
(Rs. Crores)

Baseline Incremental Cost + Grandfathering +Mis-
classification Cost (Rs. Crores)

55,726

Baseline Incremental Cost + Grandfathering + Mis-
classification

Cost+Additional Misc Expenditure (Rs. Crores) 76,486

Table 5. Summary Table : Incremental Cost of Food Security Act 
Relative to Targeted Public Distribution : 2013-14 (Rs. Crores)

1/Baseline 23,951

Additional Costs Relative to Baseline

2/Grandfathering 20,474

3/Misclassification 11,301

4/Miscellaneous expenditures 20,760
1/+2/+3/+4/ 76,486
% of GDP 0.67
5/40% additional procurement 4,925
1/+2+3/+4/+5/ 81,411
% of GDP 0.72

Combining the grand fathering 
and mis-classification scenarios could 
increase the incremental food subsidy 
cost of implementing the FSA in 2013-
14 to Rs. 55,726 crores. If we include 
the additional expenditures to be 
incurred in the setting up and running 
of new bureaucracies, the estimated 
incremental expenditure attributable 
to the FSA under the baseline could 
escalate to Rs. 76,486 crores.

Conclusion

To summarize, the total incremental 
costs of implementing the FSA over the 
above the TPDS could range from Rs. 
44,711 to Rs. 76,486 crores in 2013-14. 
The smaller estimate is the baseline 
incremental costs, while the larger 
estimate includes the costs of grand 
fathering the existing beneficiaries 
and subsidizing the BPLs who are 
currently misclassified. If we add to it 
the cost of procuring additional grains 
according to historical norms, this 
would take the incremental costs of 
FSA to Rs. 81,411 crores (0.7 percent 
of GDP).Table 5 provides a summary 
table, which incorporates all the costs 
discussed above.

(The article draws largely on a 
published article by the author titled 
“Financial and Distributional Implications 
of the Food Security Law”, Economic 
and Political Weekly.Vol - XLVIII No. 39, 
September 28, 2013.) 
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Suppose everyone classified as 
BPL under the current scheme is 
automatically given “covered” status. 
However, everyone who currently 
holds a BPL card may not be truly poor. 
Even if a more rigorous identification 
scheme unearths the poorest 75 percent 
and 50 percent in rural and urban 
areas respectively, there may still 
be political pressure to expand the 
size of those classified as covered to 
include those misclassified under the 
current BPL system. Assuming BPL 
classification misclassified 25 percent 
of individuals when they truly are well 

off, and if the misclassified are new 
entrants into the FSA (they were not 
a part of the TPDS off take, but the 
FSA entitlement at much lower issue 
prices is attractive enough for them), 
then the cost of subsidizing them can 
be substantial and is estimated at Rs. 
11,301 crores (Table 4). The overall 
coverage of FSA would increase in the 
misclassification scenario to 74 percent 
of total population (from 67 percent 
in the act). The total incremental food 
subsidy cost in the baseline would 
increase from Rs. 23,951 crores to Rs. 
35,252 crores.
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HE ABOvE quotation 
of Babasaheb Ambedkar 
speaks volumes about 
h i s  co n cep t i o n  o f 
democracy and what 
he expected from it. 

It is a commonplace belief that the 
revolutionary changes can only be 
brought about through revolution and 
revolutions are invariably associated 
with bloodshed. There is also a tacit 
apprehension that revolutions and 
democracy are incompatible. These 
commonplace notions of revolution 
may be faulted in theory but that 
is another matter. Likewise, there 
are commonplace notions about 
democracy too. It is considered as a 
form of representative government 
symbolized by regular elections, 
multiple political parties and a 
Constitution governing them that 
grants equal political value to each 
individual. Ambedkar, although 
reckoned as the chief architect of this 
apparent superstructure of democracy, 
had a very different conception of 
democracy. He idealized democracy 
to realize the simultaneity of ‘liberty, 
equality, fraternity’, transforming 
society into a veritable utopia, his 
ideal society. He viewed democracy 
as an instrument for social change; 
both as the end and the means of this 
ideal.  

Democracy and Social Transformation:  
Insights from Ambedkar

PERSPECTIVES ON SOCIal CHaNGE 

Anand Teltumbde

SPECIal aRTIClE

T

The author is a writer and civil rights activist with Committee for Protection of Democratic Rights, Mumbai. He writes a column 'Margin 
Speak' in EPW and teaches Business Management in ITT's vG School of Management.

Ambedkar’s views on Democracy

The conception of democracy 
right from its origin in antiquity to the 
modern times takes it as the form of 
government as alluded to by Ambedkar 
in the above quotation, but he easily 
extends it beyond the bounds of 
government when he says, “Democracy 
is not merely a form of Government. 
It is primarily a mode of associated 
living, of conjoint, communicated 
experience. It is essentially an attitude 
of respect and reverence towards 
fellowmen”. He equates it to fraternity, 
saying “fraternity.. is only another 
name for democracy”, and elsewhere 
to his favorite value triad, “liberty, 
equality, fraternity” 

According to him, democracy 
presupposes a democratic society: 

“A democratic form of Government 
presupposes a democratic form of 
society. The formal framework of 
democracy is of no value and would 
indeed be a misfit if there was no 
social democracy. The politicals never 
realized that democracy was not a form 
of Government. It was essentially a 
form of society. … it does unmistakably 
involve two things. The first is an 
attitude of mind, an attitude of respect 
and equality towards their fellows. The 
second is a social organization free 
from rigid social barriers. Democracy 

Over the last three 
decades, the camouflage 

of socialist rhetoric is torn 
to shreds by the social 

Darwinist globalization, 
which is intrinsically 

antithetical to any 
concept of democracy. It 
has helped India achieve 
economic growth beyond 
its decades-long range-
bound rate, which was 
derogatorily referred to 
as the ‘Hindu rate of 

growth’ 

“My definition of democracy is a form and a method of Government whereby revolutionary changes in the social  
life are brought about without bloodshed.”

-Babasaheb Ambedkar (From his address at Poona District Law Library on December 22, 1952).
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is incompatible and inconsistent with 
isolation and exclusiveness, resulting in 
the distinction between the privileged 
and the unprivileged.” 

The term ‘social democracy’ 
general ly  subsumed economic 
institutions and reflected the Fabian 
belief in gradual transformation of 
capitalism into socialism. But in 
Ambedkar's view, it means society sans 
hierarchy, exclusion, and segregation. It 
acutely refers to the Indian society and 
its castes. While in general, it shares the 
Fabian notion of social democracy as 
to mean cooperation and community, 
(signifying fraternity), equality (both 
of outcome as well as opportunity) 
and freedom, he brings in another term 
‘economic democracy’ to describe the 
equal value of individuals in terms of 

resource distribution. Thus, according 
to Ambedkar, democracy splits into 
three parts: formal democracy as 
political democracy, social democracy 
referring to social equality and 
economic democracy as socialist 
form of economy, which converge 
into “liberty, equality, fraternity’ that 
characterized his ideal society. 

Constitutional Vision

Constitution is a rule book for 
political governance in democracies. 
Though, the chairman of the drafting 
committee, it should be noted that his 
vision was entirely different from what 
the Constitution of India reflects. He 
was not satisfied with mere political 
democracy because he knew that 
it would not be sustained without 
economic democracy. Therefore, 
he wanted the economic structure 
of the society be hardcoded into 
the Constitution so that political 
democracy would not be able to change 

it by manipulating majority. One 
scarcely comes across such insights 
within liberalism. Ambedkar, although 
essentially a liberal, thus transcended 
the boundaries of liberalism with 
characteristic ease. 

He was very clear  that  the 
economy based on private enterprise 
violates the principle of democracy.  
Private enterprise essentially entails 
concentration of wealth and hence 
power in private individuals which 
necessarily leads to undermining rights 
of people, who have to work for their 
survival. An employee cannot afford 
to question his employer even if he 
is wrong lest he should lose his job. 
Says he:

“Anyone who studies working of 
the system of social economy based 
on private enterprise and pursuit 
of personal gain will realise how it 
undermines, if it does not actually 
violate, the individual rights on which 
democracy rests. How many have to 
relinquish their rights in order to gain 
their living? How many have to subject 
themselves to be governed by private 
employers?”

Therefore, in order to realize 
democracy, he wanted the means of 
production be socially owned. While 
speaking on the objective resolution 
of Jawaharlal Nehru in the Constituent 
Assembly on 17 December 1946, he 
had observed that in order to ensure 
social, political and economic justice as 
the resolution proposed, the economy 
had to be a socialist economy:

“I do not understand how it could 
be possible for any future Government 
which believes in doing justice socially, 
economically and politically, unless its 
economy is a socialistic economy.”

Actually, he was verbalizing his 
scheme of state socialism, which he 
had just drawn up to be submitted to 
the Constituent Assembly on behalf 
of the Scheduled Caste Federation. He 
had proposed the socialistic structure 
of economy as “a part of the law of the 
Constitution”, providing for the state 
ownership as well as running of the key 
and the basic industries; the insurance 
being a monopoly of the state and the 

insurance policy to be made compulsory 
for every adult citizen commensurate 
with his wages; agriculture to be the 
state industry; and the state acquiring 
subsisting rights in such industries, 
insurance and agricultural land held 
by private individuals by paying them 
compensation in the form of debentures 
equal to the value of the assets. It 
proposed to organize the agricultural 
industry on collective basis. The land 
acquired by the state, divided into farms 
of standard sizes, would be leased out 
to villagers, without distinction of caste 
or creed, for cultivation as collective 
farms in exchange for the payment 
to the government for the land rental, 
implements, finance and inputs that it 
was obliged to provide. 

He elaborated this scheme in his 
States and Minorities. Unfortunately, 
his ideas were not accepted by the 
Constituent Assembly and its truncated 
parts were shifted to the Directive 
Principles of the State Policy in Part 

Iv of the Constitution, left to the sweet 
will of the rulers. If we take stock of the 
60 years of the constitutional operation, 
we would find that these directives 
were trampled in policy making with 
impunity. The entire policy package 
of globalization, for instance, could be 
summarily taken as ultra virus to these 
Directive Principles.

...according to in Ambedkar, 
democracy splits into three parts: 

formal democracy as political 
democracy, social democracy 

referring to social equality and 
economic democracy as socialist 

form of economy, which converge 
into “liberty, equality, fraternity’ 

that characterized his ideal society.

He had proposed the socialistic 
structure of economy as “a part 
of the law of the Constitution”, 

providing for the state ownership 
as well as running of the key and 
the basic industries; the insurance 

being a monopoly of the state 
and the insurance policy to be 

made compulsory for every adult 
citizen commensurate with his 

wages; agriculture to be the state 
industry; and the state acquiring 

subsisting rights in such industries, 
insurance and agricultural land held 

by private individuals by paying 
them compensation in the form of 
debentures equal to the value of 

the assets. 
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Culmination into Buddhism

One of the most interesting features 
of Dr. Ambedkar’s philosophy is his 
stress on the ethical dimension of 
democracy, or what he called ‘morality’. 
One aspect of this is the importance of 
‘constitutional morality’, which is, 
abiding by the spirit of the Constitution 
and not just its legal provisions. 
Going beyond this, Ambedkar felt that 
morality, in the sense of social ethics, 
was indispensable for the realisation 
of liberty and equality. In the absence 
of morality, there were only two 
alternatives: anarchy or the police. The 
final step in his argument would be to 
see the objective of social change not 

to be obtained from electoral politics 
and processes leading to modernization 
or liberal democracy but from changes 
in individual subjectivity. This logic 
informed his decision to renounce 
Hinduism in 1935 and embracement 
of Buddhism in 1956. His twenty year 
search for a religion which “will be in 
consonance with liberty, equality and 
fraternity, in short, with democracy”, 
ended with Buddhism barely less than 
two months before his death. 

As in the case of previous constructs 
he used, he went beyond the familiar 
conception of Buddhism as a religion 
and lent his own radical meaning to 
it in his Buddha and His Dhamma. 
His Buddhism as a moral code based 

on rationality and scientific outlook 
was integral with his conception of 
democracy. Rationality is a prerequisite 
of democratic practice. It is impossible 
in the absence of a shared adherence to 
common sense, logical argument, and 
critical enquiry; all manifest forms of 
basic rationality and scientific outlook. 
There is also a close affinity between 
rationality and equality. Propaganda 
and manipulation are common tools 
of subjugation. The caste system, the 
epitome of inequality for instance, has 
thrived over the centuries on the basis 
of an elaborate edifice of unscientific 
dogmas. The scientific outlook is 
essential in the working of democracy. 
Aristocracy as against democracy 
differentially valorizes individuals. The 
scientific outlook can never accept it. 
What counts in it is the coherence of 
the argument and the quality of the 
evidence. Thus, the scientific outlook 
is a protection against the arbitrary 
exercise of power. Ambedkar found 
Buddhism with this scientific outlook 
and rationality. Many centuries before 
Descartes, Buddha urged his followers 
to use their reason and not to believe 
anything without proof. This is the 
most profound democratic dictum 
of the ancient world. In “Buddha or 
Karl Marx”, one of his last speeches, 
Ambedkar includes the following in his 
summary of the essential teachings of 
the Buddha: “Everyone has a right to 
learn. Learning is as necessary for man 
to live as food is; ... Nothing is infallible. 
Nothing is binding forever. Everything 
is subject to inquiry and examination; 
Nothing is final; Everything is subject 
to the law of causation; Nothing is 
permanent or sanatan. Everything is 
subject to change. Being is always 
becoming.” 

India’s Tryst with Democracy 

India, despite such a doyen of 
democracy as Ambedkar guiding its 
Constitution, has pursued the path of 
capitalist development laid down by the 
big bourgeoisie vide their Bombay Plan 
created in January 1944 by virtually 
adopting its 15 years investment plan 
for its first three five-year plans. It 
systematically transformed vast rural 
India into the grazing grounds of 
capitalism by undertaking the calibrated 

land reforms and implementing the 
capitalist strategy of Green revolution. 
With an alibi of positive discrimination 
in favour of the lower castes, they gave 
the castes, which were weakening under 
the onslaught of capitalist relations, a 
new lease of life by integrating them 
into the modern institutional structures. 
With the elimination of social and 
economic democracy, the precondition 
of political democracy, what remained 
of democracy was just an empty ritual 
of elections. It was camouflaged from 
the people with socialist rhetoric with 
populist policies and slogans. The 
results are for anyone to see.      

After six decades, we could not 
eliminate even the hunger of our 
people. While we quibble over the 
poverty percentages, we forget that 
India still ranks among the most 
hunger-ridden countries in the world, 
worse than some African countries 
like Sudan, and Pakistan and Nepal in 
our neighbourhood. With 21  percent 
of its population undernourished, 
nearly 44  percent of under-5 children 
underweight and 7  percent of them 
dying before they reach five years, 
India is home for the maximum stunted 
children of the world. According to the 
Global Hunger Index (GHI) of the 

International Food Policy Research 
Institute (IFPRI), India is 67th among 
the worst 80 countries in terms of 
malnourishment. India continues to be 
home for maximum number of lepers 
in the world, maximum number of 
illiterate adults in the world, largest 
number of people (626 million) who 
lack sanitation and who defecate in 
open;  largest population that lacks 
access to drinking water, and many 
such parameters. 

One of the most interesting 
features of Dr. Ambedkar’s 

philosophy is his stress on the 
ethical dimension of democracy, 
or what he called ‘morality’. One 
aspect of this is the importance 

of ‘constitutional morality’, which 
is, abiding by the spirit of the 

Constitution and not just its legal 
provisions. Going beyond this, 

Ambedkar felt that morality, in 
the sense of social ethics, was 

indispensable for the realisation of 
liberty and equality. In the absence 

of morality, there were only two 
alternatives: anarchy or the police.

With the elimination of social 
and economic democracy, the 

precondition of political democracy, 
what remained of democracy was 
just an empty ritual of elections.  

It was camouflaged from the  
people with socialist rhetoric  

with populist policies and slogans. 
The results are for anyone to  

see.   
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India’s democratic claim is entirely 
based on its regular elections. But 
in terms of real voice to people, 
it may be ranked among the most 
undemocratic places in the world. The 
Indian media that caters to the middle 
classes reflects freedom and vibrancy 
but the stray journalists who tend to 
take side of people are incarcerated 
with impunity. There are hardly any 
spaces left for ordinary Indians to 
express their dissent. This is the state 
of political democracy Ambedkar 
had taken for granted that India had 
adopted through the Constitution. The 
other democracies, viz., social and 
economic democracies that he dreamt 
of, have been completely forgotten. 
Socially, the problem of castes, 
gauged by their worst manifestation 
in atrocities, has been worsening, with 
over 30,000 atrocities on Dalits being 
perpetrated every year. In terms of 
economic democracy, the inequality 
has been galloping over the last three 
decades with income GINI index 
hovering over .55, making India one 

of the most unequal societies in the 
world. 

Over the last three decades the 
camouflage of socialist rhetoric 
is torn to shreds by the social 
Darwinist globalization, which is 
intrinsically antithetical to any concept 
of democracy. It has helped India 
achieve economic growth beyond its 
decades-long range-bound rate, which 
was derogatorily referred to as the 
‘Hindu rate of growth’. It has surely 
transformed India beyond recognition 
for the elite and middle classes, and 
thereby emboldened them to discard 
their apologia of decades and take pride 
in their customs and traditions, which 
have been detrimental to the lower 
caste people. In the resultant euphoria, 
they ignored even other parameters 
of economy required for sustaining 
the growth. Today, hollowness of it 
has begun to surface. For instance, 
on the economic misery index, as 
the sum of the unemployment rate 
and the inflation rate, a measure of 
vulnerability and crisis of economy, 

India ranks dangerously behind its 
peers in BRIC countries at 17.8 as 
against China at 9.1.   

Interestingly, while Ambedkar’s 
vision is discarded, he is iconized into 
the biggest icon ever. The Directive 
Principles of State Policy, much of 
which he wanted to be operative parts 
of the Constitution stare bewildered 
at the propulsion of the country into 
the opposite direction. His warning to 
the nation rings aloud more than ever 
before:   

“On the 26th January 1950, 
we are going to enter into a life of 
contradictions. In politics we will have 
equality and in social and economic 
life we will have inequality. .. We 
must remove this contradiction at the 
earliest possible moment else those 
who suffer from inequality will blow 
up the structure of democracy which 
this Constituent Assembly has so 
laboriously built up.”

It is time India took it seriously. q

(E-mail : anand@vgsom.iitkgp.ernet.in)
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HE FOOD Security Bill 
(FSB) passed by Lok 
Sabha provides for 5 Kg 
per person per month 
of cereals – rice, wheat 
and coarse grains at RS 

3.00, RS, 2.00 and RS 1.00 per kg 
respectively- to priority households 
and 35 kg per month to Antyodaya 
households. The persons covered may 
be as many as 75 percent of rural and 50 
percent of urban population. A number 
of questions arise concerning 

1. Need

2. Coverage 

3. Beneficiaries

4. Effectiveness, impact on

5. Hunger

6. Malnutrition

7. Food grains production, cost and 
financial implications

Also, one wonders if this is the best 
way to reach the objectives.

what was the need for the Food 
Security Bill (FSB)? Since we have the 
Targeted Public Distribution System 
(TPDS), which provides foodgrains, 
sugar and oil at highly subsidized 
prices to the poor what is the need for 
the FSB? The main problem with the 
TPDS is that it does not effectively 
reach the poor. The effectiveness of 
PDS in reaching the poor consumers 
was first examined by me (Parikh, 
1993) based on household level NSS 

Food Security Bill – Would it Wipe out Hunger and 
Malnutrition?

quESTIONS & aNSWERS 

Kirit S Parikh
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data for the year 1986-87. I found as 
follows:

l In most states more than half the 
poor did not get any cereals from 
PDS. Among those who got any 
cereals from PDS, the average 
among the poor was less than 3 
kg per person per month. 

l	 The value difference between PDS 
price and the price at which the 
households in the five percentile 
group brought from the market 
came to around Rs 3 per person 
per month for all five percentile 
groups constituting the poor. 

l	 For reaching Re 1 of income 
support to the poor, the government 
spent more than Rs 5 for PDS 
operations.

This story has not changed much. 
As per the 2004-05 NSS survey, 
households in the bottom quintile 
obtained 17 per cent of their foodgrains 
consumption from PDS for the country 
as a whole. The percentage varied 
from 2 percent for Bihar, 6 percent for 
UP to 50 percent for Tamil Nadu and 
68 percent for Karnataka (Dev and 
Sharma (2010)).

Himanshu and Sen (2011) note 
that even with TPDS in 2004-05 only 
35.5 per cent of the households in 
the bottom quintile purchased rice/
wheat from PDS. A recent paper by 
Himanshu and Sen (2013) shows that 
PDS reach has increased. In 2009-10, 

...if resources 
are required for 

implementing FSB, 
they have to be found. 
It would be great if the 
government can find 
these by eliminating 

many other subsidies, 
such as on diesel and 
LPG. If not, FSB will 
only add to inflation, 

increasing poverty and 
hunger and neutralising 

any benefit that may 
accrue to the poor from 

FSB 
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58 percent of the bottom 40 percent of 
the rural households and 46 percent of 
the urban households accessed cereals 
from PDS. Still it excludes 40 percent 
of the poor. Jha and Ramaswamy 
(2011) have estimated that the income 
support provided to the poor in 2004-
05 through PDS was Rs. 21 billion 
whereas the total subsidy expenditure 
was Rs. 204 billion. Of these Rs 204 
billion, only 10  percent accrue to poor, 
19  percent to non-poor, 28 percent is 
due to excess cost of operation and 43 
percent is due to illegal diversions. 
Himanshu and Sen (2013) on the 
other hand, see that in 2009-10, the 
income support provided to the bottom 
40 percent of the households was 32 
percent of the total centre and state 
expenditure.

To sum up

l	 PDS has a large exclusion error 
and doesn’t reach most of the 
poor. 

l	 It provides only a fraction of food 
grain consumption of the poor 
households.

l	 The money value of income 
transfer through PDS grains is 
also modest.

l  The poor get a bit more than 
10 per cent of the total subsidy 
expense  of the government. 
More recent figures shows that 
they receive 32 percent of the 
total expenditure.

l	 More than 40 percent of the 
PDS grains do not reach the 
consumers.

Since a  large part of the poor are 
excluded, the FSB aims at effectively 
reaching all the poor.

Is the coverage right? One way to 
deal with the exclusion error is to go for 
a universal right to food under which 
everyone is entitled to get subsidized 
food grains from the PDS as proposed 
by the National Advisory Committee. 
The food security bill aims to  cover up 
to 75 percent of the rural households 
and 50 percent of the urban ones are 
to be covered. If you want to ensure 
that no poor person is excluded though 
many non-poor may be included, this is 
perhaps the right level of coverage.

How would the beneficiaries 
be identified? Our experience of 
identifying the poor has been very 
poor. I had suggested that instead of 
identifying the poor, make PDS and 
other entitlements universal but exclude 
the clearly and easily identifiable rich, 
so that all poor will be covered even 
at the cost of some undeserving rich 
getting covered. If all those who pay 
income tax, those who own motorized 
vehicles and all those in organized 
sector, including government, with 
monthly emoluments of more than say 
Rs 15000, are excluded, the inclusion 
error could be reduced. We have some 
35 million PAN cards and 100 million 
registered motorized vehicles. Since 
rich households will have more than 
one PAN card and vehicles and also 
many of these belong to commercial 
establishments, it is not easy to say how 
many households will be disqualified 
on these grounds. A rough estimate can 
be around 30 to 40 million households.  
Further, reduction can be  achieved 
through self-selection if as observed 
by Kotwal, Murugkar and Ramaswamy 
(2011), households are themselves 
required to purchase ration with an 
Aadhar card, as many relatively well-
off would not find it worthwhile to 
claim their ration. In any case, the 
inclusion error would be less than the 
present PDS where many poor were 
excluded and the undeserving rich 
constituted 40 per cent of all BPL card 
holders in 2004-05.

This time, the approach is to 
identify the rich and exclude them. The 
Ministry of Rural Development and the 
Ministry of Urban Development have 

carried out socio-economic and caste 
census in 2011 in rural and urban India 
respectively. Criteria such as those 
who own a motorized vehicle, those 
who own certain amount of land, those 
who live in a home of certain size, etc., 
are being worked out and one can be 
reasonably sure that some 30 percent 
of rural and 50 percent of urban people 
can be excluded on that ground. This 
way, while some undeserving rich 
may be included, no poor would be 
excluded. The problem of identifying 
the Antyodaya households still remains 
and some deserving households may 
be excluded unless an effective and 
innovative way is found. In 2011, some 
24.5 million households were covered 
under the Antyodaya Yojana. 

would i t  a f fect  food grains 
production? 

If, and that is a big if, Food 
Corporation of India (FCI) can 
effectively procure food grains at 
Minimum Support Price (MSP) from 
all over the country, farmers would 
have the incentive to produce food 
grains. Since, at present, FCI largely 

operates only in few selected states, 
farmers in other states often get a 
price lower than the MSP. Those who 
were not covered earlier would now 
get a higher price and would have the 
incentive to produce more.

If, on the other hand, FCI is not able 
to expand its operation to cover the 
country, farmers who grow food grains 
for their own consumption would stop 
growing food grains, as it would be 
more profitable to grow something 

 ...the income support provided to 
the poor in 2004-05 through PDS 

was Rs. 21 billion whereas the total 
subsidy expenditure was Rs. 204 
billion. Of these Rs 204 billion, 
only 10  percent accrue to poor, 

19  percent to non-poor, 28 percent 
is due to excess cost of operation 
and 43 percent is due to illegal 

diversions.

The total food grains production 
can collapse and to meet the 

obligation, government may be 
forced to import food grains, which 

may push up world prices and 
increase our costs. Thus, till the 

time FCI expands its coverage, the 
implementation of distribution of 
food grains under the food security 

act could be very risky. 
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else and obtain food grains at low price 
from the PDS. This is already being 
observed in Chhattisgarh. The total 
food grains production can collapse 
and to meet the obligation, government 
may be forced to import food grains, 
which may push up world prices 
and increase our costs. Thus, till the 
time FCI expands its coverage, the 
implementation of distribution of food 
grains under the food security act could 
be very risky. 

Even when FCI operations were 
to cover the whole country, the task is 
daunting. Currently 75 per cent of rice 
and 60 per cent of wheat are marketed 
out of the around 100 to 105 mt  of rice 
and 90 to 95 mt of wheat produced. 
Of this 40 to 45 per cent is procured 
by FCI amounting to 65 mt of rice and 
wheat on an average over the last two 

years. FCI also procures about 0.15 
mt of coarse grains out of production 
of 40 mt. With universal procurement, 
the marketed surplus would increase 
by 5 to 10 percentage points for wheat 
and rice and nearly 100 per cent for 
coarse grains as all poor farmers who 
retain food grains for self-consumption 
will sell them to FCI.  FCI’s share of 
procurement will increase also as the 
demand in the free market will be much 
lower and traders would buy smaller 
quantities. Thus, FCI’s procurement 
of wheat and rice could reach 80 mt. 
Also, almost all coarse grains would 
be sold first to the FCI. So additional 
35 mt of coarse grains would have to 
be procured by FCI. The amount to 
be distributed under FSB is around 

60 mt. What would the FCI do for the 
additional procurement?

It is unlikely that FCI can gear 
up to this task in less than two years, 
if at all. The risks of breakdown 
of FCI operation and severe local 
hardships and unrest should not be 
underestimated. The low price at which 
food grains are to be distributed would 
certainly increase consumption, which 
is what one wants. However, it could 
also divert food grains to feed animals. 
In the Soviet Union, where bread prices 
were not changed for 15 years, farmers 
fed bread to animals. 

would this wipe out hunger? 
I doubt it. Consumption of cereals 
on average is 10.7 kg/person/month. 
Thus, a consumer after getting 5 kg 
cereals as per the FSB will still need 
to buy 5.7 kg from the market. What 
would be the impact of FSB on market 
price of cereals is difficult to assess. 
It will depend on how effective is 
the procurement of food grains at 
minimum support price (MSP). If 
procurement is 100 percent effective, 
market price would be at least as 
high as MSP. To-day, procurement 
operations are effectively carried out 
only in few states and districts. Thus, 
market price in rural areas of many 
states is less than MSP. Thus, a poor 
person will get a subsidy of RS 50 for 
the 5 kg she will get from the FSB at 
Rs 10/ kg., she may have to spend Rs 
20 to Rs 30 more for the 5.7 kg she 
buys from the market. The likely net 
impact would be net additional income 
of Rs 20 to Rs 30/person/month or at 
most Rs 50/person/month if there is 
no change in market price. It has been 
estimated that the net income transfer 
to the bottom 20 per cent of the rural 
beneficiary from the existing targeted 
PDS was Rs 55 /person/ month in 2009-
10 from food and Rs. 32 from cereals. 
The FSB would at most add Rs 15 to 
the rural poor’s consumption budget, 
which was Rs 488/ person/month in 
2009-10 for the poorest 20 per cent. 
Of course, those poor persons who 
were not covered by the existing TPDS 
would have larger benefits. The impact 
on reduction of rural poverty and by 

implication, hunger will depend on the 
additional coverage and is difficult to 
assess but is likely to be small. 

would it wipe out malnutrition? 
Even if the additional income is 
spent on nutritious food, malnutrition 
would not be wiped out. An extremely 
important factor in malnutrition in India 
is the disease environment to which 
children are exposed. It is estimated 
that within a square kilometre some 
200 persons defecate openly. Till 
this is controlled, increasing food 
consumption could have only marginal 

impact on malnutrition as can be seen 
from the incidence of child malnutrition 
even among the richer classes. Right to 
a latrine may be more important than 
FSB for reducing malnutrition.

How much would FSB cost? The 
FSB targets about 900 million persons 
each of whom will get Rs 50 per 
month. This amounts to a net transfer 
of RS 900x50x12 million, or Rs 54000 
crores per year. In addition, the 12.5 
crore persons belonging to  Antyodaya 
households have additional allocation 
of 2 kg per month. This will provide 
an additional support Rs. 2 x12 x 12.5 
x 10 = Rs. 3000 Crores. The cost of 
administration of the programme has 
to be added. In 2009-10, the cost of 
administration was around 62 per cent 
of the value net transfers. This would 
lead to a cost of 57000 x 1.62  = RS 
92000 crores. This is a lower bound 
estimate. This does not include the 
additional cost of administering such a 
large programme, nor the cost increases 
due to inflation. Cereal and cereal 

The risks of breakdown of 
FCI operation and severe local 

hardships and unrest should not 
be underestimated. The low price 

at which food grains are to be 
distributed would certainly increase 

consumption, which is what one 
wants. However, it could also divert 
food grains to feed animals. In the 
Soviet Union, where bread prices 
were not changed for 15 years, 
farmers fed bread to animals. 

I have argued for many years for 
use of smart cards or food coupons, 

which was endorsed by Economic 
Survey 2009-10. A person can go to 
any shop and buy a designated food 
item at market price paying part of 
the cost through smart card or food 
coupons. The trader can exchange 

the coupons for money at any bank. 
These coupons would eliminate 

the diversion of PDS grains by the 
traders. In fact, it will eliminate 

the PDS itself. 
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products price inflation is more than 
12 percent at the moment. 

As per the latest MSP announced 
(and farmers are demanding higher 
prices due to increase in costs) the 
difference between MSP and proposed 
sale price would be more than Rs 10/kg. 
If one counts the cost of procurement, 
mandi charges, distribution cost, etc 
at FCI’s customary efficiency, the cost 
would be around Rs 4 to 5 more. Even 
if the efficiency of reaching Re 1 to the 
poor improves efficiency substantially, 
the cost would be anywhere near Rs 
100000 crores to Rs 150 000 crores.

Is there a better way? 

If farmers decide not to produce 
food for self-consumption as they will 
get food at throw away price under 
the FSB, production may be seriously 
affected. Since, in essence, FSB is only 
providing income support, a direct 
cash transfer would be a better way. It 
would eliminate all the distortions in 
food production and markets that FSB 
would involve.

Those who support food grains 
distribution in kind argue that it would 
increase consumption. Himanshu 
and Sen (2013) have shown that 
food in kind has a higher impact on 
consumption of cereals than cast 
transfer. However, cash transfer can 
be twice as large as income support 
provided by PDS with the same outlay 
by the government as the cost of 
operating cash transfer would be much 
smaller. With this, the impact on cereal 
consumption would be similar to in 
kind provision by PDS. I have argued 
for many years for use of smart cards 
or food coupons, which was endorsed 
by Economic Survey 2009-10. A 
person can go to any shop and buy a 
designated food item at market price 
paying part of the cost through smart 
card or food coupons. The trader can 
exchange the coupons for money at any 
bank. These coupons would eliminate 
the diversion of PDS grains by the 
traders. In fact, it will eliminate the 
PDS itself. It would however, involve 
the problem of printing and distributing 
the coupons to the poor, who will have 
to be identified. 

This will eliminate the problems 
of having to procure and distribute 
more than 50 million tonnes of food 
grains every year as also the problem of 
diversion. Of course, with cash transfer, 
the problem of traders charging high 
market price in remote areas can be 
a real one. In such selected areas co-
operative societies may be encouraged 
to run fair price shops which stick to 
prices announced every week by the 
government. International experience 
indicates that this can work, as in the 
case of the 22000 cooperative stores 
in remote areas of Mexico who sell 
food and other necessities, and provide 
competition to private traders in thin 
markets of remote areas. 

Should entitlements be linked to 
purchase of food grains, or should 
one do cash transfer? Linking transfer 
to purchase of food grains increases 
the transaction cost for the consumer 
which will encourage self-selection and 
better off consumers will stay away. 
A problem of linking entitlements to 
Aadhar card is that the entitled woman 
or person may be unable to go to a shop 
due to sickness or some emergency. 
This can be taken care of by permitting 
two members of a household to avail 
of the entitlement. 

An unlinked cash transfer will 
enable the family to spend the money 
as it wishes, say on milk or on sending 
the child to a better school. As is now 
well recognized, the transfer should 
be made in the name of the woman of 
the household to empower her. If this 
is done through Aadhar cards, only she 
can use the money. 

Since cash transfer linked to 
Aadhar can significantly reduce, if not 
eliminate, diversion, the total outlay 
even with near universal coverage 
can be much smaller than the present 
outlay. Thus, Rs 100000 crores can 
provide Rs 5000 per year to each of the 
200 million households. If we assume 
that of the 240 million households in 
the country, 40 million relatively rich 
households can be excluded the cost of 
administering cash transfers should not 
be more than Rs 5000 crores. 

If resources are required for 
implement ing FSB,  they have 
to be found. It would be great if 
the government can find these by 
eliminating many other subsidies, 
such as on diesel and LPG. If not, FSB 
will only add to inflation, increasing 
poverty and hunger and neutralising 
any benefit that may accrue to the poor 
from FSB. 
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N S U R I N G  F O O D 
security and eliminating 
mass malnutrition is 
perhaps India’s biggest 
a n d  m o s t  s e r i o u s 
development problem 

and challenge for policy makers. Food 
is the first among many basic human 
needs, and it is for this reason that “the 
human right to food is recognised in 
several instruments under international 
law (UN 1999).” Specifically, Article 
11 of the International Covenant on 
Economic, Social and Cultural Rights 
recognises “the fundamental right to 
freedom from hunger and malnutrition 
(ibid.).” 

In the last decade, a strong 
movement emerged in India – led by 
left political parties, academics and 
non-governmental organizations --- for 
establishing a universal right to food. It 
was this pressure that culminated in the 
drafting of the National Food Security 
Bill 2011, which was eventually passed 
by Parliament in September this year, 
becoming the National Food Security 
Act, 2013. 

The Food Security Act is a first step 
in ensuring the universal right to food. 
While I have reservations about the Act, 
and specifically about targeting and the 
exclusion of a substantial section of 
the population from the right to food, 
I shall focus first on the pressing issue 
of implementation of the Act. 

In implementing the Food Security 
Act, there are some important lessons we 
can learn from the Brazilian experience. 

Implementing The Food Security Act
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Brazil was in fact the first country in 
the world to legislate a right to food. 
This was part of the now-famous Fome 
Zero or Zero Hunger Programme of 
the Brazilian government that has 
become known worldwide as a major 
successful intervention in the sphere 
of food security. In 2010, by means of 
a Constitutional Amendment, the right 
to food was added to the list of social 
rights in the Brazilian Constitution, 
thus providing a permanent legal basis 
for interventions such as the Zero 
Hunger Programme.

The core of the Zero Hunger Project 
was an appropriate combination of 
structural policies and compensatory 
policies. The need for such a combination 
came from the understanding that 
hunger in Brazil stemmed from three 
main factors: the specific pattern of 
growth resulting in low aggregate 
demand on account of high income 
inequalities and unemployment; low 
purchasing power on account of the 
relation between food prices and 
wages; and the exclusion of the poorest 
sections of society from the market 
(Swaminathan 2012). 

The key to the success of the 
Zero Hunger Programme was strong 
political commitment. Ending hunger 
was viewed as a national issue and 
as a social rather than an individual 
concern. Early in the new Presidency, 
three special bodies were created 
to implement the Programme: an 
Extraordinary Ministry of Food 
Security and Hunger, a National Food 

unless there is political 
commitment, backed by 
financial resources, the 
Food Security Act will 

not lead to major changes 
in food insecurity in the 
country.  Further, as the 
Act is implemented, the 
definition of the priority 
or targeted population 

needs to be kept 
flexible, to allow State 
governments and local 

governments, to identify 
food insecure populations 
and give them access to 
a minimum quantity of 

subsidised food 



YOJANA   December 2013 23

Security Council (with 18 ministers 
of State and 36 non-government 
representatives) and a special advisory 
body to the Presidency. This step 
reflects the political importance given 
to the Programme. 

In India too, our experience with 
the public distribution system (PDS) 
shows that the PDS worked best where 
there was political commitment. The 
experiences of Tamil Nadu and Kerala 
establish this point. Tamil Nadu is 
known to have a well functioning 
universal system of delivery of cheap 
food. Studies of the Public Distribution 
system in Tamil Nadu have identified 
strong political commitment and 
careful monitoring by the bureaucracy 
as elements of the success of PDS in 
the State. 

Before 1996, Kerala had one of 
the best run and most effective PDS 
networks in India (Ramachandran, 
1996). The foundation for an effective 
PDS was the people’s movement for 
food. In Malabar and Travancore, 

‘the public distribution system was 
directly the consequence of mass 
action and government response 
to such action during the period 
of the food crisis’ (Ramachandran, 
1996).  To put it differently, political 
struggles were critical in establishing 
and strengthening the PDS in Kerala. 
Not surprisingly, then, the functioning 
of ration shops and the delivery system 
was much better than in other parts of 
the country 

In both States, the universal or near-
universal nature of the PDS was a very 
important factor in the performance of 
the PDS. In Kerala, all households that 
did not have land holdings sufficient 
to produce food grain for their own 
consumption were eligible for a ration 
card. In 1991, around 95 per cent of 
all households were covered by the 
PDS and possessed a ration card. 
Similarly, in Tamil Nadu, around 95 
per cent of the population is presently 
covered by the PDS. Thus, effective 
implementation was linked to political 
factors, on the one hand, and to the 
design of the programme in terms of 
wide and near-universal coverage, on 
the other hand. 

Another critical lesson from the 
Brazilian experience is that unlike 
targeted social programmes elsewhere 
in the world, that are associated with 
immediate and steep reductions in 
government expenditure, the total 
expenditure of the federal government 
departments that undertook the various 
Zero Hunger programmes doubled 
between 2003 and 2008. 

The implementation of the Food 
Security Act will require resources 
in cash and kind. It follows, then that 
fiscal allocations will have to rise, if the 
Act is to be implemented properly. The 
critics of the Act have already pointed 
on the “burden” of food subsidy on 
the exchequer. The Economic Survey 
of the Government of India 2013 
states that the food subsidy bill is 
“putting a huge stress on the fiscal 
side.” However, the food subsidy, as 
defined in the Government of India’s 
budget (the operational deficit of the 
Food Corporation of India), has rarely 
exceeded 1 per cent of GDP over the 
last three decades (except in 2011-12, 
when it went slightly above one per 
cent). If India is committed to ensuring 
food security for all, then it has to make 
adequate financial provisions for food 
security programmes. Given the scale 
of malnutrition in India, clearly 1 or 2 
per cent of GDP is not a high cost to 
incur to end malnutrition. 

Provisions have also to be made 
in terms of production of rice, wheat 
and other cereals. As is well known, 
rates of growth of food production, 
and particularly of productivity, have 

slowed down in the 1990s and 2000s. 
Adequate investment will have to 
be made in enhancing agricultural 
production including in research and 
extension. 

Particular attention needs to be 
paid to production of minor or coarse 
cereals like sorghum and millets, 
which have been termed nutri-cereals 
by M. S. Swaminathan, as they are 
highly nutritious. The output of 
coarse cereals in the kharif season fell 
from 32.5 million tonnes in 2011-12 
to 28.5 million tonnes in 2012-13 
(Economic Survey). If nutri-cereals 

are to be provided through the PDS 
on a large scale, projections for future 
production need to be made, and 
policies implemented to ensure the 
required levels of production. 

It is of concern that developed 
countr ies  have begun to  seek 
clarifications through the WTO 
about the implications of the Food 
Security Act for India’s public stock 
holding programme. The Agreement 
on Agriculture sets the formula for 
subsidies on the basis of prices in 
1986-88, the reference period. As vikas 
Rawal notes, a developing country like 

...our experience with the public 
distribution system (PDS) shows 
that the PDS worked best where 
there was political commitment. 
The experiences of Tamil Nadu 
and Kerala establish this point. 

Tamil Nadu is known to have a well 
functioning universal system of 

delivery of cheap food. Studies of 
the Public Distribution system in 
Tamil Nadu have identified strong 
political commitment and careful 
monitoring by the bureaucracy as 
elements of the success of PDS in 

the State. 

It is of concern that developed 
countries have begun to seek 
clarifications through the WTO 

about the implications of the Food 
Security Act for India’s public stock 
holding programme. The Agreement 
on Agriculture sets the formula for 
subsidies on the basis of prices in 
1986-88, the reference period. As 
Vikas Rawal notes, a developing 

country like India can offer a 
procurement price of, at most, 

about 11 percent more than the 
prevailing 1986-88 prices (Rawal, 
2013). However, global food prices 
have risen very sharply over the 
last decade, doubling for major 
commodities. Using the 1986-88 
prices as reference makes little 

sense now. 
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India can offer a procurement price 
of, at most, about 11 percent more 
than the prevailing 1986-88 prices 
(Rawal, 2013). However, global food 
prices have risen very sharply over 
the last decade, doubling for major 
commodities. Using the 1986-88 
prices as reference makes little sense 
now. The minimum support prices in 
India in 2013 were several times the 
corresponding reference price (ibid.). 

Turning to another feature of 
the Food Security Act, it seeks to 
provide food grain to households 
and cooked meals to children, elderly 
persons, and pregnant women. It 
also, however, allows governments 
to pay cash when unable to provide 
food. This amounts, in practice, to 
permitting governments to shift to 
cash transfers, and to replace a food 
scheme with a cash handout scheme. 
The government should be cautious 
in using this provision, since it 
can be used to effect a shift from 
different food-based initiatives to 

cash transfers, thus undermining the 
role of these schemes in guaranteeing 
direct nutrition. 

In conclusion, unless there is 
political commitment, backed by 
financial resources, the Food Security 
Act will not lead to major changes 
in food insecurity in the country.  
Further, as the Act is implemented, the 
definition of the priority or targeted 
population needs to be kept flexible, 
to allow State governments and local 
governments, to identify food insecure 
populations and give them access to a 
minimum quantity of subsidised food. 
As experience in different States of 
India and internationally shows, the 
more universal the coverage, not only is 
the administration better, but targeting 
errors are reduced, thereby ensuring 
that the really needy are not excluded 
from the system. The Food Security 
Act should be implemented with the 
intention of ending malnutrition in 
India. 
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H E  N AT I O N A L 
Food Securi ty Bil l 
became an act with 
little parliamentary 
opposition and yet the 
debate in the media has 

lingered.  Many questions have been 
raised. Would subsidized food grains 
solve the problem of malnutrition? 
Isn’t there a better way to help the 
poor, say, by investing in health and 
education?  Can we afford the cost of 
subsidizing food for such a large chunk 
of the population? Should we continue 
to waste money on the highly flawed 
PDS system?  What is the government 
procurement system doing to the grain 
markets in India? Our aim here is to 
offer our own perspective on these 
important questions. 

Impact on Nutrition and Health

India has the dubious distinction 
of being at the top of the chart for 
malnourished children and at the bottom 
of the chart for health indicators.  In the 
minds of many, this is a disgrace and 
why India needs a scheme to provide 
food security.  What impact would the 
National Food Security Act (NFSA) 
have on malnourishment and health?

Some components of the NFSA 
such as mid-day meals and maternity 
benefits (nutritional supplements and 
cash) are directly targeted at nutrition.  
What about the supply of cheap rice 
and wheat?

Some Reflections on the  
National Food Security Act

THE PROS & CONS

Ashok Kotwal  
Milind Murugkar  

Bharat Ramaswami

aNalySIS

T
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Some people hope that subsidized 
food grains will reduce malnourishment 
by inducing beneficiaries to consume 
more food grains and thereby more 
calories.  However, malnutrition 
stems from many things including 
micronutrient deficiency (Malhotra 
(2012), being ill informed about 
nutrition (Malhotra, 2013), and poor 
sanitation (Hammer &Spears(2013). 
The fact that other things matter has 
led critics to dismiss the nutritional 
impacts of food subsidies.  This is 
incorrect too.  

Poor households typically consume 
about 10 kg of grain while the subsidy 
will be offered on a fraction of this 
amount (5 to 7 kgs) (Kaul (2013)).  
Thus, the subsidy releases resources 
that could be spent on the purchase 
of more foodgrains or other foods 
or even non-foods. That’s why the 
scheme to subsidize foodgrains 
is essentially an income transfer 
programme denominated in terms of 
the price of foodgrains.  Kaul (2013) 
gives estimates of the elasticities of 
per capita calorie intake from different 
food groups with respect to rice subsidy 
per capita: 0.123 for cereals, 0.151 for 
lentils, 0.237 for fruits and vegetables 
and 0.169 for meat. Therefore, the 
income effect through the subsidy 
will allow beneficiaries to buy more 
foodgrains and also more nutritious 
food. Since the additional income can 
be spent on non-foods as well, the 

The fact that the 
implementation of the Act 

would still require targeting 
the bottom 67 percent is 

still a big problem. It would 
have been a lot better if 
the coverage had been 

near universal requiring 
the exclusion of only the 
top income groups (e.g., 
income tax payers) who 

could be easily identified. 
It is possible that the task 

of organizing logistics 
of procurement and 

distribution of grain for 
such a large population is 
what kept the government 
from not entertaining that 

option
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impacts will not just be restricted to 
nutrition.  

Rationale for Income Transfers

People could use the extra income 
for medical or educational expenses; 
farmers could use it to supplement their 
expenses for farm inputs.  Two third 
of Indian households are rather poor 
and living on the brink and an income 
transfer of even Rs. 3000 a year can be 
handy in avoiding it. It can allow them 
a chance to live a life with dignity.  

In addition to the welfarist argument 
above, there are some instrumental 
arguments as well.  First, the Indian 
economy has grown relatively fast 
over the last few decades but the gains 
have gone disproportionately to the 
top layer.  The envy and resentment 
caused by such a pattern of growth can 
be politically unhealthy.  It tears the 
social fabric leading to deterioration 
in institutional performance and the 
functioning of society.  

Second, it is indisputable that the 
direct nutritional interventions such 
as meals for lactating and pregnant 
mothers as well as mid-day meals for 
school children would have a positive 
impact on the human capital of the 

next generation and should therefore 
be considered an investment.  Third, 
an income transfer programme of this 
sort can also lead to greater output 
through its impact on human capital 
and on the risk-taking ability of the 
poor.  Consumption can thus translate 
into investment. 

This is not just wishful thinking. The 
successes of conditional transfers such 
as Bolsa Famila in Brazil and Progressa 
in Mexico are well known.  Recent 
research from Africa have also shown 

positive impacts of unconditional 
transfers in terms of reducing hunger, 
increasing livestock holdings and 
investment in new trades (Blattman, 
Fiala and Martinez (2013); Haushofer 
and Shapiro (2013)).

Of course, these schemes are 
different in scale and intent from the 
income transfer programme under 
the food security act in India.  But the 
relevant point is that a well -implemented 
income transfer programme can enable 
the poor to overcome the constraints of 
poverty and become more productive.  
The cliché that the poor will waste the 
money on bad habits is not borne out 
by the evidence.

But can we afford such an expensive 
programme?

The Act has expanded the coverage 
from 44 percent of the population under 
TPDS to 67 percent while reducing 
the subsidized amount from 7 kgs to 5 
kgs per person for all except the very 
poor (beneficiaries of Antyodaya). It 
is easy to see at a rough level that the 
amount of grain commitment by the 
centre cannot have changed much as 
7 x .44 = 3.08and 5 x .67 = 3.33. The 
additional commitments are principally 
because of other welfare schemes that 
include maternity benefits and school 
feeding programs but the magnitudes 
are not large.  For this reason, Mishra 
(2013) calculates the incremental 
cost over the existing TPDS to be 0.2 
percent of GDP.  

Some experts have speculated 
that  the incremental  costs  are 
underestimated.  For example, Gulati 
et al (2012) believe that the Act will 
necessitate large investments in food 
production.  We don’t see why such 
a small increase in PDS supply will 
have a big impact on required food 
production.  Of course, irrespective 
of NFSA, agricultural investments are 
necessary. But those costs cannot be 
attributed to the NFSA.

Mishra (2013) also mentions that 
there could be further additional costs 
due to setting up of food commissions 
and grandfathering of existing 
beneficiaries.  The magnitude of these 

costs cannot be firmly established 
without assumptions of how the Act 
will be implemented (Sinha, 2013).  
Since these costs are difficult to 
gauge in advance, let us take the 
figure mentioned by Dr. Raghuram 
Rajan as the incremental cost due to 
the Act -- 0.5 percent of GDP.  Is this 
affordable?

The answer depends on how you 
evaluate the benefits and opportunity 
costs of the extra resources used.  
One difficulty is that the benefits of 
the subsidy that actually reaches the 
targeted beneficiaries are intangible 
and what part of the allotments actually 
reaches them is dependent on the extent 
of corruption and leakage.  What is 
pertinent is the opportunity cost of 
these resources.  For example, what if 
this 0.5  percent of GDP were used as 
investment in education or healthcare?  
Would that not do a lot more good 
than wasting resources on PDS that is 
known to be a leaky bucket?  Indeed, 
this seems like the right question to 

ask but implicitly the leaky bucket is 
being compared to well functioning 
system of delivering education and 
healthcare. The trouble is that the 
public education and healthcare in 
India are both poorly delivered (ASER, 
2012, Muralidharanet al (2013)). Many 
parents, even poor parents, are putting 
their faith in private schools and 

What is pertinent is the 
opportunity cost of these 

resources.  For example, what if 
this 0.5  percent of GDP were used 

as investment in education or 
healthcare?  Would that not do a lot 
more good than wasting resources 

on PDS that is known to be a 
leaky bucket?  Indeed, this seems 
like the right question to ask but 

implicitly the leaky bucket is being 
compared to a well functioning 
system of delivering education 

and healthcare. The trouble is that 
public education and healthcare in 

India are both poorly delivered 

...direct nutritional interventions 
such as meals for lactating and 

pregnant mothers as well as 
mid-day meals for school children 
would have a positive impact on 
the human capital of the next 

generation and should therefore be 
considered an investment.
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public healthcare facilities are poor. A 
wasteful and inefficient system is being 
compared with another equally flawed 
system.  In short, it is hard to evaluate 
benefits in either case and give a clear 
answer in terms of the opportunity 
costs of the food subsidy.  What is 
crucial, therefore,  is to assess where 
are the opportunities to improve the 
working of the system.

TPDS – a Flawed System

We believe that the affordability 
is not the real problem and has served 
to distract our attention from the main 
problem – the seriously flawed system 
of delivering the food subsidy, namely 
TPDS.  

Some of the perennial problems 
plaguing the TPDS are:

l	 It is very difficult to identify the 
poor. Exclusion errors are huge. 
According to Jha and Ramaswami 
(2012), only about 30 percent of 
the poor derive some benefit from 
the PDS.

l	 Fair price shop owners have a 
built in incentive to divert grain 
to open market. In 2004/05, about 
54 percent of subsidized grain 
was estimated to be lost in this 

manner (Jha and Ramaswami, 
2012).  In 2009/10, the estimate 
is 40 percent (Ramaswami and 
Murugkar, 2012).  

l	 Farmers from many states where 
coarse grains are important lose by 
having subsidized grains dumped 
in their area. In several states 
such as Karnataka, Maharashtra, 
Rajasthan one or more coarse 
grains are important staples.  
These coarse grains are typically 
cultivated in arid areas where the 
soil is of a low quality and the 
farmers are poor.  

Note that the targeting problem can 
only be solved by making the coverage 
almost universal.  But substituting the 
in-kind transfer system with a well-
designed cash transfer system could 
solve the other two problems. 

The Influence of PDS on the Market 
Prices of Foodgrains

What happens to the market 
price of grain under cash and in-kind 
transfers, respectively?  The question 
is important because, in practice, it 
is difficult to devise a perfect safety 
net.  Some of the poor could be left 
out even if the coverage was meant 
to be universal. Moreover, if a policy 
intervention causes a rise in the market 
price of grain, the non-poor who are 
not entitled to a food subsidy would 
be adversely affected, and this would 
make the scheme politically difficult 
to implement.  Finally, even the poor 
beneficiaries would source part of their 
foodgrains from the market. Grain 
markets have a well defined seasonal 
pattern. Price levels are at their lowest 
at harvest time and then rise through 
the year to cover the costs of carrying 
stocks. Grain prices can be higher 
either because of a higher harvest 
price or because of greater margins of 
storage and distribution.

When governments procure, the 
initial harvest price is determined not by 
the forces of supply and demand but by 
the support price set by the government.  
For politicians, the demand for a higher 
support price affords an opportunity 
to mobilize a constituency.  In India 
most of the grain (especially wheat) is 

procured from a few states.   As a result, 
the support price, and hence the harvest 
price, is typically determined through 
bilateral bargaining between the central 
government and the state governments. 
Given the nature of parliamentary 
democracy in India, the ruling party 
cannot ignore the votes in these surplus 
states, and consequently the outcome 
of the bargaining game is a price that is 
higher than it would otherwise be (i.e. 
cash transfers). The power of the farm 
lobby to dictate prices does vary with 
circumstances.  Shortage in the world 
market reduces the threat of imports 
and increases their power,  but their 
power diminishes if government stocks 
are far in excess of need.

An additional complication is that 
the Central government is extremely 
sensitive to the possibility of under-
supply to the PDS.  Politicians and 
bureaucrats perceive the costs of 
insufficient supplies but nobody is 
held accountable for excessive stocks 
and high prices. Predictably, the errors 
are in one direction. Since the early 
1990s, procurement has consistently 
exceeded PDS sales. This is why there 
have been recurrent crises of excess 

stocks and consequently, of storage 
capacity. High procurement prices 
and large government stocks displace 
private trade and therefore, bumper 
procurement and stocks continue 
until the momentum is broken by an 
exceptional event such as a drought 

For politicians, the demand for 
a higher support price affords 
an opportunity to mobilize a 

constituency.  In India, most of 
the grain (especially wheat) is 

procured from a few states.   As 
a result, the support price, 

and hence the harvest price, is 
typically determined through 

bilateral bargaining between the 
central government and the state 
governments. Given the nature of 
parliamentary democracy in India, 
the ruling party cannot ignore the 
votes in these surplus states, and 
consequently the outcome of the 
bargaining game is a price that is 
higher than it would otherwise be 

(i.e. cash transfers).

In India, post offices have typically 
delivered cash payments in welfare 

programs (such as those arising 
from pension and public works), 
but this process is vulnerable to 
capture by the intermediaries, 
which results in both delay and 
loss.  Policy now emphasizes the 

direct transfer to savings accounts 
of beneficiaries in banks and 

post offices. This is possible only 
because of computerization of 

financial systems. This still does 
not address the issue of “last-mile” 

connectivity.
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or by ad-hoc dumping of grain in 
the domestic (open market sales) or 
international market (exports).  

The implication is that in our 
structure of procurement, there is 
always a tendency to accumulate 
excess stocks which in turn leads to  
high prices.  If the expanded obligations 
under the Food Security Act are met 
by a mix of transfers in-kind and in 
cash, it will restrain the pressures on 
procurement and public stocks. Of 
course, the problem vanishes in a 
world where cash transfers completely 
replace the transfers in-kind.  

A Case for Cash Transfers

We have already mentioned how 
the substitution of the in-kind transfers 
by a cash transfer scheme would solve 
the most common problems that plague 
TPDS. 

An immediate  object ion to 
cash transfers is infeasibility.  How 
can cash be transferred?  Does a 
poor country have the systems to 
implement it? A cash transfer system is 
constructed on two pillars: a payments 
system to distribute the cash; and an 
authentication system to verify that 
the transaction is with the intended 
beneficiary.  Conventional payment 
systems are brick-and-mortar banks 
and post offices. By definition, such 
infrastructure is not well developed in 
the poor remote areas of low-income 
countries.  This has been a barrier to 
the use of cash transfers.

Computerization of financial 
systems and the use of the Internet and 
mobile devices have broken through 
this impasse. Africa leads the world in 
the use of mobile phones to transfer cash 
(See Mas and Rotman (2008) and Mas  
and  Kumar (2008)). It has allowed 
urban migrants to remit money to their 
families still living in urban areas. 
Effectively, any retailer is potentially 
a point for banking transactions.
In India, post offices have typically 
delivered cash payments in welfare 
programs (such as those arising from 
pension and public works), but this 
process is vulnerable to capture by the 
intermediaries, which results in both 

delay and loss.  Policy now emphasizes 
the direct transfer to savings accounts 
of beneficiaries in banks and post 
offices. This is possible only because of 
computerization of financial systems. 
This still does not address the issue of 
“last-mile” connectivity. An emerging 
model here is the use of intermediaries 
between the banks (situated in towns 
and larger habitations) and the 
beneficiaries (resident in villages). 
These intermediaries, called banking 
correspondents, provide services 
of withdrawal and deposit with the 
help of Internet-enabled portable 
devices that record these transactions 
in real time. Internet connectivity is 
provided through the usual mobile 
phone networks.

Authentication systems require 
verification of the identity of the 
beneficiary. In a digital system, this 
can be done through a user-supplied 
numeric code or password. More 
secure systems rely on biometric 
identification such as Aadhar.

Another justification of in-kind 
transfers is that it leads to self-selection 
of only the truly needy. The effectiveness 
of self-selection unfortunately depends 
on the relative inconvenience of buying 
in a ration shop or even having a lower 
quality of food available in ration 
shops.  The inconvenience of standing 
in a queue for buying something from 
a ration shop could be perhaps enough 
to deter the rich from taking advantage 
of it except for the fact that they can 
send their domestic help for such 
chores. A cash transfer with biometric 
identification would make the self-
selection work more effectively, thus 
making even universal coverage 
affordable.

An infusion of cash in a local area 
could give rise to a sudden increase in 
prices. In an environment where the 
markets are not well developed, the rise 
in prices may not trigger imports from 
other areas to bring down the prices in 
a short time.  In-kind transfers of food 
may induce an increase in demand for 
non food items but will not cause food 
price inflation.  Clearly, this is a real 
concern about cash transfers, and it 

suggests that cash transfers are more 
appropriate for the areas where the 
markets are well developed.

The most serious objection to any 
sort of cash transfer is that food prices 
fluctuate and that a commitment to the 
poor in terms of a certain quantity of 
food per person cannot be maintained 
very easily.  Consider the logistics of 
the problem.  Suppose it is decided to 
give each household 25 kg of grain 
each month at a subsidized price and 
the subsidy amount required for a 
recipient to purchase that much grain 
is deposited into her account at the 
beginning of the month. If the market 
price has risen by10 percent by the 
time the recipient goes to buy the 
grain, the subsidy amount would fall 
short of what is required.  The subsidy 
amount should therefore be adjusted 
as the market price changes.  It is, of 
course, expensive to adjust the subsidy 
amount too frequently, and the cost 
of not adjusting it frequently enough 
will be borne by the poor. This can be 
an objection against any cash transfer 
scheme.

Concluding Comments

The suggestions for the reforms 
in the existing TPDS are the main 
benefits of the National Food Security 
Act. The fact that the implementation 
of the Act would still require targeting 
the bottom 67 percent is still a big 
problem. It would have been a lot 
better if the coverage had been near 
universal requiring the exclusion of 
only the top income groups (e.g., 
income tax payers) who could be easily 
identified. It is possible that the task 
of organizing logistics of procurement 
and distribution of grain for such a large 
population is what kept the government 
from not entertaining that option. Cash 
transfers would obviate those concerns 
while reducing the waste and leakage at 
the same time. In a diverse country like 
India, however, it is always a mistake 
to impose solutions from the top. 
Different states are at different stages 
of development and the best way is to 
let them choose the means of delivering 
their income transfers.
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H E  S T R E E T 
vendors (Protection 
of  Live l ihood and 
Regulation of Street 
vending) Bill that was 
introduced in the Lok 
Sabha on 6 September 

2013 is a landmark for protection of 
this important section of the urban 
poor. The bill is an outcome of the 
consistent efforts of organisations 
such as Self Employed Women’s 
Association (SEWA) and National 
Association of Street vendors of India 
(NASvI) who have, for over a decade, 
been pressurising the government 
to grant legal recognition to street 
vendors. The National Advisory 
Council too took up the issue and 
framed a draft legislation. The nodal 
ministry-Housing and Urban Poverty 
Alleviation-(HUPA) was in favour, but 
it was wary of a central law as street 
vendors were under the jurisdiction 
of the local bodies and hence only 
the state governments could influence 
these bodies. It was argued that street 
vending should not be viewed as an 
urban development issue but rather as 
a livelihoods issue. Another important 
legislation, namely, MGNREGA, was 
passed as a central legislation because 
it deals with livelihood though it is 
operated through local bodies. The law 
for street vending could be regarded in 
a similar manner. This led to the final 
drafting of the bill. It was introduced 
in the Lok Sabha on the last day of 

Legal Recognition of Street Vendors
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the monsoon session of Parliament 
in 2012.

why Street Vendors?

Over the past few decades we 
can observe that there is substantial 
increase in the number of street vendors 
in the major Indian cities. Mumbai 
and Delhi have around 250,000 each. 
In fact, the National Policy of Urban 
Street vendors, 2009 and the present 
bill state that around 2.5   percent of the 
urban population is engaged in street 
vending. This is a fairly large section of 
the country’s population and it cannot 
be ignored. 

A large section of street vendors in 
urban areas are those with low skills 
and who have migrated to the larger 
cities from rural areas or small towns 
in search of employment. These people 
take to street vending when they do not 
find other means of livelihood. Though 
the income in this profession is low, the 
investment too is low and the people 
do not require special skills or training. 
Hence for these people, men and 
women, street vending is the easiest 
form for earning their livelihood.

There is also another section of 
the urban population that has taken to 
street vending. These people, or their 
spouses, were once engaged in better 
paid jobs in the formal sector. Most 
of them were employed in the textile 
mills in Mumbai and Ahmedabad 

Besides protecting street 
vendors, the bill also has 
provisions for promotion 

of different aspects of 
their lives. These include 

measures of financial 
inclusion, social security, 

insurance and welfare 
schemes. The bill also 
directs governments 
to organise capacity 

building programmes so 
that street vendors are 

able to understand their 
rights and duties under 

this bill
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and engineering firms in Kolkata. 
Formal sector workers in these three 
metropolises have had to face large-
scale unemployment due to the closure 
of these industries. Many of them, or 
their wives, have become street vendors 
in order to eke out a living.    

The total employment provided 
through hawking becomes larger if 
we consider the fact that they sustain 
certain industries by providing markets 
for their products. A lot of the goods 
sold by hawkers, such as clothes and 
hosiery, leather and moulded plastic 
goods and household goods, are 
manufactured in small scale or home-
based industries. These industries 
employ a large number of workers. 
The manufacturers could have hardly 

marketed their products on their own. 
In this way hawkers provide a valuable 
service by helping sustain employment 
in these industries.

At the same time, by supplying 
commodities such as cooked and raw 
food and clothes and utensils at cheap 
rates the other sections of the urban 
poor benefit. Hence, we find that one 
section of the urban poor, namely, 
street vendors, are, in fact, subsidising 
the other sections of the urban poor—
something the state should be doing. 
However, these aspects are rarely 
recognised by the local authorities 
who, more often than not, view street 
vendors as illegal encroachers.  

Main Features of the Bill

The most important body at the 
local level is the Town vending 
Committee. This will be the focal 
point of the policy as it will decide on 
issues such as issuing of certificates to 
vendors, deciding on areas for street 

vending and the amount to be collected 
as fees/tax from vendors, besides a 
host of other activities. The Municipal 
Commissioner/Chief Executive 
Officer of the local body will be the 
chairperson. Representatives of street 
vendors will comprise 40 percent of the 
total membership while civil society 
representatives (NGOs and CBOs) will 
constitute 10 percent. The remaining 50 
percent will have representatives of the 
different government stakeholders such 
as, police, traffic police, municipal 
authorities, etc. The important point 
here is that street vendors will have a 
say in the decisions as they are given 
a substantive representation. Till now 
all decisions regarding street vending 
were taken by the local authorities or 
the state governments. There are also 
other very significant issues relating to 
the profession.

The first function of the TvC is 
to conduct a survey of existing street 
vendors (Section 3). The TvC has to 
ensure that all existing vendors are 
accommodated on the pavements or 
other places selected for the purpose. 
No street vendor will be evicted till 
the survey is completed. The TvC 
will issue certificates of vending to 
the vendors identified in the survey 
(Section 4). Existing vendors who have 
licenses will be allowed to continue 
till their license expires and they will 
be eligible to certificates of vending 
after that.

If a person wants to vend after the 
survey is completed, the TvC will give 
her/him a certificate provided space is 
available. In case the number of street 
vendors in a zone exceeds the holding 
capacity of that zone, the vendors will 
be provided space through draw of lots. 
Those who do not get space will be 
accommodated in adjoining zones.

Section 5 of the bill states that the 
person who is awarded the certificate 
alone has the right to vend. The vendor 
must not have any other source of 
income besides street vending and the 
minimum age is 14 years. The person 
cannot give the certificate to others. 
The exception is if the person is ill or 
becomes physically disabled to vend, 
the children or spouse can take up the 
trade. This is an important point as 

it will prevent spaces being given to 
others at a price.

Another important issue is eviction 
and confiscation of property. This is 
the most dreaded fear for any street 
vendors. The municipal authorities 
come in vans or trucks and swoop down 
on ‘illegal’ vendors and confiscate their 
goods. Many well off vendors have 
been reduced to penury after these 
raids. The fines for recovery are steep, 
in most cases more than the value of the 
goods. For example, in Mumbai, the 
fine for recovering a confiscated hand 
cart is Rs. 17,000 which is more than 
not just the value of the cart but also of 
the total goods on it. If the street vendor 
is bold enough to ask for the goods, s/he 
will find that over half is missing.

The bill states in Section 5 that 
eviction should be the last resort. If 
street vendors in a locality need to be 
relocated due to genuine reasons, they 
have to be provided alternative sites. In 
case some vendors refuse to move they 
will be issued a notice that they should 
move within a specified period. If this 
fails, the local authority may impose 
a fine of Rs. 250 a day. If even this 
is not a deterrent, the authorities may 
forcibly evict them. However, there 

are clear rules regarding eviction and 
confiscation of goods. The authorities 
must provide the vendor with a signed 
seizure list. This is a very important 
provision. When the police or any 
authority raids the house of a criminal 

...we find that one section of 
the urban poor, namely, street 

vendors, are, in fact, subsidising 
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a panchanama of the seized goods is 
provided. Till now the street vendor 
was not granted this right. Is s/he a 
bigger criminal than people involved 
in criminal conspiracy?

The bill further elaborates the 
procedures for recovery of confiscated 
goods. Perishable goods (fruits, 
vegetables, cooked food, etc) must 
be returned on the day of eviction 
and in case of non-perishable goods 
(clothes, utensils, etc.) they may be 
returned not later than two days.  The 
local authorities may impose a fine 
but under no circumstance can the fine 
be higher than the value of the goods 
confiscated.

Though the TvC is the most 
powerful authority dealing with 
recognition and regulation of street 
vending, there is a need for redressal 
of grievances. Section 20 notes that 
every city/town will have a Grievance 
Redressal Committee with a former 
civil judge or judicial magistrate, who 
will chair the committee. There will 
be two other members who will be 
professionals but will not be employees 
of the government or local body. This 
committee will hear on cases relating to 
applications (certificates of vending). 
In case of disagreement with the 
verdict, the vendor may approach the 
local authorities. The bill clearly states 
that every vendor must be heard before 
any decision is taken. 

In order to promote street vending, 
the TvC, in consultation with the 
planning authority will prepare a plan 
for street vending every five years. It is 
important that the plan will not be used 
to adversely affect the street vendors. 

This aspect is very important from the 
point of town planning. We find in all 
city development plans that public 
spaces are demarcated for all purposes 
such as parks and gardens, educational 
institutions, hospitals, etc. but rarely do 
we find the inclusion of street vendors. 
As a result street vendors invariably 
become encroachers.

In the case of eviction we find that 
the police has greater powers. Section 
34 of the Indian Police Act states that 
the police can remove any person who 
offers goods for sale in public. Each 
state has incorporated this clause in 
its police act. This implies that even 
if the local authorities allow street 
vendors in a particular street the police 
can evict them under provisions of 
this clause. The bill states in Section 
27 that any street vendor operating 
with a certificate of vending and who 
is vending in a demarked area cannot 
be prevented by any person or the 
police. This clearly makes clause 34 
redundant. The bill also states that once 
it becomes an act it will supersede all 
existing laws and rules relating to street 
vending.

Besides protecting street vendors, 
the bill also has provisions for 
promotion of different aspects of 
their lives. These include measures 
of financial inclusion, social security, 
insurance and welfare schemes. 
The bill also directs governments 
to  organise  capac i ty  bui ld ing 
programmes so that street vendors 
are able to understand their rights and 
duties under this bill. The TvC should 
conduct research on street vending 
and organise training programmes on 
the role of the informal sector in the 
country’s economy. 

Conclusion: the Good and the Bad

We have  not  a t tempted  an 
exhaustive explanation of the bill. 
There are many more issues. For 
example the first schedule provides 
details on the plan for street vendors 
and the second schedule deals with 
the scheme for street vending that each 
state government should undertake. 
There are also other aspects in the bill 
that we did not elaborate on. We have 
tried to lay down the main issues that 
the bill deals with. 

There are also some adverse 
aspects. The bill excludes railways 
from its purview. This is unfortunate 
because licensed vendors have been an 
important part of rail travel, especially 
for the poor. We find that in most 
large railway stations vendors of tea 
and snacks have been replaced by 
‘branded’ kiosks such as Café Day or 
similar ventures. The prices of drinks 
and snacks are at least three times what 
the vendors charged. Similarly, the 
food served on the long distance trains 
has become expensive even for middle 
class passengers. Licensed vendors 
could provide facilities at much lower 
rates.

Street vendors are asked to keep 
their vicinity clean, but a major 
problem for most vendors, especially 
women vendors, is lack of toilets. 
For food vendors, running water is 
needed for cooking and cleaning. 
The bill could have made special 
provision for these. The expenses 
could be recovered from the fees 
charged. Women working as vendors 
stay on the street the whole day. 
They are unable to ease themselves 
and as a result suffer from diseases. 

The author had conducted a survey 
of street vending in the Parel area 
of Mumbai where there are large 
numbers of women vendors. They 
are mainly spouses or daughters of 
former textile workers. We found that 
all women suffered from diseases of 
the urinary tract or had kidney stones. 
They also restricted drinking of water. 
Hence, toilets are extremely important 
for these women. The bill could have 
raised this issue.  q

(E-mail : sharitb@gmail.com, 
sharitb@tiss.edu)

...there are clear rules regarding 
eviction and confiscation of goods. 
The authorities must provide the 
vendor with a signed seizure list. 
This is a very important provision. 
When the police or any authority 
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ESPITE THE rap id 
economic growth that 
India has experienced 
in the last decade or so, 
malnutrition and hunger 
continue to present key 

policy challenges. The United Nations’ 
Food and Agriculture Organization 
(FAO) estimates that in 2003-2005, 
India was home to more than 225 
million undernourished people, 
which constitutes 21 percent of the 
national population (FAO, 2011). The 
country’s hunger situation is described 
as “alarming” on the Global Hunger 
Index (a compilation of population 
undernourishment, child malnutrition, 
and child mortality), with wide regional 
differences observed in hunger and 
food insecurity across the different 
Indian states (see Menon et al., 2008). 
This is surprising for a country that has 
experienced robust economic growth 
and is a net food producer. According to 
the World Bank (2006), the rural areas 
of some Indian states (such as Bihar 
and Orissa) possess levels of poverty 
and food insecurity comparable to the 
poorest nations in sub-Saharan Africa, 
whilst others (such as Punjab and 
Kerala) are similar to middle-income 
nations. 

To address some of the shortcomings 
in the access of food by poor households, 
India has for the past few decades 
implemented an extensive system of 
food-based safety nets called the Public 
Distribution System (PDS). Indeed, 
India’s Public Distribution System 
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(PDS) is the world’s largest social 
safety net for food. It operates on the 
basis of extensive procurement of food 
grains by the Food Corporation of India 
(FCI) on minimum support price (MSP) 
terms determined by the Agricultural 
Prices Commission. Procured product 
is then distributed through an elaborate 
national network of Fair Price Shops 
which sell food grains to eligible (poor) 
populations at highly subsidised prices 
(the actual details of which differ from 
state to state). This has the effect of 
simultaneously supporting, stabilising 
and subsidising farm incomes for food 
grain production in a small number of 
net exporting states (Punjab, Haryana 
and Andhra Pradesh contribute 70 
per cent of PDS procurement) and 
generating a net welfare benefit to poor 
consumers in other parts of the country, 
who are able to obtain food grains at 
below-market price.

It was originally conceived and 
implemented during the Second-World 
War as a war-time rationing measure in 
a few major cities. In 1950, it evolved 
into a welfare measure for urban 
residents, with limited extension to 
rural areas that had food deficits. It was 
only in 1964 that the PDS was made 
into a universal food-based safety net 
to address the issues of food shortages 
and the price fluctuations that occurred 
in the mid-1960s (see Swaminathan 
2000 for a detailed description of the 
history of the PDS). Historically, the 
objectives of the PDS were to maintain 
price stability, improve the welfare 

A key challenge 
is likely to be the 
enormous strain 

that the Food Bill 
puts on the already 

burdened fiscal 
system. ultimately 

its success relies on 
ensuring adequate 
availability of grain 

with the public 
authorities
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of the poor (by providing access to 
basic foods at reasonable prices to 
vulnerable populations), rationing 
during situations of scarcity, and 
keeping a check on private trade. 

However, in the 1990s, two major 
changes were introduced to the PDS, 
these were: the Revised PDS (RPDS) 
and the Targeted PDS (TPDS).  The 
TPDS was an attempt to move away 
from a universal PDS where food 
grains were made available to the 
entire population at subsidised rates to 
a system that adopted a more targeted 
approach, and used an income criterion 
(to demarcate ‘poor’ and ‘non-poor’ 
households) with the objective of 
streamlining the PDS. This change 
was intended to stabilise agricultural 
prices and was done by procuring 
cereals from food surplus states at 

minimum support prices, and then 
distributing these through a network 
of  Fair Price shops at reduced prices. 
The programme aimed at providing 
basic goods, such as foodgrains, sugar 
and kerosene oil on a dual pricing 
basis. The targeted PDS is among the 
largest permanent welfare schemes that 
have been implemented by the Indian 
government (Svedberg, 2012). 

A two-tier card system was 
introduced in order to represent 
a distinction between above and 
below poverty line cardholders. Each 
household was allocated to one of the 
following three categories and was 
accordingly given a PDS card which 
specified their entitlements for food 

grain subsidies. These categories were 
‘Above Poverty Line’ (APL), ‘Below 
Poverty Line’ (BPL) and ‘Antodaya 
Anna Yojana’ (AAY) cards. Typically, 
a household with a monthly income 
of Rs 17,000 was regarded as being 
an APL household, a household with 
a monthly income between Rs 17,000 
and Rs 12,000 was considered a 
BPL household and the AAY were 
the poorest of the poor households. 
The actual subsidy varied by state, 
with some states providing universal 
access, others providing items such as 
kerosene, soap and so forth.

Criticism of PDS

In 2001, the PDS became a 
subject of national debate, as people 
in parts of India died of starvation 
and hunger, while approximately 
50 million tons of food-grain was 
rotting in the Food Corporation of 
India godowns. A group of activists 
filed a Public Interest Litigation (PIL) 
against the Government of India, and 
soon afterwards a national network 
of campaigns by organisations and 
individuals came together to form 
the Right to Food Campaign (2005) 
that focused on issues relating to food 
security, malnutrition, starvation, and 
women’s and children’s food security.  
One of the main criticisms against the 
TPDS was the manner in which the 
targeting was done, with potential for 
both inclusion and exclusion errors: 
with deserving households left out, 
and the more well-off households 
gaining access (Swaminathan 2000). 
Other criticisms of the policy change 
were the continual inability to address 
problems of access by the poor, by not 
ensuring that the poor could access 
their food-grain quota in instalments 
(even though provisions for this do 
exist under the TPDS). Further, the 
TPDS had no inbuilt measures to 
ensure that the deserving households 
benefited from the programme; and 
there have been serious errors with 
setting the income criterion and 
identification of BPL families by 
state governments. 

Although the TPDS had sought to 
reduce the food subsidy budget, it was 
argued that its impact on improving 

the welfare of poor households is 
marginal. Moreover, several studies 
have described the TPDS as a costly 
way of transferring incomes to the poor 
(Planning Commission 2008, Kapur et 
al 2008; Panagariya 2008). 

A detailed impact evaluation 
study conducted by the Planning 
Commission found large heterogeneity 
in the implementation of the PDS 
program. There were also allegations 
of widespread errors in targeting, 
and exclusions, with many eligible 
households missing out, and many 
cards allocated to the wrong category. 
They found problems with exclusion, 
where large sections of potentially BPL 
households were incorrectly classified 
as APL households. This happened 
with daily wage earners, who were kept 
out of the target group because of their 
income levels, but could be potentially 
food insecure households. Similarly, 
there were inclusion errors, where 
many poor marginal/small farmers who 
produce a part of (or full) their cereal 
consumption needs have been issued 
BPL cards, do not need the full quota 
of subsidised grains.

The Public Distribution System and 
its role, and the manner in which food 
grains are disbursed is also a matter of 

much debate (see for example, recent 
studies by Jha and Ramaswami , 2010; 
Khera, 2011; Himanshu and Sen, 
2011).  Recent research from India by 
Jha and Ramaswami (2010) finds that 
71 per cent of government expendi ture 
on the grain subsidy was either stolen 
or lost due to waste. Khera’s (2011) 
study also finds substantial diversion 
of food grains. 
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Cash vs non cash transfers

Cash transfers are often seen to 
address some of the problems of the 
PDS. The idea is to give money to 
the targeted group allowing them to 
purchase the food of their choice. 
The idea was first proposed in the 
Government of India’s Economic 
Survey for 2009-10, and arguing that 
the public distribution scheme for basic 
food items should be replaced with a 
system of coupons or cash transfers 
(Basu 2010).

It is against this backdrop that 
the Government of India started to 
consider the implementation of a 
National Food Security Act (NFSA), 
which centres on the Targeted Public 
Distribution System (TPDS). There 
were several contentious issues, with 
regard to the targeting mechanisms 
of TPDS and the definition of the 
quantity, variety and sales price of the 
subsidised food grains to be distributed. 
The NFSA was criticised for its limited 
approach to food security because it 
fails to address important aspects of the 
phenomenon, including the need for a 
more solid consideration of nutritional 
aspects. These aspects could include the 
distribution of pulses and other cereals, 
as well as wider health and nutritional 
services to women and children (Right 
to Food Campaign, 2010d).

The National Food Security Act 
2013

National Food Security Act, 2013 
(also Right to Food Act), was signed 
into law in September 12, 2013. The 
aim of the National Food Security Bill 
is to address the issue of food insecurity 
and the inequities in the access to food 
across different parts of India. This 
Bill signals a shift in paradigm from 
a welfare approach to a rights-based 
approach. This law seeks to achieve 
this aim by providing subsidized food 
grains to approximately two thirds of 
India’s 1.2 billion people. Under the 
provisions of the bill, beneficiaries are 
to be able to purchase 5 kilograms per 
eligible person per month of cereals at 
the following prices: rice at ̀  3 per kg, 
wheat at `2 per kg and coarse grains 
(millet) at `1 per kg.

Other provisions included in the 
National Food Security Act enable 
pregnant women, lactating mothers, 
and certain categories of children to 
be eligible for daily free meals. The 
bill was highly controversial, and 
despite introduction into Parliament 
in December 2012 was passed only 
in late August 2013, after initially 
being promulgated as a Presidential 
Ordinance on July 5 (National Food 
Security Ordinance, 2013). 

The intent of the National Food 
Security Bill is spelled out in the Lok 
Sabha committee report, The National 
Food Security Bill, 2011, Twenty 
Seventh Report, which states, "Food 
security means availability of sufficient 
foodgrains to meet the domestic 
demand as well as access, at the 
individual level, to adequate quantities 
of food at affordable prices." The 
report adds, "The proposed legislation 
marks a paradigm shift in addressing 
the problem of food security – from 
the current welfare approach to a right 
based approach. About two thirds of the 
population will be entitled to receive 
subsidized foodgrains under Targeted 
Public Distribution System."

Gulati et al (2012) point to some key 
operational and fiscal challenges and 
its ramifications on Indian agriculture 
as a whole. They argue that by allowing 
greater flexibility in the Bill introducing 
innovations such Conditional Cash 
transfers, and physical delivery of 
grains in remote areas, the Bill can be 
successful. A key challenge is likely to 
be the enormous strain that the Food 
Bill puts on the already burdened fiscal 
system. Ultimately its success relies on 
ensuring adequate availability of grain 
with the public authorities.
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NE OF the remarkable 
features of globalisation 
since the 1990s has 
been the flow of private 
capital in the form of 
foreign direct investment 

(FDI), which is an important source of 
development finance for developing 
countries, and which contributes 
to productivity gains by providing 
new investment, better technology, 
management expertise, and export 
markets. Given resource constraints 
and lack of investment in developing 
countries like India, market forces 
and the private sector are increasingly 
been relied on as the engines of 
economic growth. Foreign direct 
investment promotes economic growth 
by increasing investment and its 
efficiency. Therefore, all countries, 
more so developing countries and least 
developed countries (LDCs), seek FDI. 
Foreign investment, especially FDI, not 
only supplements domestic investment 
but acts as a source of foreign exchange 
and eases pressure on the balance of 
payments (BoP).

Considering the economic benefits 
of FDI, India has adopted wide-ranging 
reforms since the early 1990s and more 
so in recent months to attract FDI to 
ease the pressure of rising current 
account deficit (CAD), depreciating 
rupee, stagnating investment, and the 
slowdown of the growth rate. Although 
India was selectively receptive to FDI 
before the 1990s, successive Indian 
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governments realised that FDI is an 
important determinant of investment, 
economic growth, and employment, 
and therefore acted as a ‘facilitators’ 
since the 1990s. Some of the recent 
reforms such as FDI in retail, insurance, 
civil aviation, broadcasting services, 
etc. are welcome steps and will have 
significant outcomes in years to come. 
However, some significant issues 
remain, which need to be addressed to 
realise India’s potential in attracting 
FDI as China, Singapore, or Brazil 
does. 

Importance of FDI: A Macro View

Economic growth in any country 
depends upon the sustained growth 
of productive capacity, supported 
by savings and investment. Foreign 
direct investment, which brings new 
technology and knowledge along with 
capital, is considered a good substitute 
for debt in developing economies 
for higher investment and, thereby, 
growth.

In traditional Solow-type standard 
neoclassical growth models, FDI is 
considered an addition to the host 
economy’s capital stock and facilitates 
the incorporation of new inputs and 
new varieties of intermediate goods 
in production. As the size of the host 
country’s physical capital stock per 
capita increases, its productive capacity 
and per capita output growth increases 
too. However, with diminishing returns 
to capital, FDI is expected to have a 

The establishment and 
strengthening of the 
of FDI institutions 

such as Foreign 
Investment Promotion 

Board (FIPB), 
Secretariat of Industrial 

Assistance (SIA) and 
Foreign investment 

Implementation 
Authority (FIIA) to 

facilitate FDI moving 
beyond approval to 
implementation has 

certainly helped. 
However, the next 

level of reforms and 
policies need to address 
these issues and set up 
appropriate institutions
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short-run impact on output growth, 
which depends on the transitional 
dynamics of capital to the steady state 
growth path.

New or endogenous growth theories 
incorporate the role of knowledge or 
technology as an endogenous factor 
of production and provide for the 
reason of increasing returns to capital. 
Foreign direct investment may lead to 
increasing returns to production via 
externalities and productivity spillovers 
through channels such as imitation, 
competition, linkages, technology 
transfers, and training. Therefore, FDI 
can have substantial and sustainable 
growth impact on the host economy 
in the long run. The literature on 
technology transfer identifies four main 
channels of technological spillovers 
from FDI to the host country—(1) 
learning by doing; (2) competition; 
(3) labour skills; and (4) linkage—
although, in practice, it is rather 
difficult to distinguish between these 
four channels.

The direct route through which FDI 
contributes to growth is investment 
based on the ‘crowding in’ hypothesis. 
Foreign direct investment may produce 
investment spillovers beyond the 
direct increase in capital stock through 
linkages among firms, and may 
provide new investment opportunities 
(forward linkages) for local firms and 
increase their profitability through the 
provision of machinery, technology, 
training, managerial skills, and finance. 
Further, it generates demand for 
specialised inputs (backward linkages) 
increasing the marginal productivity of 
investments in those inputs and thereby 
profit margins. In addition, demand for 

local inputs such as labour and suppliers 
create local demand of domestically 
produced goods and services. This 
increases domestic investment (DI) 
through multiplier effects (investment 
multiplier). Therefore, the relationship 
between FDI and DI is likely to be 
complementary1.

Further, FDI helps integrate 
developing countries into the global 
economy by easing access to foreign 
markets and including local enterprises 
in global production chains. The 
FDI inflows to East Asia helped 
modernisation of the exports sector, 
more so the manufacturing sector, 
leading to growth in exports as well as 
overall economic growth. Therefore, 
FDI contributes to improving the host 
economy’s export competitiveness and 
volume by (1) augmenting domestic 
capital for exports; (2) helping transfer 
of technology and new products for 
exports; (3) facilitating access to 
new and large foreign markets; and 
(4) providing training for the local 
workforce and upgrading technical 
and management skills. As has been 
well established, exports facilitate 
better resource allocation, efficient 
management style, economies of scale, 
and efficiency of production and, 
thereby, growth.

To upgrade primary and labour-
intensive exports into higher value 
added items, developing countries 
move into new, more advanced inputs 
and technology. Developing countries 
such as India can attain these objectives 
by improving and deepening the 
capabilities of domestic enterprises, or 
tapping into networks of transnational 
corporations (TNC) and conduits of 
trade, or by attracting FDI into export 
activities.

FDI Reforms in India: A Brief 
Summary

Though India had been receptive 
to FDI since independence, until 
1991 FDI policies were designed 
to meet domestic requirements and 
were ad hoc—without any consistent 
direction or proper institutions. The 
new economic policy of the early 

1990s, triggered by the 1991 BoP 
crisis, aimed at creating a conducive 
environment for foreign investors, 
initially by raising foreign equity caps 
in many sectors, diluting provisions 
of the Foreign Exchange Regulation 
Act (FERA), and allowing automatic 
approvals (Sahoo et al, 2013;2012a). 
The 1991 reforms were a ‘big bang’ 
approach intended to attract FDI to 
modernise India’s industrial base, 
improve export competitiveness, and 
integrate the Indian economy with 
the rest of the world. Since reliance 
on external debt in the 1970s and 
1980s was one of the major reasons 
for structural imbalances resulting 
in the 1991 crisis, FDI policy during 
the post-reform period emphasised 
attracting non-debt-creating long-term 
capital flows to supplement domestic 
resources.

During the post-reform period, a 
number of controls were dismantled 
in the areas of industrial policy, 
taxation, export–import policy, and 
foreign investment. The de-licensing 
of industry, de-reservation of the public 
sector, easing of competition controls, 
trade reforms, deregulation of interest 
rates, and opening up of capital markets 
were some of the reforms undertaken 
to encourage investment and capital 
formation. Furthermore, FDI policy is 
now reviewed on a regular basis and 
changes in sectoral policy or sectoral 

FDI policy is now reviewed on 
a regular basis and changes in 

sectoral policy or sectoral equity 
caps are notified through Press 

Notes by the Secretariat for 
Industrial Assistance (SIA) and the 

Department of Industrial Policy and 
Promotion (DIPP). Foreign direct 

investment can enter most sectors 
or activities under the Automatic 
Approval Route, except for a few 

sectors where there are additional 
restrictions on FDI such as equity 
caps, divestment conditions, and 
lock-in periods on investment. 

The literature on technology 
transfer identifies four main 

channels of technological spillovers 
from FDI to the host country—(1) 
learning by doing; (2) competition; 
(3) labour skills; and (4) linkage—
although, in practice, it is rather 
difficult to distinguish between 

these four channels.
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equity caps are notified through Press 
Notes by the Secretariat for Industrial 
Assistance (SIA) and the Department 
of Industrial Policy and Promotion 
(DIPP). Foreign direct investment 
can enter most sectors or activities 
under the Automatic Approval Route, 
except for a few sectors where there are 
additional restrictions on FDI such as 
equity caps, divestment conditions, and 
lock-in periods on investment. These 
restrictions have been imposed in view 
of sectoral requirements, security, and 
strategic concerns and in the interest 
of domestic investment. Industrial 
licensing policies and procedures 
have also been liberalised from time 
to time. The post-liberalisation period 
has been remarkable in many ways as 
it has created a much more positive 
environment for foreign investors. 
Some major FDI reforms are listed 
below.

l Industrial licensing has been 
abolished and many sectors opened 
for foreign participation, except 
for a few industries on the ground 
of strategic and environmental 
concerns. After 2000, sectors 
marked for automatic approval 
of FDI were expanded to include 
most sectors, and foreign equity 
caps raised to 100 per cent.

l	 The FERA was revamped into the 
Foreign Exchange Management 
Act (FEMA) in 1999 to facilitate 
foreign exchange management in 
the capital account.

l	 Automatic permission for high 
technology agreements  or 
technological collaborations in 
priority sectors and removal of 
conditions related to technology, 
such as restrictions on FDI in low-
technology areas.

l	 The Reserve Bank of India (RBI) 
introduced an automatic approval 
channel for 100 per cent foreign 
equity in priority sectors. The 
automatic route has been extended 
to up to 51 per cent foreign equity 
in priority sectors.

l	 Abolition of high local content 
requirements, dividend balancing 

r equ i remen t s ,  and  expor t 
obligation conditions except 
for 22 consumer goods. The 
conditions on 22 consumer goods 
were subsequently withdrawn in 
2000.

l	 Major institutions set up to 
promote and facilitate FDI 
in f lows ,  such  a s  Fore ign 
Investment Promotion Board 
(FIPB), Foreign Investment 
Implementa t ion  Author i ty 
(FIAA), and SIA.

l	 Privatisation of public sector.

l	 Aggressive signing of bilateral 
investment and double tax 
avoidance agreements (currently 
with 69 countries) to benefit 
and assure foreign investors. 
The law on trademarks and the 
Geographical Indications of 
Goods passed in 1999 to protect 
intellectual property rights.

l	 Fiscal incentives such as tax 
subsidies  and concessions 
offered by both central and 
state governments to foreign 
investment.

l	 Reforms at the state government 
level and institutions established 
to help implement FDI projects.

Recent FDI Reforms

The past few years have witnessed 
a slowdown in investment and 
growth in India owing to the global 
financial crisis, policy paralysis, and 
deterioration of business environment. 
Consistent deficits in trade and current 

accounts along with weak macro 
fundamentals resulted in a sharp fall 
in the value of the rupee and business 
confidence. Realising the seriousness 
of the situation, the Government of 
India (GoI) has pursued aggressive 
policy reforms, including in FDI, to 
regain the confidence of both domestic 
and foreign investors. Some reforms 
such as the revision of fuel prices, 
allowing 51 per cent FDI in multi-
brand retailing, allowing international 
airlines to invest in domestic airlines, 
hiking FDI equity in broadcasting 
services from 49 per cent to 75 per 
cent, disinvestment of four public 
sector undertakings (PSU), etc, are 
nothing less than big bang reforms. 
Though each major policy decision is 
contentious, pushing through all these 
long-pending reforms would certainly 
bring back investors’ confidence 
and growth momentum in the near 
future. Some major FDI reforms since 
September 2012 are listed below.

l	 Allowing 100 per cent FDI 
ownership in single brand retail 
trading and up to 51 per cent FDI 
in multi-brand retail trading.

l	 Allowing foreign airlines up to 
49 per cent FDI in the capital 
of Indian companies in the 
civil aviation sector operating 
scheduled and non-scheduled air 
transport.

l	 Increasing FDI equity from 49 
per cent to 74 per cent in certain 
broadcasting sectors.

l	 Allowing up to 49 per cent FDI in 
power exchanges registered under 
the Central Electricity Regulatory 
Commission (Power Market) 
Regulations, 2010.

l	 Increasing FDI limit in the 
insurance sector from the current 
26 per cent to 49 per cent.

l	 Allowing 49 per cent FDI in several 
sectors such as petroleum and 
natural gas, commodity and stock 
exchanges, power exchanges, 
asset reconstruction, single brand 
retail, and telecommunications. 
Foreign investment up to 49 
percent in these industries may 

Some reforms such as the revision 
of fuel prices, allowing 51 per 

cent FDI in multi-brand retailing, 
allowing international airlines to 
invest in domestic airlines, hiking 
FDI equity in broadcasting services 

from 49 per cent to 75 per cent, 
disinvestment of four public sector 

undertakings (PSU), etc,  
are nothing less than big bang 

reforms.
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be made under the automatic 
route, which does not require 
approval from the RBI or the 
Indian government.

l	 S e c t o r s  s u c h  a s  a s s e t 
r e c o n s t r u c t i o n  a n d 
telecommunications are eligible 
for 100 per cent FDI upon 
approval by the FIPB.

l	 The defence sector will also be 
eligible for greater FDI under 
the recent changes. While the 
standard cap for the sector 
remains 26 percent, according to 
a government press release, the 
Cabinet Committee on Security 
will be allowed to approve defence 
projects for up to 100 percent FDI 
if the projects ‘are likely to result 
in access to modern and state of 
the art technology’.

l	 Further increases in the pension 
sector have been proposed and 
await parliamentary approval.

Implications of FDI Reforms

The comprehensive reform of FDI 
policy since 1991 has resulted in a 
substantial increase in FDI inflows into 
India—from less than US$1 billion in 
1991 to US$42 billion in 2008 but 

slowed down after Global Financial 
Crisis reaching US$27 billion in 
2012. The per capita FDI stock also 
rose dramatically from less than US$ 
1 per person in 1991 to US$ 188 in 
2010. Although presently ranked third, 
India was ranked the second-most 
desirable FDI destination for many 
years. Further, actual FDI inflows as  
a percentage of the approvals2, which 
used to be negligible before 1991, 

have become substantial during the 
post-reform period, particularly since 
2000. The number of source countries 
of FDI has increased from 29 in 1991 
to 130 in 2012, which shows the 
enhanced interest of foreign investors 
in the Indian economy (Sahoo et al, 
2013).

The recent FDI reforms will have 
implications in future. The clearance 
of 51 per cent FDI in multi-brand 
retailing in September 2012, which 
was approved by the Cabinet in 
November 2011 after two years of 
deliberation but suspended due to the 
ensuing political furore, is a big step 
and will change the way business is 
conducted in India3. There are many 
economic advantages, particularly 
for  consumers  and producers . 
The scale economies and assured 
supply chains of organised multi-
brand retailing would offer better 
varieties of products at lower and 
stable prices to consumers. Further, 
big retailers would buy products 
directly from farmers and producers, 
cutting middlemen, and making way 
for better price realisation since 
competition would increase many-
fold offering alternative opportunities 
to producers. The provision of 50 
per cent FDI fund going to back-end 
infrastructure such as storage, logistics 
and better extension services would 
substantially reduce wastage and trade 
and transaction costs. All these would 
go a long way in reducing volatility in 
supply and thereby prices, particularly 
for perishables (Sahoo, 2012b). The 
provision of 30 per cent sourcing 
from SMEs in India would help them 
to expand capacity, improve quality, 
and be exposed to international supply 
chains4. Another reform measure 
announced in 2012 is allowing foreign 
airlines to invest up to 49 per cent in 
the civil aviation sector. FDI would 
be very useful in the civil aviation 
sector which is short of capital and on 
the verge of collapse. Any FDI inflow 
into the sector would not only improve 
connectivity, affected by crisis in two 
of its largest airlines, Kingfisher and 

Air India, but also boost technology 
upgrada t ion  and  management  
practices (Sahoo, 2012a).

An early clearance of 49 per cent 
FDI in the insurance sector will assure 
international investors that India 
is committed to reforms to attract 
investment. The potential for FDI 
inflow to the insurance sector (unlike 
other sectors) is huge as it is free 
from common difficulties such as 
land acquisition and environmental 
clearances and many layers of other 
clearance from both Centre and state. 
Over the years, the participation of 
private and foreign companies (with 
26 per cent limit) has improved the 
insurance sector’s reach. But the 
insurance penetration (ratio of premium 
underwritten in a given year to GDP) 

remains low—4.1 per cent for both 
life and non-life insurance together. 
India is ranked 52 worldwide for non-
life insurance; penetration in 2011-12 
was 0.7 per cent (but 2.8 per cent 
worldwide). However, life insurance 
penetration is 3.4 per cent (but 2.8 per 
cent worldwide, 12.5 per cent in the 
UK, 10.5 per cent for Japan, 10.3 per 
cent for Korea and 9.2 per cent for the 
US). Another indicator that shows that 
the insurance sector is underdeveloped 
is insurance density (per capita 
premium): the per capita premium 
in India is $49 for life insurance and 
$10 for non-life insurance but $99 and 
$64 for China, respectively. In 2012, 
the IRDA estimates that insurance 
companies require Rs 61,200 crore to 
deliver innovative insurance products, 
better distribution networks and risk 
management. The increased FDI cap 
can finance this requirement and 
will bring better insurance products, 

The clearance of 51 per cent FDI in 
multi-brand retailing in September 
2012, which was approved by the 
Cabinet in November 2011 after 

two years of deliberation but 
suspended due to the ensuing 

political furore, is a big step and 
will change the way business is 

conducted in India. 

Relaxation of ceilings for foreign 
equity in many sectors such as 
civilian goods used by defence 

forces or dual use equipment used 
in the production of civilian goods, 

public sector refineries and oil 
marketing, banking, small-scale 
industry, power generation etc. 
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technological capabilities, awareness 
efforts, and expertise and skills 
in underwriting, actuarial, claims 
management and data standardisation 
to India.

Challenges and unfinished Agenda

Though FDI inflows to India have 
increased over last two decades, India 
still lags behind countries like China, 
Singapore, or Brazil. FDI inflows to 
India are still concentrated in a few 
sectors and a few states because of 
unresolved issues and India is yet 
to receive FDI inflows to its full 
potential. With all the advantages 
India has, there are still factors and 
issues that hinder FDI flow into India, 
including

l infrastructure bottlenecks,

l	 rigid and complicated labour 
laws,

l	 lack of coordination between the 
centre and states,

l	 FDI caps/ceil ings in many 
sectors where 100 per cent FDI 
equity is not allowed for feasible 
investment projects, and

l	 difficult bureaucratic controls and 
procedures to get the necessary 
clearances and approvals. First-
time investors in India are always 
sceptical about whether projects 
will progress from screening to 
operation.

In this backdrop, a few reforms 
that are essential to sustain and 
increase FDI into India include the 
following. Relaxation of ceilings for 
foreign equity in many sectors such as 
civilian goods used by defence forces 
or dual use equipment used in the 
production of civilian goods, public 
sector refineries and oil marketing, 
banking, small-scale industry, power 
generation etc. Similarly, the equity 
limit for FDI should be raised to 100 
per cent from 49 per cent for investment 
companies for infrastructure (Sahoo 
2012a and 2012b). India could attract 
a huge amount of FDI in real estate, 
provided the plethora of controls was 
removed and rules and regulations 

were properly designed, and clear. 
Any early decision on allowing 
51 per cent FDI in e-commerce 
would be useful. The Government 
at present permits 100 per cent FDI 
in only business-to-business (B2B) 
e-commerce transactions in goods. 
Putting more and more sectors under 
automatic route is certainly useful for 
more FDI realisation.

T h e  e s t a b l i s h m e n t  a n d 
strengthening of the of FDI institutions 
such as Foreign Investment Promotion 
Board (FIPB), Secretariat of Industrial 
Assis tance (SIA) and Foreign 
investment Implementation Authority 
(FIIA) to facilitate FDI moving 
beyond approval to implementation 
has certainly helped. However, the 
next level of reforms and policies 
need to address these issues and set 
up appropriate institutions. Some of 
the necessary reforms are:

l	 a  be t t e r  env i ronmen t  fo r 
infrastructure development 
with an appropriate institutional 
framework such as a dispute 
r e s o l u t i o n  m e c h a n i s m , 
independent regulatory authority, 
and special investment law;

l	 a Uniform Labour Code after an 
independent review and proper 
consultation with stakeholders;

l	 proper design and planning 
of SEZs, including local level 
solutions for land acquisition 
and sector-specific policies with 
incentives to attract FDI into 
SEZs;

l	 proper infrastructure connectivity 
to SEZs and allowing the private 
sector to provide infrastructure 
services to SEZs;

l	 increasing FDI caps in sectors 
with FDI potential and allowing 
more sectors under the automatic 
route;

l	 r ev i s i t i ng  ou tda t ed  l aws , 
controls, regulatory systems, and 
government monopolies affecting 
the investment environment;

l	 encouraging non-governmental 

facilitation services for foreign 
investors; and

l	 further trade reforms and reforms 
in public services to attract 
foreign investment.

Overall, India needs to address its 
lack of adequate infrastructure, rigid 
labour laws, bureaucratic delays, and 
state level reforms to realise its FDI 
potential.

Endnote
1 On the other hand, crowding out 

of DI might occur in several ways. 
Domestic firms may not be as 
competitive as foreign investors 
since foreign companies may 
be more efficient or may form 
oligopolies and sell at cheaper 
prices than domestic firms.

2 Before 2000, FDI statistics were 
understated because they included 
only equity capital, whereas the 
definition of the International 
Monetary Fund includes equity 
capital, reinvested earnings 
and other direct investment 
capital (intra-company loans 
and debt transactions). Since 
2000, FDI statistics in India 
have been revised to address 
the understatement and follow 
international best practice. 

3 The policy comes with a few 
riders keeping in mind the 
interests of ‘mom-n-pop’ (Kirana 
store), improving supply chains 
and getting Indian SMEs adopt 
to the latest technologies. The 
riders are that FDI in multi-
brand retail is to be allowed in 
51 cities with population of more 
than one million; 30 per cent of 
total procurement is to be made 
from Indian SMEs; investment 
of 50 per cent of total FDI fund 
in back-end infrastructure; and 
veto power is to be given states 
to allow foreign multi-brand 
retailers.

4 However,  there  is  no free 
lunch and FDI supported by 
big retailing will affect impact 
on Kirana shops, as they lack 
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the financial muscle to stand 
up to the challenge in terms 
of variety, quality, packaging, 
offers etc. It is most likely that 
unorganised retailing would 
have comparatively slow growth. 
However, with proper financial 
support,  unorganised small 
retailers may evolve over time 
adding more to product varieties 
carry out their store renovation, 
and innovative customer catering 
such as home delivery and credit 
sales to survive in the market. 
In fact, it would make them 
competitive.
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INDING FOOD in the 
Northeast of late, there 
is a renewed interest 
in  cu i s ines  o f  the 
Northeast. In part, this 
interest is driven by 

more people moving out of the region, 
as also the fact that urban centres 
within the region have grown within 
the last decade. When people travel 
beyond the confines of their villages 
and small towns, the memory of home 
cooked food is something that kindles 
warm thoughts in their minds. So too, 
when people move to rapidly growing 
urban centres like Guwahati, Shillong 
or Kohima, restaurants and markets 
become spaces that are frequented for 
sustenance. 

We are what we eat. This adage 
has been spun across time and space 
in a manner that makes it almost 
axiomatic. However, food has a 
historically constituted quality to it 
and our modern world of markets 
and malls seems to have little time 
for these complexities. Guwahati, the 
city I have lived in for a few years 
now, is one that bears the burden 
of these contradictory times on its 
sleeve. Its malls have international 
fast food chains, as well as franchised 
restaurants that serve Chinese and 
Indian cuisines. The city also has 
several restaurants that serve ethnic 
cuisine – Assamese, Naga, Karbi and 
even Singpho – that are testimony to 

Feeding India’s Northeast: Food, Politics and 
Agricultural Transformation

THE NORTH EaST STORy

Sanjay (Xonzoi) Barbora

REGIONal PERSPECTIVE
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The author is an Associate Professor at Tata Institute of Social Sciences, Guwahati Campus and a sociologist based in Guwahati, Assam. 
His current research work is on agricultural practices and change in rural Assam. 

the fact that the region’s varied and 
distinct food cultures can hold their 
own against other cuisines as well. 

History and culture are never far 
behind in the procurement of food 
in Guwahati. From the old Kachari 
Bazar, situated on the banks of the 
Brahmaputra, to the relatively new 
weekly markets in Narengi and Beltola, 
the people of Guwahati are still able 
to savour seasonal fruit, vegetables 
and quirky sources of protein in these 
markets. While most daily markets in 
Guwahati reflect the intricate flows of 
the national vegetable producer and 
trader network, the weekly markets 
are a reminder of the kind of food 
that still from part of rural diets in 
the Northeast. Foraged green leaf 
share space with snail and clams from 
rivulets and paddy fields, while small, 
tangy oranges from winter orchards 
jostle for a berth on the pavement 
beside long taro stems. 

It is this hybrid world of weekly 
markets, versus daily markets; of 
ethnic cuisine versus standardized 
international and national fare that 
makes the issue of procuring food very 
interesting for observers and analysts 
alike. For, it is here that the issues 
of culture, politics and economy are 
played out on a daily basis. Choosing 
to visit Singpho restaurant to eat an 
array of vegetable soup and smoked 
pork, over a franchised Chinese 

Rather than facilitating 
the free flow of food 

from far-flung corners 
of the country, policy 

makers, entrepreneurs 
and the administration 
would be better served 

by listening to marginal 
farmers and petty 

traders. These are people 
who have understood the 

difficulties of keeping 
the memory of taste 

and local cuisine alive 
and therefore need 

to be given their due, 
when food cultures and 
food security issues are 

discussed
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restaurant, is not just a matter of 
personal choice, but also a window 
into the trajectory of local food in 
the Northeast. These choices reflect 
personal intricacies of people, as 
well as allude to the kind of changes 
that are currently taking place in the 
region. While it is true that standard 
sized onions and long grain variety 
of rice find their way into Guwahati 
from other parts of the country, it is 
also important to remember that they 
have the potential to drive indigenous 
farmers and their products out of the 
city.

who’s  growing  what  in  the 
Northeast?

“The last farmer in my village 
has decided to hang up his plough”, 
said a retired principal of one of 

Guwahati’s oldest colleges, as he 
spoke to a gathering of farmers in a 
village near Nalbari, on November 9, 
2013. As the farmers listened to him, 
they nodded in assent and clucked 
sadly, while he drew a dismal picture 
of the costs of being a farmer in India’s 
Northeast (and in Assam in particular). 
The farmers knew exactly what the 
speaker was talking about: the cost 
of producing rice and vegetables is 
prohibitive, as compared to the returns 
that they get from farming. Well-
meaning consultants and urban-trained 
activists keep urging farmers to grow 
more. Most governments in the region 
unfailingly exhort their cultivators to 
adapt to scientific changes and there is 
usually a significant amount of budget 
allocated for agricultural development 
in the region. 

Yet, as most researchers who have 
worked in rural areas of Northeast 
would know, very few farmers want 

their children to continue working 
in the fields. Armed with school and 
higher secondary education degrees, 
the youth of the region are leaving for 
far-flung areas of the country, where 
they eschew every marker of rural 
life and work in spas, restaurants or 
as security guards. Their parents, who 
had struggled to eke out a living from 
the land, have come to the conclusion 
that the children will have a better 
chance outside the region and most 
certainly, away from the farm.

However, if one were to look 
at  the kind of init iatives state 
governments have undertaken, this 
kind of outmigration would seem a 
bit drastic. Mizoram has its flagship 
New Land Use Policy (NLUP), aimed 
at encouraging farmers to consolidate 
their landholdings and adapting to 
new crops (like palm oil and rubber); 
Nagaland has decided that its farmers 
should be part of a unique zoning 
system, where each district grows 
one organic crop. Such governmental 
efforts are ongoing in other states as 
well. In states like Assam, conscious 
and concerned civil society activists 
have been urging the government to 
take cognizance of the fact that most 
small and marginal farmers in the state 
are finding it difficult to make ends 
meet. The Food Corporation of India 
(FCI) refuses to buy local rice from the 
region because they cannot transport 
it over long distances, which is cause 
for consternation among farmers 
and activists in the region. It is this 
insistence on long-distance mobility 
and standardization (in accordance 
with rice grown in North India) is 
part of the problem. This completely 
unsettles the scales of exchange and 
trade in the region, especially when 
smaller networks of trade are under 
threat.

Advocacy groups throughout the 
region continue to express concern 
that local farmers are unable to pay the 
high price for commercially available 
seeds for rice and vegetables. Although 
not as blatantly indebted as farmers in 
other parts of India, local cultivators 
are feeling the pinch of having gone 
along with the state government’s 

schemes. Abandoned coffee farms 
in Dima Hasao district (in Assam), 
or the state-of-art fruit processing 
unit that produces only a fraction of 
what it is capable of producing, in 
Serchhip (in Mizoram), symbolize the 
effects of well-meaning but ill-thought 
out plans to induce local farmers to 
grow for the markets. In other parts 
of upper Assam, small and marginal 
farmers saw a window of opportunity 
in homestead tea farming in the 1990s. 
The Tea Board and state government 
had encouraged them to convert the 
non-wet rice growing areas of their 
farmland into small tea farms. While 
some small tea growers managed 
to make money, most suffered from 
the near-ruinous effects of having 
converted their semi-forest land and 
vegetable farms into tea growing 
areas, as market rates for green (tea) 
leaf continue to fluctuate.

This then, one can safely surmise, 
is the crux of the problem. From the 
manner in which seeds are foisted 
down to marginal farmers, to the 
manner in which various departments 
decide to implement projects, is a 
tragic story of self-assured hubris 
of policy makers. This is partly 
because the typical farmer in the 
region is cautious about promises of 
rapid change and development. In 
the hills, she has seen the manner in 

which government schemes and the 
administration’s urge to earn more 
revenue from agriculture, has pushed 
her out of the production process. 
Instead of growing root vegetables, 
multiple varieties of rice, chillies and 
yam, in her jhum (swidden field), she 
has been pushed into accepting the 
diktats of male clan members who 
have been subtly coerced to grow 
rubber in their collective land. It is 
also a matter of great concern to the 

While it is true that standard sized 
onions and long grain variety of 
rice find their way into Guwahati 
from other parts of the country, 
it is also important to remember 
that they have the potential to 

drive indigenous farmers and their 
products out of the city.

From the manner in which seeds  
are foisted down to marginal 

farmers, to the manner in which 
various departments decide to 

implement projects, is a tragic story 
of self-assured hubris of policy 

makers. 
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farmer that this land is no longer 
under her control to grow what she 
pleases. It has become the property 
of her husband, son, brother or father, 
who will then decide what cash crop 
to grow. Most often, the decision to 
change from one mode of production 
to another is one that has violence 
and vulnerability underwritten into 
it. In such cases, it is the process of 
capturing of common resources and 
the subtle but rapid change in food 
choices that is being questioned.

Selling Food Security

One has always wondered where 
those who have been excluded 
from subsistence farming and food 
production disappear to, especially 
when they are unable to stay home 
and pressures of earning a livelihood 
are very high. The weekly markets 
in Guwahati are a good place to 
find them. Lodged behind wholesale 
vegetable traders, who struggle with 
mountains of chemically treated 
brinjals and gourd, the diminutive 
women wait patiently with what they 
have managed to forage from the 
remaining forests on the fringes of 
the city. Some are not even farmers 
any longer and have been forced 

to become entrepreneurs who go 
from village to village in search of 
those poorer than them. From these 
villages and small farmers, the women 
entrepreneurs collect a wide range of 
insect, silk worm, dried fish, chillies 
and the kind of food they are assured 
will sell in the big bustling markets 
of Guwahati. 

Sipping unsweetened red tea (and 
occasionally a glass of rice beer), 
they engage in friendly banter with 
customers and fellow traders. Some 
customers are rude, playing upon the 
women’s inability to count change 
with the dexterity of other wholesale 
traders. They ask the women to 
reduce the prices to ridiculously low 
levels, inviting stoic indifference 
from the women. Other buyers are 
more accommodative, perhaps in 
appreciation of the fact that these 
women are the only persons who are 
able to provide them with the taste of 
childhood fare that their tongues and 
taste buds crave for. 

It would be a difficult task to feed 
Northeast India with one standard 
fare. As the social anthropologist 
Sidney Mintz alluded to in his famous 
book, “Sweetness and Power”, food 
is not only about the basic cereal 
that we eat. It is about much more: 
rice on its own cannot be relished, 
just as porridge without a drop of 
milk is tasteless. While it is true that 
farmers and advocacy groups in the 
Northeast are concerned about the 
lack of a support price for rice and 
unfavorable terms of procurement of 
the FCI, their concerns are also about 
what one eats along with rice. The 
food basket in Northeast India – be it 
in the historical haats around upper 
Assam, or in the relatively new ones 
that dot the highways and train lines 
– have always been very diverse. This 
diversity has been the reason why 
people of the region have not starved 
when states and administrations have 

Instead of growing root vegetables, 
multiple varieties of rice, chillies 
and yam, in her jhum (swidden 
field), she has been pushed into 

accepting the diktats of male clan 
members who have been subtly 
coerced to grow rubber in their 

collective land. It is also a matter 
of great concern to the farmer that 

this land is no longer under her 
control to grow what she pleases. 
It has become the property of her 
husband, son, brother or father, 

who will then decide what cash crop 
to grow.

The food basket in Northeast 
India – be it in the historical haats 

around upper Assam, or in the 
relatively new ones that dot the 
highways and train lines – have 
always been very diverse. This 
diversity has been the reason 
why people of the region have 
not starved when states and 

administrations have failed them. 

failed them. 

However, these are times that 
have transformed and one is hard 
pressed to keep pace. Even as earlier 
forms of social security – in the form 
of community, clan and collective 
ownership – give way to privatization 
and greater reliance on the state for 
welfare, peoples capacity to adapt to 
these changes have been thoroughly 
tested. One has to qualify a statement 
made earlier that farmers (in the 
region) are reticent. They are wary 
of sharing their stories of survival 
and the manner in which they have 
managed a unique plurality of farming 
practices and food cultures over the 
centuries. It would be a tragedy to see 
these practices and foods disappear. 
Yet, with the increasing need for 
standardization and celebration of 
homogeneity, one is afraid that this 
is the direction that one is headed 
towards. Rather than facilitate the 
free flow of food from far-flung 
corners of the country, policy makers, 
entrepreneurs and the administration 
would be better served by listening 
to marginal farmers and petty traders. 
These are people who have understood 
the difficulties of keeping the memory 

of taste and local cuisine alive and 
therefore need to be given their due, 
when food cultures and food security 
issues are discussed.   q

(E-mail : xonzoi.barbora@gmail.com)

Corrigendum
The bylines for the two articles in the Best Practices column in the October and November 2013 issue of Yojana has been erranously mentioned as Chetna verma and 
Sanjay Ghose.  The by lines should be as follows:
Kargil girls race ahead -  Azra Khatoon – October 2013
Organic Dreams – Akshay Azad – November 2013
The error is regretted
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H A T  D O E S 
electr ici ty cost? 
I s  e l e c t r i c i t y 
expensive?  This 
s imple  ques t ion 
is actually not so 

simple to answer because expensive 
is a relative term.  Most calculations 
and comparisons try and focus on a 
tangible number, such as the Levelized 
Cost of Energy (LCOE), and use that 
as a basis for comparison.  This paper 
discusses such numbers in more detail, 
and shows how even a comparator 
number may not be sufficient for 
making comparisons.

The first clarification is are we 
comparing the cost or the price?  
The price would stem from the cost 
only when we are following a costs 
plus regime, which is common for 
regulated commodities or services.  
In such a case, we would definitely 
want to know the true costs.  At the 
other extreme, one could have a purely 
market mechanism, where one would 
not be able to know or care what is the 
cost for the supplier – we would only 
be able to see prices.  If, and this is a 
big if, we have a competitive market, 
the final prices would reflect only a 
modest profit margin for the suppliers 
above and beyond their costs.

Consumers pay a retail tariff 
for consumption of electricity, and 
this is based on the tariffs from the 

Electricity Prices in India:  
Comparing Apples, oranges, and Lychees

ENERGy PRICING 

Rahul Tongia

DEEP PRObE
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The author is Advisor to the Smart Grid Task Force, Govt. of India, and the India Smart Grid Forum. He is also an Adj. Professor at 
Carnegie Mellon University. 

electricity distribution company.  (For 
simplification, we ignore differences in 
retail tariffs across classes of consumers 
as well as within consumer classes 
based on the total consumption (slab, or 
tier).)  Electricity distribution entities 
themselves mostly buy electricity from 
generation companies/entities.  Even if 
the electricity utility is not unbundled 
and generates its own electricity, 
from an intellectual and accounting 
perspective, one can easily separate 
the functionalities of generation, 
transmission, and distribution (in some 
countries, even distribution is split 
between the retailer and the operator 
of the physical infrastructure, i.e., a 
wires company). 

Homi Bhabha famously proclaimed 
"There is no power as costly as no 
power."  Now, the official view has 
changed, with the Secretary, Power 
stating, at a conference a decade 
back, that cost is a factor.  Without 
getting into issues of how much is 
the maximum willingness to pay for 
power, let’s examine the cost of power 
in greater detail.  

Economics of Power Generation

Comparing sources of power

Economics uses the term fungibility 
to describe how well something can 
be substituted with something similar 
(rather, identical). Commodities 
are often thought of as fungible. Is 

In the long run, 
electricity will need to be 
viewed very differently 
than the “commodity” 

people think it is.  More 
than different fruits 
(types of electricity), 

electricity is an enabler 
for services such as 

heating, cooling, 
lighting, pumping water, 
etc. Such a change will 
allow the proper value 

of saving energy, dubbed 
negawatts, and proper 

investments in efficiency, 
smart grids, etc.
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electricity fungible?  At one level, 
a unit of power (a kilowatt-hour, or 
kWh), is often viewed so.  But it isn’t, 
at two levels – both generation as well 
as supply in to the grid.  

At the grid side, when, where, etc. 
and with other technical characteristics 
it turns out that coal plants versus 
hydro versus solar etc. are different.   
Consumption of electricity clearly 
depends on location and time.  While 
transmission is meant to minimize 
impacts of location, grid constraints 
(and costs) mean a generation source 
nearer loads is superior, and if such 
generation were on-site, then this would 
avoid almost all the transmission and 
distribution (T&D) losses.  Demand 
also varies by time, with off-peak 
coming (often) in the middle of the 
night.  Is the generation available at that 

time? Many renewables are variable 
and unpredictable in nature, and so 
either unavailable or not despatchable 
on-demand.  A modern grid values 
not just predictability and despatch 
abilities, but also the rate at which 
production can be varied, both ramp-up 
and ramp-down.  Here, quick-acting 
plants like hydropower (or simple 
cycle gas turbines) are better than coal 
plants, which cannot be switched on or 
off easily (it takes many hours to even 
start up a coal plant).  

Probably the best description 

of differentiation of power is the 
analogy to fruit.  We (today) think 
of electricity like selling fruit (Rs./
kWh) but the basket we sell is actually 
a mix of apples, oranges, lychees, 
mangoes, etc. each with different cost 
and other characteristics.  Blending 
the supply as per their respective 
shares may work from an accounting 
perspective, but it masks important 
signaling about marginal costs as 
well as other characteristics of the 
power. Down the road, including 
through eventual deployment of Smart 
Grids (which harness advanced digital 
communications and control to make 
the grid real-time aware of flows, more 
robust, etc.), consumer tariffs will 
become time of day if not real-time.  In 
the short run, we need improved Time 
of Day characteristics of bulk supply 
(procurement) to better reflect grid 
conditions and needs.  

At the production side, plants 
differ based not just on cost, which 
we’ll explore further, but also lifespan, 
external impacts, land usage, etc.  
While externalities such as pollution 
are a known market-failure, shouldn’t 
land, lifespan, etc. be captured in the 
economic calculations? They are, but 
only up to an extent of assumptions, and 
sometimes an accounting simplification 
or choice is made that doesn’t match up 
to reality.  Nuclear power and hydro 
have a very long lifespan, even though 
accounting lifespans are often taken as 
25-30 years, but nuclear power’s waste 
and leftover material last not years but 
centuries.  

Some cost number calculations

There are two major types of  
expenses for categorization, capital 
expenses (aka capex) and operating 
expenses (aka opex). Opex includes 
fuel charges (if any), operations and 
maintenance (O&M), salaries (often 
bundled within O&M), etc. Both sets 
of costs often vary by size of plant, 
with modest economies of scale upto a 
threshold which varies by technology.  
Capital costs depend heavily on not 
just fuel type but within those, the 
choice of technologies. E.g., coal 
plants can be simple pulverized coal 

or super-critical, ultra-super-critical, 
etc.  There are also projections for 
costs of integrated gasification or 
carbon capture/sequestration, which 
can double the costs. 

Capital costs include the total 
costs, including any interest during 
construction (IDC), which can be 
capitalized.  This investment is 
typically a combination of debt + 
equity (e.g., in a 70:30 ratio).  Debt 
has to be repaid at an interest rate, and 
equity also requires a rate of return, 
e.g., 16 percent.  For simplification, 
we can consider a weighted average 
cost of capital (WACC), or project 
cost of capital.  This could be, e.g., 12 
percent.  Factors like depreciation are 
determined as per allowed rules, as 
are tax credits, subsidies, etc.  These 
two factors are especially relevant for 
renewable energy technologies, which 
often enjoy benefits such as accelerated 
depreciation or additional tax holidays/
credits, or preferential wheeling in 
transmission.   For all plants, one 
should also capture residual value at 
the end of operations, which naturally 
includes any land purchased, but also 
scrap materials, etc.  For nuclear power, 
the residual value would also include 
a negative value for decommissioning 
the plant.  

The first wrinkle in all these 
numbers is uncertainty.  This has a 
number of components, including: 

(a) Generation (per annum) – this 
is often captured in the statistic 
Plant Load Factor (PLF), e.g., the 
target for large plants like coal or 
nuclear being ~80 percent, while 

Probably the best description 
of differentiation of power is 

the analogy to fruit.  We (today) 
think of electricity like selling 

fruit (Rs./kWh) but the basket we 
sell is actually a mix of apples, 
oranges, lychees, mangoes, etc. 

each with different cost and other 
characteristics.  Blending the supply 

as per their respective shares 
may work from an accounting 

perspective, but it masks important 
signaling about marginal costs as 
well as other characteristics of the 

power.

There are two major types of  
expenses for categorization, capital 
expenses (aka capex) and operating 
expenses (aka opex). Opex includes 

fuel charges (if any), operations 
and maintenance (O&M), salaries 
(often bundled within O&M), etc. 

Both sets of costs often vary by size 
of plant, with modest economies of 
scale upto a threshold which varies 

by technology.  
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for solar 20 percent is considered 
reasonable.  Actual generation will 
vary based on plant conditions, 
demand (offtake), fuel (input) 
availability, etc.

(b) Lifespan – Many plants can be 
refurbished or improved with 
a modest expenditure, so the 
calculation of lifespan should be 
final lifespan, factoring in such 
renovation as a mid-service cost.  

(c) Fuel costs – it is hard to predict the 
price of fuel over the life of a plant.  
Simplifications include projecting 
this as a ratio or multiplier of the 
inflation rate, which is itself an 
unknown.

(d) O&M costs – these are also 

simplified as growing at or near 
inflation.

(e) Foreign exchange fluctuations (if 
applicable) etc.

As we can see in Figure 1, for 
a large (e.g., coal, or even nuclear) 
plant, given the expected long life of 
at least 30 years, the lifespan becomes 
much less of an issue in determining 
fixed costs, and costs of capital matter 
the most.  On the other hand, for 
projects with a shorter lifespan, years 
of operation begin to matter relatively 
more.  For a large plant costing Rs. 6 
Cr./MW inclusive of interest during 
construction, @12 percent weighted 
cost of capital, without factoring in 
depreciation, taxes, etc., at 80 percent 

PLF the plant capital would cost about 
Rs. 1.1/kWh.  

What matters the most to different 
generation technologies (Table 1)? 
Here, we consider not the contribution 
to total costs but the factors that can 
vary significantly, especially with risks, 
delays, or differences in design.  For 
renewables, availability of the primary 
resource matters most (wind speed, 
solar insolation, rainfall availability, 
etc.), which is location-dependent. 
Fuel supply is critical for thermal and 
nuclear plants. 

Examining cost of fuel and 
efficiency for a coal plant, we see that 
these matter significantly (Figure 2).  
Normalization of fuel to $/MMBTU 
(or, equivalently, Rs./kcal) allows easy 
comparison to other fuels.  Natural gas 
varies enormously in price whether 
it is administered prices (approx. Rs. 
4/MMBTU) to $12+ for imported 
LNG).  We also have strong foreign 
exchange fluctuation (conversion) 
risks.  Domestic coal is not only much 
cheaper than imported, it is in rupees.  
But, on the other hand, domestic 
coal, priced per ton, is lower calorific 
value, and hence normalization makes 
comparisons easier.  Importantly, the 
efficiency is not an isolated number 
– higher efficiency plants cost more 
to build.  

The  second  and  l e s s  we l l 
understood wrinkle for comparisons 
is time-variance, which is distinct 
from uncertainty.  Say you have two 
technologies, both with a 3 year 
lifespan, with the same cost, but with 
different outputs per year.  One might 
be decreasing output over time (e.g., 
10, 8, and 6 units), while the other 
produces 6, 8, and 10 units over the 
3 years.  How do we compare these?  
We have to apply discounting, which 
is the rate at which we value things 
differently in the future compared 
to the past.  Discounting applies to 
all cash flows, both debt and equity, 
and even applies to things other than 
money.  Debt’s discount rate is often set 
by the lender, as an interest rate.  Equity 
similarly has a rate of return.   But how 
do we discount variable generation?  

Figure 1: Fixed Costs for a typical coal plant. This assumes varying discount  
rates (WACC), 80 percent PLF, and a capital cost of Rs. 6 Cr./MW  

(inclusive of interest during construction). 

Construction 
Costs

Fuel Costs Efficiency Plant Load 
Factor

Coal √ √ √

Nuclear √ √

Natural Gas √

Hydropower √

wind √

Solar √ √

Table 1: Importance of Variable or Varying Factors for Generation Costs.  This 
only shows primary factors which could vary measurably excluding financial (all plants 
benefit from lower costs of capital, and lower import risks if applicable).  Fuel availability 
is linked to PLF and cost.  While a lower PLF impacts coal power (or all plants), PLF 
is relatively less a bottleneck (unless fuel is unavailable). Naturally, there are project-to-
project variations.  
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We levelize the costs.  Levelizing 
applies discount rates to cash flows and 
energy outputs that can vary over time 
to make them comparable.  

The most common calculation is 
the levelized cost of energy (LCOE), 
shown below as per the International 
Energy Agency.  Assume we know, 
with reasonable certainty, the output 
and operating costs for a plant, as well 
as its lifespan.  Cash flows in the future 
on a nominal basis must be discounted 
(at a chosen discount rate) to be 
brought into present value.  Similarly, 
electricity in the future is likely worth 
more than electricity today, since retail 
prices of power often increase.

  

Where: 
I

t
 = Investments in year t 

M
t
 = O&M in year t 

F
t
 = Fuel expenditure in year t 

E
t
 = Electricity generated in year t 

r = Discount rate 
n = Life of the system

The major problem is that the 
discount rates for capital and electricity 
are taken to be the same.  Electricity 
retail tariffs often rise at different 
rates over time, and are often linked to 
inflation, which is lower than the cost 
of capital.  Second, the life of a plant 

is often very long.  But discounting, 
e.g., 40 years into the future, reduces 
the value of that power dramatically.  
Anything discounted 40 years out 
with a discount rate of 12 percent has 
only 1/(1+0.12)40 value or 1.07 percent 
value today.  

Coming back to our hypothetical 
two plants with 3-year lifespans, which 
is better? Let us keep all else equal 

(e.g., we have firm contracts for fuel, 
labor, etc. which will escalate only at 
a fixed rate). Putting some fictitious 
numbers, such as Rs. 10 investment 
cost with no fuel or O&M costs 
lasting 3 years, producing the power 

as mentioned earlier, we examine the 
discount rate.  We assume we have a 12 
percent WACC, and so treat investment 
cashflows as an investment cost, 
requiring a Rs. 4.16 annual repayment. 
Simply choosing the discount rates as 6, 
9, 12, and 15 percent, using traditional 
LCOE calculations, has no impact on 
either the LCOE (here, Rs. 1.63/kWh) 
or the comparison between A and 
B projects.  However, if we assume 
retail electricity tariffs are rising faster 
than inflation (or, conversely, fuel 
costs are rising higher than inflation), 
producing more power today is worse 
(or, conversely, better) than in the 
future for the same investment today.  
While not typically done, if we chose to 
escalate electricity’s value differently at 
a cash flow level, then we can see how 
a paper levelizing rate choice impacts 
cost of electricity.  This is especially 
important if we consider projects with 
long-term lifespans and uncertainty.  
High discount rates diminish future 
costs and risks, perhaps too much.  This 
even impacts the comparison between 
options that are capital versus fuel cost 
heavy, e.g., coal versus gas. 

So, can we answer, e.g., is nuclear 
power expensive?  Even with just 
LCOE numbers, the comparison is not 
easy.  Rajasthan is setting up a 4,000 
MW solar field with Rs. 5.5/kWh 
estimated costs, which is very good 
compared to other solar projects.  But 
this power is inherently time limited to 
the day, while the Indian peak demand 
is in the evenings.  In that sense, nuclear 
power has value as predictable baseload 
power, especially for the Southern 
Region where baseload shortfalls are 
higher than the rest of India.  There are 
also other factors to consider, including 
waste management, land usage, etc.  

In the long run, nuclear power will 
depend on not just construction costs 
of fuel costs (imported fuel is likely 
to be competitive in cost), but also 
the chosen technology. India’s Fast 
Breeder Reactors are likely to be more 
expensive than the revised Dept. of 
Atomic Energy (DAE) projections of 
Rs. 4.44/kWh if one accounts for the 
plutonium fuel cost, which is today 
not done since plutonium is considered 

Figure 2: Fuel costs in Generation.  The fuel (e.g., coal) varies in input price.  Domestic 
coal might appear cheap but railways transport and lower heat value reduce the spread.  An 
estimated landed cost for Indian coal might be $2/MMBTU, while imported Indonesian 
coal might be $3.6/MMBTU (landed coastal price).  

...is nuclear power expensive?  
Even with just LCOE numbers, the 
comparison is not easy.  Rajasthan 

is setting up a 4,000 MW solar 
field with Rs. 5.5/kWh estimated 

costs, which is very good compared 
to other solar projects.  But this 
power is inherently time limited 
to the day, while the Indian peak 

demand is in the evenings.  In that 
sense, nuclear power has value 
as predictable baseload power, 

especially for the Southern Region 
where baseload shortfalls are 
higher than the rest of India.  
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a bye-product of the first phase of 
nuclear power generation in PHWR 
nuclear reactors – but it still has a cost! 
One estimate shows the costs would 
go up approximately 25 percent when 
doing so.

Recommendations for Comparing 
Generation

While our focus has been on 
generation, one can use retail tariffs 
to help understand why a simple 
comparison can be misleading.  As 
shown in Wartsila’s 2009 study on 

Real Cost of Power, the consumer tariff 
doesn’t factor in any costs for back-up 
power, e.g., for batteries+inverters 
or diesel generation. Adding these 
raises end-consumer costs to levels 
comparable for many consumers 
to those in the US (!).  Even in the 
absence of back-up power, shortfall of 
power (outages) has a cost.  Similarly, 
different supply options are different.  

Some qualities that may have 
value beyond that captured in LCOE 
comparisons include:

l Depatchability

l	 Predictability

l	 Time period to install

l	 Carbon impact

l	 Future escalation of costs (fuel, 
foreign exchange, etc.)

l	 Domestic component (capital, 
know-how, fuel, etc.)

Some suggestions for decision-
makers  compar ing  genera t ion 
options:

1. Focus on different values of 
different fuel types, especially 
re la t ed  to  p red ic tab i l i t y, 
despatchability, and PLF, e.g, 
peakers.  One state chose a 
combined cycle gas turbine plant 
for gas power since the average 
cost of power is lower than for 
an open cycle (due to improved 
efficiencies). But the “lower 
cost” depends on the PLF.  If 
one expects a lower PLF for 
something like a peaker, then an 
open cycle is actually cheaper.  
We must overcome inappropriate 
planning as if every generator 
will operate at, say, 68.5 percent 
PLF.  There was a Planning 
Commission document some 
years back that lamented the low 
PLF of some plants as a waste of 
national resources.  If the low PLF 
is due to operational problems 
then yes, else the PLF of a system 
can only be based on demand.  We 
all know that demand is neither 
flat nor fully predictable.  We 
need not only baseload supply 
but peaker plants (which will 
inherently cost more), shoulder-
use plants, etc. Only then can we 
have a stable grid.  

2. Undertake  an  uncer ta in ty 
analysis.  For coal, fuel is a 
big differentiator, which helps 
determine which technology 
you’re willing to pay a premium 
for (e.g., super-critical versus 
ultra-super-critical).  Of course, 
once built, efficiency is more-
or-less fixed.  For all fuel-based 
generation technologies, price 
of fuel and fuel supply security 
become the most important 
factors. For nuclear power, 
imported fuel can help stabilize 
prices if negotiated properly, but 
one also needs strong contracts 
for continued supply.  For wind 
power, the location is one of the 
most important factors, since 
the output varies by wind speed 

(often from sub-20 percent to 
over 30 percent, which impacts 
economics by 33 percent+!).  

3. Consider all costs (impacts) on 
all stakeholders.  Sometimes one 
has to monetize hard-to-compare 
factors properly, including land, 
time, convenience, etc.  Land 
is often not fully costed due to 
differences in book and market 
values, or due to eminent domain 
(govt. notification).  Pollution is 
an obvious and known externality 
- environmental compliances 
reportedly costs 25-30 percent 
of the cost of US coal powered 
generation, and that is before 
factoring carbon emissions/
compliance.   But that is a 
regulated requirement.  Far harder 
to quantify are hidden, localized, 
or subtle impacts.  

4. Develop metrics and mechanisms 
for grid impacts.  In the West, 
power grids are far more stable, 
and one tool for this is the use 

of ancillary services markets 
(or mechanisms), which focus 
not on kWh generation per se 
but additional qualities such as 
ramp-up and ramp-down rates, 
frequency regulation, black-start 
capability, etc.  These are yet to 
be deployed in India, and help 
quantify the impacts of variable 
options like renewables, which 
have a modest impact on grid 
stability, but one that can be 
managed if priced right.  Stated 
another way, one needs holisitic 
planning that includes network 
level analysis.  

For all fuel-based generation 
technologies, price of fuel and 

fuel supply security become the 
most important factors. For 

nuclear power, imported fuel can 
help stabilize prices if negotiated 

properly, but one also needs strong 
contracts for continued supply.  For 

wind power, the location is one 
of the most important factors, 
since the output varies by wind 

speed (often from sub-20 percent 
to over 30 percent, which impacts 

economics by 33 percent+!).  

There is little chance the actual  
cost of generation is identical 
for all the units – this was a 

regulated price.  In a purely market 
mechanism, what is to stop the 

owner of such an asset from raising 
prices to “what the market will 
bear?”  Thus, the reliance on bi-
lateral contracts helps the states 

(and consumers).
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5. Recognize the limits of markets.  
Markets and regulation are not in 
conflict – in fact, a strong market 
needs a good regulator to ensure 
a level playing field and lack of 
monopoly power.  In conditions 
of supply shortfall, a market 
mechanism may not produce 
the ideal outcome since it would 
lead to (perhaps dramatic) price 
rises.  Recall efficiency does 
not inherently give equitable 
outcomes.  Witness hydropower 
in India, which is often considered 
“cheap” since states have hydro 
assets they pay relatively little 
for.  In Karnataka, these are 
all older and already paid for 
(amortized) units, so the cost of 
power is only a few tens of paise/
kWh.  In contrast, Himachal 
Pradesh’s Hydro Policy chose a 
fixed tariff of Rs. 2.5/kWh some 
years back.  There is little chance 
the actual cost of generation is 
identical for all the units – this 
was a regulated price.  In a purely 
market mechanism, what is to 
stop the owner of such an asset 
from raising prices to “what the 
market will bear?”  Thus, the 
reliance on bi-lateral contracts 
helps the states (and consumers).   
O n e  s i d e  i m p a c t  w o r t h 
emphasizing again is in terms 
of contracts.  Most power is 
handled on a contract basis, and 
this prevents a (higher) market-
clearing price from setting the 
price for all power (which is 
Mark to Market pricing).  This 
has a benefit of keeping costs 
low, but a negative of providing 
insuff ic ien t  s igna l ing  fo r 

investment in both new generation 
as well as efficiency or smart grid 
investments.  The value of saving 
a kWh is today calculated on an 
average cost basis, instead of 
marginal cost basis, while the 
latter can be much higher (due 
to things like Availability Based 
Tariff (ABT) charges for central 
generators, which are based on the 
grid frequency for unscheduled 
interchange (UI).)  

6. Stop using older rules of thumb.  
There is no “ideal” hydro:thermal 
mix – if hydro is available 
and the price is right, it is the 
superior option.  Similarly, the 
simplified calculation of where 
to site a coal plant is based on 
costs of railways freight that 
aren’t updated enough, or fail to 
compare imported coal.  

7. Realistic cost evaluations are 
critical.  Witness how many Ultra 
Mega Power Projects (UMPPs) 
have stalled due to coal price 
escalations and other reasons 
(this is linked to performing 
uncertainty analyses).  Similarly, 
renewable power projects have 
a lot of enthusiasm, but we must 
ensure that savings are due to 
technology and engineering 
improvements, and not incentives 
or assumptions that are not long-
lived or sustainable.  

A growing economy is able to 
sustain an ever increasing energy bill, 
but only up to a point.  Repayment 
obligations can spiral out of control 
in case economic expansion falters.   
Fixed cost obligations (take it or leave 
it) can be very painful even if the 

generation offtake is curtailed. In fact, 
this raises the per unit cost (smaller 
denominator), as seen by the price paid 
for IPP power in many states, where the 
PLF is sometimes low.  

In the long run, electricity will 
need to be viewed very differently 
than the “commodity” people think it 
is.  More than different fruits (types 
of electricity), electricity is an enabler 
for services such as heating, cooling, 
lighting, pumping water, etc. Such a 
change will allow the proper value of 
saving energy, dubbed negawatts, and 
proper investments in efficiency, smart 
grids, etc.  In the interim, improvements 
in pricing bulk supply (procurement) 
(even before dynamic consumer tariffs) 
will go a long way to improving the 
supply mix and grid stability.  It is 
not as if today we don’t have different 
prices and grid impacts.  We only blend 
and mask such variances, leading to 
inefficiency and non-optimal mixes of 
generation.  

The next time one sees a newspaper 
report claiming one new coal plant 
is cheaper than another, one would 
want to know more details since 
these can differ in size, location, coal 
supply (location and quality, including 
import), environmental impact, etc. I 
wish there were an easy answer to how 
do we compare electricity projects.  The 
right answer is actually “It depends.” 
As policy planners and professionals, 
our job is to help be transparent on the 
assumptions and uncertainty on which 
the answers depend, and help make 
informed decisions.    q

(E-mail :dr.tongia@gmail.com)

IIMC and Queensland university of Technology sign International Cooperation Agreement  
for Training & Capacity Building 

Indian Institute of Mass Communication (IIMC), New Delhi and queensland University of Technology (qUT), Brisbane, Australia 
have signed an an International Cooperation Agreement to collaborate in academic programmes and in frontier areas of research in 
Media and Communication.  The agreement envisages bringing ICT in academic programmes in a significant way. Both the institutes 
have agreed for the development of joint venture projects and also for opening avenues for developing a collaborative doctoral 
programme to benefit students and faculty. The bilateral cooperation agreement also envisages organization of joint academic and 
scientific activities, such as courses, conferences, seminars, symposia or lectures, exchange of staff and students and exchange of 
materials and publications of common interest. 

This is the first agreement signed by IIMC seeking international collaboration and partnership with a foreign university. The agreement 
aims to facilitate a two-way value added training and capacity building programme in the field of Mass Media & Communication. This 
cooperation agreement shall be valid for five years from the date of signing. It shall be reviewed six (6) months prior to expiry and 
may be renewed for a further term by mutual agreement. 
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Development Roadmap

PMG clears important projects

About 128 projects worth over Rs 4.30 lakh crore have been cleared by the Prime Minister’s Project Monitoring 
Group (PMG) so far.  The PMG, set up to track stalled large investment projects, has given priority to projects from 
the power sector by clearing all issues relating to 94 projects, entailing an investment of over Rs 3.80 crore.

Other projects cleared relate to 34 projects in oil and gas sectors, railways, steel, roads and highways, shipping, civil 
aviation and mines, involving investments of over Rs 50,000 crore. The PMG was set up in June to facilitate and 
work towards resolving specific issues of projects and fast-tracking them. Some of the projects cleared include the 
Rs 12,000 crore project for development of new terminal buidling at the Mumbai airport, and the Rs 4255 crore 
Lumding-Silchar guage conversion project of Railways which is aimed at providing seamless connectivity to lower 
Assam and Tripura, Mizoram and Manipur with the rest of India

Corpus Fund for ‘greening’ for textile processing units approved

An Integrated Processing Development Scheme (IDPS) with a corpus fund of Rs 500 crore to make textile processing 
units more environment friendly and globally competitive has been approved by the Cabinet Committee on 
Economic Affairs (CCEA).  The fund, meant to address environmental issues faced by textile proecessing units, 
will be used to set up four to six brownfield projects and three to five greenfield projects will be set up under 
the projects over the 12th Plan period.  The eligible projects under the scheme would cover Common Effluent 
Treatment Plants, captive power generation on technology preferably renewable/green technology, infrastructure 
such as storm water management, necessary roads and pipelines for water and wastewater and faiclity for testing 
and R&D centres.  The scheme will support upgradation of existing processing clusters/centres specifically in the 
area of water and waste water management and also encourge reaearch and development work in the textile 
processing sector.

Road projects cleared in Punjab and Maharashtra

The Cabinet Committee on Economic Affairs approved road-widening projects worth over Rs 3,000 crore in 
Maharashtra and Punjab.  Four-laning of the Aurangabad-Yadeshi Highway - 211 in Maharashtra  will be done under 
the National Highways Development Project (NHDP) Phase IV on Build, Operate and Transfer basis.  The estimated 
cost of the 190-km project is  Rs 2,406.63 crore and would include the cost of land acquisition, resettlement and 
rehabilitation and other pre-construction activities.

The proposed highway between Sangrur (Punjab) and Haryana border will cost Rs 612.28 crore, including the cost 
of land acquisition, resettlement and rehabilitation and other pre-construction activities.  The total length of the 
road will be approximately 57 kms.

TISS degree for second PMDRF programme

The Prime Minister’s Rural Development Fellowship (PMRDF) programme was revamped with the launch of its 
second version in which fellows will get a degree from the Tata Institute of Social Sciences.  Apart from covering 
the Naxal affected districts, the PMRDF would also cover the Northeast region.

Funds allocated for upgraded PMSSY  Phase III

About Rs 5,071 crore has been allocated under the Pradhan Mantri  Swasthya Suraksha Yojana Phase III for upgradation 
of facilities in 39 medical institutions and colleges across the country .  The upgraded scheme , aimed at boosting 
medicare infrastructure in the country, will be undertaken across 20 states within 43 months.  With this, the total 
number of medical institutions and colleges to be upgraded goes up to 58 at a cost of Rs 7,111 crore as 19 have 
already been undertaken in the first two phases of the scheme.
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OR MORE than three 
decades now, the Indian 
economy has grown at 
an impressive rate of 
almost 6.5 percent per 
annum (and has been 

second only to China in this respect 
over the comparable period), drawing 
much attention, if not adulation, 
at large. However, in spite of the 
country’s admirable economic growth 
(as measured by GDP), it also continues 
to suffer from a whole range of serious 
deprivations with respect to basic 
needs, in particular, and among the 
worst of such deprivations, happens to 
the fact of widespread food insecurity. 
In fact the situation is so grim that 
India has often been described as the 
capital of ‘extreme hunger and severe 
malnutrition’ in the contemporary 
world. It is in this context that the above 
cited passage is a sombre reminder to 
the corridors of policy establishments 
not only in India but several countries 
in the world.  

The recent enactment of the Food 

Food Security Act : Financial Implications 

fINaNCING fOOD SECuRITy 

Praveen Jha

IN-DEPTH

F

The author is Professor of Economics, with the Centre for Economic Studies and Planning (CESP), and concurrent faculty as well as 
Chairperson of the Centre for Informal Sector and Labour Studies (CISLS), School of Social Sciences, Jawaharlal Nehru University, 
New Delhi. He is a visiting Fellow to the University of Bremen, Germany since 1999, apart from being a visiting Faculty to some 
other institutions/universities abroad. He has been associated with several research studies with UN institutions such as ILO, UNICEF, 
UNDP etc. He is one of the Editors of the journal, Agrarian South: Journal of Political Economy.

Security Act, by India' government is 
certainly a step forward to mitigate the 
above noted deprivation. The National 
Food Security Act, 2013 (henceforth 
NFSA)  promises to provide foodgrains 
(cereals only) to 67 percent of citizens 
(75 percent in rural areas and 50 
percent in urban areas) at a price Rs. 
3, 2 and 1 for a kilo of rice, wheat and 
millets, respectively.  Further, the said 
Act provisioned that the quantum of 
cereals should be 5 kgs. per month 
per person who belong to the ‘priority 
household’, and 35 kgs. of foodgrains 
to households belonging to Antyodaya 
Anna Yojana. 

However, there are a number of 
issues with respect to the overall 
framing of the Act, administrative 
infrastructure and implementation 
mechanisms etc., which require further 
attention. This note does not engage 
with several such critical issues. Rather, 
the focal concern here is to examine the 
financial implications of NFSA, its 
limitations and suggest an alternative 
way forward (in terms of provisioning 

using a rational exclusion 
criteria to cover  basic 

foodgrains distribution to 80 
percent household (with a set of 

assumption), required expenditure 
comes toRs. 165,828 crore. Given 

the overall architecture of the 
fiscal federalism in India at the 
current juncture, in which the 
union government has better 
access to resources, it stands 

to reason it bears much of the 
financial responsibility for 

implementing the Act

“… individuals in poor families who can’t pay their way become surrounded by an atmosphere of barely disguised acrimony; they stop 
being father, mother, sister or brother and become a purely negative factor in the struggle for life and, consequently, a source of bitterness 
for the healthy members of the community who resent their illness as if it were a personal insult to those who have to support them. It is 
there, in the final moments, for people whose farthest horizon has always been tomorrow, that one comprehends the profound tragedy 
circumscribing the life of the proletariat the world over. In those dying eyes there is a submissive appeal for forgiveness and also, often, 
a desperate plea for consolation which is lost to the void, just as their body will soon be lost in the magnitude of mystery surrounding 
us. How long this present order, based on an absurd idea of caste, will last is not within my means to answer, but it’s time that those who 
govern spent less time publicizing their own virtues and more money, much more money, funding socially useful works.” 

(Ernesto Che Guevara: The Motorcycle Diaries, Pp-70-71).  
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of budgetary resources) to have near 
universal public distribution system 
(PDS). Before getting into details of 
such a discussion, it may be useful 
to have a snapshot of the budgetary 
allocations of the Union and state 
governments towards food subsidy 
during the last couple of years. 

To ta l  combined  budge ta ry 
expenditure towards food subsidy, by 
the Union and state governments, in 
1990-91 was Rs. 2492 crore, which 
increased to Rs. 12553 crore in 2000-
01and further to Rs. 79629 crore in 
2012-13 (see Table-1). 

Even though, in absolute terms 

the increase may seem impressive, it 
is important to emphasise that either 
as a share of combined budgetary 
expenditure, or of GDP, there is hardly 
any increase in food subsidy. The 
relevant figures are given in Table-1 
(see column, 5 and 6). 

A n  A s s e s s m e n t :  F i n a n c i a l 
Memorandum, NFSB 2011

The NFSB 2011, in its financial 
memorandum talks about the items 
for which financial requirements 
are to be borne by various levels 
of governments. However, there is 
considerable ambiguity as regards the 
quantum of resources to be required 

for implementation of the proposed 
legislation. The memorandum itself 
states that it is very difficult to arrive 
at a concrete estimation of the costs 
required for implementing the proposed 
legislation; however, there are a couple 
of estimates available in the public 
domain as to how much resources 
would be required for implementing 
the NFSA, 2013 including the one from 
the government of India. 

The Twenty Seventh report of 
the Standing Committee on Food, 
Consumer  Affa i r s  and  Publ ic 
Distribution on the National Food 
Security Bill, 2011 proposed certain 

Table-1: Combined Budgetary Expenditure on Food Subsidy and its share in Total Combined Budgetary Expenditure 
and GDP (Rs. in Crore)

Year
Expenditure on 
Food Subsidy 

by Centre

Expenditure on 
Food Subsidy 

by States

Total 
Expenditure on 
Food Subsidy*

Expenditure on Food 
Subsidy as percentage of 

Total Combined Budgetary 
Expenditure **(in %)

Expenditure on Food 
Subsidy as percentage 

of GDP ***
 (in %)

1990-91 2450 42.4 2492.4 1.6 0.4

2000-01 12060 492.7 12552.7 2.3 0.6

2004-05 23280 1199.1 24479.1 3.0 0.8

2005-06 23077 1163.2 24240.2 2.6 0.7

2006-07 24014 1119.6 25133.6 2.3 0.6

2007-08 31327.9 1380.3 32708.2 2.6 0.7

2008-09 43751.1 2542.9 46294.0 3.0 0.8

2009-10 58442.7 3677.6 62120.3 3.4 1.0

2010-11 63843.8 3782.6 67626.4 3.2 0.9

2011-12 (RE) 72823 4270.1 77093.1 3.1 0.9

2012-13 (BE) 75000 4628.6 79628.6 2.8 0.8

Note: * Expenditure on Food Subsidy excludes- expenditure on food storage and warehousing; ** Total combined budgetary expenditure 
excludes self-balancing items and transfer of funds; ***GDP at Current Market Prices based on 2004-05 series.
Source: Acharya, 2013; mimeo, CBGA. 

Table-2: Additional Resource Requirements for Implementing of NFSA, 2013 over and above the existing 
Food Subsidy (in Rs. Crore)

Sl. No Items of Expenditure Centre State To be shared between 
Centre and States 

1 Additional Food Subsidy 2012-13 2,409
2 National Food Commission 6
3 District Grievance Redressal Offices (for 640 districts) 320
4 State Food Commission (For 35 States/UTs 140
5 Expenditure on intra-state transportation of foodgrains, han-

dling, dealer’s margin etc.
8,300

6 Meals to special groups 8,920
7 Maternity Benefit 13,912
8 Total 2,415 8,760 22,832

Source: Acharya, 2013; mimeo, CBGA.



58 YOJANA   December 2013

Table-3: Financial Provisions to be made in the Food Security Legislation  
Sl. No. Provisional 

Heads of 
Expenditure

Norms Defined Amount 
Required

whose Responsibility Remarks

1 Cost for carrying 
buffer stock

The annual estimated 
carrying cost of a 
stock of five million 
tons  of foodgrains at 
2011-12 (cost prices) 
and is a recurring 
expenditure

Rs. 2, 061crore Union Government 
(already borne by the 
Union Government as 
part of TPDS)

2 Food Subsidy Per person, per 
month entitlement 
of foodgrains as per 
priority and general 
category households.  

The amount of Food 
Subsidy may vary 
depending upon the 
Economic Cost (EC), 
Central Issue Prices 
(CIP), number of 
beneficiaries to be 
covered and quantity 
to be allocated and /or 
lifted etc.

Rs.112,205 crore Union Government

(Recurring in nature)

Clearly the 
legislation aims 
at targeted 
provisioning 
instead of universal 
(or near universal) 
PDS. 

3 Nutritional support 
to pregnant and 
lactating women 
and children 
below the age of 
fourteen

Pregnant and lactating 
women and children 
below the age of 
fourteen under 
ICDS (Integrated 
Child Development 
Scheme) and MDM 
(Mid-day Meal) 
Schemes

At present 
(budgeted for 
2013-14) total 
expenditure 
provisioned under 
ICDS is Rs. 
18,446crore and 
under MDM is 
Rs.13, 215 crore 
in the Union 
Budget. 

Both Union and State 
governments on a 
sharing basis.

ICDS was a Central 
Sector Scheme upto 
2008-09, but from the 
financial year 2009-10, 
funding responsibility 
of ICDS has been 
shared between Union 
and state governments. 
The sharing pattern of 
all components except 
supplementary nutrition 
has been changed to 
90:10 between the Union 
and States/UTs. For 
Supplementary Nutrition 
Programme, the 
financial responsibility 
shared equally, except 
for North-Eastern States, 
where the ratio is 90:10.  

The MDM is a Centrally 
Sponsored Scheme, 
where states have to 
provide the matching 
grants

The United 
Progressive 
Alliance (UPA)-I 
had promised 
universalisation 
of ICDS in the 
Eleventh Plan 
itself, but it is yet 
to materialise. 
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4 Maternity benefit 
(Cash) to every 
pregnant and 
lactating woman.

At present (coverage 
would be 2.25 
crorepregnant and 
lactating  women with 
a minimum of Rs. 
1000 per month for 
Six months

Rs. 14,512 (Rs. 
1000 X 6 Months 
X 2.25 crore 
beneficiaries =Rs. 
13,500 crore plus 
administration 
cost including 
Rs. 600 on 
pilot project) 
is proposed 
expenditure to be 
incurred.

To be shared between 
Union and State 
governments. However, 
at present Union 
government is spending 
Rs. 600 crore for the 
pilot scheme  on Indira 
Gandhi Matritva Sahyog 
Yojana in 52 districts

At present, some 
states do have 
schemes to support 
pregnant and 
lactating women. 
For instance, 
MamataYojana in 
Odisha.  Should 
these state 
governments 
provide additional 
amount of Rs, 6000 
per pregnant and 
lactating mother as 
proposed? 

5 Supply of meals, 
free of cost or at 
affordable prices. 

To destitute and 
homeless persons, 
emergency and 
disaster affected 
persons and persons 
living in starvation

Rs. 8, 920 (Rs. 
10 per meal, per 
person, per day). 
Assuming that 
the group would 
consist 5 per 
cent of priority 
population. 

To be shared between 
Union and State 
governments.

Identification 
of the relevant 
categories will be 
a huge challenge. 
Provision of Rs. 10 
per meal seems to 
be too meagre. 

6 Identification 
of persons, 
households, 
groups or 
communities, 
living in starvation 
or conditions akin 
to starvation

List of such 
individuals, 
households, 
communities, groups 
has to be prepared by 
the states

As per the scheme 
to be prescribed 
by the Union 
Government; yet 
to be specified.

Cost for identifying such 
individuals, households, 
groups and communities 
to be borne by the State 
governments.

Serious problems 
of identification of 
such beneficiaries.

Error of exclusion 
is likely to be on 
the higher side.

7 Food security 
allowance

In case of non-
supply of the entitled 
quantities of food 
grains or meal to 
entitled persons.

Recurring in 
nature and the 
amount to be 
incurred; yet to be 
specified.

Entirely by the State 
governments

8 Identification 
of ‘Priority’ and 
‘General’ category 
households

As per the guidelines 
(to be issued by the 
Central Government), 
list to be prepared 
after conducting the 
survey 

One time for 
a particular 
period; yet to be 
specified.

To be shared between 
Union and State 
governments

9 Display of 
surveyed HH 
(Household) list in 
the public domain

Cost of displaying 
the list

One time for 
a particular 
period; yet to be 
specified.

Entirely by the State 
governments

There is no clarity, 
what would be 
the mode of 
displaying all these 
information for the 
use of public. 

10 Setting up of 
internal grievance 
redressal 
mechanism

May be call centres, 
help lines, nodal 
officers etc.  

Yet to be 
specified.

By the respective 
governments
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11 District Grievance 
Redressal Office

District Grievance 
Redressal Officer with 
a full-fledged office 
for each district 

Rs. 50 lakh per 
district. Total Rs. 
320 crore for 640 
districts.

Entirely by the State 
governments

12 Constitution 
of State Food 
Commission

A full-time 
Commission

Rs. 140 crore 
for 35 States 
and UTs (Rs. 4 
croreper state/per 
Commission)

Entirely by the State 
governments

13 Constitution of 
National Food 
Commission

A full-time 
Commission

Rs. 6 crore (Salary 
and all related 
expenditure of the 
Commission)

Entirely by the Union 
government

14 Transportation, 
storage and 
handling of 
foodgrains

Transportation cost 
from designated 
Central Storage 
points to the point of 
delivering foodgrains; 
management of fair 
price shops; and cost 
of storage (if required) 
etc.

Rs. 8,300 
per annum as 
mentioned in 
the Twenty 
Seventh Standing 
Committee 
Report, GoI.

By the State 
governments

15 Construction of 
storage capacity

Creation of storage 
capacities to distribute 
foodgrains under 
TPDS and other 
welfare schemes at the 
state, district or at the 
local level to ensure 
timely distribution of 
foodgrains

One time 
expenditure; yet to 
be specified.

Entirely by the State 
governments

16 Cost for 
implementing 
legislation

Cost for strengthening 
local authorities, 
if required, to 
implement such 
legislation

Yet to be 
specified.

Entirely by the State 
governments

17 Provision of 
Social Audit

If arises, by an 
independent agency 
and/ or individuals

Yet to be 
specified.

Entirely by the Union 
government

18 Setting up 
of vigilance 
Committees

At various levels Recurring in 
nature; yet to be 
specified.

Entirely by the State 
governments

Source: Updated version of the relevant table in Jha and Acharya, EPW, 2013.

kind of expenditure to be required 
while implementing the Act. The report 
estimated that during 2012-13 Rs. 
112,205 crore will be required, which 
is a marginal increase (only Rs. 2,409) 
over the present provision of TPDS 
(as was estimated to be Rs. 109,796 
crore). Apart from this, the report also 
noted other direct expenditures to be 
borne by the Union government, state 
governments and the amount to be 
shared between the Union and State 

governments. Table-2 gives details 
of such expenditure requirements for 
implementing NFSA, by various levels 
of government.

As hinted above, there is ambiguity 
as regards additional fiscal responsibility 
between Union and States for 
implementing NFSA. However, while 
looking at the key financial provisions 
for implementing NFSA 2013, we have 
attempted a similar exhaustive list and 

tried to categorise all possible heads of 
expenditures, norms defined for such 
expenditures, amounts explicitly given 
in the financial memorandum of NFSB, 
2011, and the same was reiterated in the 
NFSA, 2013. 

The information compiled in table-3 
draws on NFSA 2013 and Twenty 
Seventh Standing Committee Report on 
Food and Consumer Affairs and Public 
Distribution, 2012-13, Government 
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availability of population figure for 
the year 2011 [using household size as 
5.3 (as per 2001 Census)] and poverty 
estimates of 1993-94, the quantum of 
food subsidy is estimated to be Rs. 
109,796 crore for the year 2012-13. 

Further, the provision of food 
subsidy is also based on the CIP of 
foodgrains to different categories of 
households. At present, the CIP of 
per quintal of wheat for AAY, BPL 
and APL is Rs. 200, Rs.415 and Rs. 
610 respectively. Similarly, CIP of 
per quintal of rice for AAY, BPL and 
APL is pegged at Rs. 300,Rs. 565 and 
Rs. 830 (for Grade ‘A’) respectively.  
Further, the present provision of food 
subsidy has been made on the basis of 
the Economic Costs of per quintal of 
wheat and rice, i.e., Rs. 1580.6 and Rs. 
2068.9 respectively.  

To put in place the universal (near 
universal) PDS for the provisioning of 
rice, wheat and millets, we undertake a 
simple exercise to arrive at an estimation 
of food subsidy in the forthcoming 
Union budgets.

Our exercise is based on the 
following assumptions:

l Total number of households at 
present is 24 crore (approximate); 
and coverage of distribution to the 
tune of 80 per cent of households 
(leaving apart top 20 per cent of 
households by using any rationale 
exclusion criterion), which comes 
to 19.2 crore households.

l	 Provision of distribution of rice 
under PDS to all households at 
20 kg per month per household;

l	 Provision of distribution of wheat 
under PDS to all households at 10 
kg per month per household;

l	 Provision of distribution of millets 
(coarse cereals, over and above 
the rice and wheat) under PDS to 
all households at 5 kg per month 
per household;

l	 EC of wheat and rice will not 
increase from their present levels 
of Rs. 2,010.22 and Rs. 2,643.61 
per quintal of wheat and rice 

respectively; and assuming Rs. 
1,500 per quintal for millets.

Based on the above assumptions, 
the total amount of cereals (rice, wheat 
and millets) needed for distribution 
through PDS would be around 80.64 
million tons. Out of this, the amount 
of rice, wheat and millets needed 
for distribution would be around 
46.08, 23.04 and 11.52 million tons 
respectively. For distribution of these 
foodgrains, the total amount of food 
subsidy required per annum would 
be Rs. 165,828 crore (after deducting 
CIP). The food subsidy bill (only for 
the Union Government) accounted for 
Rs. 90,000 crore in 2013-14 BE. Thus, 
an additional outlay of Rs. 75,828 crore 
would be needed in the forthcoming 
Union budget.

The above estimate suggests that 
an amount of Rs.165, 828 crore would 
be required to ensure food security 
with a coverage of around 80 per 
cent of households and an entitlement 
of 35 kgs. of cereals per month per 
household. This is to reiterate again 
that the amount mentioned above is 
only to put in place a near universal 
distribution of rice, wheat and millets, 
with the set of assumptions noted 
above. Ideally, in addition to rice, 
wheat and millets, other essential items 
such as pulses, edible and cooking oils, 
sugar etc. should also be included in the 
ambit of PDS, which would add further 
to resource requirements. 

Concluding Observations

The National Food Security Act 
2013 guarantees subsidised foodgrains 
to its two-thirds of 1.2 billion plus 
population. It has also provision of 
providing 5 kgs of foodgrain (cereals) 
per person per month at prices Rs. 
3, Rs. 2 and Rs. 1 per kg of rice, 
wheat, and millets respectively for a 
period of three years from the date of 
commencement of the Act. The Act 
claims to provide citizens to access 
to adequate quantity of quality food 
at affordable prices to “live a life 
with dignity,” and to provide for food 
and nutritional security in human life 
cycle approach.

of India.  We have highlighted those 
interventions for which the NFSA / the 
Standing Committee Report indicate 
some specific magnitude of budgetary 
provision. In addition to the budgetary 
requirements explicitly mentioned in 
the NFSA, we have collated information 
on the allocations for MDM scheme 
and ICDS, etc. made in the Union 
budget 2013-14. These together come 
to a figure of Rs 144,472 crore (per 
annum), which is to be required directly 
or indirectly to implement the proposed 
legislation of food security for the 
Union Government. Similarly, for the 
states also, an amount of Rs. 8,760 
crore has been proposed explicitly 
in the Committee report towards 
implementing NFSA, 2013 and Rs. 
22,832 crore will be shared between 
the Union and State governments. 
Although, for quite a few provisions of 
the proposed legislation, the financial 
implications have not been spelt out 
and thus it is clear that an assessment 
of the total amount of budgetary 
resources that might be required for 
implementing all the provisions of 
NFSA 2013 is yet to be done by the 
government. 

On the whole, an amount of Rs, 
176,064 crore (both by the Union and 
State governments) would be required 
to implement the proposed NFSA 
(leaving apart what state governments 
are incurring on MDM, ICDS, 
Supplementary Nutrition Programme 
and on Food Subsidy from their own 
budgets).

Costing Food Security 

As we know, the present provision 
of food subsidy in the Union budgets 
(through Department of Food and 
Public Distribution)  is based on 
allocation of foodgrains based on 
the figures of population for the year 
2000, taking household size as 5.5 and 
using 1993-94 poverty estimates. The 
allocation under TPDS are being made 
by the Central Government to states 
and UTs on the accepted number of 
6.52 crore BPL households (including 
2.43 crore AAY households) and 
on 1993-94 poverty ratio.  With the 
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Tabl-4: Estimating the Funds to be required for a near universal PDS of Cereals

Sl. 
No.

Description units Amount

A Total Amount of Foodgrains to be Required (I+II+III) Million ton 80.64

I Amount of rice required to be distributed (per annum) at 20 kg per month per 
household

Million ton 46.08

II Amount of wheat required to be distributed (per annum) at 10 kg per month per 
household

Million ton 23.04

III Amount of millets required to be distributed (per annum) at 5 kg per month per 
household

Million ton 11.52

B Central Issue Prices (CIPs)

Iv Proposed CIP for Rice  per ton (Rs. 3 per kg x 1,000 kg) In Rs. 3,000

v Total amount  to be recovered for the distribution of rice (per annum) ( I x Iv) In Rs. Cr. 13,824

vI Proposed CIP for wheat  per ton (Rs. 2 per kg x 1,000 kg) In Rs. 2,000

vII Total amount  to be recovered through CIP for the distribution of wheat  (per 
annum) (II x vI)

In Rs. Cr. 4,608

vIII Proposed CIP for millets  per ton (Rs. 1 per kg x 1,000 kg) In Rs. 1,000

IX Total amount  to be recovered through CIP for the distribution of millets (per 
annum) (III x vIII)

In Rs. Cr. 1,152

C Total amount which would be recovered through CIP (V+VII+IX) In Rs. Cr. 19,584

D Economic Costs (EC)

X EC per ton of rice (Rs. 2,643.6 x 10) In Rs. 26,436

XI Total EC for the distribution of proposed amount of rice In Rs. Cr. 121,817

XII EC per ton of wheat (Rs. 2,010.2 x 10) In Rs. 20,102

XIII Total EC for the distribution of proposed amount of wheat In Rs. Cr. 46,315

XIv EC per ton of millets (Rs. 1,500 x 10) In Rs. 15,000

Xv Total EC for the distribution of proposed amount of millets In Rs. Cr. 17,280

E Total EC for the distribution  of rice, wheat and millets (XI+XIII+XV)  185,412

F Amount of Food Subsidy  to be required per annum (E-C) In Rs. Cr. 165,828

G Present Budgetary Provision as Food Subsidy (2013-14 BE) In Rs. Cr. 90,000

H Food subsidy required for the coming union Budget over and above the 
existing provision (H=F-G)

In Rs. Cr. 75,828

Source: CBGA: How Has the Dice Rolled? Response to Union Budget 2013-14, 2013. 

Wi t h  r e g a r d  t o  r e s o u r c e s 
requirements and augmenting such 
extra resource requirements, if the 
country implements the NFSA 2013, 
or a near universal PDS (which we 
have put forward in this note) is 
certainly possible and there is no 

dearth of resources. As suggested 
here, using a rational exclusion 
criteria to cover  basic foodgrains 
distribution to 80 percent household 
(with a set of assumption), required 
expenditure comes toRs. 165,828 
crore. Given the overall architecture 

of the fiscal federalism in India at the 
current juncture, in which the Union 
government has better access to 
resources, it stands to reason it bears 
much of the financial responsibility 
for implementing the Act.   q

(E-mail : praveenjha2005@gmail.com)
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DO yOu KNOW?
what is 3 D Printing

In this process, a three dimensional solid object of any shape is made from a digital model.  It is also known as 
additive manufacturing.  It is an additive process, in which successive layers of material are laid.

3 D printing technology has been increasingly gaining ground. Sequential layering for creation of three dimensional 
objects in any shape led to the use of the term additive manufacturing.  Addition or joining of plates, sheets, forgings 
has been traditionally used for fabrication of objects, but the unique thing about 3 D printing has been the use of 
information technology.  Creating exact shapes with high precision from a remote controlled command gives an edge 
to this technology. This technique has been called magical as it can create objects out of thin air. It can “print” material 
in plastic or metal.   It is a sort of manufacturing revolution.  For instance, if we need a part of some machine, it needs 
to be imported all the way from the country of its manufacture. However, in future this technology has the potential to 
3D print at our end the part of the machine we need.

3 D printers use a variety of additive manufacturing technologies and build a three dimensional object through 
successive layers.  It takes virtual blue prints from computer aided design or animation modelling software.  Layers 
of constituent material are deposited or heaped and shaped as per the design.  There is a date interface between CAD 
software and the machines.  While generating the printout, the printer reads the design and forms it by laying successive 
layers of liquid, powder, paper or sheet.  Any shape or geometric feature can be formed in this way.  3 D printing is not 
just prototyping.  It offers transformative advantages from the stage of concept design to production.

3 D printing is getting popularity and 3 D printers can be easily purchased in some countries.  This method is hoped 
to revolutionise the fields of manufacturing, education etc. It shall have impact on many industries.  In the teaching 
rooms, the students can, for instance, design their own 3 d molecular structures.  This will help in better understanding 
of the things and in getting clear concepts.    q

(Compiled by Hasan Zia, Sr. Editor,  
e-mail: hasanzia14@gmail.com)

India Signs Legal Agreement with world Bank for Tamil Nadu-Puducherry 
 Coastal Disaster Risk Reduction Project (CDRRP) 

Financing and Project Agreements for World Bank assistance (IDA assistance) of US $ 236 million for Tamil Nadu-
Puducherry Coastal Disaster Risk Reduction Project (CDRRP) were signed between the Government of India, 
Government of Tamil Nadu and the Government of Puducherry and the World Bank recently.

The objective of the Project is to increase the resilience of coastal communities in Tamil Nadu and Puducherry, to a 
range of hydro-meteorological and geophysical hazards along with improving project implementation entities’ capacity 
to respond promptly and effectively to an eligible crisis or emergency. 

The Project will have the following five components, viz. (i) vulnerability Reduction; (ii) Sustainable Fisheries; 
(iii) Capacity building in Disaster Risk Management; (iv) Implementation Support; and (v) Contingency Emergency 
Response. 

Key Results: 
Ø The Project is expected to result in (i) increased community resilience and preparedness in coastal areas; (ii) 

improved multi-hazard resilient coastal infrastructure; (iii) enhanced performance of and livelihood opportunities 
from fisheries with increased safety at sea; (iv) increased institutional capacity for risk mitigation and response at 
the state level. 

Ø The primary beneficiaries of the project would be approximately 150 coastal villages that would benefit from 
the risk mitigation infrastructures. Further, the project would enable a local reform process, which will ensure an 
improved performance in the marine fisheries sector, characterized by a sustainable flow of social and economic 
benefits to coastal fisheries communities and a healthy marine environment. Over 17,000 families is expected to 
benefit from the construction of in-situ permanent multi-hazard resilient houses. Through a disaster management 
curriculum development for schools and training institutions, the project has the potential to benefit a large 
community of school children and trainees. 

Ø It is Specific Investment Loan for a period of 5 years. The implementing agencies are Government of Tamil Nadu 
and Government of Puducherry.
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HE NATIONAL Food 
Security Act (NFSA), 
2013 clearly mentions 
that additional costs 
will be required for 
construction of new 

storage capacity, carrying buffer 
stock, transportation, storage and 
handling of foodgrains etc., beyond 
the existing provisions under the 
Public Distribution System (PDS). 
This obviously points to the inadequate 
storage capacity in the country to carry 
buffer stock or procured foodgrains for 
distribution provisioned under the Act, 
as well as for other food based welfare 
programmes of the government. As is 
known, inadequate storage facilities 
would have serious implications on 
effective implementation of NFSA, 
particularly during the time of 
emergencies and hence, it would be 
prudent to address such inadequacies 
before the Act is fully implemented. 
Though, distribution of foodgrains 
under the PDS rests entirely with 
the State governments, however, 
provisioning of resources for storage 
facilities is shouldered largely by the 
Union government. And so, in order to 
address the issue of inadequate storage 
facility, the present Act provides some 
pointers on the magnitude of resources 
required to have such facilities in 
place both in the Union and state 
government budgets.   

As per NFSA, an additional amount 
to the tune of Rs. 8300 crore would 
be required by the state governments 

NFSA: Budgetary Implications for Adequate 
Provisioning of ‘Storage Capacity’

fOOD STORaGE 

Nilachala Acharya
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towards creation of storage capacity, 
transportation of foodgrains etc.; which 
is over and above the amount already 
borne by the states as reflected in 
their annual budgets towards for this 
purpose.  But before examining the 
feasibility of additional costs for the 
state governments, let’s take a look at 
the resources being spent by the Union 
and state governments on warehousing/ 
other such heads. It would also be 
useful to take into account the critical 
issues of procurement, off-take and 
stock of foodgrains; the existing food 
storage capacity and other concerns in 
the context of implementation of the 
present Act.

Procurement, Off-take and Stock of 
Foodgrains in the Country

As part of the Government of 
India’s foodgrains management strategy 
towards ensuring food security in the 
country, the overall responsibility 
of management of foodgrains rests 
with the Department of Food and 
Public Distribution of the Ministry of 
Consumer Affairs, Food and Public 
Distribution. Procurement of foodgrains 
is done centrally through the FCI, 
besides the scheme of Decentralized 
Procurement (DCP) of foodgrains 
since 1997-98. The storage capacity 
is planned in order to meet the storage 
requirements for buffer, operational 
stocks, PDS and farm level storage. 

Trends related to foodgrains 
procurement, off-take and stocks in 

Instead of holding on to 
excessively large stocks (a 
sizable portion of which 
is reportedly lost due to 

poor infrastructure etc.), 
it would be prudent to use 

at least half of current 
stocks for easing supply 
‘constraint’. With the 
country’s hunger and 

malnutrition situation on 
the rise, the government’s 

policy to not distribute 
foodgrains on one hand 

and with the rotting 
foodgrains with huge 

buffer stocks in godowns 
on the other, needs 

careful examination
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the country since 2000-01 show that 
procurement of total foodgrains has 
increased to 66 million tonnes in 2011-
12 as compared to 35 million tonnes 
in 2000-01. 

I n  c o m p a r i s o n  t o  c e r e a l 
procurement, trends on off-take of rice 
and wheat depict a dismal trend from 
2000 to 2010, though improvements 
are seen during the last couple of years. 
The relevant figure on off-take of 
foodgrains from the Central Pool was 
56.4 million tonnes in the year 2011-
12 (out of which off-take of rice was 
32.1 million tonnes and that of wheat 
was 24.3 million tonnes). Out of this 
total quantity of foodgrains off-take, 
almost 38 million tonnes of foodgrains 
were distributed under the Targeted 
PDS. The remaining was distributed 
under various schemes such as Mid-
Day Meal Scheme (MDMS), Wheat 
Based Nutrition Programme (WBNP), 
Emergency Feeding Programme (EFP), 
SC and ST Hostels etc.  

The government keeps a certain 
part as buffer stock every year and the 
quantum of foodgrains stocks in central 
pool varies as per the norms decided 

from time to time. Looking at the stock 
of food grains since 2000-01, there 
has been a record increase in stocks of 
both rice and wheat in the Central Pool 
for last couple of years, particularly 
since 2008-09. Total amount of cereals 
parked in the Central Pool was to the 
tune of 35.6 million tonnes in 2008-09 
which has increased to 53.3 million 
tonnes in 2011-12.  

Food Storage Capacity and its 
underlying Concerns

There have been serious concerns 
about rotting of huge quantities of 
foodgrains due to inadequate storage 
facilities and faulty storage techniques. 
It has been reported that lack of 
proper storage facilities resulted in 
declaring 50,000 MT of wheat unfit 
for human consumption. There are  
a number of unreported cases where 
huge quantity of foodgrains became 
unfit for human consumption. This has 
attracted heavy criticism from various 
quarters, including parliamentarians, 
and has been linked to the broader 
question of feeding India’s poor. 

The storage facilities available 

with Government agencies both at the 
Central and State levels are primarily 
used for keeping central pool stocks of 
foodgrains for the PDS and OWS. Total 
covered storage capacity available with 
FCI and state governments for storing 
foodgrains is about 45.53 million 
tonnes.

As depicted in the table-2, as on 
31 March 2011, the country’s total 
storage capacity can accommodate 
78.47 million tonnes of foodgrains, 50 
percent of which is with FCI (through 
both owned and hired) and the rest 
with state governments and private 
agencies (under Private Entrepreneur 
Guarantee Scheme). Approximately 
61.3 million tonnes of storage capacity 
out of this 78.47 million tonnes of 
storage capacity in the country is under 
covered area, and 17.17 million tonnes 
of storage capacity is under covered 
and plinth. Data on stock of foodgrains 
available in the central pool shows 
that almost 82.32 million tonnes of 
foodgrains were in stock as on 1 June, 
2012. This clearly indicates that there 
is a shortage of storage capacity of 

Table-1: Procurement, Off-Take and Stock of wheat and Rice since 1973-74 (in Million Tonnes)
Year

 

Procurement Off-Take Stocks

Rice wheat Total Rice wheat Total Rice wheat Total
2000-01 18.9 16.4 35.3 10.4 7.8 18.2 23.2 21.5 45.0
2008-09 32.8 22.7 55.5 24.6 14.9 39.5 21.6 13.4 35.6
2009-10 32.6 25.4 58.0 26.9 22.0 48.9 26.7 16.1 43.4
2010-11 31.1 25.9 56.8 29.8 23.1 52.9 28.8 15.4 44.4
2011-12 37.9 28.3 66.4 32.1 24.3 56.4 33.4 20.0 53.3

Note: Total stocks include coarse cereals; for 2010-11, procurement date is up to August 18, 2011, off-take data for the period April 30, 
2011 and stocks as on August 1, 2011. 

Source: Handbook of Statistics on Indian Economy, 2012, RBI.

Table-2: Storage Capacity Available with Government Agencies (both at the Central and the State levels) as 
on 1st April 2012 (In Million Tonnes)

Sl. No. Storage Agencies Covered Cover and Plinth (CAP) Total
1 with FCI 30.22 3.31 33.6

1.1 Out of which Owned 13.01 2.64 15.64
1.2 Out of which Hired 17.21 0.75 17.96
2 with State Agencies * 15.35 13.78 29.13

3=1+2 Grand Total 45.53 17.17 62.7
4 Capacity being Created 15.74 -- 15.74

5=3+4 Total Capacity after Creation of new Capacity 61.30 17.17 78.47

Note: * Data as on 31 March, 2011 and excluding hired by FCI.
Source: Reproduced from the data given in Eighteenth Report of the Committee on Estimates 2012-13, p-153. 
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foodgrains (at the existing level) to the 
tune of almost 4 million tonnes.  

Let’s examine the cost implications 
of having such buffer stocks of 
foodgrains in the Central Pool. As 
noted above, for carrying buffer stocks 
of foodgrains, FCI claims subsidy 
from the annual budgets of the Union 
government (which is part of Food 
Subsidy). While looking at data on 
buffer subsidy since 2007-08 (table-3), 
it has been found that the total amount 
of buffer subsidy was only Rs. 692.43 
crore  in 2006-07, which has gone 
up to Rs. 6336.38 crore in 2010-11 
and estimated to be Rs. 6168 crore in 
2011-12 (RE).  During a period of five 
years, the amount of buffer subsidy 
claimed by FCI has been more than 
nine times. 

It is also observed that there have 
been substantial increases in freight, 
handling and storage charges leading 
to increase in buffer subsidy incurred 
by FCI over the years. Further, there 
has been a huge amount of carryover 
charges paid to states and its agencies 
during the period of analysis. The 
important point is that the buffer 
subsidy given to FCI, as part of food 
subsidy, could have reduced if the 
amount of foodgrains parked under 

buffer stock is maintained as per the 
policy norm. 

Food Storage and warehousing 

Apart from provisioning of funds 
towards food storage in the Union 
budgets, the state governments (a 
few) allocate some resources in their 
annual budgets towards storage and 
warehousing purposes. Data on the 
state governments’ contribution from 
their own resources, towards food 
storage and warehousing, in addition 
to the Union budget funds present the 
following results.   

Regarding the ‘revenue’ expenditure 
on ‘storage and warehousing’ by 
states from their respective budgets, 
it is found that Arunachal Pradesh, 
Gujarat, Jammu & Kashmir and 
West Bengal have been spending 
small amounts of resources during 
the period (table-4). Trends related 
to the amount spent on ‘food storage 
and warehousing’ under capital head 
(considers only the amount booked 
under the major head 4408-capital 
expenditure on food storage and 
warehousing, which is reported in the 
reports of the Comptroller and Auditor 
General of India) show that the total 
capital expenditure, by both the Union 

and state governments, made under 
‘food storage and warehousing’ was 
Rs. 1004.13 crore during 2007-08 
(out of which, Union government 
spent Rs. 47.89 crore and the rest 
was by the state governments) which 
has increased to Rs. 6461.34 crore in 
2009-10. Amount spent during 2010-
11 however, drastically declined to 
Rs. 243.93 crore. It is worth noting 
here is that states were spending huge 
amount towards creation of storage 
facilities of foodgrains (as we know, 
capital expenditure is meant for 
creation of assets) and the trends for 
such expenditure show that states are 
already incurring a substantial amount 
in their respective budgets (table-5).

Food Storage, Transportation and 
Other Related Costs

The Twenty Seventh report of the 
Standing Committee on Food, Consumer 
Affairs and Public Distribution on the 
National Food Security Bill, 2011 
estimated certain expenditure that 
would be required for creation of 
storage facilities while implementing 
the Bill;  such expenditure was 
subsequently reiterated in the NFSA, 
2013. The said report noted that on 
some of the heads, direct expenditures 
is be borne by the Union government, 

Table-3: Details of Buffer Subsidy incurred by FCI during the period 2007-08 to 2011-12 (in Rs. Crore)
Items 2007-08 2008-09 2009-10 2010-11 2011-12 (RE)
FCI Storage Charges 116.41 663.28 762.32 929.39 831.0

Carryover Charges Paid to State Agencies 243.45 527.24 1663.53 1980.61 2565.0

Total Buffer Subsidy * 692.43 3545.91 5851.83 6336.38 6168.0

Note: * These includes: costs for FCI freights, handling charges, storage charges, interest and admin charges as well as carry over charges 
paid to state agencies.
Source: Reproduced from the data given in Eighteenth Report of the Committee on Estimates 2012-13, p-156. 

Table-4: Revenue Expenditure on ‘Storage and Warehousing’ by the union and  
State Governments during 2005-06 to 2010-11 (in Rs. Crore)

Year 2005-06 2006-07 2007-08 2008-09 2009-10 2010-11
union Govt. 10.72 13.42 10.18 14.91 17.84 18.85
Arunchal Pradesh 24.35 34.95 56.79 77.56 93.27 49.42

Gujarat 5.04 5.04 7.09 5.23 16.30 16.70

Jammu & Kashmir 0.99 0.54 0.85 1.80 2.73 0.93

West Bengal 1.48 1.71 1.88 2.06 3.17 3.07

Total Expenditure 
(union and all State Govts.)

43.93 61.02 77.76 102.73 135.44 90.45

Note: The minus (-) figures are due to excess of receipt and recoveries over expenditure. 
Source: Compiled by the Author - Combined Finance and Revenue Accounts brought out by the Comptroller and Auditor General of 
India (various Years).
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for some other heads, it would be 
done by the state governments and for 
some other heads, the amount is be 
shared between the Union and state 
governments. With regard to the costs 
to be incurred by the state government 
for creation of storage capacity,  
table-6 provides details.

The above report proposes an 
annual recurring expenditure of Rs. 
2061 crore to be borne by the Union 
government towards the cost for 
carrying buffer stock. Regarding the 
transportation costs from designated 
central storage points to the point of 
delivery of foodgrains, management 
of fair price shops and cost of storage 
etc., Rs. 8300 crore will be borne 
by the state governments annually. 
Further, one time expenditure towards 
creation of storage capacities for 
foodgrains under TPDS and other 
welfare schemes at the state, district or 

at the local level for timely distribution 
of foodgrains would be required. 
However, as the sharing of the 
financial burden is yet to be decided, 
there is no clarity regarding the scale 
of resources required. It would be safe 
to conclude that while implementing 
the Act, the poorer states might be hit 
harder with the addition of this cost 
for creating storage capacity.   

Concluding Observations

The buffer stock policy says that 
certain minimum stocks of foodgrains 
are to be maintained by FCI and the 
state/ its agencies in the Central Pool on 
the first day of every quarter. However, 
it has been noticed that as of 1 April 
2012, government has a minimum 
buffer stock of around 21.2 million 
tonnes and the foodgrains stocks in the 
central pool have been well above the 
buffer norms since 2007-08, barring 
some quarters. Instead of holding on 

to excessively large stocks (a sizable 
portion of which is reportedly lost 
due to poor infrastructure etc.), it 
would be prudent to use at least half 
of current stocks for easing supply 
‘constraint’. With the country’s hunger 
and malnutrition situation on the 
rise, the government’s policy to not 
distribute foodgrains on one hand and 
with the rotting foodgrains with huge 
buffer stocks in godowns on the other 
needs careful examination.

Further,  given the financial 
c o m m i t m e n t s  t h a t  t h e  s t a t e 
governments have in their respective 
annual budgets, particularly the 
poorer states, additional costs which 
would be required to create storage 
capacity in honouring the NFS Act, 
may be compromised unless Union 
government supplement such efforts 
with additional grants to states.  q

(E-mail : nilachala@cbgaindia.org)

Table-5: Capital Expenditure on ‘Food Storage and Warehousing’ by the union and State Governments 
during 2007-08 to 2010-11 (in Rs. Crore)

Year 2007-08 2008-09 2009-10 2010-11

Union Government 47.89 60.96 65.14 140.35

State (all) Governments 956.24 3608.57 6396.2 103.58

Total Expenditure (union and State Govts.) 1004.13 3669.53 6461.34 243.93
Source: Compiled by the author from - Combined Finance and Revenue Accounts brought out by the Comptroller and Auditor General 
of India (various Years).

Table-6: Budgetary Implications for Storage, Transportation and Carrying Buffer Stock of  
Foodgrains in the Food Security Act.

Sl. 
No

Provisional 
Heads of 
Expenditure

Norms Defined Amount Required whose Responsibility 

1 Cost for 
carrying buffer 
stock

The annual estimated carrying cost of a stock 
of five million tons  of foodgrains at 2011-12 
(cost prices) and is a recurring expenditure

Rs. 2, 061crore Union Government 
(already borne by the 
Union Government as 
part of TPDS)

2 Transportation, 
storage and 
handling of 
foodgrains

Transportation cost from designated Central 
Storage points to the point of delivering 
foodgrains; management of fair price shops; 
and cost of storage (if required) etc.

Rs. 8,300 per annum 
as mentioned in the 
Twenty Seventh 
Standing Committee 
Report, GoI.

By the State 
governments

3 Construction of 
storage capacity

Creation of storage capacities to distribute 
foodgrains under TPDS and other welfare 
schemes at the state, district or at the 
local level to ensure timely distribution of 
foodgrains

One time expenditure; 
yet to be specified.

Entirely by the State 
governments

Source: Compiled by the author from basic information provided in NFSB, 2011.
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HERE EXISTS an 
ardent need for the 
development of carbon 
neutral fuels in view 
of the non-sustainable 
economy of  foss i l 

fuels primarily from climate change 
considerations. Biomass could provide 
a bouquet of environmentally benign 
solutions to cater to the country’s 
energy needs. Biomass, a natural 
resource derived from plant based 
materials, comprises a mixture of 
organic molecules containing carbon, 
hydrogen, oxygen, nitrogen and small 
quantities of alkali, alkaline earth 
and heavy metals. India is a biomass-
rich country with its primary use 
in catering to rural energy needs 
although in a very inefficient manner. 
The share of biomass in total primary 
energy usage has been around 32  
percent in India serving more than 
70  percent of its population. Efficient 
utilization of biomass for energy 
solutions could be the key drivers for 
overall socio-economic development 
in the country.

Several technological options are 
available for biomass conversion to 
energy directly, in the form of heat or 
electricity or to other forms, such as 
liquid biofuel or combustible biogas. 
Biofuels derived from sustainable 
bio-resources are emerging areas and 
receiving much attention worldwide 
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due to their environment friendliness, 
enhancement of rural economy coupled 
with employment generation, etc. Not 
only as energy and fuels, biomass can 
also be converted to a wide array of 
value-added products.  

Data Sources and Methodology

While considering an alternative 
biofuel scenario, it becomes an 
essential prerequisite to ensure 
a regular availability of biomass 
feedstock. For setting priorities in 
technology development in the sector, 
a comprehensive assessment of Indian 
biomass resources for their conversion 
into energy, fuel and other bio-products 
assumes importance. With this view, 
Technology Information, Forecasting 
and Assessment Council (TIFAC), 
a unique knowledge networking 
insti tution,  under the aegis of 
Department of Science & Technology, 
Government of India, carried out 
an in-depth nationwide survey on 
current generation, consumption and 
availability patterns of surplus biomass 
from select agro and  forest residues 
based on secondary and primary 
research. 

Secondary research was aimed 
at narrowing down to select districts 
in various states for carrying out 
primary survey and identifying 
re levant  Government ,  p r iva te 
and non-Government institutions 

Modern applications have 
demonstrated that biomass 

energy can also be competitive 
for larger-scale industrial 

applications. For fuel-
importing countries, the use 
of locally available biomass 

can save substantial amounts 
of foreign exchange. The 

bioenergy from crop residues 
would make the rural sector 
self- reliant. Further, the use 
of biomass resources would 

also enhance the employment 
opportunities and income in 
the rural area as unskilled 

labour is engaged in growing, 
harvesting, processing, 

transporting which generates 
off-farm income either 

regularly or off-season, for 
rural populations
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and organizations (including user 
industries) to be covered under primary 
survey. Several publications from 
the Government of India, research 
institutes and information available 
through websites etc. were surveyed 
as part of secondary research. This 
helped in collecting the state-wise and 
country level crop production data for 
all the identified crops. The primary 
research comprised of both qualitative 
depth interviews as well as quantitative 
survey at the ground level. The segments 
covered under primary research were 
subject experts, farmers, user industries, 
Government departments, NGOs, 
farmer cooperatives, local markets 
(mandis) for crops, local Government 
offices, etc.

During the primary survey, 
the target farmers growing one or 
more crops were interviewed in a 
structured manner to get the first hand 
information. The quantitative survey 
was carried out across 14 states of 
India and over 700 interviews were 
conducted as part of the biomass 
assessment study. The detailed aspects 
of production and availability of 
crops, forest and aquatic resources, 
type of biomass resources generated 
from each source were estimated to 
arrive at state-wise and national level 
quantification.

The overall assessment for the 
surplus biomass resources was based 
on estimation of the quantity of crops 
produced, crop residues generated 
and their existing utilization patterns/
practices in the area. Biomass residues 
generation, consumption and surplus 
density were calculated based on 
per sq. km availability of biomass in 
five states, identified on the basis of 
secondary data of production of select 
crops. Within each state, top three crop 
producing districts were shortlisted and 
within those districts, certain villages 
were chosen for survey. The major crop 
producing states covered were namely,  
Andhra Pradesh , Assam, Chattisgarh, 
Haryana, Himachal Pradesh, Madhya 
Pradesh, Maharashtra, Orissa, Punjab, 
Tamil Nadu, Uttarakhand, Uttar 
Pradesh, West Bengal, etc. 

Biomass Residue Generation

Agriculture being an important 
economic activity in India, along with 
the crops large quantities of residues 
are generated every year. Processing 
of agricultural produce through 
milling etc. also produces substantial 
amount of biomass residues, which 
are vital sources of energy both for 
domestic and industrial purposes. 
Fourteen crops namely, rice, wheat, 
sugarcane, maize, cotton, chilli, jowar, 
ragi, bajra, pulses (gram, tur, lentil), 
oilseeds (groundnut, mustard, sesame, 
safflower, linseed, niger seed, castor 
seed, soybean and sunflower), forestry 
biomass (bamboo, pine needles), 
aquatic biomass (water hyacinth) etc. 
were considered under the TIFAC 
survey report. Fruits, vegetables and 
plantation crops were not considered, 
as their volumes are low compared to 
food grain crops. 

In India, a total of 623.4 Million 
Metric Tons (MMT) of biomass 
residues was generated from the crops. 
The rice straw and husk, wheat straw, 
sugarcane tops and bagasse account 
for almost 80 percent of the residue 
generated by the crops. The top four 
states in terms of biomass generation 
are UP, Maharashtra, Punjab and AP. 
The following are the biomass residues 
generated by different crops.

Rice : Straw and husk are the two 
main residues from rice production. 
Every ton of paddy produced generates 
1.1 - 1.3 MT of straw and 0.23- 0.25 MT 
of husk respectively. India generates 
around 112 MMT of rice straw and 22 
MMT of rice husk respectively. The 
major producers are WB, UP and AP.

Wheat : Straw is the major residue 
from wheat production. Every ton of 
wheat produced generates  1.4 to 1.5 
MT of straw. India generates about 110 
MMT of wheat straw. The major wheat 
straw producing states are UP, Punjab 
and Haryana.

Sugarcane: The top portion of 
the sugarcane plant removed during 
harvesting and bagasse from sugar 
mills are the two main residues from 
sugarcane. The survey indicates that for 
every ton of sugarcane produced, 0.25 - 
0.30 MT of sugarcane tops  (leaves plus 
top portion of plant which is rejected)  
is produced and 0.27 - 0.30 MT of wet 
bagasse is produced. India generates 
around 98 MMT sugarcane tops 
and 101 MMT of sugarcane bagasse 
respectively. The major sugarcane 
producing states are UP, Maharashtra 
and TN.

Maize: Stover, cob and silk are 
the three major residues from maize 
production. The survey indicates that 
for every ton of maize produced, 1.5 
MT of stover, 0.25 - 0.30 MT of cobs 
and 0.15- 0.20 MT of husk, silk etc. 
are generated. India generates  over 23 
MMT of stover, 4 MMT of cob and 3 
MMT of husk respectively. The major 
maize producing states are Karnataka, 
AP and Bihar.

Cotton: After the cotton is plucked, 
the entire plant (stalk plus leaves) is 
discarded as residue. For every hectare 
of cotton production, 2 MT of cotton 
stalks were generated. India generates 
19 MMT of cotton stalk and major 
states are AP and Maharashtra.

Chilli : Stalk and attached leaves are 
the two main by-products from chilli 
crops. It is estimated that over 0.74 MT 
of chilli residue is generated per hectare 
of cultivation. India produces 0.6 
MMT of chilli stalk. The major chilli 
producing states are AP, Karnataka 
and Orissa.

Jowar : Stalk and attached leaves 
(stover) are the two main by-products 
from jowar production. Every ton of 
jowar produced generates 2 MT of 
stover.  Jowar stover is considered as 
good feed for cattle. It is also burnt as 

Agriculture being an important 
economic activity in India, along 

with the crops, large quantities of 
residues are generated every year. 
Processing of agricultural produce 
through milling etc. also produces 

substantial amount of biomass 
residues, which are vital sources 
of energy both for domestic and 

industrial purposes. 
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fuel. India generates 16 MMT of stover. 
The major jowar producing states are 
Maharashtra, Karnataka and MP.

Ragi : Stalk and attached leaves 
are the two main by-products from 
Ragi production. For every ton of ragi, 
2.15 MT of  stalk is generated. India 
generated 4.6 MMT of ragi stalk and 
the major ragi producing states are 
Uttaranchal, Karnataka and TN.

Bajra : Stalk is the main residue 
from bajra crop. The survey indicates 
that every ton of bajra generates 1.25 
MT of stalk. India generated over 12 
MMT of stalk and the major states 
producing bajra are UP, Maharashtra 
and Rajasthan.

Pulses :  Typically 1.25 MT of stalk 
is generated from every ton of pulses 
produced. Bengal gram produces 
fewer residues at 1 MT per ton of 
production. India generates 19 MMT 
of pulses residues. The major pulses 
residues producing states are UP, MP 
and Maharashtra.

Oilseeds : One ton of oilseeds 
generates 2.00 MT of waste residue. 
India generates over 58 MMT of 
oilseed residues and the major states 
producing oilseeds are Maharashtra, 
Rajasthan and MP.

Bamboo : The survey indicates that 
for every ton of bamboo produced, 
around 0.3 MT residue can be generated 
in the form of its top portion, branches, 
twigs, leaves and roots. Estimated 
biomass availability from bamboo in 
India was more than 5.4 MMT. The 
major bamboo residue is generated 
in North Eastern states, MP and 
Chhattisgarh.

Pine Needles: More than 1,500- 
2,000 kgs. per hectare/year of needles 
are shed from pine trees. India 
generates more than 1.4 -1.8 MMT of 
pine needles every year. Due to heavy 
shedding, the floor of pine forest is 
usually covered by a thick layer of 
needles and these being flammable 
sometimes cause forest fires during the 
summer. The major states generating 
pine needles are Jammu & Kashmir, 
Uttaranchal and HP.

Water Hyacinth : The entire water 
hyacinth plant is typically disposed off 
as waste. The available data indicates 
that over 300,000 hectares/annum of 
water hyacinth grows in India. The 
spread of water hyacinth is assumed to 
be in proportion to the spread of inland 
water resources. An estimated 20 -120 
tons of dry water hyacinth is produced 
per hectare/year. The major states 
generating water hyacinth are Orissa, 
AP, TN, Karnataka and Gujarat.

Table-1 provides the state wise 
generation of crop residues in 
descending order along with the three 
main residues generated by that state:

Table 1: State-wise crop residues 
generation 

State Generation 
(MMT) 

 Top 3 
Residues

Uttar 
Pradesh 

138.0 Wheat straw, 
Bagasse, 
Sugarcane 
tops

Maharashtra 81.7 Sugarcane 
tops, 
Bagasse, 
Oilseeds

Andhra 
Pradesh 

44.2 Wheat straw, 
Rice husk

Punjab 41.5 Rice straw, 
Bagasse,  
Sugarcane 
tops

Tamil Nadu 40.3 Sugarcane 
tops, 
Bagasse, 
Rice straw

Karnataka 39.1 Sugarcane 
tops, 
Bagasse, 
Maize Stover

Madhya 
Pradesh 

38.1 Wheat straw, 
Pulses, 
Oilseeds

Rajasthan 33.8 Rice straw, 
Oil Seeds, 
Bajra

Gujarat 30.9 Cotton stalk, 
Wheat straw, 
Bagasse

Haryana 29.6 Wheat straw, 
Maize, 
Stover, Rice 
straw

Others 106.2 Wheat straw, 
Rice straw, 
Rice husk

Biomass Resource Consumption

Crop residues offer good economic 
values to farmers as they are consumed 
as animal feed, composting, thatching 
for rural homes and fuel for domestic 
and industrial use, etc.  Farmers use 
agri-residues either themselves or 
sell it to other landless households or 
intermediaries, who in turn sell the 
residues to industries. Fodder for cattle 
is the major utilization of biomass 
generated as more than 25  percent of 
nitrogen (N), 25  percent phosphorus 
(P), 50  percent of sulphur (S) and 75  
percent of potassium (K) uptake by 
cereal crops are retained in residues, 
making them valuable sources of 
nutrients. Rice, wheat, maize, jowar, 
ragi and bajra residues are mainly used 
as fodder. 

Cotton, chilli, pulses, oilseeds 
residues are mainly used as fuel for 
household needs. While the rice straw 
is mainly used in the southern states 
as cattle fodder, farmers in northern 
states (Punjab & Haryana) use wheat 
straw as the cattle feed and sell excess 
rice straw to deficient states. As non-
fodder applications, sugarcane tops, 
maize stover, bamboo root, etc. are 
used for preparing compost manure. 
Crop residues may be composted 
to a soil conditioner, which helps 
improve the soil characteristics and its 
productivity. 

The surplus non-fodder type crop 
residues are burnt in the field itself. 
Biomass burning has been a significant 
global source of atmospheric aerosols 
and trace gas emissions, which have a 
major impact on climate and human 
health. In addition to aerosol particles, 
forest fires and crop residue burning 
contribute to the generation of carbon 
dioxide (CO

2
), carbon monoxide 

(CO), methane (CH
4
), volatile organic 

compounds (vOC), nitrogen oxides 
and halogen compounds. The reasons 
for in situ burning of crop residues may 
include unavailability of labour, high 
cost in removing the residues and use 
of combines in rice-wheat cropping 
system especially in the Indo-Gangetic 
plains.
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The state-wise utilization of crop 
in residues in India is summarized 
Table 2:

The utilization of biomass residues 
varies across the states ranging from 
handicraft to packaging to compost 
etc. (mainly bamboo & water hyacinth) 
to paper production (mainly bagasse) 
to biomass based power plants and 
gasifiers (all crop residues) to domestic 
fuels or in boilers for parboiling rice 
(rice husk). The economies of scale 
in biomass utilization are limited as 
resources are spread over a wide area. 
In some countries crop residues are 
used as a source of energy (Indonesia, 
Nepal, Thailand, Malaysia, Philippines, 
Indonesia, Nigeria), composting 
(Philippines, Israel, China), animal 
feed (Lebanon, Pakistan, Syria, Iraq, 
Israel, Tanzania, China, Africa) and 
mushroom cultivation (vietnam) or 
even burnt in the field (China, USA, 
Philippines, Indonesia). 

Availability of Surplus Biomass 
Resources

Nearly 165 MMT is estimated as 
surplus crop residue available in India 
in a year; this being 26.4  percent of 
overall biomass residue generation. 
Sugarcane tops constitute the most 
available surplus crop residue followed 
by oilseed residue, cotton stalk, rice 
straw and wheat straw. An additional 
4 MMT of main bamboo plant would 
be available as potential biomass. 
Table-3 provides the biomass surplus 
density i.e. surplus availability (MT) 
per kilometer square area.

Biomass Residues: Collection & 
Transportation

Utilization of biomass residues 
for biofuel or for other applications 
requires a reliable, long-term and 
economically viable feedstock. But the 
availability of biomass residues from 
agriculture being seasonal in nature, 
there is a need to procure and store 
required quantity of biomass within 
the stipulated time. 

Collection of biomass involves 
gathering, compacting and transporting 
of biomass to a nearby site for temporary 

Table 2 : State-wise fodder generation, requirement and availability
State Dry Fodder

Requirement
(MMT)

Dry Fodder
Generation

(MMT)

Dry Fodder
Deficit / Surplus

(MMT)
Andaman & Nicobar 0.1 0.0 (0.1)

Andhra Pradesh 30.8 21.9 (8.9)

Arunachal Pradesh 0.5 0.0 (0.5)

Assam 8.7 4.3 (4.4)

Bihar 20.4 15.5 (4.9)

Chandigarh 0.0 0.0 (0.0)

Chhatisgarh 10.4 7.3 (3.1)

Dadra & Nagar Haveli 0.1 0.0 (0.1)

Daman & Diu 0.0 0.0 (0.0)

Delhi 0.5 0.0 (0.5)

Goa 0.1 0.0 (0.1)

Gujarat 19.4 8.6 (10.8)

Haryana 11.6 21.0 9.4

Himachal Pradesh 3.6 1.8 (1.8)

Jammu & Kashmir 5.6 1.5 (4.1)

Jharkhand 9.7 4.9 (4.7)

Karnataka 16.8 15.5 (1.3)

Kerala 2.1 0.9 (1.2)

Lakshadweep 0.0 0.0 (0.0)

Madhya Pradesh 29.8 15.5 (14.3)

Maharashtra 26.4 17.8 (8.6)

Manipur 0.5 0.0 (0.5)

Meghalaya 0.7 0.0 (0.7)

Mizoram 0.0 0.0 (0.0)

Dry Fodder = Rice Straw + Wheat Straw + Maize Stover + Jowar Stover + Ragi Stalk 
+ Bajra Stalk

Table 3: Summary of crop residue consumption by states

State Self use + Other 
Farmers (MMT)

Other uses 
(MMT)

Total (MMT)

Uttar Pradesh 59.9 39.7 99.7

Maharashtra 31.1 22.1 53.2

Punjab 25.9 10.9 36.8

Andhra Pradesh 23.8 8.7 32.5

Madhya Pradesh 27.4 1.4 28.8

Karnataka 18.9 8.7 27.6

Tamil Nadu 14.3 12.7 26.9

Rajasthan 26.4 0.2 26.6

Haryana 18.6 5.9 24.5

West Bengal 19.1 3.8 23.0

Others 64.3 17.2 81.5

Total 329.8 131.5 461.3
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storage. The collection centres covering 
2-3 villages can be set up to facilitate 
decentralization of biomass supply 
mechanism. The processing of biomass 
onsite to increase its density is called 
for to reduce the transportation cost 
as collection and transportation costs 
constitute a significant portion of the 
costs associated with the biomass 
processing plants. The transportation 
cost is also directly associated with 
the form of feedstock, pellets, bundles, 
bags and bales which offer better 
efficiencies than loose biomass 
residues. As higher bulk density would 
allow more biomass to be transported 
per unit distance, drying and pre-
processing would be useful to densify 
biomass, increasing truck payloads 
and reducing transportation costs 
over longer haul distances. However, 
transportation in any form for over 50 
kms becomes unviable.

As the sources of biomass are highly 
dispersed in rural areas, it is required 
to have certain ‘anchor suppliers’ of 
biomass. These anchor suppliers could 
exist at the concentrated sources of 
biomass like sugar mills, rice mills, 
etc. For other types of crop residues, 
farmer co-operatives or other local 

bodies could be encouraged to collect 
and supply fixed amount of crop 
residues over a sustained period. 
The developed countries have large 
investments supporting infrastructure 
for collection and storage of biomass 
by private as well as Government 
agencies especially in the European 
countries. 

Conclusion

The biomass residues are important 
resources as feed for animals, fuel, 
fertilizer and as an industrial raw 
material. As noted from the data 
there is a shortage of cattle fodder in 
India so the biomass is unlikely to be 
available in large amounts for biofuel 
production unless specifically grown 
for the purpose. Hence, the focus 
should be on non-fodder crops namely, 
sugarcane tops, cotton residue, chilli 
residue, pulses residue, oilseeds 
residue (select) and bamboo residue. 
As India makes further economic 
progress, farmers are likely to shift 
to modern domestic fuels thus further 
increasing the availability of crop 
residues. Around 61 MMT of fuel 
crop residue and 242 MMT of fodder 
crop residue are being consumed 
by farmers themselves. This can be 

freed up if alternatives are provided 
to them.

Mode rn  app l i c a t i ons  have 
demonstrated that biomass energy 
can also be competitive for larger-
scale industrial applications. For fuel-
importing countries, the use of locally 
available biomass can save substantial 
amounts of foreign exchange. The 
bioenergy from crop residues would 
make the rural sector self- reliant. 
Further, the use of biomass resources 
would also enhance the employment 
opportunities and income in the rural 
area as unskilled labour is engaged 
in growing, harvesting, processing, 
transporting which generates off-farm 
income either regularly or off-season, 
for rural populations. 

The recent improvements in 
biomass characteristics through plant 
genetic engineering to produce new 
genetic materials, to deconstruct plant 
cell wall polysaccharides, to modify 
lignin amount could increase the 
growth rates of biomass providing 
additional efficiencies to bioenergy and 
promise to play key roles in reducing 
biofuels production costs.  q

(E-mail : biotifac@gmail.com)
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 NORTH EaST DIaRy 

IMPHAL AIRPORT GETS ‘ INTERNATIONAL’ TAG

The government of India has given approval for declaring the Imphal airport as international airport. This will 
offer improved connectivity, wider choice of services at competitive cost to the air travelers resulting in boosting 
international tourism and economic development of the region and the country.     q

VVPAT TO BE uSED DuRING MIzORAM ELECTIONS

Electronic voting machines with voter verifiable paper Audit Trail would be used  by the Election Commission 
in 10 out of 11 constituencies within the limits of Aizwal city during the Mizoram Assembly elections. The 
vvPAT system was first experimented within the Noksen Assembly bypoll recently in Nagaland and Mizoram 

would be first state where it would be introduced on a large scale.      q

BAMBOO TILES FOR EuROPEAN MARKETS :  
BAMBOO PARK ACHIEVES SuCCESS.

Electronic voting machines with voter verifiable paper Audit Trail would be used  by the Election Commission 
in 10 out of 11 constituencies within the limits of Aizwal city during the Mizoram Assembly elections. The 
vvPAT system was first experimented within the Noksen Assembly bypoll recently in Nagaland and Mizoram 

would be first state would be first state where it would be introduced on a large scale.      q

wORLD BANK LOAN FOR NERLP PROJECT

The World Bank has committed to provide 90 per cent soft loan to a Rs 683.2 crore project under the North East 
Rural Livelihood Project (NERLP), the remaining amount being provided by the Union Ministry of Development 
of North eastern Region (DoNER).  The project aimed at creating employment opportunities for 3,00,000 families 

in the four north eastern  states of Mizoram, Nagaland, Sikkim and Tripura would be executed in five years starting 
from financial year 2013-14.  It would be implemented in 1,624 villages under 12 districts in the four states. A similar 
livelihood scheme was earlier implemented in Manipur, Assam and Meghlaya, which has been extended for another five 
years due to is success.   The project would help to create sustainable community institutions around women Self-Help 
Groups (SHGs), youth groups of men and women and Community Development Groups (CDG).  q

Yojana Web- exClusives

Yojana has launched a new service named 'Web-Exclusives' for the benefit of its readers under which selected 
articles are put up on the website of Yojana : www.yojana.gov.in. Announcement about the articles under the  
Web-Exclusives section are carried in the Yojana magazine of the month but these articles are not published in the print 
version of Yojana. 
We are carrying the following articles under the Web-Exclusives section of Yojana on its website:  

1. National Food Security Act: Way Forward to Success- Deepti Goel and Mantosh Kumar

2. The Performance of Khadi and Village Industries (KVIs) in India-Dr. Kandarpa Kumar Barman and Biswajit Das

3. Housing led Growth in India during the Period 2000-2012'- Dr S S Sangwan

 Please send in your comments and suggestions to us on yojanace@gmail.com
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NDIA’S PER capita food 
grain availability has gone 
down since 1991 even 
though there has been net 
addition of about 60 million 
hectares to agricultural 

land during the last half of the last 
century. Food production has gone 
up. Rice production has gone up by 
350  percent and wheat production 
has gone up more than 800 percent. 
However, production of millets and 
pulses has gone down to give space 
to wheat and rice. These successes, 
however, primarily remain limited 
to the irrigated areas. It is projected 
that India’s population will be 1409 
million in 2026 (in the next 13 years) 
and  about 1600 million by 2051. The 
challenge before the nation is how to 
feed this additional population? 

With a largely rural (70 percent) 
and agrarian (60 percent) population, 
the state of agriculture and more 
broadly the farm sector hugely 
impacts livelihoods and therefore 
rural poverty in India. Three-fourths 
of the rural poor depend on mono-
cropped ‘rain-fed’ farming, a highly 
uncertain enterprise. Productivity and 
the value of farm output in the rain-
fed regions are well below sustainable 
potential and the national averages 
even though over half the region is 
sub-humid (over 900 mm rainfall). 

Water Security: Way to achieve  
Sustainable Food Security

fOOD SECuRITy aND WaTER

Dinabandhu Karmakar

aNalySIS

I

The author is the thematic anchor on Integrated Natural Resource Management (INRM) in PRADAN. He is responsible for programmatic 
strategies, building perspectives of the project leader, capacity building of staff, planning and design of implementation, support to field 
teams, monitoring progress and setting systems.

Beyond some pockets, farming in 
rain-fed areas mostly revolves around 
subsistence, a very small fraction of 
farming families produce enough to 
feed themselves. Table-1 captures 
the trends of food supply with in the 
country as a whole 

“Per capita availability of food 
grains and pulses has increased from 
436 Grams per day in 2008 to about 
463 Grams per day in 2011 . ..... As 
per provisions of the National Food 
Security Bill, 2011 introduced in the 
Lok Sabha on 22.12.2011, the annual 
requirement of the food grains for 
targeted public distribution system and 
other food based welfare schemes is 
estimated at 60.74mn tonnes...... Food 
subsidy to touch Rs 924.93bn during 
FY13” (Source: India Infoline News 
Service/ 17:43, Aug 14, 2012)

In the past, food grain production 
could be increased by bringing more 
lands under cultivation as well as by 
introducing high yielding varieties. 
There is no more possibility of 
bringing more lands under cultivation, 
rather the competition for control 
over lands would increase with 
industries and human settlements 
which would demand more lands. Per 
capita availability of agricultural lands 
continued to go down with increase in 
population. The rate of decrease has 
been faster since 1980s.  

The National water 
policies could be more 

sensitive about this 
influences and impacts 

on large number 
of smallholders in 
so called rain-fed 

farming population 
across different 

agro-climatic zones, 
particularly if we 
recognise them as 

potential food growers 
for the nation
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Total gross cropped area  
(in Million Ha):

1950-
51

1970-
71

1990-
91

2000-
01

131.89 165.79 185.74 190.76

Per capita agricultural land 
availability (in Ha):

Year Net 
sown 
area  
(in 

Million 
ha)

Population 
(in 

millions)

Net 
Sown 
area / 
capita

1951 119 361 0.33

1971 140 548 0.26

1991 143 84 1.70

2001 142 1027 0.14

2051* 137 1600 0.085

(Note* 2051 figures are projected; this 
is the year when India’s population is 
expected to get stabilised)

The projected figure, of average per 
capita net sown area, would actually 
vary from state to state ( area to area), 
the more populous state/area (like West 
Bengal, Bihar etc ) would actually 
have much less per capita (about 0.04 
ha) net sown area available than in 
1950. National projected per capita 
average of 0.085 ha means, each Indian 

would have just about 850 square 
meters of land to meet all the food 
and nutritional demand. In addition, 
some other biomass needs e.g. cotton 
and in rural areas there would be 
significant demand of fuel and fodder.  
Considering that (in 2050) 50  percent 
of Indians will be engaged in farming 
and the rest will find engagements in 
service and industry, actual farming 
population would have per capita net 
sown area in the range of 0.08 ha (in 
high population density areas) to 0.16 
ha (low population density areas). 
Depending upon the current carrying 
capacity of different agro-climatic 
zone and sub-zones this range would 
vary. For example, in arid zones and 
undulating terrains, agrarian population 
density is lower with consequent higher 
availability of per capita net sown area 
and in Indo-Gangetic plains and coastal 
areas and in pockets where big dam and 
canal based irrigation infrastructure has 
been developed, agrarian population 
density is much higher. Thus, as of 
now, this difference in per capita makes 
very little sense in terms of economic 
benefit to their owner. A family having 
2 hectare of land in arid or undulating 
terrain could actually be poorer and 
economically worse and vulnerable 
than another family with 1 hectare land 
in the Gangetic plain or coastal belt.

The big question is, does the nation 
see and recognise 160 million of 
marginal / small holders having farm 

size in the range of 4000 square meters 
(considering a family would have 5 
members, in high density areas) to 
8000 square meter of lands (in low 
density areas) as a viable enterprise?  

Some social leaders and national 
planners have lost hope in small 
holders’ farming as a model of 
development in Indian society. They 
have more faith in the industry and 
service sectors. Often there is argument 
for consolidation of lands into bigger 
holdings and farming by a smaller 
percentage of population (as it is in so 
called developed countries). 

Combining those two questions 
together we get – can these millions 
of small holders take the responsibility 
to meet the challenge of meeting 
the food grain demand for the 
growing population? The questions 
on smallholders’ viability very much 
depend on the vision of the planners, 
policy makers, political parties and 
society at large. If they are left to 
themselves and market is allowed 
to decide their future, there is little 
chance that they would be able to gear 
up their production systems to meet 
such a huge national challenge. This 
gives rise to a third bigger question – 
what kinds of society we want to see 
in India, should we work for society 
where fewer entrepreneurs/big holders 
(say 1.6 million, each one having 
about 100 ha of farm) will be given 
the responsibility to manage most of 
the Natural Resources (Ecosystems) 
with an understanding and belief 
that they will honestly shoulder the 
responsibility and feed the nation of 
1600 million people or should we 
work to help to create a facilitating 
environment where millions (160 
millions of smallholders families, 
each with less than 1 ha of farm) of 
smallholders’ communities will take 
the responsibility of not only feeding 
themselves but also ensure supplies 
to another 160 million families who 
are working in industries and service 
sectors? 

The first question on meeting 
the food grain demand is a purely 
technical one. The question could be 
broken down to the elemental demand 

Table-1 Per capita food grain availability  
(per day/in gram, 1951 to 2007):

(Gram/Capita/Day)

Year Rice wheat Other 
Cereals

Cereals Pulses Food 
Grains

1971 192.6 103.6 121.4 417.6 51.2 468.8

1981 197.8 129.6 89.9 417.3 37.5 454.8

1991 221.7 166.8 80 468.5 41.6 510.1

2001 190.5 135.8 56.2 386.2 30 416.2

2002 228.7 166.6 63.4 458.7 35.4 494.1

2005 177.3 154.3 59.4 390.9 31.5 422.4

2007 194 157.8 55.5 407.4 35.5 442.8

(Source: http://agricoop.nic.in/statatglance)
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on land and water and technologies of 
production.  Assuming that population 
distribution (net number of persons 
demanding foods from a defined 
geographical area) across the region/
states is not going to change much 
(even if migration increases), there is 
need to augment the yield of foodgrain 
everywhere. Unlike in the past, India in 
2050 cannot rely on a few ‘Punjabs’ to 
meet the entire country’s foodgrain and 
other bio-mass demands. Food grains 
(and other crops) need to be produced 
in all available cultivable lands.  We 
have to work out farming practices 
considering that each Indian would 
have 800 square meters of farm land 
to meet all her food grains, vegetables, 
fruits, oil seeds, protein (either as direct 
pulse or fodder/feeds converted into 
animal protein) demands. And today 

with the wide spread experience of 
high yielding crops, this is theoretically 
possible. For the sake of calculation, let 
us use the case of food grain demand 
for the time being. Let us assume that 
50  percent of the per capita available 
lands would be used for food grains 
leaving the rest of the area for other 
crops. With the available technologies, 
each hectare can produce 5000 kg 
to 10,000 kg of grains (rice/wheat). 
Thus, 400 square meters can produce 
200 to 400 kg of food grains in four 
to five months (either in kharif or in 
rabi). It is more than adequate to meet 
one person’s annual requirement. 
Even we assume there will be one bad 
monsoon in every three years, two 
years, harvest can meet three years, 
demand. We considered that 50  percent 

of population (thereby 50  percent 
families) would not be engaged in 
farming. So their lands would be 
available to the farming community, 
raising average farm family’s holding 
size to 4000 square meter (400 *2*5). 
Thus, each farm family would have 
the capacity to produce enough to 
meet the family’s demand and  to 
supply to market enough to meet 
another family’s demand not engaged 
in farming (but engaged either in 
industry or service sector). Thus, 
theoretically it could be claimed that 
160 million of farm families can 
feed the entire country even in 2050. 
India need not depend on import 
of any food grains. Similar would 
be the possibility of meeting other 
demands of vegetables, oil seeds etc. 
However, this would require change 
in cultivation practices in irrigated 
areas and more comprehensive natural 
husbandry practices in the rain-fed 
regions. The challenge is to intensify  
crop production in every piece of 
available land under farming which 
would be possible only when adequate 
water is available. 

Thus, a fourth set of associated 
questions - Is there enough water? Can 
we as a nation meet the water demand 
of 2050? 

The situation is tough but not 
impossible.  “.....The average per capita 
avail ability of water, estimated at 1,600 
cubic meters per year, is expected 
to fall to around 1,000 cubic meters 
per year by 2050 based on current 
population projections. The ef fects of 
climate change on the availability of 

future water resources are uncertain, 
but it is expected that the frequency of 
extreme events (floods and droughts) 
will increase.” (Source: Water Security 
Challenges in India -By Kapil Narula, 
Director, India Office, Columbia Water 
Center, Earth Institute at Columbia 
University, and Upmanu Lall, Director, 
Columbia Water Center, Earth Institute 
at Columbia University)

What is the per capita water 
requirement of a farming family 
against this 5000 (1000* 5) cubic 
meters of availability in 2050?

Here is one such rough estimation 
(that requires an on-field reality testing 
across different agro-climatic zones): 

Assuming most practised irrigation 
water use efficiency in Indian condition, 
one kilogram of wheat production 
would demand 500 liters (or ½ cubic 
meters) of water (Assumption: yield 
5000 kg/ ha; irrigation : 4 times with 
5 cm each). This means, if a person 
from farming community consumes 
500 grams of grain per day (182.5 kg/ 
year), annual per capita water demand 
for food grain production would be 
91.25 or say 100 cubic meters. In case 
of rice, this water demand would be 
at least double, say 200 cubic meters. 
(This is a very conservative estimate 
in case of rice, it could go as high as 
3000 liters/kg of rice, but as most rice 
in our country is grown in the rainy 

season, a minimum provisioning 
would help to have higher predictable 
production by saving the crop failure 
from intermittent dry spells during crop 
growing period)  Corresponding land 
demand would be 365 square meters 
or say 400 square meters. As wheat 
is cultivated in winter, losses would 
be higher because water is received in 
the rainy season and  thus, needs and to 
be stored for longer time. Thus, let us 
assume both rice and wheat have same 
water productivity, requiring 1000 

Unlike in the past, India in 2050 
cannot rely on a few ‘Punjabs’ to 
meet the entire country’s food 

grain and other bio-mass demand. 
Food grains (and other crops) need 

to be produced in all available 
cultivable lands.  We have to work 
out farming practices considering 
that each Indian would have 800 

square meters of farm land to meet 
all her food grains, vegetables, 
fruits, oil seeds, protein (either 
as direct pulse or fodder/feeds 
converted into animal protein) 

demands.
...with very prudent planning and 
field level application, India can 
meet its food demand from own 
production even in 2050 for 1600 

million people, provided it commits 
to work on water security.

 (Picture: 'A' farmer of Pogro village in 
Purulia District of West Bengal, India in 
2005, harvesting a failed rice crop. Photo 

by Prof. Peter Cornish, University of 
Western Sidney)
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liters of water per kg of grain. Thus, 
per capita demand comes to 200 cubic 
meters irrespective of primary food 
crops. If the same person aspires to earn 
Rs. 10,000 cash through vegetables 
cultivation she/he needs to practice 
growing vegetables in about 10 cents 
/ decimals (one decimal is about 40 
square meters) or 400 square meters of 
lands.  This would demand another 200 
cubic meters of water (assumptions: 10 
times irrigation @ 5 cm each). 

In addition to this, let us add another 
100 cubic meters of water for household 
use including water required to feed a 
couple of domestic animals which are 
an integral part of the farming system. 
Thus, per capita annual water demand 
for assured food and income comes 
to about 500 cubic meters. This does 
not provide for other losses (due to 
conveyance through open mud channel 
or percolation losses depending upon 
what kinds of harvesting structures 
are adopted). Assuming 50 percent 
average efficiency of such structure, 
each person would require 1000 cubic 
meters of water storage; i.e. 5000 cubic 
meters for a family with 5 members.

Thus, with very prudent planning 
and field level application, India 
can meet its food demand from own 
production even in 2050 for 1600 
million people provided it commits to 
work on water security.

One can look at India’s performance 
vis-a-vis two other countries in terms 
of average per capita water storage 
created (Source: Water Security 
Challenges in India, By Kapil Narula, 
Director, India Office, Columbia Water 

Centre, Earth Institute at Columbia 
University, and Upmanu Lall, Director, 
Columbia Water Centre, Earth Institute 
at Columbia University):

United States: 1,960 cubic meters 

China:  1,100 cubic meters

India: 200 cubic meters

This shows that India’s planned 
effort to ensure water availability is 
much below the requirement. Further, 
when we consider millions of small 
holders in rain-fed areas, it seems a 
herculean task to think and commit 
for required water security to all the 
smallholders.

When per capita water availability 
at national level will reduce further with 
growth in every sector, cross-sectoral 
competition for access to and control 
over water would also accentuate 
giving rise to a condition where weaker 
sections of the society (e.g. poor 
smallholders farming communities, 
tribal and other socially and politically 
marginalised) would face extreme 
difficulties to access water from 
common water resources.

This would demand much more 
proactive stance on the part of the 
Government to ensure that smallholders 
access to minimum water requirement 
to help them realise the potential of their 
farm.   Unless the government (planners 
/policy makers) work with a strong 
vision to see millions of smallholders 
succeed as the food growers for the 
nation and are accordingly supported 
with assured water resources, it will 
not happen. When farmers are left in 
isolation to deal with the vagaries of 
nature year after year and often from 
generation to generation, they are also 
losing hopes. The new generation 

farmer’s children with a hectare of 
farm they inherit do not aspire to be 
accomplished farmers. They rather 
opt for a menial job as distant migrant 
casual labourers.   

When it is theoretically possible 
to meet India’s future food grain 
and other bio-mass consumption 
demand through careful support to 
small farming communities, here is a 
potential that our Government /society 
should recognise and invest. 

We need to respond to the questions-  
should we work for society where 
fewer entrepreneurs/ big holders (say 
1.6 million, each one having about 
100 ha of farm) will be given the 
responsibility to manage most of the 
Natural Resources? Should we believe 
that they will honestly shoulder the 
responsibility and do justice to another 
158.4 million families (about 50  
percent population) with quality foods 
who will lose their livelihood bases? 

Should we feel confident that the food 
they would produce would reach 1600 
million people (poor and rich)? Or 
should we work to create a facilitating 
environment where millions (160 
millions of smallholders families, 
each with less than 1 ha of farm) of 
smallholders’ communities livelihoods 
will get further strengthened and  are 
also helped to produce for market to 

When per capita water availability 
at national level will reduce further 
with growth in every sector, cross-

sectoral competition for access 
to and control over water would 
also accentuate giving rise to a 

condition where weaker sections of 
the society (e.g. poor smallholders 
farming communities, tribal and 

other socially and politically 
marginalised) would face extreme 
difficulties to access water from 

common water resources.

When it is theoretically possible 
to meet India’s future food grain 
and other bio-mass consumption 

demand through careful support to 
small farming communities, here is 
a potential that our Government /

society should recognise and invest. 

(Photograph from Chitrakoot, 
Bundelkhand, Year 2009)
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earn some cash income and thereby 
get linked to rest 50  percent of 
the society with more symbiotic 
relationship ensuring supply of food 
and nutrition to another 160 million 
families who are working in industries 
and service sectors?

It is worth mentioning here that 
the draft National Water Policy talked 
about priority in allocating water for 
food security when it made a statement 
– “….Water, after meeting the pre-
emptive needs for safe drinking water 
and sanitation, achieving food security, 
supporting poor people dependent on 
agriculture for their livelihood and 
high priority allocation for minimum 
eco-system needs, should be treated 
as an economic good so as to promote 
its conservation and efficient use. The 
draft policy also mentioned several 
principles that guided the formulation 
of the draft.  Some basic principles 
that govern the draft NWP says, 

“(ii) Principle of equity and social 
justice must inform use and allocation 
of water…….(iv) Water needs to be 
managed as a common pool community 
resource held, by the state, under 
public trust doctrine to achieve food 
security, support livelihood, and ensure 
equitable and sustainable development 
for all...” (Source: Draft National Water 
Policy 2012). 

However, unlike other National 
policies on food security, employment 
guarantee policies,  there is no 
‘quantified provision’ assured under 
this policy. At the same time, the 
concept of equity is very subjective 
and vulnerable to varied / conflicting 
interpretations depending upon the 

interest of the stakeholders. The task 
of  implementing such policy would 
become further difficult when there is 
no policy statement that would ensure 
some provision that is quantified ( 
viz. XY cubic meter of water / capita; 
as it is done for food security or 
employment guarantee) to create an 
impact on life and livelihoods of poor 
people as visualised by the policy 
makers. In the absence of any policy 
or Act on water security, a farmers/ 
community, interested in creating  
water resources, are expected to 
mobilise either MGNREGA or IWMP 
etc. Why can’t we have a water security 
policy to ensure each small holder 
family (5 members) will be provided 
with 2500 to 5000  cubic meters 
(the actual feasible volume could be 
worked out with detail agro-climatic 
analysis) of water (depending upon 
local feasibility analysis) who in turn 
would commit to produce enough to 
feed is her own family and one more 
family? It could be argued that an 
approach to rural development through 
water security can actually help our 
country with sustainable food security 
and employment guarantee. 

Here if we visualise  the large 
number of small holders (160 million 
by 2050) as food producers for the 
Nation the spirit of the equity and 
social justice will have a meaning that 
will not be so if they are visualised as 
inefficient poor subsistent farmers. 
Thus, it is very important how the 
policy makers and planners engaged 
with the issues of water visualise the 
future Indian farming communities and 
Indian society of 2050. 

Broad based water Security : 
Approaches 

Approaches to such equitable water 
sharing at local and National level 
would need special care in designing 
water resources. The challenge is just 
not creating water bodies. The basic 
question remained unanswered in our 
National policy document is – How 
much water should be ensured to our 
citizens? Will that be the same for 
urban populations (requiring water 
to meet ‘household water demands) 

and rural farming population (who 
need water for farming also – for self 
consumption and for sale in market, 
contributing to national food security 
apart from their ‘household water 
demands)?  Even within farming 
population, what should be the 
principles and norms of water resource 
creation and distribution? There are 
segments of farming population who 
are already in a position of producing 
marketable surpluses based on the 
irrigation support and extension of 
other technological services being 
sponsored by government. voices are 
being raised that more water to be 
made available to them as they are 
“Exporting virtual water” from their 
area/ land/state to feed population 
outside their area/ state. And there 
are large farming communities who 
are struggling to produce adequate 
food grains to feed their own families 
round the year.  A National Policy 
needs to make clearer statements 
on food security of what levels it is 
talking about  – local level (family 
level, village level, panchayat level) 
or  state level or national level?  
Planning of national level or state 
level food security might not consider 
the farming family level / community 
/ hamlet/ village level food security 
and eventually might not allocate 
and invest resources to create water 
sources to ensure supply at “farming 
household level”. House hold (at least 
for large number of smallholders, 
this figure would reach 160 million 
farm families by 2050 as mentioned 
earlier) level food security would 
demand  much more decentralised 
resource creation and investment 
policy fitting to the varied  agro-

(Photograph from Aburoad, Sirohi, 
Rajasthan)

(Photograph from vidisha)



80 YOJANA   December 2013

climatic and geophysical conditions 
across the country. The wide spread 
poverty in farming communities, 
(particularly who are ‘branded’ as 
rain-fed farmers, in spite of their 
presence in much higher rainfall area 
than many irrigated areas) across 
the country today is the result of the 
lack of a political will rather than 
technology. Such branding has not 
only been reflected in infrastructure 
development but also in research 
and development and education. 
The National water policies could be 
more sensitive about their influences 
and impacts on large number of 
smallholders in so called rain-fed 
farming population across different 
agro-climatic zones, particularly if 
we recognise them as potential food 
growers for the nation.

Depending upon what agro-
climatic areas, farmers produces, their 
family would require a definite (within 
a range based of how efficiently water 
is used) volume of water to meet per 
capita food grain requirement because 
each unit mass of grain/biomass 
production demands a specific amount 
of water to pass through the plant 
bodies as transpiration and associated 
evaporation from the field. Thus, a 
family would require a definite volume 
of water to meet its own consumption 
and some more to produce marketable 
surpluses to earn cash to buy other 
necessary services or goods. There 
is need to asses this volume and the 
national policy should be made to 
work towards ensuring that. 

Policies to ensure equitable share 
on water need right emphasis on 
research, development and application 
of right kinds of technologies. A big 
dam at the downstream of a river 
would certainly deprive the people 
situated at the upstream; who are not 
helped to harvest their water where 
they receive it as rain.  Sources said the 
construction cost of irrigation projects 
in the state is among the highest in 
the country. The cost of irrigation 
per hectare incurred by the state  (of 
Maharastra) is as high as Rs 9.81 lakh 
compared to the Rs 1.5 lakh to Rs 2.5 

lakh limit mandated by the Central 
Water Commission. Whereas the cost 
of land treatment for land treated as 
“rain-fed” is allocated only Rs.12, 
000 (Source: Outcome budget- 2009-
10; Department of Land Resource; 
Integrated Watershed Management 
Programme (IWMP)). If we remove  
the artificial discrimination line 
between the “rain-fed” and “Irrigated”, 
and Rs. 1,00,000 to Rs. 1, 50,000 
is made available on per hectare 
basis, 80 percent farmers of so called 
“rain-fed lands” would enjoy the 
benefit of irrigation and would achieve 
sustainable water and livelihoods 
security and would realise the vision 
of “...equity and social justice...” as 
reflected in national water policy.

It is being argued that, without any 
well established standard, there will be 
no reference to verify how equitable 
the distribution and use of water is 
across various stakeholders / across 
different strata of the society. In the 
past there have been big river valley 
projects to support agriculture of our 
country where runoff water going out 
of upstream areas is arrested in a big 
dam before it reaches downstream and 
then is guided though canals to farm 
lands (also to feed industries) in the 
down-stream. 

Photograph  'A' shows a woman 
harvesting a failed rice crop in 2005 
in Pogro village of Purulia District in 
India. Runoff water from this village 
(including her land) flows down to a 
dam the through river to irrigate land 
of another district in the down-stream.  
When one asked her, why she was 
harvesting that failed crop –her brief 
response was her husband told her to 
do so. 

This shows the desperate situation 
often being faced by the smallholder 
‘rain-fed’ farmers, particularly women 
in India. When rain fails, farmers lose 
their crops, people migrate in search of 
jobs to urban centres. Sometimes only 
able-bodied male members migrate 
leaving the farming to the old people 
and women who out of desperation 
engage themselves in meaningless/ 
non-remunerative activities, often 
skipping meals to survive. 

If one follows the rivers in the 
central or eastern Indian plateau 
which flow down either to the plains 
of Ganga basin in North India or 
coastal plains, one observes the 
plateau (Hilly and undulating terrain) 
is yielding its water and good top soil 
leaving the farming system poorer, 
with an overall weak local economy. 
People also migrate to find jobs in 
the plains. Thus, the plains not only 
receive productive soil and water but 
also cheaper labour from the plateaus 
to boost their farm productivity. 
Government and corporates also find 
it easy to negotiate to occupy those 
lands for mining and industry. 

However, if one takes a close look 
at the rainfall data, it shows that the 
area never received less than 600 mm of 
rainfall between the months of June to 
October and the average annual rainfall 
is 1200 mm. About 50 percent of this 
rainfall flows out as runoff. Millions 
of such smallholder rain-fed farmers 
are forced to live such miserable 
lives. Such inhuman sufferings are 
perpetuated because the society/state 
never invested in improving their 
farming conditions. There is a pattern; 
state invested in areas where people are 
organised and politically strong; but the 
isolated tribal communities in remote 
areas and other weaker sections are 
left out as if there is no technology to 
improve their conditions!  Even a small 
water harvesting structure to help each 
family preserve 1000 cubic meter of 
water out of the 5,000 to 10,000 cubic 
meter of water each family receive in 
their own land can help to change the 
realities.    q
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(Photographs from Purulia, West Bengal)






