


SUMMARY In 2013, the government of India passed the National Food 
Security Act, designed to ensure access to adequate food at affordable prices. 
How well will it work? This chapter examines the strengths and weaknesses of 
India’s existing food-grain procurement and distribution system that will be 
used to implement the act and draws lessons from the food safety net and food 
subsidy experiences of other countries.

Avinash Kishore is associate research fellow and P. K. Joshi is director, South Asia Office, 
International Food Policy Research Institute (IFPRI), New Delhi. John Hoddinott is senior research 
fellow and deputy director, Poverty, Health, and Nutrition Division, IFPRI, Washington, DC.

 INDIA’S RIGHT TO FOOD ACT

A Novel Approach to Food Security
Avinash Kishore, P. K.  Joshi, and John Hoddinott

In 2013, the government of India put in place a massive food 
safety net program. Beginning as an ordinance passed in July and 
then as an act of Parliament in September, the National Food 

Security Act seeks, according to its preamble, to “provide for food and nutri-
tional security…by ensuring access to adequate quantity of quality food at 
affordable prices to people.”

Despite rapid economic growth and gains in reducing its poverty rate, 
India is saddled with among the highest levels of hunger and malnutrition 
in the world. More than half of Indian women between 15 and 49 years old 
are anemic, and more than one-third have a low body mass index. Among 
children younger than age five, 48 percent have low height-for-age, and 
42.5 percent have low weight-for-age. In addition, 43.1 percent of children 
aged 6–59 months have moderate to severe anemia.1 Not only does India 
have high levels of hunger and malnutrition but it has also reduced hunger 
only marginally over the past two decades despite having made progress in 
economic growth and poverty reduction.2

To address the problem, the act entitles two-thirds of India’s total popu-
lation of 1.25 billion to 5 kilograms (kg) of rice, wheat, or coarse cereals per 
person per month, at the highly subsidized price of 1–3 rupees (Rs) per kg 
(US$0.016–$0.050 per kg).3
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FIGURE 1 RISING FOOD SUBSIDIES AND STAGNANT LEVELS OF UNDERNOURISHMENT IN INDIA 

Although there is a consensus on the need to 
address the alarming levels of hunger and malnutri-
tion in India, it remains an open question whether 
providing subsidized cereals to two-thirds of the 
population through a public distribution system is 
the right policy response.4 This debate is hamstrung, 
however,  by a lack of credible data on health indica-
tors—including those measuring hunger and malnu-
trition—of India’s population.

This chapter reviews the performance of India’s 
existing food-grain procurement and distribu-
tion system, which will be used to implement the 
National Food Security Act. It highlights the sys-
tem’s inefficiencies and recent achievements and 

draws lessons from the experiences of other coun-
tries in implementing food safety net programs. 
The conclusion argues both for the need to try 
alternative modes of delivering food subsidies that 
have worked well in other developing countries and 
for the importance of informing the policy process 
with better evidence.

THE SUBSIDY BURDEN OF INDIA’S 
EXISTING FOOD SAFETY NET PROGRAM

India already runs the largest food safety net pro-
gram in the world. In 2011–2012, the Food Cor-
poration of India procured 63.4 million metric 

Sources: Food subsidies: V. P. Sharma, Food Subsidy in India: Trends, Causes, and Policy Reform Options, Working Paper 2012-08-02 (Ahmed-
abad, India: Indian Institute of Management, 2012); undernourishment: Food and Agriculture Organization of the United Nations, The State of Food 
Insecurity in the World 2011 (Rome, 2011).

30  A Novel ApproAch to Food Security



0

500

1,000

1,500

2,000

2,500

3,000

Economic cost of wheat

Economic cost of rice

CIP of wheat

CIP of rice

20
01

–02

20
02

–03

20
03

–04

20
04

–05

20
05

–06

20
06

–07

20
07

–08

20
08

–09

20
09

–10

20
10

–11

20
11

–12

20
12

–13

FIGURE 2 ECONOMIC COST AND CENTRAL ISSUE PRICES (CIP) OF WHEAT AND PADDY RICE, 2001–2002 TO 2012–2013

Ru
pe

es
 p

er
 q

ui
nt

al

India has not increased the central issue 
prices of rice and wheat since July 2002. Once 
the act is implemented, moreover, these prices 
will drop. The minimum support price of both 
rice and wheat, on the other hand, has more than 
doubled over the past 10 years and will presum-
ably continue to rise to cover the increasing cost 
of production and to incentivize farmers to pro-
duce the additional rice and wheat that may be 
needed to fulfill the act’s requirements.11 The 
cost of handling grains (including procurement, 
storage, and distribution) has also been rising 
rapidly due to India’s increasing buffer stocks 
and growing diseconomies of scale in handling 
costs.12 The overall cost of the food subsidy, 
therefore, is projected to increase rapidly from 
its current estimate of almost Rs 1,250 billion 
to Rs 1,401.92 billion in 2014–2015 and then to 
Rs 1,577.01 billion in 2015–2016.13

The actual cost of implementing the act may be 
even higher. The estimates given do not include 
the costs of setting up new institutions stipulated 
by the law (such as state- and district-level mech-
anisms for redressing grievances), of strength-
ening the existing institutions that manage food 
procurement and civil supplies, or of carrying 

tons of rice and wheat,5 and the country’s public 
distribution system delivered 51.3 million tons of 
grains at subsidized prices to 530 million people.6 
The act envisages a significant expansion of this 
food safety net. According to the government’s 
own projections, after implementation of the act, 
61.2 million tons of cereals,7 procured from farm-
ers at a minimum support price,8 will be deliv-
ered every year to nearly 820 million people at 
Rs 1–3 per kg through the existing retail network 
of 480,000 fair price shops. The estimated cost to 
the exchequer in 2013–2014 is Rs 1,247.24 billion 
(US$21 billion).9

The annual cost of India’s food subsidy has 
grown more than 25-fold over the past two decades, 
from US$0.62 billion in 1992 to US$16.67 billion 
in 2012, without any perceptible reduction in the 
proportion of the population that is undernour-
ished (Figure 1).10 This increase has been driven 
mainly by the widening gap between the economic 
cost of cereals and the central issue price at which 
they are provided to households (Figure 2). The 
economic cost includes the minimum support price 
at which the Food Corporation of India buys grains 
from farmers and rice mills as well as the cost of 
storage and distribution.

Source: Compiled from V. P. Sharma, Food Subsidy in India: Trends, Causes, and Policy Reform Options, Working Paper 2012-08-02 (Ahmedabad, 
India: Indian Institute of Management, 2012).
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comparison, during the past decade, public-sector 
spending on agricultural research and development 
(R&D) in India has remained in the range of 0.50 
to 0.59 percent of agricultural GDP, and gross cap-
ital formation in agriculture from public sources 
has been less than 2 percent of agricultural GDP.14 
India’s food subsidy allocation also exceeds what is 

out new household surveys to identify the 
new beneficiaries.

Even before passage of the act, India had been 
spending nearly 1 percent of its gross domestic 
product (GDP) and at least 4–5 percent of its agri-
cultural GDP every year on food subsidies, price 
supports, and price-stabilization programs. In 

Food Security for India’s Poorest of the Poor
SUKHADEO THORAT AND NIDHI S. SABHARWAL

In September 2013, the government of 
India took the bold step of enacting 

the National Food Security Act, which 
will provide poor households with 5 
kilograms of food grain per person per 
month at an affordable price. In 2005, 
the government had adopted a similar 
act designed to legally guarantee mini-
mum wage employment. These minimum 
food and employment guarantees supple-
ment India’s growth strategy by reducing 
poverty and hunger, which economic 
growth alone may not do. Although the 
National Food Security Act is crucial for 
the poor, it is especially critical for the 
persistently excluded and the indige-
nous groups of Scheduled Castes and 
Scheduled Tribes. These groups depend 
heavily on casual wage labor in rural 
areas, and their poverty rates are high. 
In 2010, 58 percent of rural Scheduled 
Caste households and 44 percent of 
rural Scheduled Tribe households were 
engaged in casual farm and nonfarm 
wage labor; the rest were self-employed 
farmers and nonfarm producers. Among 
the rural casual farm wage laborers, 
poverty rates were 37 percent for the 
Scheduled Caste households and 45 

percent for the Scheduled Tribe house-
holds. Similarly, among the rural casual 
nonfarm wage laborers, poverty rates 
were 31 percent for the Scheduled 
Caste households and 38 percent for the 
Scheduled Tribe households.1

Although food and employment secu-
rity for poor people is in place in India, 
the poor people in the Scheduled Castes 
and Scheduled Tribes need additional 
safeguards against the discrimination 
they face in obtaining food and employ-
ment, in contrast to the poor from nonex-
cluded groups. This discrimination affects 
their quantity and quality of food and 
their wage earnings. For example, the 
Scheduled Castes receive less food and 
other services from food security pro-
grams.2 In the kindergarten centers, dis-
crimination takes the form of provision of 
less food and less frequent visits to  lower- 
caste neighborhoods for counseling on 
child feeding and other topics.3 In the Mid 
Day Meal program in schools, Scheduled 
Caste children are seated separately, 
served last, served insufficient quantities, 
selectively denied meals, and not allowed 
to be employed as cooks and helpers.4 In 
the employment guarantee scheme, the 

average wage earnings of the Scheduled 
Caste workers was lower than that of 
higher-caste labor workers, though in 
some cases the Scheduled Caste workers 
had slightly more employment days than 
the higher-caste workers.5 These forms of 
discrimination are not uniformly practiced 
nationwide, and the practices vary consid-
erably across states, but their incidence is 
enough to affect people’s access to food 
and employment.

It is imperative, therefore, that India’s 
general food security strategy be supple-
mented by safeguards against discrim-
ination  -induced low access, which we 
believe is the reason for more persistent 
poverty among the excluded groups. The 
need for safeguards against discrimination 
in market and nonmarket exchange has 
not yet been sufficiently recognized by 
national and international policy bodies. 
In the case of India, food security policies 
should include legal safeguards against 
discrimination and positive steps to ensure 
equal and fair shares in food and employ-
ment. Such an approach would improve 
excluded groups’ access to food and 
employment and help reduce poverty at 
an accelerated rate.

Sukhadeo Thorat is professor, Jawaharlal Nehru University and chair, Indian Council of Social Science Research, New Delhi. Nidhi S. Sabharwal is 
director, Indian Institute of Dalit Studies, New Delhi.
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budgeted for most social-sector services (Table 1). 
After implementation of the act, food subsidies will 
increase further. The increment is estimated to be 
Rs 239.51 billion, or 0.2 percent of GDP, in 2013–
2014. If nonfood subsidy costs are also included, 
the total incremental cost of implementation is esti-
mated at Rs 447.11 billion for 2013–2014, which is 
expected to increase to Rs 473.92 billion in 2014–
2015 and then to Rs 505.91 billion in 2015–2016.15 
The increase in allocation of resources to the 
National Food Security Act may affect long-term 

agricultural growth if subsidies crowd out invest-
ment in agriculture and agricultural R&D.

FOOD SUBSIDIES: MODEST 
ACHIEVEMENTS AT HIGH COSTS

Food subsidies already account for more than one-
third of total central government subsidies under 
nonplan expenditure.16 This large expenditure on 
food subsidies is meant to ensure (1) a price floor for 
producers of rice and wheat, (2) stable rice and wheat 
prices for consumers through buffer stock manage-
ment and open-market sales operations, and (3) food 
security for poor households through the public dis-
tribution system. As shown in a number of studies, 
the existing system has achieved only modest suc-
cess on all three counts, all while bleeding resources 
due to enormous leakages and spiraling administra-
tive costs.17 This glaring inefficiency deserves serious 
attention given that this is the system to which the 
act will dedicate additional resources to get food 
from farms to the plates of the poor.

Price Support to Farmers
The Food Corporation of India buys nearly one-
third of all rice and wheat produced in the coun-
try at the minimum support price. Until recently, 
however, much of the grain (about 90 percent 
in 2000–2001) was procured from only the four 
states of Andhra Pradesh, Haryana, Punjab, and 
western Uttar Pradesh (Table 2); farmers in other 

TABLE 1  Government of India’s budget allocation 
to social-sector programs, 2011–2012

Sector Allocation 
(billions of rupees)

Integrated Child Development 
Services

92.94

Mid Day Meal Scheme 103.8

Health and family welfare 456.23

Food subsidy 605.73

Education 633.63

Rural development 878.55

Source: Collated by authors from Accountability Initiative, 
www.accountabilityindia.in/expenditure_track.

TABLE 2  Percentage share of selected states in total cultivated area, production, and procurement of rice 
and wheat in India, 2011–2012 

Rice Wheat

CULTIVATED 
AREA PRODUCTION PROCUREMENT

CULTIVATED 
AREA PRODUCTION PROCUREMENT

Andhra Pradesh 4.10 12.36 21.53 negligible negligible negligible 

Haryana 2.81 3.60 5.72 8.43 13.51 24.45

Punjab 6.41 10.1 22.05 11.75 18.32 38.67

Uttar Pradesh 13.53 13.43 9.58 32.54 32.26 12.21

Sources: Agricultural Statistics at a Glance 2012 (Directorate of Economics and Statistics, Department of Agriculture and Cooperation, Government of India). 
For area and production data, see http://fciweb.nic.in//upload/Procurement/Procurement%20of%20rice%20from%2099-00%20onwards_3.pdf. For data 
on procurement of rice and wheat, see http://fciweb.nic.in//upload/Procurement/Statewise%20Procurement%20from%202000-01%20onwards.pdf.
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states of India often did not benefit from the min-
imum support price. More recently, the interstate 
imbalance in procurement has lessened to some 
extent, with large-scale procurement of cereals 
beginning in Bihar, Chhattisgarh, Odisha, and 
Madhya Pradesh.18

Price Stabilization for Consumers
In the past few years, buffer stocks of rice and 
wheat have risen sharply to the unsustainable 
level of 80.5 million tons, compared with the 
estimated requirement of 31.9 million tons.19 The 
overstocking of grains distorts food-grain markets 

Safety Nets with Impact: Cash, Food, or Vouchers?
JOHN HODDINOTT, DANIEL GILLIGAN, MELISSA HIDROBO, AMY MARGOLIES, SHALINI ROY, AND BENJAMIN SCHWAB

The debate over whether to provide 
food assistance and the form that 

assistance should take has a long history 
in economics. Although many studies 
look at the impact of providing either 
food or providing cash, there is remark-
ably little rigorous evidence directly 
comparing the impact of in-kind food 
assistance with cash transfers. Between 
2010 and 2013 the International Food 
Policy Research Institute, in partnership 
with the World Food Programme, under-
took a study to compare the impact of 
cash, food, and vouchers on household 
food security in Ecuador, Niger, Uganda, 
and Yemen.1 For the study, we used 
an experimental design and randomly 
assigned cash, food, or vouchers to dif-
ferent localities in all four countries. To 
the extent possible, we equalized the 
timing, frequency, and value of the trans-
fers to help ensure that differences in 
outcomes were attributable to the form 
of the transfer and not to other con-
founding factors.

Our preliminary findings suggest that 
there is no one “right” form of food- 
assistance transfer. The relative effec-
tiveness of cash, food, or vouchers seems 
to depend heavily on context, such as 

the severity of food insecurity and the 
strength of markets for grains and other 
foods. In assessing alternative forms of 
transfer, it is important to explicitly con-
sider trade-offs between the quantity of 
food available and the quality of people’s 
diets. In three of the four countries stud-
ied (Ecuador, Uganda, and Yemen), the 
findings suggest that cash had a larger 
impact than food on improving dietary 
diversity; in the case of Ecuador, we found 
that vouchers also did more than food to 
improve diet diversity. In the fourth coun-
try (Niger), food had a larger impact on 
dietary diversity. By contrast, in two coun-
tries (Ecuador and Yemen), food did more 
than cash or vouchers to increase the 
quantity of calories available for house-
holds’ consumption.

Impact, however, is only part of the 
story. Excluding the cost of procuring 
food, the results suggest that cash trans-
fers are cheaper to deliver than food. 
These differences can be large. For each 
transfer delivered, cash is less expen-
sive by US$2.91 in Uganda, US$6.28 in 
Yemen, US$8.47 in Ecuador, and US$8.91 
in Niger. In cases where it is cheaper 
to procure food for transfers than it is 
for beneficiaries to buy food in local 

markets, this cost differential tends to 
narrow. Our data suggest, however, that 
as implementers gain further experience 
with cash, the cost of delivering it can be 
significantly reduced.

Other notable preliminary findings 
include the following:
• We found no evidence that beneficia-

ries always prefer one type of modal-
ity. Instead, beneficiaries’ preferences 
depended on context.

• We found virtually no evidence that 
beneficiaries sell their food transfers.

• We found no meaningful evidence that 
cash transfers are used for undesirable 
purposes such as buying beer (Uganda) 
or qat (Yemen).

• We found that cash transfers can 
reduce the prevalence of anemia and 
improve cognitive development in pre-
school-age children (Uganda).

• We found no evidence that any of 
the different transfer modalities have 
adverse impacts on women’s deci-
sionmaking in the household (Ecuador 
and Yemen) or on social tensions 
between host and refugee communi-
ties (Ecuador).

John Hoddinott is senior research fellow and deputy director, Poverty, Health, and Nutrition Division, International Food Policy Research Institute 
(IFPRI), Washington, DC. Daniel Gilligan is senior research fellow, Melissa Hidrobo is research fellow, Amy Margolies is senior research analyst, 
and Shalini Roy and Benjamin Schwab are both associate research fellows, IFPRI’s Poverty, Health, and Nutrition Division.
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and imposes huge storage costs (approximately 
US$1 billion in 2010–2011). Ironically, between 
2004 and 2013, even as government buffer stocks 
surged, the retail prices of rice and wheat increased 
by 137 percent and 117 percent, respectively.20 
Although there is no rigorous analysis attribut-
ing the high food price inflation in recent years to 
poor or worsening food management, the increase 
in procurement of grains from farmers, combined 
with the slow release of those grains into the mar-
ket by the Food Corporation of India, is thought 
to have contributed to a rise in the average price of 
grain in the domestic market.21

Household Food Security:  
The Targeted Public Distribution System
The Nutritional Impact of the Cereals Subsidy. 
India’s targeted public distribution system (here-
after referred to as TPDS to distinguish it from 
the general public distribution system or PDS), 
which the Indian government considers one of its 
primary nutrition programs, is the world’s largest 
food safety net program.22 Yet there are few rigor-
ous studies on the impact of this system on calo-
rie intake, food security, nutrition, or household 
welfare. The few studies that do exist show that it 
has had little impact on total calorie consumption 
and malnutrition.

In a 2005 study, Kochar found that the TPDS 
subsidy has only a marginal impact on the calorie 
intake of rural households, mainly because a small 
proportion of households bought a small share of 
their monthly rice and wheat requirements from 
the fair price shops.23 More recently, Kaushal and 
Muchomba have suggested that increases in food 
subsidies following the expansion of the system in 
2002 had “a negligible to negative effect on calorie 
and protein intake and no statistically significant 
effect on fat intake.”24

In part because of a lack of data, the effect of 
the TPDS on hunger or food security has also not 
been analyzed; only tentative evidence is avail-
able.25 For example, Khera found that 70 percent 
of households below the poverty line in Bihar 
had to skip meals sometime during the three 
months preceding the survey, whereas in Chhat-
tisgarh only 17 percent of households below the 

poverty line had to do so, even though the rate 
of rural poverty is almost the same in both states 
(55 percent and 56 percent, respectively).26 Drèze 
and Khera have conjectured that the lower inci-
dence of skipping meals in Chhattisgarh is due to 
its well-functioning TPDS.27

In terms of nutrition, Tarozzi found that in 1992, 
a sudden doubling of the price of the rice provided 
through the PDS in Andhra Pradesh in 1992 did not 
have an adverse impact on children’s weight-for-age 
in the state, suggesting the possibility that even large 
changes in food subsidies may not have a significant 
effect on child nutrition.28 Studies on the nutritional 
impact of subsidized food prices have found mixed 
evidence in other developing countries as well. For 
example, in China, Jensen and Miller did not find 
any overall improvement in nutrition due to food 
price subsidies.29 Similarly, in Malawi, Ecker and 
Qaim found that demand for food is sensitive to 
price changes, whereas demand for nutrients gener-
ally is not.30

The outcome of the National Food Security Act 
may, however, be different from the studies cited 
here, as the act offers much higher subsidies than 
the ones examined in studies by Jensen and Miller, 
Kochar, and Kaushal and Muchomba.31 Thus, the 
actual contribution and cost-effectiveness of the 
act will obviously depend on the extent to which its 
implementation can overcome the deficiencies of 
the current PDS, as described in the next section.

Leakage and Corruption in the TPDS. The 
low impact of India’s TPDS is not surprising given 
three problems—poor targeting, high leakage, 
and inefficiency. These problems make it one of 

The actual contribution and cost-

effectiveness of the act will depend on 

the extent to which its implementation 

can overcome the deficiences of the 

current public food distribution system.
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FIGURE 3 LEAKAGE OF RICE AND WHEAT FROM PUBLIC DISTRIBUTION SYSTEMS (PDS) IN DIFFERENT STATES OF INDIA  
    AND AGAINST PRICE DIFFERENCE, 2009–2010

the most inefficient social safety net programs in 
the world.

In terms of targeting, the TPDS seems plagued 
by large exclusion and inclusion errors; that is, it 
excludes many people who meet the program’s 
requirements and includes many people who do 
not. Preliminary analysis of the 68th round of the 
National Sample Survey (NSS) data on consump-
tion suggests that in 2011–2012, more than half of 
all households in the poorest three consumption 
classes did not have Antyodaya—or below the pov-
erty line (BPL)— cards, whereas nearly 16 percent 
of the richest households (in the top consumption 
decile) did. Furthermore, only about half of the 
poor households in the bottom three deciles of 
monthly per capita consumption expenditure in 
India received rice or wheat from fair price shops 
in 2011–2012, and even those households bought 
only a small fraction of their total entitlement of 
subsidized grains from fair price shops.32 A recent 
study on allotment of BPL cards in Karnataka, a 

state in southern India, found that rule breaking 
was common and that nearly half of all sample 
households were misclassified.33

The second problem is high leakage. Recent esti-
mates suggest that 40 percent of grain channeled 
through the TPDS gets diverted to the open mar-
ket and thus does not reach its intended consum-
ers.34 The diversion of subsidized grain increased 
from 23.9 percent in 1999–200035 to 54 percent in 
2004–200536—a time period in which the differ-
ence between the market price and the central issue 
price, and thus the incentive to divert, increased.37 
Some estimates suggest, however, that the diver-
sion decreased to 40 percent in 2009–2010 despite 
a further increase in the price gap (and thus in the 
incentive to divert).38 Interstate comparisons also 
suggest that the leakage of grains from TPDS is 
lower in states where the difference between the 
open market price and the central issue price is 
higher (Figure 3).39 Seeking to explain this trend, 
Drèze and Sen have conjectured that the rising 

Source: Graph plotted by authors. The price difference was calculated using data from the 66th round of the National Sample Survey (NSS) consumption survey. The 
leakage from the public distribution system has been estimated using rice and wheat off-take data from the Food Bulletins of the Ministry of Food and Civil Supplies, 
http://dfpd.nic.in/?q=node/1058. 
Note: Leakage is the difference between central allocation of grains and the household off-take as estimated from NSS consumption surveys.
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and operated by the government or its agencies, 
is tightly controlled through fixed-route charts 
and mobile phone–based tracking (stocks in all 
32,000 fair price shops are monitored daily by 
way of SMS text messages). The state govern-
ment spends approximately Rs 3 billion every 
year to run these shops.

In Chhattisgarh, the government has also depri-
vatized the fair price shops, increased the shop-
keeper commission on grain from Rs 8 to Rs 35 
per quintal, and arranged delivery of subsidized 
goods directly to the shops via a special fleet of 
trucks monitored using global positioning satellite 
technology. It is important to note that no robust 
evidence exists to demonstrate either how these 
different mechanisms used by Tamil Nadu and 

market price of food increased the value of TPDS 
entitlements, thereby increasing people’s interest 
in securing them and thus providing state govern-
ments with an incentive to reform the TPDS in 
response to its rising popularity.40

Third and finally, the TPDS suffers from 
high costs and high inefficiency. According to 
one preliminary estimate, it costs Rs 8.5 for 
the system to transfer one rupee to poor house-
holds.41 Only 10.5 percent of a given subsidy 
reaches the poor.42

Revival of TPDS and Emergence of the “New 
PDS.” The high inefficiency, poor reach, and low 
impact of TPDS have forced policymakers at 
both the state and national levels to revisit the 
issue of how to design and deliver social trans-
fers effectively and efficiently. As this discussion 
has progressed in recent years, India’s TPDS has 
shown some improvement. States now collect a 
higher share of their allocation of rice and wheat 
from the central pool.43 Although still high (at 
40 percent), the level of food diverted from reach-
ing its intended consumers has been decreasing.44 
As the gap between the open-market and central 
issue prices of rice and wheat has risen sharply, 
more households have come to rely on the TPDS. 
Households’ total purchase of cereals through the 
PDS rose from 13.5 million tons in 2004–2005 to 
25.3 million tons in 2009–2010, and the average 
quantity of cereals purchased by each household 
from fair price shops also increased significantly 
(Figure 4).

Chhattisgarh and Tamil Nadu. The PDS expe-
riences of Chhattisgarh and Tamil Nadu stand out. 
The Tamil Nadu government has implemented a 
universal public distribution system with no target-
ing, whereas Chhattisgarh has relaxed targeting to 
include 90 percent of the state’s population. Tamil 
Nadu provides all households with 12–20 kg of rice 
per month free of cost.45 In Chhattisgarh, rice is 
sold at Rs. 2 per kg. Through the use of technolo-
gy-enabled administrative measures, the govern-
ments of both states have managed to control the 
diversion of free or cheap grain from the public dis-
tribution system.

In Tamil Nadu, the movement of grain from 
warehouses to fair price shops, which are owned 

Source: Data from National Sample Survey Office (NSSO) consumption surveys, rounds 
50, 55, 61, 66, and 68.
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Chhattisgarh actually reduce leakages or at what 
administrative and financial cost.

By matching data on consumption expendi-
tures from the NSS with data on food allocation 
by the central government, we can see that these 
measures to reform the system are associated 
with positive results in both states. Preliminary 
analysis suggests that in 2009–2010, the diver-
sion of food grains from the TPDS was much 
lower in Tamil Nadu (10–11 percent) than the 
national average of about 40 percent, despite 
the large gap between the open-market price 
and the central issue price of rice in the state. 
Of the rural households in the state, 91 percent 
bought 53 percent of the total rice they con-
sumed from the TPDS, compared with a national 
average of 39.2 percent of rural households 
buying 23.5 percent of their total rice from the 
public distribution system.46 Similarly, a survey 
of 900 households in eight districts of Chhat-
tisgarh showed that 92 percent of respondents 
received their full quota of food grains and that 

97 percent of the respondents were satisfied 
with the food quality.47 The 66th consumption 
survey by the NSS in 2009–2010 also revealed 
that 9 out of 10 households in the bottom three 
consumption deciles of Chhattisgarh used the 
TPDS  to buy rice—the staple grain; their aver-
age off-take level was close to their entitlement 
of 35 kg per month. Overall, nearly 75 percent of 
rural households in the state receive 35 kg of rice 
from the TPDS every month at highly subsidized 
rates.48

Although the improvement in the reach of the 
PDS in Chhattisgarh and Tamil Nadu is impressive, 
it has come at a high fiscal cost. Tamil Nadu allo-
cated Rs 49 billion to food subsidies in 2013–2014 

(of which Rs 37 billion will be used to distribute 
free rice), and Chhattisgarh’s food subsidy bill is 
close to Rs 25 billion a year. The costs of increased 
monitoring and supervision and of running state-
owned shops are unknown. The budgetary alloca-
tions by these states are in addition to the support 
they receive from the central government in 
the form of subsidized rice and wheat. Unfortu-
nately, we do not know if the welfare gains from 
the increase in household consumption of subsi-
dized rice from the TPDS and the reduction in the 
diversion of the system’s supplies exceed the addi-
tional cost in both states. Nor do we know whether 
increased resource allocation to the TPDS in these 
states has reduced poverty or led to any increase 
in calorie intake, dietary diversity, or better nutri-
tional outcomes.

The National Food Safety Act has also adopted 
the first two elements of the Chhattisgarh–Tamil 
Nadu reform strategy—that is, it has expanded 
the list of targeted households to cover the bot-
tom two-thirds of Indian households and made 
grain cheaper for those households. It remains to 
be seen whether other state governments will fol-
low the lead of Chhattisgarh and Tamil Nadu to 
invest in administrative efforts to control diversion 
and monitor performance. If they do not, leakage 
may increase even further due to the higher gap 
between market and subsidized prices.

Food Security through Direct Cash Trans-
fer: Lessons from International Experience. The 
reforms in Chhattisgarh and Tamil Nadu have 
shown that the existing system of transferring 
grain to the poor can be made to work. Yet because 
the existing system is highly inefficient and dis-
tortionary, other more targeted delivery mech-
anisms—such as direct cash transfers or food 
stamps—may be more cost-effective and are thus 
worth exploring. India has declared its intent to 
eventually replace the distribution of subsidized 
food with unconditional direct cash payments to 
beneficiaries.49 The act also allows the use of such 
alternative delivery mechanisms.

Unconditional cash transfers may provide 
recipients with greater choice and create less 
risk of distortion.50 In rural areas, cash distribu-
tion may stimulate agricultural production and 

Policymakers should consider  

the trade-offs between increasing the 

quantity of food available and improving 

the quality of people’s diets.
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nonagricultural activities by facilitating investment 
in agriculture and allied activities and by relieving 
credit constraints.51 In rural Bolivia, for example, 
landowners who received pension benefits from 
BONOSOL (Bono Solidario), the unconditional 
cash transfer program, increased their consump-
tion by twice the amount of the benefit because 
of improved household production. Similarly, in 
Mexico, cash transfer programs like PROGRESA 
(now called Oportunidades) and PROCAMPO 
(Programa de Apoyos Directos al Campo) helped 
increase investment and income; and in Bangla-
desh and Brazil, such programs have improved 
households’ access to credit.52 Furthermore, experi-
ence from a range of countries demonstrates that 
distributing cash can be cheaper than distributing 
food or other commodities. Food-based programs 
in Bangladesh, for example, cost 0.20 taka to trans-
fer 1 taka worth of food, whereas the cost of deliver-
ing cash was virtually zero.53

Taken as a whole, however, current international 
experience suggests that the choice between food 
and cash transfers is context specific. First, some 
argue that the capacity to deliver cash transfers reg-
ularly is a prerequisite for implementing a successful 
cash transfer system.54 India, for example, has only 
one bank branch per 14,000 people and only 33,495 
rural branches for 600,000 villages (that is, one bank 
branch for every 17 villages). More than 145 mil-
lion households do not have bank accounts. Limited 
access to financial institutions thus makes it difficult 
to institute a direct cash transfer system in India.

A second prerequisite for the provision of cash 
is well-functioning local food markets. Cash is less 
effective when markets are weak and food prices 
are volatile.55 Cash transfers can even push prices 
up in food-deficit areas that have underdeveloped 
markets.56 Although much of India is well served 
by markets, this is not true everywhere, especially 
in rural areas where most of the beneficiaries of 
the public distribution system live. In such areas, 
the purchasing power of cash transfers will likely 
be diminished by higher food prices. Linking 
the transfer amount to the inflation index is one 
possible solution to this problem; however, the 
global food price crisis of 2007–2008 drew atten-
tion to the fact that cash transfers are rarely index 

linked.57 Index-linked cash transfer schemes do 
exist—the Dowa Emergency Cash Transfer proj-
ect in Malawi, for example—but we do not know 
whether such projects can be feasibly imple-
mented on a large scale.58

Third, it is conceivable that transfer programs 
can be improved by directly considering the views 
of program beneficiaries regarding the type of 
assistance they receive. A pilot experiment in New 
Delhi had some interesting findings: women from 
many households at the poverty level who had 
opted for direct cash transfers for a year reported 
that they would prefer to get rations from the fair 
price shops rather than cash deposits to their bank. 
This was true even for those who had a mostly pos-
itive experience with direct cash transfers under 
the experiment.59 In other countries, poor people’s 
preferences for commodity or cash depend on their 
recent experiences with price changes. The poorest 
beneficiaries tend to prefer food transfers, though 
this preference is less pronounced among those in 
this group who are relatively better off.60

Additional insights come from a recent study 
by the International Food Policy Research Insti-
tute, working with the World Food Programme, 
conducted in Ecuador, Niger, Uganda, and 
Yemen.61 Beneficiaries, selected across locali-
ties, received either a food basket (containing 
grains, pulses, and oils), cash equivalent in value 
to the food basket, or (in one country, Ecuador) 
a voucher. Several preliminary findings relevant 
to India emerge:

1. There is no one “right” transfer modality. The 
relative effectiveness of different modalities 
depends on context, such as the severity of 
food insecurity and the competitiveness of 
markets for grains and other foods.

2. In assessing alternative modalities, poli-
cymakers should consider the trade-offs 
between increasing the quantity of food avail-
able and improving the quality of people’s 
diets. In Ecuador, Uganda, and Yemen, cash 
had a larger impact on improving dietary 
diversity, whereas in Niger, food had a larger 
impact on diet diversity.
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The Reform of US Food Aid
NANCY E. LINDBORG

Over the past 60 years, the United 
States has reached more than 3 bil-

lion people with its food assistance, both 
saving lives and helping the most vulner-
able break the cycle of poverty and hun-
ger through agriculture and livelihoods 
support. However, the world has changed 
over the past 60 years, and the US Agency 
for International Development (USAID) 
has the opportunity to increase its reach 
and effectiveness in tackling hunger. In 
the 2014 budget request, President Barack 
Obama included a food-aid reform pro-
posal that would provide the USAID with 
much-needed flexibility in how it responds 
to food needs.

Currently, the US Food for Peace Act 
requires the United States to purchase agri-
cultural commodities domestically and ship 
them abroad. Since 1954, these in-kind 
food aid programs have helped feed bil-
lions of people and may have been the best 
available response in many scenarios. For 
example, in a country where local markets 
do not have enough food on hand, in-kind 
food aid may be the best option.

Certain complex environments, how-
ever, call for different approaches. To 
respond to the growing need for more 
flexible, market-sensitive, timely, and 
cost-effective approaches, USAID created 
the Emergency Food Security Program in 
2010. This program enables USAID and its 
partners to expand their food-assistance 
toolbox to cash transfers, food vouch-
ers, and locally or regionally purchased 
commodities. A recent study showed 
that when local markets have adequate 

supplies, we can purchase large amounts 
of food locally and reach more people 
sooner, with valuable cost and time sav-
ings.1 A 2009 study showed that local 
and regional purchases allowed part-
ners to buy food closer to the site of an 
emergency, getting it to those in need 
an average of 15–16 weeks faster and at 
a cost up to 34 percent less than tradi-
tional in-kind food aid.2 Even if purchasing 
locally or regionally is not always more 
cost-effective than US in-kind food aid, it 
is always faster.3

In addition, a preliminary four-  
country study has suggested that across 
programs, cash transfers are generally—
but not always—more effective than food 
in improving food consumption scores 
while costing significantly less.4 These 
studies do not mean that cash-based pro-
grams are better than food in every case; 
rather, they underscore that food-assis-
tance responses must have flexible tools 
so the right response can be tailored to a 
specific country context.

The Philippines typhoon in November 
2013 was a vivid example of how we 
need all of our tools to meet emergency 
needs. Within five days of the superstorm, 
USAID had purchased 2,400 metric tons 
of rice locally and airlifted 40 metric tons 
of high-energy biscuits from Dubai, pro-
viding immediate support to the World 
Food Programme’s (WFP’s) emergency 
operation in Tacloban. These resources 
were supplemented with 55 metric tons 
of Title II emergency food products 
airlifted from a warehouse in Miami, 

which reached the island of Cebu on the 
same day food distributions through the 
Philippines’ Department of Social Welfare 
and Development began; within three 
weeks 1,020 metric tons of prepositioned 
Title II rice had arrived from Colombo, Sri 
Lanka, by ship.

Additionally, in communities where 
markets were functioning and adequately 
stocked, WFP began unconditional cash 
transfers for food to the most food-inse-
cure people. Unconditional cash transfers 
for food reached more than 111,000 peo-
ple by the end of December and targeted 
more than 500,000 people in January 
2014, while cash-for-assets activities will 
begin in support of early recovery.

USAID was the first and remains the 
largest contributor to WFP’s operation. 
A full portfolio of tools allows USAID to 
respond quickly in times of crisis, while 
ensuring that enough food remains avail-
able in the weeks following a crisis.

 President Obama has prioritized 
reforming USAID food-aid programs as 
part of a commitment to modernizing our 
assistance, stretching our existing budget, 
and reaching more hungry people. In early 
2014, the President signed into law a new 
Farm Bill, which made significant reforms 
to food aid. We remain committed to our 
longstanding partnership with America’s 
farmers and shippers in helping to feed 
hungry people around the world. Finally, 
we seek to modernize our food assistance 
at a time when disasters and emergencies 
are growing in number and complexity.

Nancy Lindborg is assistant administrator, Bureau for Democracy, Conflict, and Humanitarian Assistance, US Agency for International Development, 
Washington, DC.
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3. There was virtually no evidence of beneficia-
ries selling their food rations or using cash 
transfers for undesirable purposes (including 
buying alcohol).

WAYS FORWARD

India’s newly launched National Food Security Act 
has been characterized as the world’s largest and 
most ambitious food safety net program. Such a 
scale is appropriate for a country with the highest 
number of malnourished people in the world. The 
program is ambitious in its reach and resource com-
mitment yet it relies on existing problematic insti-
tutions and channels for delivering food subsidies. 
Although the act has created several mechanisms 
to reduce leakage and ensure effective monitor-
ing, it remains to be seen how transparent and 
cost-effective the proposed institutional frameworks 
will be. Going forward, it would be prudent for the 
state and central governments of India to experi-
ment with other mechanisms (such as direct cash 
transfers or food stamps), wherever appropriate.

There is a fear that the bulk procurement, 
stocking, and distribution of rice, wheat, and 
coarse cereals will distort markets and lead to 
higher prices for grain sold in the open market. 
This suggests a need to ensure that distorted 
markets do not adversely affect farmers. More-
over, India’s neighbors, such as Bangladesh 
and Nepal, fear that India’s food subsidies may 
encourage illegal border trade that could affect 
their own domestic grain markets. Appropriate 
mechanisms need to be developed to check such 
illegal border trade.

As it is currently configured, the act provides 
only rice, wheat, and coarse cereals to beneficia-
ries. Experimentation and analysis are needed to 
assess whether providing pulses instead of these 
cereals would lead to better nutrition outcomes. 
Pulses, which have recently increased steeply in 
price, are presently beyond the reach of many poor 
consumers. Furthermore, protein consumption 
by poor consumers is declining.62 Because of the 
increasing preference for meat in India, demand 
for coarse cereals for livestock feed is increasing.63 
Some state governments have included pulses in 
their public distribution system. After evaluation 
of such programs, India may see the wisdom of 
institutionalizing the practice.

In 2011, the government of India declared its 
intent to eventually replace distribution of subsi-
dized food with direct cash payments.64 The act 
leaves the choice of delivery mechanism, however, 
to the state governments. Most states—including 
Karnataka, Madhya Pradesh, Odisha, and Rajas-
than—are following the example of Chhattisgarh 
in reforming their public distribution system. The 
option of cash transfers, however, should not be 
taken off the table. Rather, it should be tested, 
especially in cities, large towns, and peri-urban 
areas, where grain markets are well developed and 
where people have easy access to banks or banking 
services. In such areas of the country, cash entitle-
ments that are indexed to inflation and transferred 
directly to beneficiaries’ bank accounts will reduce 
not only the overall buffer stock requirements 
necessitated by large-scale food transfers but also 
the government’s food subsidy cost. ■
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