- - e e & ke L . <

The Future of Inc

- Focus, Form, and Scope




Palgrave Studies in Agricultural Economics and Food
Policy

Series Editor
Christopher B. Barrett, Cornell University, Ithaca, NY, USA



Agricultural and food policy lies at the heart of many pressing soci-
etal issues today and economic analysis occupies a privileged place in
contemporary policy debates. The global food price crises of 2008 and
2010 underscored the mounting challenge of meeting rapidly increasing
food demand in the face of increasingly scarce land and water resources.
The twin scourges of poverty and hunger quickly resurfaced as high-
level policy concerns, partly because of food price riots and mounting
insurgencies fomented by contestation over rural resources. Meanwhile,
agriculture’s heavy footprint on natural resources motivates heated envi-
ronmental debates about climate change, water and land use, biodi-
versity conservation and chemical pollution. Agricultural technological
change, especially associated with the introduction of genetically modi-
fied organisms, also introduces unprecedented questions surrounding
intellectual property rights and consumer preferences regarding credence
(i.e., unobservable by consumers) characteristics. Similar new agricultural
commodity consumer behavior issues have emerged around issues such
as local foods, organic agriculture and fair trade, even motivating broader
social movements. Public health issues related to obesity, food safety, and
zoonotic diseases such as avian or swine flu also have roots deep in agricul-
tural and food policy. And agriculture has become inextricably linked to
energy policy through biofuels production. Meanwhile, the agricultural
and food economy is changing rapidly throughout the world, marked
by continued consolidation at both farm production and retail distribu-
tion levels, elongating value chains, expanding international trade, and
growing reliance on immigrant labor and information and communi-
cations technologies. In summary, a vast range of topics of widespread
popular and scholarly interest revolve around agricultural and food policy
and economics. The extensive list of prospective authors, titles and topics
offers a partial, illustrative listing. Thus a series of topical volumes,
featuring cutting-edge economic analysis by leading scholars has consider-
able prospect for both attracting attention and garnering sales. This series
will feature leading global experts writing accessible summaries of the best
current economics and related research on topics of widespread interest
to both scholarly and lay audiences.
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SERIES EDITOR’S FOREWORD

The idea of “inclusive growth” has been widely embraced by policy-
makers. This concept holds enormous appeal for the simple reason that
economic growth that does not raise standards of living for all is both
politically divisive and ethically suspect. But how to engineer inclusive
growth remains a controversial topic among both scholars and policy-
makers. The pursuit of inclusive growth poses special challenges for low-
and lower-middle-income countries still undergoing structural transfor-
mation from predominantly rural, agrarian economies to manufacturing-
and-services-based, mainly urban ones. Such nations are building both an
adequate tax base and the administrative capacity to implement exten-
sive government-funded safety net programs intended to ensure that all
residents can share rising standards of living in a growing economy.

The issue of how to engineer inclusive growth is especially salient in
India, the world’s most populous country, its largest electoral democ-
racy, and one of the fastest-growing economies in the world, but also
home to more poor or undernourished people than any other nation on
Earth. India’s constitution, supported by subsequent acts of parliament,
recognizes individuals’ right to food and right to work and attempts to
honor those rights through specific safety net programs, the largest in the
world. The political economy of enacting and implementing policies and
programs is complex and fascinating. Meanwhile, the evidence of impacts
remains quite mixed and expert assessments as to how best to modify
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or reform elements of the nation’s social safety net system remain hotly
contested.

Making sense of these important issues is difficult. But in the ten
chapters that follow, Dr. Andaleeb Rahman and Prof. Prabhu Pingali
manage to do so skillfully. They walk the reader through each of India’s
various social safety net policies. They helpfully synthesize and interpret
the substantial prior scholarship on massive programs like India’s Public
Distribution System for staple foods and its Mahatma Gandhi National
Rural Employment Guarantee Scheme. They also explain and assess less
well-studied social safety net programs, like the Mid-day Meal Scheme
and the Indira Gandhi National Old Age Pension Scheme. Anyone
wanting details on specific programs would do well to start with this
volume and to trace its meticulously referenced arguments and sources.

The greater value addition of this book, however, comes in its integra-
tive conceptualization of the social safety net system supporting develop-
ment resilience—what I like to refer to as ‘shock-proofing continuous
improvement in the human condition’—for all Indians. Andaleeb and
Prabhu emphasize why it is essential to focus not only on the currently
poor, but also on the prospectively poor, to mitigate the risk of indi-
viduals sliding into poverty in the wake of random misfortune, perhaps
irreversibly. Taking a life-cycle perspective on how the state can knit
together different forms of transfers or support, the authors clearly artic-
ulate a vision of an adaptive system in which no one program tries to
meet all needs for all peoples at all times, but rather the complex of indi-
vidual schemes in aggregate does so. This is important not least of which
because of the myriad implementation challenges that beset each indi-
vidual program, especially in low—and lower-middle-income countries
experiencing rapid structural transformation.

The authors dedicate considerable thought and space to what they
term the ‘three I’s of policymaking’: the ideas that motivate citizen
welfare, the znstitutions designed to deliver benefits flowing from those
ideas, and the political énzerests that shape implementation (which could
be a fourth I). They trace the ideas back to the moment of India’s
independence, citing the words of Jawaharlal Nehru, India’s first and
longest-serving prime minister. They explain how subsequent scholarship
and policy debates have refined the ideas usefully. And they enumerate
and assess the supporting institutions and their implementation, as well
as the interests that have shaped, and reshaped, the various components
of India’s social safety net system. It is an absolutely fascinating read.
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Andaleeb and Prabhu—along with two co-authors—previously wrote
a brilliant and impactful volume for the Palgrave Studies in Agricultural
Economics and Food Policy series, Transforming Food Systems for a Rising
Indin. 1 am thrilled that they have now crafted an equally insightful
volume on this closely related topic of India’s social safety net system.
I strongly recommend this outstanding book to all students of India, of
social safety net design and practice, and of inclusive growth.

Christopher B. Barrett
Cornell University
Ithaca, NY, USA



PREFACE

Fragility of human lives and the importance of public action—
state and non-state—received global recognition in the wake of the
pandemic COVID-19. Social assistance—welfare transfers by govern-
ments—emerged as a central policy instrument of reducing the unprece-
dented economic hardship suffered by the people. While governments
in developed countries like the United States sent checks to people to
support their incomes, developing countries like India predominantly
distributed free food to its people. Neither governments nor its citi-
zens declared this as a generosity measure, rather it was a recognition
of any nation’s commitment to its citizens. These welfare transfers are
not always emergency measures—the requirements surely get heightened
during a period of crisis—but a part of the citizen-state social contract.
In low-income countries, such contracts are relatively underdeveloped
contributing to its underdevelopment.

In this book, we focus on India’s social protection architecture, its
successes, and failures, and envisage its future given the country’s stunted
structural transformation and limited administrative capacity. India stands
at an interesting point in history. It recently surpassed China to become
the most populous nation in the world. Over 1.3 billion people in the
country are one of the most diverse populations in the world. The last
three decades have brought substantial economic progress and creation
of wealth in the country. Indian entrepreneurs and technocrats lead
global corporation and are thought leaders in many other disciplines.

ix
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Alongside these stellar accomplishments, and a rapidly expanding middle
class, India is also home to largest number of poor, undernutrition
among children remains persistent, and inequality of opportunity and
social exclusion portend significant political challenges. As a result, while
India’s rising economic influence remains noteworthy, its sustainability
has aroused concerns. Inequality in economic opportunities has widened
the schism between those who live in cities, possess land, and can afford
quality education. This contrasting narrative about India’s progress typi-
fies a greater need for the social safety nets to protect the poor and
those vulnerable to economic and social shocks to promote broad-based
prosperity.

Since 2000s, India has made a commendable progress in expanding
social protection programs to its citizens, with a particular focus on
vulnerable groups such as women, children, and the elderly. Rights-based
parliamentary guarantees for work and food have sustained the social
welfare architecture bolstered further by the introduction of subsidized
health insurance and direct cash assistance to farmers in later years. By
the sheer size of its population, it operates some of the world’s largest
social safety nets which include direct food transfers, employment genera-
tion through public works program, subsidized health insurance, and cash
transfers to farmers and the elderly. The semblance of a social minimum—
which has emerged late in the history of democratic nation—continues to
be a work in progress with challenges associated with political will, imple-
mentational capacity, corruption, and limited fiscal space. In this book, we
discuss and analyze these and many other issues associated with the emer-
gence of various social protection policies and programs in India in this
book. We delve into the historical antecedents of these programs, identify
the key issues and challenges faced in implementing these policies and
assesses their impact on the lives of beneficiaries. We also highlight the
subnational differences in the performance of social welfare programs.

The central focus of this book is on envisaging future social protec-
tion as an essential part of the development strategy, a marquee economic
support system which spans an individual’s lifetime. The life-cycle
approach allows us to argue that deprivations begin before a person’s
birth and manifest themselves in multiple forms in later life. Our concep-
tualization of a social protection system moves the focus away from
isolated welfare schemes toward a system where investments in better
public systems are equally important. By public systems, we mean a
citizen-oriented developmental state which prioritizes complementary
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investments in public and merit goods, is high on administrative capacity,
and espouses greater public accountability.

Throughout this book, we appeal to an interdisciplinary scholarship
where economic development is about enhancing human capabilities and
the role of state is paramount in ensuring social justice. Our evaluation
of the Indian social welfare programs spans the cutting-edge empirical
research evaluating the array of social programs in the country from
multiple perspective and over different periods of time. A birds-eye eval-
uation of the social protection system allows us to avoid the fallacy of
seeing woods for the trees. It also allows us to provide a more nuanced
perspective on the nature of emerging social protection system amidst
India’s middling state capacity.

We provide an in-depth evaluation of the various safety nets (say, child
nutrition from health insurance) in separate chapters and bring them all
together in the concluding one to delineate how the social protection
system might look like in the future. This allows us to reach an audience
which might have a specific or a general interest in the issue of social
protection and development policy.

Through this book, we hope to contribute to the growing body
of literature on social protection and development policy in India and
beyond. The Indian case is similar to the expansion of social protection
in other countries of the Global South, including Brazil, South Africa,
and Indonesia. We believe that this book would prove to be an equally
valuable resource for policymakers, researchers, practitioners, and students
alike sparking an interest in the many intriguing challenges of social policy
and its implementations.

No research product is possible without regular feedback. We are
extremely grateful to Raghav Puri, Aditya Srinivas (who was involved in
the early stages of the book), Chris Barrett, Neeraj Prasad, Digvijay Negi,
Anaka Aiyar, Nafis Hasan, S Chandrasekhar, Kidjie Ian Saguin, Sumit
Mishra, Deepak Malghan, Mehr Mumtaz, and the research commu-
nity at the Tata-Cornell Institute (TCI) for many stimulating, critical,
insightful, and encouraging conversations during various stages of the
writing process. Lastly, this could not have been possible without the TCI
support staff, copy editor Patricia Mason, and enormous patience of the
editorial staft of Palgrave Macmillan.

Finally, we hope that this book becomes an important capstone study
on why (also, how) a social democracy facilitates economic growth and
the inherent challenges (economic and political) of building a strong
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social protection system in a globalizing world. Despite its focus on
India, we believe the book’s takeaways are applicable to other developing
countries where the process of structural transformation—urbanization,
services-led economic growth, and informality of labor—is contributing
to disparities in income and inequality of opportunity leading to a greater
demand for safety nets.

Ithaca, USA Andaleeb Rahman
Prabhu Pingali



PRAISE FOR THE FUTURE OF INDIA’S
SocIiAL SAFETY NETS

“Social policy received very little attention in India for a long time, despite
its prominence in the Constitution. In the last twenty years, there have
been significant moves towards a possible social security system. This crit-
ical review of recent initiatives is an invaluable springboard for further
research and action in this field.”

—Jean Dreze, Ranchi University

“As technology trends intensify market inequalities, as climate trends
exacerbate uncertainties, and as trends in political polarization threaten
to undermine social cohesion, there is no question that public safety nets
will be a central part of policies to navigate the political economy of the
coming decades. But what exactly should these safety nets look like? What
design features will enhance their contribution to equality and to effi-
ciency? And what does experience teach us about implementation of safety
nets? This excellent volume presents a comprehensive and rigorous assess-
ment of the Indian experience, and in doing so shows the way forward
for India and at the same time contributes to the global debate. It will
become a standard reference in the literature.”

—Ravi Kanbur, Cornell University
“From Independence, India has enshrined basic rights including the

rights to dignity and freedom from exploitation. The nature and scope
of programs to ensure these rights have evolved as the rural economy

Xiii
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transformed and as the planned economy liberalized. Rahman and Pingali
clearly elucidate the interaction of this economic transformation and the
evolution of social welfare policy detailing the importance of historic and
regional contexts. Despite gaps in implementation, they present a vision of
the potential for social policy to move beyond palliative measures towards

a resilient and inclusive social contract.”
—Harold Alderman, International Food Policy Research Institute
(IFPRI), Washington D.C.

“In many ways, India is a global barometer of social protection—a
harbinger of developments to come elsewhere in the world. Through
thoughtful analysis and novel insights, Andaleeb Rahman and Prabhu
Pingali take us on an extraordinary tour of key debates affecting Indian
social protection policy, research, and practice. A must read for those that
want to understand the past, present, and future of social protection in
the country and beyond.”

—Ugo Gentilini, World Bank
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CHAPTER 1

In the Quest of a Social Democracy

The future beckons to us. Whither do we go and what shall be our
endeavour? To bring freedom and opportunity to the common man, to
the peasants and workers of India; to fight and end poverty and ignorance
and disease; to build up a prosperous, democratic and progressive nation,
and to create social, economic and political institutions which will ensure
justice and fullness of life to every man and woman.

—Tryst With Destiny, speech delivered by Jawaharlal Nehru to the

Constituent Assembly of India in New Delhi on August 15, 1947.

In his historic speech at the dawn of independence from colonial rule
India’s first Prime Minister, Jawaharlal Nehru emphatically declared that
the freedom from colonial rule also provides a collective responsibility
toward “the ending of poverty and ignorance and disease and inequality
of opportunity.” Yet, more than seven decades hence, India’s performance
on social indicators is sobering. While the country has made considerable
progress emerging as one of the global economic giants, yet the behe-
moth’s “feet of clay’ belies its strength.! In 2023, India is far wealthier,

1 Pranab Bardhan famously referred to both India and China as ‘awakening giants’ with
‘feet of clay.” He argued that long-run economic growth in China’s could be hindered by
its authoritarian political structure, while India’s poor democratic governance and political
accountability system is a persistent impediment to sustainable and equitable economic
growth. See Bardhan (2012).
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more entrepreneurial, skilled, educated, urban, and higher life expectancy
than in 1947. During the last 75 years, it has seen a substantial decline in
poverty, and improvement in the quality of life. The certitude of India’s
glorious achievements is however weakened by the persistence of human
deprivation, most importantly the ignominy of being home to the largest
number of poor people and malnourished children in the world.? While
countries at similar levels of economic development at the end of the colo-
nial era in the postwar era have managed to reduce poverty, with some
of them now classified as advanced nations, India continues to languish.
Broad-based prosperity seems far in sight.

India of today faces a peculiar development challenge which is a
combination of developed and developing country problems. It has a
problem of scarcity as well as plenty; greater agricultural productivity
amidst growing susceptibility to climate threats; improved medical tech-
nologies along with rising costs of treatment; higher educational attain-
ments but low employability; and joblessness amidst rising educational
levels and economic growth. Spatially, some parts of the country have
begun to reflect developmental challenges of middle-income countries
like over-nutrition, non-communicable diseases, while one would find
traditional symptoms of deprivation—poverty, undernutrition, ill-health,
gender disparities, unemployment, conflicts (along caste and religion),
and poor public services—continue to characterize the rest. Overall, while
famine-like conditions and mass food insecurity are sporadic (if any),
prevalence of high malnutrition, joblessness, income insecurity, gender
empowerment, and informality in India continue to dot global headlines.
The unrealized human potential of millions of citizens portends demo-
cratic disenfranchisement, lack of trust in the government, and the risks of
intergenerational poverty which are indicative of subdued future growth
potential of the nation.3

2 Dreze and Sen (2013) provide the most definitive account of the ‘uncertain glory’
which shadows India’s remarkable economic progress during the seven decades of
democratic rule.

3 Krishna (2017) explains this paradox as inequality of opportunity, or a ‘broken ladder’
of social mobility in India. He argues that those who live in remote areas and lack the
skills or physical capital required to be a part of the services-driven economic structure—
majority of the population—have benefited negligibly from the economic opportunity.
The India success story is however mostly about a narrower share of elites with access to
quality education, social networks, urban residence, and access to credit, apart from their
upper caste privilege.
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In India’s development process, failures of the state policy to cure
poverty—in its various appearances—is conspicuous which goes against
the idea of a vibrant social democracy.* The process of democratic
nation-building requires a strong social contract—political, social, and
economic—to the ideals of justice, fairness, and equity to increase trust
in the government and build fealty to the nation.> The strength of
these commitments, the kind of endeavors undertaken, and the institu-
tions primed for attaining these goals determine the nature of long-run
economic, social, and human development. While the epigraph of this
chapter harps upon the fact that the foundational ethos of the nation-
building was based upon this very social pledge of equitable growth, the
pathos-filled account of deprivation and suffering of the poor, however,
contradicts that such a promise was ever paid obeisance during the seven
decades of democratic rule.

Calamitous failure of Indian state to support its poor—from depriva-
tion on multiple counts and enhance their developmental capability—has
given rise to a wealth of scholarship discerning this predicament. Propo-
nents of the ‘free market’ earmark India’s state-controlled economic
planning as the limiting factor in increasing opportunities for the poor,
while those who see a larger role of the government in the economy
argue that lack of emphasis on social policy—redistribution, public invest-
ments in essential services, and civic empowerment—has restrained India’s
human potential.® Neither of these, however, deny India’s significant
economic progress as well as the enormous challenge of poverty reduc-
tion and sustainable growth. The difference fundamentally lies in the role
and design of social policy in facilitating economic development.

4 Under a social democracy, governments have a right to legal obligation to provide
certain social rights such as universal access to essential public services such as education,
health care, employee compensation, and other services for the vulnerable sections like
children and the elderly. See Bardhan (2011) on the lack of social democratic ideals
in Indian policy frameworks. Also refer to Kohli (1987) for the politics of state-led
redistribution in the pre-reform era.

5 See Hickey (2011) for a discussion.

6 This contrast is best summarized through the perspectives of Dreze and Sen (2013)
and Bhagwati and Panagariya (2013).
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ScorEe or Tais Booxk

This book focuses on a specific aspect of India’s social policy—social
welfare programs—which is increasingly at the forefront of public debates,
academic theorizing, and even electoral sloganeering.” Social welfare
programs—which include food assistance, nutritional support to children
or pregnant mothers, public works program, social pensions, subsidized
health insurance, and cash transfers for various purposes—have emerged
as the most important policy instruments to alleviate poverty and risk
in the country during the last two decades. This has led to a polarized
debate around its need, population coverage, financial feasibility, political
undernotes, economic impact, and the ability of the Indian government
to deliver welfare to its citizens. Believers in market-based solutions prefer
cash and other market-based instruments such as insurance as a more
efficient form of welfare transfer, while those wary of the market imper-
fections rely on commodity-based direct welfare assistance because of
India’s patriarchal social norms, underfunded public systems, inefficient
markets, limited citizen empowerment, and a fledgling infrastructure. As
the debate gets more intense and policy relevant, there is a greater need to
understand the source of these tensions and learn from economic theory,
global experiences, and its own subnational variation in policy design and
implementation to think about the issues of poverty, deprivation, and the
role of social safety nets. This book provides a framework to understand
India’s social welfare policies—its historical evolution, impact, current
limitations, and ideas for the future.

According to 2022 union budget, India spends around 4% of its
GDP on social welfare programs. Public Distribution System (PDS)
and Mahatma Gandhi National Rural Employment Guarantee Scheme
(MGNREGS) which address food security and rural poverty concerns
respectively, are the world’s largest welfare programs of their kind. Under
PDS, 820 million people benefit from subsidized food every month while
MGNREGS provides 100 days of guaranteed work in a calendar year to
more than 100 million people in rural India. In addition, India operates
several complementary safety net programs such as the Mid-day Meal

7 Social safety nets are different from social security which is generally understood
to be associated with employment status. Social welfare (or assistance) programs, social
protection schemes, or safety nets, are used interchangeably to describe many tools of
social policy where citizens (mostly poor) are provided direct assistance by the government.
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Scheme (MDMS), old age pension scheme, and a public health insur-
ance program, targeted to specific demographic groups to address health,
malnutrition, and related vulnerability. Despite these measures, India has
nearly a quarter of the world’s poor population, highest number of unem-
ployed youths, and the largest number of malnourished children in the
world. Why did it take so long for the Indian social policy to recognize
social welfare policies as a key tool for vedistvibution and inclusive growth?
How did welfare policies suddenly storm their way into the center of socinl
policy debate in the 2000s? What has been its impact on the poor? How
can a country which guarvantees its citizen legal rights’ to work and food
exhibit extreme forms of poverty and deprivation? How can the Indian state
improve its effectiveness in delivering welfarve to the poor?

These are questions which require a book length answer to the many
challenges of effectively conceptualizing, designing, and implementing a
welfare strategy which gets to the bottom of the developmental challenge
of a democratic nation which is beginning to modernize yet remains back-
ward on various economic, social, and political indicators. We place this
question in a historical context, beginning from period of economic plan-
ning in the 1950s and trace its evolution to the current times—a period
of 75 years in which India has fundamentally transformed in every regard,
social welfare policy included. Across multiple chapters of this book, we
deliberate upon the policy design, implementation, and welfare impacts
of the array of the welfare programs which have been introduced, rolled
back, or re-packaged by the Indian government. We place these policy
proclamations as a response to the economic exigencies, demographic
changes, and political compulsions of the times.

We argue that India’s development trajectory had two epochal events—
agricultural productivity enhancing Green Revolution during the 1970s
and the economic reforms of the 1991—which influenced the incidence
of poverty as well as the design of anti-poverty policy. While Green
Revolution initiated the process of rural poverty decline and arrested
food security concerns, economic reforms—globalization and reduction
in state-control of the economy—animated the rise of India as a global
economic power. A substantial structural transformation which India has
undergone since then is characterized by high growth rates, declining
importance of agriculture in output and employment, urbanization,
rising middle class, greater economic opportunities, and changing dietary
patterns. The process of structural transformation, however, has failed to
‘lift all boats’ because economic opportunities arising from agricultural
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productivity increase as well as services-led growth were differentiated
along access to education, credit, capital assets, and social networks. With
the skill-based services sector driving this growth process, the larger share
of the labor force—larger unskilled or less employable skills—remains in
the informal sector, without any employer based social security against
loss of employment, illness, or disability. The retrospective analysis of the
impact of social welfare programs allows us a more informed engagement
with the social policy question going into the future. How can the currvent
safety met system be transformed in an emerging economy, as diverse as
Indin? What ought to be its developmental goal? Should it cover only the
poor and the vulnerable, ov everyone? What is the most cost-effective way of
achieving these goals? How reliable are technological innovations in plug-
ging the traditional leakages in the welfave delivery systems? How to build
rvesilience for the poovest of the poor?

These questions also make us review the fundamental premise of
social safety nets—its theoretical underpinnings, institutional design,
socio-political context of policy implementation, fiscal requirements, and
effectiveness for long-term development. We argue that while standalone
welfare schemes are important to address various forms of human depriva-
tion, it is imperative to think about social welfare as a ‘system’ of programs
(welfare support) with ‘development resilience’ as its overarching objec-
tive (scope).® A systems approach to social welfare addresses the multiple
dimensions of poverty along the life cycle of individuals which not only
provide a safeguard against risks, but also facilitate full realization of
human capital through continuum of assured assistance against various
plausible shocks thereby arresting any possible decline in human capabil-
ities and build resilience. The welfare system, therefore, ought to address
not only current poverty, but also the slide into future poverty with a focus

8 The idea of resilience is central to thinking about systems because it can account
for the many complex individual-specific socio-economic and behavioral factors which
explain poverty and deprivation (Barrett and Constas 2014) to the meso-level factors
such as geography, political institutions, and citizen empowerment (Lade et al. 2017)
which together determine the nature of citizen-state contract, essential for sustainable
reduction in poverty and economic growth. Graduation programs are a good example of
creating such a system where safety nets not only involve the provision of food, but also
skills and livelihood training which enhance individual earning capacity (Banerjee et al.
2015, 2021; Banerjee et al. 2022a). However, these interventions are undertaken as part
of charitable giving motivated by the concerns of effective altruism concerns, while social
welfare programs are a promise of the state toward its citizens which not only takes place
at a large scale but has a significant feedback effect on the politics.
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on both the poor and the non-poor, however the forms of welfare support
may differ depending upon the nature of vulnerability. In this book, we
argue that if the process of development is not about enhancing human
capabilities—instead of just getting individuals over an artificially defined
poverty line—safety nets should be envisaged as a tool of enhancing the
ability to hold one’s own in the wake of unforeseen calamity. Building
household resilience, therefore, ought to be the scope of social welfare
systems.

We do not envisage the welfare system to be composed only of the
social welfare programs, but it ought to include robust public systems—
higher public investment in health, education, and essential public
services—which must work in unison to foster an enabling environment
for sustained human progress.” While visible public infrastructure (such as
roads or markets) along with essential public services (education, health,
post offices, etc.) is a key responsibility of the state to reduce physical and
financial constraints to economic opportunities, the attainment of these
opportunities is realized through the investments in ‘invisible” infrastruc-
ture—state capacity, citizen, empowerment, and public action—essential
to ensure public systems work for the poor.!® A stronger citizen-state
social contract is key to build this system where the state commitment
to welfare is clearly laid out along with the pathways to achieve so.
Resilient societies are the one where there is a collective commitment
and shared responsibility toward uplifting the most downtrodden and
marginalized members of the community. Building such social democ-
racy would require strengthening of enabling institutions, overcoming
perverse political interests, and resolving multiple clashes of ideas.

To build resilience, social welfare policies need to be more encom-
passing in their approach given the low initial endowments among the

9 This system is similar in spirit to the graduation programs, where the poorest are
provided consumption support, income assistance, skills and training, and physical capital
to allow them to ‘graduate’ out of poverty on the path to prosperity. While these programs
have successfully tested through NGOs conducting randomized control trials (RCTs) on
small populations, scaling up such an idea requires monumental government support
which is unlikely. Social welfare programs, however, could be thought of a close resem-
blance to the idea of graduation where multiple developmental deficits of a human being
are plugged.

10 gee Page and Pande (2018) for a discussion on the role of ‘invisible’ infrastructure
for poverty reduction. To understand the role of public action for social welfare, see Dréze
and Sen (1991) and Sen (1981).
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poor and the persistence of low-productivity and informal occupation
in the developing countries which is bereft of any employment-based
social security. Low capital endowments and the absence of market-based
insurance mechanisms and decreasing community-based social insurance,
economic risks arising from a loss of a job, crop failure, illness, or
disability, are always lurking. Demand from the government for social
assistance, therefore, becomes the only alternative for the poor and the
vulnerable. In a social democracy, government responds to these requests
as an essential part of the citizen-state social contract. We, therefore,
argue for a wider population coverage ( focus) to extend social protec-
tion to address the needs of those who got stuck in poverty trap as
well as to those who are vulnerable to it. Welfare assistance, therefore,
must be designed within the realm of the country’s structural trans-
formation and the ensuing nature of poverty and deprivation which
characterizes the various sections of the population. There are multiple
alternatives of welfare transters ( form)—food, cash, nutritional assistance,
health insurance, etc.—and we highlight that the decision to pick one over
the other ought to be situated to socio-economic and political context.
Moreover, while each of the multiple social welfare policies work with a
developmental goal (scope), a resilient welfare system would be achieved
when they are able to collectively able to address various dimensions of
deprivation along the human life cycle.

Soc1aL SAFETY NETS AS AN ENABLER
OF DEVELOPMENT RESILIENCE

State intervention in the form of social safety nets is primarily moti-
vated from concerns of redistribution, filling in for missing markets or
market failures than inhibits a household’s ability to cope with shocks and
invest in productive asset accumulation, or reducing household’s behav-
ioral constraints.!! Poor households are vulnerable to frequent crop loss,
unemployment, untimely death, or famine which leads to loss of income,
livelihood, and property in the short run and impairs their long-term
ability to function in full capacity. Such risks are particularly high for those
with low endowments of human and physical capital. In the developing

11 See Hanna and Karlan (2017).
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countries where markets (labor, credit, and insurance) are underdevel-
oped, welfare transfers provide a protective or safety floor against the
likelihood of falling into ‘poverty trap’ through state intervention to fill
in for market imperfections.

Social safety nets have emerged as one of the most important
policy instruments to alleviate poverty and risk in the last two decades.
According to the most recent estimates, around 2.5 billion people glob-
ally are covered by safety nets, through which 36% of the very poor
have managed to escape from extreme poverty (World Bank 2018). Social
protection policies were also utilized globally as perhaps the most potent
policy tool to address economic insecurity created by unprecedented
exogenous shock of the pandemic, COVID-19.13

Historically, the advanced nations of today relied upon a slew of state-
sponsored welfare programs during their modernization process since the
carly twentieth century to support its working population against the
newer risks which emerged from the process of industrialization, decline
in community-based mutual insurance, greater rural to urban migration,
and a more complex economic structure.'* As developing countries are

12 The poverty trap framework has been instrumental in unpacking the process of
economic development through exposing the many key facets of the functioning of
markets, the role of endowments—physical and human capital, nutritional investments,
and others—which propagate propel human growth. Based upon a 11-year-long panel
data collection, Balboni et al. (2022) find credible empirical support for the poverty trap
argument—there is a minimum threshold of asset endowment which is essential for people
to come out of the poverty trap on a sustainable basis. For a review of theoretical and
empirical literature on poverty trap, refer to Kraay and McKenzie (2014) and Barrett ct al.
(2019).

13 See Gentilini (2022) and Gentilini et al. (2022).

14 §ocial welfare policies in Europe have been attributed to the structural issues with the
labor markets—political economy contestations over the rising commodification of labor
capital under capitalism in the wake of industrialization—which led to three models of
welfare systems: liberalism, conservatism, and social democracy (Esping-Andersen 1990).
The liberal welfare system provides a modest amount of targeted assistance (restrictive scope
and focus). In the conservative model, welfare transfers are provided through the employer
and hence social differences are maintained ( focus on the employed). Social democratic
welfare regimes are the one with a strong interventionist state which prioritizes equality as
its overarching scope with generous benefits and full commitment to livelihood and income
protection. While pioneering in the field of social policy, these distinctions have their limits
when being applied to other nations, yet it would be not wrong to classify Indian social
policy till the rights-based act came into being as conservative in its approach. This is also
true of advanced Asian economies of Japan and Korea till democratic reforms of 1993 and
1987 respectively led to new ideas around more expansive social welfare programs (Kwon
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undergoing structural transformation, there has been a concerted attempt
at creating an expansive social protection architecture. The safety nets
agenda, promoted by the World Bank and other global agencies in the
1990s, has also accorded prominence to it in the “global fight against
poverty.”!® Cash transfers—unconditional and conditional—as pioneered
by Brazil, Mexico, China, and South Africa have particularly champi-
oned these reforms which have spread to other developing countries
like Ethiopia, India, Indonesia, and Bangladesh who have enunciated
various other social welfare programs. Yet, in the low-income countries,
only 20% of the population is protected through any form of safety net
which implies that the redistributive impact has been below its potential,
with the poorest of the poor still being left behind.!® Limited financial
resources, inadequate state capacity to implement welfare programs, and
weak citizen-state social contract are offered as potential examples for lack
of a comprehensive welfare strategy in the poorer countries. Concomi-
tantly, the effectiveness of welfare programs is also influenced by how its
need—the nature of poverty and deprivation—is theoretically conceived
by the economic planners.

Until very recently, the development thinking—across both academic
and practice communities—envisaged safety nets as a policy tool to
ensure that standard of living of the poorest person does not fall
below a minimum subsistence level.!” Re-conceptualization of safety nets,
however, recognizes it not only as a response to existing poverty but also

1997). Similar is the case in a majority of Latin American countries where economic crises
and political actors have refashioned ideas and institutions around social welfare leading
to a reduction in poverty and inequality (Barrientos 2009; Levy and Schady 2013). Also
sece Ravallion (2015), Deaton (2013), and Piketty (2020).

15 While state-provided social assistance—in limited amount—has always existed in the
developing countries, it is characterized by lack of resources, political will, and implemen-
tational inconsistencies. Refer to Barrientos (2013) for an in-depth discussion on social
assistance in developing countries.

16 For empirical studies, see Fiszbein et al. (2014), Margitic and Ravallion (2019), and
Ravallion (2016).

17 The principal cause of poverty is attributed to unequal human endowment at birth
and the existence of risk and uncertainty in income streams (Banerjee and Duflo 2007;
Collins et al. 2009). Livelihood risks, scarcity, and day-to-day struggle for sustenance
further lead to suboptimal choices by individuals and houscholds which push them into
intergenerational poverty (Ghatak 2015).
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as an adaptive strategy to unforeseen adverse economic shocks.!® The
scholarship on poverty and risks has evolved to account for the variation
within the poor as well considering the vulnerability of non-poor to falling
into poverty, arising out of the multiple kinds of market failures.!® House-
holds at different levels of human endowments require a different policy
response and therefore an equivalent amount of transfer is not likely to
have the same benefit to all households. As a result, the state response
to poverty requires more progressive transfers which brings the poorest
households to a certain ‘social minimum’ while protecting the non-poor
against any possible slide into poverty.2?

Research has shown that a limited amount of social assistance allows
only those who are just below the poverty threshold to escape the poverty
trap with a negligible effect on those at a very low level of well-being.?!
Therefore, while the poorest households may benefit from more progres-
sive transfers, the vulnerable but non-poor groups can benefit from some
form of contingent transfers to sustain themselves above a subsistence
consumption level.?? Keeping everyone outside the poverty trap, above
a minimum level of consumption, therefore has a multiplier effect on
the economy which increases overall welfare. As a result, anti-poverty
policies not only need to address the structural inequalities in financial

18 Devereux and Sabates-Wheeler (2004) conceptualize safety nets as a policy instru-
ment to ‘transform’ human lives and stem intergenerational poverty. See Bowen et al.
(2020) for the adaptive role of social safety nets.

19 To understand the vulnerability of non-poor to falling into poverty in the wake of
a catastrophic shock like illness or death, see Krishna (2010). Similarly, refer to Barrett
et al. (2019) for an account of the multiple poverty traps and market failures.

20 Economic theory suggests that households are cither stuck in poverty because they
are born with poor human and physical capital endowments and are therefore employed in
low-income activities, or they fall into poverty because of some exogenous shock such as
loss of life, livelihood, or erosion of their resource base. To transition out of this situation,
they are required to acquire a minimum amount of capital so that their earnings and
earning capacity could increase leading to a further expansion in their human capabilities.
Overall individual gains also bring about an investment in productive capital, the ability
to acquire skills, and a wider set of economic opportunities which pushes overall wages
upwards. While social transfers can have a role to pull people out of poverty, but this
escape is pre-conditioned upon a certain minimum amount of human and physical capital.
See Banerjee et al. (2022b) for an economic formalization of this idea in the context of
social protection policies in developing countries.

21 Refer to Balboni et al. (2022) and Barrett and Carter (2013).

22 Tkegami et al. (2018) provide a theoretical illustration.
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and human capital endowments, but also provide them sufficient support
in the wake of economic losses—crop, livelihood, or health. A robust
anti-poverty strategy, as a result, need to address both—transitions in
and out of poverty—for infusing resilience into the development process.
By providing an opportunity to escape poverty, safety nets can help
improve the standard of living, arrest the erosion of physical capital,
provide human dignity, and reduce interpersonal inequality. However,
such a transformational impact requires timely, sustained, and formidable
amount of welfare transfer.

CONTRIBUTIONS TO THE INDIAN SociaL Poricy DEBATE

Social welfare programs have been one of the most researched aspects
of social policy in India lately. The credibility revolution in economics,
the mantra of ‘evidence-based policy’ in development practice, avail-
ability of rich household survey data, creative research designs, and
gigabytes of public available administrative data on various schemes have
made program evaluation a key component of any empirically minded
economist’s curriculum vitae. India’s range of social welfare has provided
an abundant field to scholars domestically and abroad to test their theo-
retical and empirical tools to suggest ways to improve the ‘plumbing’
of the various social welfare schemes through analyzing their imperfect
implementation, welfare impacts and offered novel solutions to improve
performance.?® The wealth of scholarship which has emerged in the last
two decades on the impact of social welfare programs however lacks a
unifying framework to understand the rising importance of social welfare
policies, their impact, and future innovations within the realm of India’s
economic transformation, social change, and democratic strengthening.
The burgeoning empirical research on India’s safety nets reflects is
beset with a fundamental challenge. These isolated studies—focusing on
the effectiveness of specific welfare schemes, at a certain point in time—
focus on a narrow plumbing question without much cognizance to the
welfare system architecture. We would show in later parts of the book that

23 At the prestigious Richard Ely Lecture at the American Economic Association
meeting in 2017, Nobel Laureate economist, Esther Duflo famously suggested that the
work of an economist is akin to a plumber wherein they bring their technical expertise
to fix tap-design in the policy house, identify ruptures in the system, test and suggest
solutions, and create an architecture for policy ideas to flow. See Duflo (2017).
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the same welfare schemes could have a favorable impact in one region,
while not in the other. Several contextual factors could explain this differ-
ence, which is not often observable to the researcher or beyond their
theoretical paradigms. Program evaluations, despite their crucial impor-
tance, could “miss the woods for the trees.” Such oversight is particularly
common when evaluations of social welfare programs depend upon the
quality of program implementation, population coverage, along with the
nature of poverty and overall economic structure which are neither time-
invariant nor spatially uniform across a country as large as India. This
book’s contribution therefore lies in extending beyond the limited set of
plumbing tools to carry out a comprehensive ‘house-inspection’ of the
emerging social welfare architecture. In doing so, while we deliberate
upon the planning and design of the various schemes, we also theorize
and envisage how these schemes working together could foster a resilient
development process in the future.

To the best of our knowledge, there are only two benchmark study
of similar scope.>* In 2011, World Bank came out with a report which
contained a detailed review of all the major social protection programs
in India with suggested policy measures. Economist Jean Dreze simi-
larly edited a volume which had a collection of empirical research on
various social safety nets in India, from the many volumes of the policy
journal, Economic and Political Weekly. In the last decade, social welfare
policies have undergone a rapid transformation—in terms of their focus,
Sform, and scope—which we update but more importantly this book is not
about technocratic solutions to ‘fix’ the problems but rather it makes
us think about the nature of the problem itself, its relevance under the
current contextual nuances (economic as well as political) with a vision
for the future. While analyzing each of the welfare programs—against the
development needs against which they were created (scope), the intended
beneficiaries of the program ( focus), and the nature of welfare support
(form)—our focus is always on the ‘big picture’ question of long-term
improvement in human welfare.

This book is also an important contribution to the study of social devel-
opment in India. While several other scholars of repute have highlighted
the limited success of Indian state in reducing poverty and depriva-
tion, the point of departure for this book lies in the singular focus on

24 See World Bank (2011) and Dréze (2016).
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social welfare programs.?> We analyze social policy change and its drivers
through carefully scrutinizing policy documents since the 1950s, multiple
government reports, news pieces, and tomes of scholarly work on India’s
development trajectory. Big-picture economic thinking, however, cannot
disregard politics. The social welfare question, specifically, is a political
one both in design as well as implementation. In this book, we delve
into great length to argue that future of welfare programs and its reforms
lies in political coalition building with citizen at the center. The insights
offered here combine a range of scholarship—theoretical and empirical—
on poverty, social policy, economic development from a comparative
perspective.

In terms of theoretical innovations, this book brings a systems
approach to the social welfare debate in India and argues for develop-
ment resilience as the scope of this system. We approach the social welfare
question not merely as a tool of improving the many metrics of human
deprivation, but as an enabler of human resilience through various forms
of welfare interventions which address current as well as the future inci-
dence of poverty in its various expressions. We envisage the expansion of
social safety nets not only as a policy tool to support the poor, but to build
their capability with the ideas of bridging the endowment gaps between
the baves and have-nots—or India versus Bharat (India’s pre-historical
name)—and foster resilience against the fragility of economic lives in the
wake of impending economic, social, or environmental change.

25 While one set of the research is focused on social policies in general, the other
focuses on social welfare policies directly. Dreze and Sen (2002, 2013) discuss the causes
and consequences of inadequate success on social development indicators and human
capabilities in India. Based upon many decades of field work, Krishna (2017) provides a
perspective on the limited opportunities for social mobility for the majority of Indians.
Kohli (2012) deliberates on the failures of redistributive policy in the country. Gupta
(2012) focuses upon the structure of bureaucracy which limits effectiveness of social
policies. Mody (2023) sketches out the decadal changes in the politics of poverty between
1947 and 2022. Basu (2017) pens a personal account of his experience as a policymaker
when social welfare programs were being reformed. Banerjee et al. (2019) highlight the
developmental challenges of the country considering the economic change since 2000s.
Dreze (2019) masterfully narrates how social policies have impacted human lives from
the eyes of an activist-economist of first grade. Chiriyankandath et al. (2020) describe
policy changes between 2004 and 2014 which led to the expansion of social protection
in India. Tillin et al. (2015) highlight the political factors which explain the rise of Indian
subnational units as the torchbearers of social welfare reforms. Pellissery (2021) argues that
the ‘social’ question in Indian policy has traditionally focused on political empowerment
to the marginal group.
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In their most recent book, Good Ecomomics for Hard Times, Nobel
Laureate economists, Abhijit Banerjee and Esther Duflo, remark that the
“goal of social policy, in these times of change and anxiety, is to help
people absorb the shocks that affect them without allowing those shocks
to affect their sense of themselves. Unfortunately, this is not the system
we have inherited. Our social protection still has its Victorian overlay,
and all too many politicians do not try to hide their contempt for the
poor and disadvantaged. Even with a shift in attitude, social protection
will require a profound rethinking and an injection of lots of imagina-
tion.” They further note that, “we clearly don’t have all the solutions,
and suspect nobody else does either. We have much more to learn. But
as long as we understand what the goal is, we can win.” This book has
a similarly modest aim. We do not claim to have an answer to all the
challenges of social safety net in India. Rather, we have provided a frame-
work which allows us to pose relevant questions and generate a debate
which is theoretically sound and empirically grounded in India’s economic
reality. Economist John Maynard Keynes is often attributed (erroneously,
it seems) to have remarked that “it is better to be roughly right than
precisely wrong.”?® In truly Keynesian spirit (even if it is wrongly
attributed to him), our policy prescriptions are based upon the economic
structure inherited from past policies and the forces of globalization which
are unfolding and would likely shape the future. There are assumptions—
some of which may reflect our biases—which may or may not hold the
test of time. What is important, however, is to have an informed deliber-
ation around questions which we care about amidst the changing nature
of economic risks, vulnerabilities, and the quest for a resilient society.

Roapmar

In the subsequent chapters of the book, we begin focusing on indi-
vidual programs, deliberate upon their origins, evidence around their
effectiveness, and how they could be redesigned in the future.

We begin by describing a general schema for the global expansion
of social welfare policies along the path of structural transformation in
Chapter 2. Based upon theoretical underpinnings of ‘social welfare” and
the learning around the implementation of social welfare in India and

26 https: / /www.oxfordreference.com/display,/10.1093 /acref/9780191866692.001.
0001/q-oro-ed6-00016758;jsessionid=4571412CE821B186DF3A8386F8E641E5.


https://www.oxfordreference.com/display/10.1093/acref/9780191866692.001.0001/q-oro-ed6-00016758;jsessionid=4571412CE821B186DF3A8386F8E641E5
https://www.oxfordreference.com/display/10.1093/acref/9780191866692.001.0001/q-oro-ed6-00016758;jsessionid=4571412CE821B186DF3A8386F8E641E5
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abroad, we highlight the rising importance of more demand-side promo-
tive measures (to stop the flow into poverty) of social assistance along with
the traditional preventive measures (consumption support to the already
poor). We place these arguments in the context of changing economic
structure of the developing countries which is characterized by questions
around informal employment, gig economy, and the ensuing livelihood
risks and vulnerability. In this chapter, we frame poverty as a multidimen-
sional, multi-scalar, and dynamic concept which allows us to approach the
issue of social protection as a system, and not only as standalone schemes.
The ideas presented here become a source of motivation for the chapters
to follow where we focus on the Indian context.

In Chapter 3, we analyze India’s reliance on social welfare policies as a
response to various developmental deficits from a historical perspective
which allows us to review the successes and failures of these schemes
in terms of their design, implementation, and welfare impact in the
context of India’s structural transformation and poverty reduction. We
discuss the variety of anti-poverty programs—food transfers, public works,
mother and child support, social pensions, and health insurance—as they
were progressively introduced over the course of last seven decades. In
this chapter, we also highlight the subnational differences in economic
and human development outcomes to show that the poorest regions
have been lacking in enhancing the effective implementation of welfare
programs. Looking into the future, we argue that welfare programs of the
future must be attuned to the changing economic and demographic trans-
formation of the economy—as characterized by stagnant farm income,
slower pace of urbanization, deindustrialization of the economy, and
rising informality of employment—to facilitate a resilient development
process.

In the following chapters (Chapters 4-7), we discuss a family of social
protection schemes under a common developmental objective (such as
income, food security, or nutrition), unpack its theoretical rationale,
provide its historical imperative, deliberate upon the implementation
design, summarize its impact, discuss policy relevance, and conclude
with suggestions for the future. In Chapter 4, we lay out the nature of
poverty, livelihood arrangements, economic structure, and ensuing devel-
opmental challenges facing the country. Drawing upon the economic
policy documents, we specifically discuss how poverty has been synony-
mous with famines and hunger, in rural India, which gets reflected in
the design of social safety nets. As the most important instrument of
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rural poverty reduction, we discuss the importance of the public works
program in contributing to rural prosperity, along with an emphasis
on social pensions for the elderly, and newly introduced cash transfers
for the farmers. We also highlight that with changes in economic and
demographic structure, urban livelihood challenges are now as rampant
prominent with rising informality of employment. Lack of employer-based
social security and rising threats of climate change have also exacerbated
vulnerability for the non-poor. We, therefore, argue for a more dynamic
and encompassing social welfare policies in the future which not only need
to expand their focus to urban poor but are also geared toward addressing
the emerging sources of poverty and vulnerability.

In the following chapter (Chapter 5), we investigate the role of in-kind
food transfers through PDS in reducing hunger and improving nutrition.
PDS, arguably the most debated of all social welfare schemes in India,
has a long history going back to its introduction as a relief measure for
urban workers during the Second World War. It continues to be a major
source of relief for the poor, with food transfers being a major source of
welfare support during the ongoing COVID-19 crisis. Yet, it is beset with
numerous challenges, fundamental to which is its reliance upon the state-
driven farm procurement of food grains, which has distortionary market
effects and compromises food system diversity and ecological sustain-
ability. We deliberate upon these factors, including the political economy
of it which abets the procurement-stocking—distribution ‘gordian knot’
to argue that any replacement of PDS with cash transfers—a key social
policy debate—is essentially tied to the reforms in the agricultural sector.

It is widely known that early life nutritional assistance has a transforma-
tional effect on human capabilities through improvements in child health
outcomes which further increase cognitive skills, work productivity, and
halts the intergenerational persistence of poverty. Social welfare policies
in India, however, did not pay much attention to these programs till very
recently. Currently, nutritional assistance for mother and child under Inte-
grated Child Development Scheme (ICDS) and free school afternoon
meal under the Mid-day Meal Scheme (MDMS), along with maternity
transfers to encourage institutional delivery are the key programs to
address early life undernutrition and child health issues. In Chapter 6,
we study the performance of such programs which are ameliorating
intergenerational poverty. We argue that despite success in improving
child outcomes, these are beset with operational challenges that could
make them more potent instruments of addressing child malnutrition.
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We highlight these challenges as overworked, demotivated, and under-
paid staff at the ICDS centers, poor quality of meals in schools, and
narrowly targeted maternal cash transfers for institutional delivery. Put
together, these factors highlight the limited state capacity of the public
systems which are essentially designed to cater to the poorer sections of
the population as the relatively well-oft sections of the population have
already moved on toward private provisions of school and health, in the
expectation of better quality.

While food and nutritional assistance have been the traditional forms
of social safety nets in India, the scope of safety nets in improving health
outcomes and supporting households against health shocks has been
recognized only lately in the country. In Chapter 7, we discuss the
importance of improved health as a fundamental pillar of economic devel-
opment. Health continues to be an ignored area of social policy despite
an agreement on adverse health shocks as a primary reason for slides into
poverty, even for the non-poor. India’s health care was designed along the
lines of the British National Health Services (NHS) where seeking health
care would be free for all. Yet, the availability and quality of health care in
India has been abysmally poor while has led to a de facto private health
care system which is expensive and unaffordable even to non-poor. In the
early 2000s, subsidized public health insurance, targeted at the poor, has
been introduced as a newer form of safety net. However, health insurance
has had moderate success in India due to a poor health infrastructure,
both in quality and reach. With the rising burden of no communi-
cable diseases (NCDs) and increasing out-of-pocket patient health costs,
health insurance will grow in importance to stem the tide of poverty.
An emerging but sparse empirical literature on India suggests its limited
effectiveness in Northern India, where other forms of social safety nets
have lesser effectiveness, too, further calling into question the regional
disparities in governance and state capacity across the country.

Chapter 8 discusses why social welfare schemes in India have been
unable to build resilience despite the expansion of social welfare programs.
Approaching this question through the lens of policymaking, we argue
that the potential welfare impacts of social safety nets have been under-
mined because of restrictive zdeas of human welfare and poverty, perverse
political znmterests, and discriminatory last-mile inmstitutions. The three I’s
of policymaking also allow us to deliberate upon the subnational differ-
ences in welfare outcome through laying out the divergent ideas which
motivate citizen welfare, the institutions which were designed to deliver
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the welfare benefits, and how it shaped political interests, in this chapter.
The arguments presented here—which suggest a failure of social policy
in building an inclusive social welfare system—rely upon a rich vein of
scholarship on policy science, institutional economics, and comparative
politics.

Given a book with such a broad scope, we cannot shy away from
engaging with the most pressing contemporary debates around social
safety nets in country. In Chapter 9, we focus on the following central
questions which hold the talisman for the future design of Indian
social welfare policies: Can food transfers be replaced with cash? Would
universalization of welfare programs increase its effectiveness? How can
technological innovations overcome implementational hurdles which have
traditionally plagued the welfare delivery systems? Is universal basic
income (UBI) a feasible alternative to the array of poorly implemented
welfare schemes in the country? Does India have the fiscal wherewithal
and organization capability to manage and fund an expansive set of social
safety nets?

Chapter 10 concludes the discussions in this book with a summary of
the various insights generated in each of the chapters and lays out sugges-
tions for the design of social welfare policies in the future. We highlight
the need to imagine a social welfare system rather than just a mixture of
independent schemes to engender a resilient development process.
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CHAPTER 2

Development Resilience as the Scope
of Social Protection

INTRODUCTION

According to the latest estimates, every tenth person in the world (689
million people) lives in extremely poverty.! These numbers are surging
further as we write this book. The novel coronavirus pandemic, COVID-
19, has wrecked lives and livelihoods at an unprecedented scale. In just
a few months following the economic lockdown in 2020, poverty levels
in India returned to 2016 levels, as almost 3% of the labor force lost jobs
and many others suffered economic and health setbacks—a new cohort
of poor were added while those already poor were threatened by desti-
tution.”> Many more young children would therefore be born or raised
in poverty with diminished human capital, and therefore, poorer future
life outcomes. While pandemics are once in a lifetime phenomenon,
economiic lives of the poor are exposed to multifarious unavoidable risks
over the course of their lifetime which diminishes their ability to invest in
long-term productive assets, consigns them to poverty traps, and thereby

1 According to the World Bank (2018), extreme poverty is measured as an expenditure
of less than $1.90 a day. According to the same measure, global poverty stood at 9.2%
in 2017 (Schoch and Lakner 2020).

2 The figures come from the monthly panel surveys conducted by the Centre for
Monitoring of the Indian Economy (CMIE). https://doi.org/10.1596,/978-1-4648-
1640-6.
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perpetuates intergenerational poverty.® While some are able to escape
poverty, vulnerability of non-poor to exogenous shocks such as loss of
income, livelihoods, or illness ensures there is also a steady inflow of
people into poverty. Lives and livelihoods, therefore, are fragile.

In traditional cultures, voluntary charitable assistance to the needy—
often motivated through religious, moral, or social injunctions—acted as
a form of social insurance against daily risks. Emperors and rulers main-
tained certain normative commitment to protecting the vulnerable against
starvation during times of scarcity and famine.* In the modern day of
nation-states and democratic forms of governance, providing citizens with
social security or social protection is a part of the economic and political
commitment—social contract—which provides the state the social legit-
imacy to govern and builds fealty to the nation among citizens.® But
these commitments by the states are often absent in practice, weak or
fractured, and also open to manipulations which leaves the poor behind
and economic inequality across the world.

Organized state action to improve human welfare and eradicate poverty
was influenced by industrial revolution-led economic transformation,
suffering incurred in the World Wars in the early twentieth century,
and the political need for solidarity and nation-building exercise.® By
1960s, most advanced nations had introduced various social protection
programs as a part of their democratic responsibilities. A strong social
welfare system financed with progressive taxation and economic efficiency,
along with the ideals of equality of opportunity and social justice, led

3 See Banerjee and Duflo (2007) for a survey.

4 During the imperial era of Egyptian and Roman civilizations, free distribution of food
to the people was particularly common. These measures served to ensure peace, avoid
civic unrest, maintain law and order, and ensure suzerainty of the kings and rulers.

5 Social contract signifies the formal and informal reciprocal rights and obligations of
citizens and the nation-state with each other, as commonly understood in the social
science literature. The notion of social contract varies by democratic culture, electoral
competition, civil society, and nation-state ideals.

6 Bismarck proclaimed the first social insurance law in Germany in 1880. In a decade’s
time, Denmark, New Zealand, and Australia introduced old age pension schemes. Subse-
quently, Britain legislated compensation for unemployed workers, old age pensions, and
an insurance program for the sick and disabled in the early 1900s. Across the Atlantic, US
President Roosevelt introduced a massive public works program in response to the Great
Depression of the 1930s, and consequently, a welfare state came into being in America
with the “New Deal” legislation. In the midst of the Second World War, Britain and
France announced their own ambitious welfare state plans.
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to a resounding success in lowering poverty, inequality, and improved
overall human and economic development in the Western nations.” East
Asian economies ramped up their social protection programs in order
to recover from the economic crisis of 1997-1998, even though they
were at a more modest level of economic development than the Western
nations.® Subsequently the idea of social protection spread to the poorer
countries of Global South (Brazil, Mexico, India, South Africa, Indonesia,
Ethiopia, among others) much like a ‘quiet’ revolution motivated by
foreign aid, rights-based humanitarian concerns, threats of informality of
labor, leading to various innovations in social safety net designs brought
about by technological advancements and political considerations.”
Social protection systems in the developing countries, however, despite
the recent expansion continue to be small, weak, and benefit only a few.!?
The developed nations spend a large share of their overall gross domestic
product (GDP) on tax-financed social protection policies which includes
unemployment benefits, social insurance, and other forms of assistance
(Fig. 2.1). Most notably, the Scandinavian countries famously known for
the Nordic welfare model—where every citizen is covered under a variety
of programs that ensure they do not fall through the cracks and main-
tain a certain minimum standard of living—stand out. In most developed
countries, the social contract is built around a much larger role of the state
in ensuring its citizens live their life with dignity and respect. Developing
countries, on the other hand, have a weaker social contract where rights
and responsibilities to a better life rests more on the individuals than the

7 The twin pillars of market-based capitalism and democratic socialism, on which the
postwar Western economies were built, created a hybrid system—varying by countries—
making them far from the ideal welfare states, as many thinkers have conceptualized.
Yet, the welfarist turn of the advance nations has indeed been exemplary in generating
domestic prosperity. See Esping-Andersen (1990, 1999).

8 The East Asian example highlighted the risks of globalization to domestic poverty and
expansion of social protection in response showed that an social inclusion and economic
growth together are possible. Interested readers can refer to Kwon (2005) for more
detailed description of social protection reforms in East Asian countries.

9 See Hanlon et al. (2012).

10 Barrientos (2013) provides a comprehensive review of reforms what challenges with
the social assistance policies in developing countries.
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state. As a result, they have a relatively underdeveloped social protection
system and suffer from much higher rates of poverty and deprivation.!!
The last few decades, however, have seen a concerted attempt at
creating a social protection architecture in the low-income countries
(LICs), as the concerns of poverty and redistribution have been at
the center of global development.!? Millennium Development Goals
(MDGs) and its successor, Sustainable Development Goals (SDGs) explic-
itly invoke the need for social protection as a ‘global’ social contract
in order to achieve the poverty reduction commitments (Birdsall 2008).
This is in continuation of the safety nets agenda, promoted by the World
Bank and other global agencies during the late 1990s—in the wake of
economic restructuring and globalization in developing countries—in the

o France

o High Income Upper Middle Income © Finland
30 Lower Middle Income ~ + Low
© taf® BB Tharc
© Austria
o Gresce © Sweden
O SPaIN 5 Germany
© Portugal © Norway
Serbia o o .
Ukraine OSlovenia O Netheriands .**" 0 Luxembourg
© Croatia © United Kingdoos San Mags
20 © Hungary JRad
© Poland  © CzBchewgssland o’ Switzeriand
Brazil * Bulgaria oMata -
© Unuguay © Estonia o <f Canadd, jrlang
Lesotho
Q el
o cfijfussian Fetisration  © leeland
thuania
Gosta Fighikey
Kba it 1 Sandol N0 oo o kvt
v TG
10 Bolvia _Fﬁg South Alfig3y s © Panama
Pt - Al © Trinidad and Tobago
e & peavaion
+ Fwanda Ojbouti P A o Ao B,
.- ntigua and Barbida
Soomonslands g C%ﬁﬁz NG kRS Republe. - Libya
GuifleZBIBSAC ;. Senggmia ? G Peru Kazakhstan
g + e Sendgn! % Maurania pain azakhsta © United Arab Emirates
10ZambYL orra Leone. . = ~F BaNin 5 a0 Tome aod HAUES Guaterfi3finaica & Grenada & Maldives, Bahrain 9 Singapore
uwivrct ke 158, Hiinen Fii Thailand . Malaysia o S8R Rbia
i tar i Equatorial Guin
f.aég’gm““%m comeongis San o3¢ eniippins °™" auatonal Gunea © Brunei Darssalam,
aeen f © Qatar
Chad o "
+ gt AR nigora indonesia
0 Pakistan

In (GDP per-capita)

Fig. 2.1 Expenditure on social protection and per capita income (2017) (Source
International Labour Organization [ILO])

11 Eor a more elaborate discussion on the linkages between social protection and social
contract, refer to Hickey (2011).

12 Global development commitments in the form of Millennium Development Goals
(MDGs) and its successor, Sustainable Development Goals (SDGs) explicitly invoke social
protection as a tool for anti-poverty policy. These commitments are also considered to be
a sort of ‘global’ social contract (Birdsall 2008).
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“global fight against poverty.” The social risks framework as espoused by
the World Bank envisaged safety nets—a combination of programs—as
a bulwark against everyday economic risks and catastrophic exogenous
shocks which make households vulnerable and potentially descend into
poverty.'3 Yet, despite the significant expansion of the social protection
programs in the developing countries, it has not enabled the poorest of
the poor to break through the poverty trap on a scale, as expected.'*

This book is an attempt at diagnosing the ineffectiveness of the social
safety nets and providing a framework which allows us to envisage social
safety nets as a tool for building resilience—reducing current poverty
along with an enhanced human capability to reduce the likelihood
of future poverty. The key contribution of this book is to argue the
following: long-term success of social welfare lies in transcending the
narrow conceptualization of welfare as ‘schemes for a problem’ toward a
more encompassing social welfare ‘systems’ which provides support for all,
at all stages of life in order to allow a life of dignity. Focusing on India,
we provide policy perspective on how to operationalize a social welfare
system which leaves no one behind and contributes to long-term gains in
economic and human development.

Conceptualizing social protection as mere safeguard or a risk-reducing
instrument—in the form cash or in-kind transfer, or public employment
against an exogenous adverse shock, which could be addressed through
smoothening the consumption gap—has been a major undoing of the
social safety nets in bringing about transformational impact on poverty.!?

13 Safety nets were considered essential to safeguard the poor against the risks of loss
to livelihood, displacement, illness, etc. (World Bank 2000). Through a slew of programs,
their aim is to “protect a person or houschold against two adverse outcomes in welfare:
chronic incapacity to work and earn (chronic poverty) and a decline in this capacity from
a marginal situation that provides minimal means for survival with few reserves (transient
poverty)” (Subbarao et al. 1997, p. 2).

14 While social transfers have enabled 36% of the very poor to escape extreme poverty,
cross-country analysis by Margitic and Ravallion (2019) suggests that the rise in spending
on social protection in LICs has lifted the ‘subsistence floor’ as a whole, the poorest are
often left behind in benefiting from the spending. The poorest therefore are ‘left behind.’

15 Safety nets are effectively designed with the aim of stemming the descent of transitory
poor into chronic poverty. Such conceptualization ignores those who are chronically poor.
Barrett (2005, p. 48), therefore, points out to need for another class of interventions,
which he refers to as “cargo nets” to pull the chronic poor out of their condition.
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Comprehensive social safety nets not only need to provide social assis-
tance to stem the descent of households into poverty or pull them
out of poverty traps, but also need to provide an opportunity to take
off on the path to prosperity.!® We argue that safety net interventions
need to move from merely preventive cures to the problems of poverty
to building household resilience to have a transformative impact. Anti-
poverty transfers should not only target consumption assistance, which
removes resource constraints and enhances productive capacity in the
short run, but should also promote capital accumulation over the long
run.

While the empirical context of this study is rooted to India, we believe
the relevance of this book goes beyond the present context. The present
chapter sets the tone for this book where we highlight some of the funda-
mental aspects of social protection policies—its conceptualization and
purported impacts—essential for long-term reduction in global poverty.
We provide a framework and build a taxonomy of social safety nets to
argue that for social protection programs to succeed in reducing poverty
and vulnerability, one must expand the scope of them beyond the narrow
objectives of social safety nets as merely instruments of safeguarding
against the risks of poverty. For a transformative welfare impact, social
welfare policies need to move the focus away from poverty—measured as a
money metric—to those identified as poor. Poverty manifests itself multi-
dimensionally—deprivation along the dimensions of health, education,
and nutrition—and each of them require a different lever of the social
welfare apparatus to promote the potential human capability.!” Similarly,
the form of social protection needs to adapt to the changing nature of
deprivation along the development trajectory of a nation. A more expan-
sive scope, form, and focus of an anti-poverty program would enable
a more resilient development process and bring about transformational
change.

16 In the parlance of social protection, their role as a “trampoline” was used by World
Bank (2000) in the World Development Report 2000/2001: Attacking Poverty, while Barrett
(2005, p. 48) introduced the term “cargo net” as a means to pull households out of
chronic poverty.

17 For a detailed discussion on poverty, entitlements, and human capability, see Sen
(2001).
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ENABLING DEVELOPMENT RESILIENCE

We invoke the concept of development vesilience as an overarching theme
or scope of progress through social safety nets. Resilience, as a devel-
opmental objective, has been an important part of the global debate
around increasing the “the ability of countries, communities, and house-
holds to manage change by maintaining or transforming living standards
in the face of shocks or stress” (DFID 2011, p. 6).3 Safety nets, through
insuring against such risks—either due to covariate (conflicts or natural
disasters) or idiosyncratic shocks (health, etc.)—enhance individual or
household resilience. While such risks are disproportionately more acute
on the poor, they are equally threatening those around the poverty line,
even above it.

For resilient development, welfare policy should not only concern itself
with current levels of poverty and deprivation, but also to vulnerability
to poverty in the future as well. The strategy for addressing poverty,
present and future, should also depend upon where households lie on
the scale of deprivation. Those pushed into poverty because of an adverse
shock, since they lie closer to the poverty line, can be served through
social assistance, which covers their consumption or income decline. For
the extreme poor, however, merely the stability of consumption through
safety nets may not suffice in pulling them from poverty, and hence, need
much stronger support on multiple fronts of development, providing
them with suitable opportunities to accumulate more assets so that they
make a sustainable transition out of poverty.!® Both of these sets of house-
holds are at risk of being trapped in poverty but require different policy
responses—the latter, a more comprehensive one.? Although the poorest

18 In more technical terms, development resilience is conceptualized as promoting the
“stochastic dynamics of individual and collective human well-being” (Barrett and Constas
2014, p. 14625).

19 While highlighting the role of safety nets as an important source of breaking out of
the poverty trap, Barrett and Carter (2013) pointed out that social assistance of a limited
amount can help escape poverty only for those just below the poverty threshold, with a
negligible effect on those at the extreme.

20 This is based upon the idea of multiple poverty traps introduced by Ikegami et al.
(2019). They argued that existence of multiple poverty traps implies that not all house-
holds have the same ability to benefit from a transfer of equivalent amount. There are
some households that are perpetually poor, while some are vulnerable to poverty but have
a slight ability to accumulate assets when they are able to anticipate risks, ex anze.
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households may benefit from progressive transfers, the vulnerable but
non-poor groups might benefit from contingent transfers, so that they
remain above the subsistence level through a multiplier effect.?! The
resilience approach requires incorporating the goals of long-term response
and transformative development, without which safety nets can only serve
a palliative response of support against risks, at best.

The essential idea behind social protection, or safety nets, is that it
should cease to exist or at least, over time, a very low proportion of
individuals would require the support. It should progressively become
an option only for those who are not able to sustain a minimum standard
of living through their livelihoods. Such a situation is possible only when
there is an improvement in the ability of households to accumulate human
and physical assets essential to fully exercise their capabilities. Adapting to
risks and the ability to withstand health shocks, or loss of jobs, essentially
emanate from a certain different kind of deprivation in skills, education, or
nutrition. Lack of education and skills leads to unemployment or under-
employment. Similarly, poor nutrition or health undermines cognitive
potentials; and certain cultural or exclusionary practices, such as partic-
ipation of women in the labor force, further hinder economic growth
and transformation. Social safety should play a role in promoting resilient
development by addressing many such developmental shortfalls—often
during the most appropriate life-cycle window, or for a specific subpopu-
lation or geography—to have a transformational effect (Sabates-Wheeler
and Devereux 2007).

To bring about this transformational change, the scope of social
welfare policies should be more expansive, which not only ensures the
maintenance of a minimum of consumption needs but also addresses
structural inequalities, promotes equal opportunities for all, and stems the
intergenerational persistence of poverty. A more ambitious social safety
architecture with a wider set of objectives—like addressing livelihood
insecurity, or nutritional capabilities, or promoting asset accumulation—
can engender greater synergies among many of the standalone schemes,
thereby increasing overall welfare impact. By combining the various

21 Tkegami et al. (2019, p. 242) built a dynamic stochastic model of consumption and
asset accumulation, relevant to the developing country context and argued for a hybrid
social protection system that combines traditional means-tested cash transfers with a “state
of the world contingent transfers” (SWCTs) to be made to those who are vulnerable to
negative shocks in the future, but non-poor currently.
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aspects of social assistance—addressing essential needs; prevention of the
fall into poverty; building assets and human capabilities—a resilient devel-
opment process can be stimulated that leads to greater prosperity and
ensures that the poorest are not left behind.?? The scope of social welfare
should enhance human functioning and capabilities. Social safety nets,
which engender resilience through an expansion of human functioning
and capabilities, fulfill the ideals of social justice that underpin the moral
philosophy of social assistance of any form.

Consistency with the Social Justice Pavadigm

Welfare, in the form of state support for the poor, destitute, or vulner-
able emanates from moral imperatives of social justice, where a society’s
progress needs to be judged by its ability to improve the well-being of
the poorest person (Rawls 1971).2% The state, as Rawls argued, needs to
have “strains of commitment” to a “social minimum” essential for citi-
zens to lead a “decent life, and... more” (Rawls 2001, pp. 129-30).
The justice-based concept of a social minimum moves beyond merely
a subsistence-level consumption floor of basic needs toward basic rights
and the political participation of the poor. Rawls’ social minimum seeks
to ensure all citizens have equal access to primary goods, which include
fundamental individual liberty, choice, income, wealth, and a sense of selt-
respect, so that they are able to participate in economic cooperation on
an equal footing. The state, he argued, should engage therefore in some
form of redistribution through transfers, so that all citizens have a “social
minimum” of primary goods, thereby increasing the well-being of those
on the lowest strata of society (Rawls 2001, p. 130). The social minimum
in the Rawlsian world is, therefore, developmental and transformative.
Nussbaum and Sen (1993) extended the same idea further, influencing
global thinking around basic needs and what constitutes a good quality of
life, especially in the developing countries. In his influential essay, Justice:

22 1 eaving no one behind is also the theme of SDGs. See UN (2017).

23 1n his classical treatise, A Theory of Justice, John Rawls (1971, p. 136) had argued
that principles of justice as chosen from behind a “veil of ignorance”—when there is
natural awareness of one’s own abilities, stature, sex, race, or tastes—ought to affirm a
system that seeks to minimize inequality through elevating the position of the poorest
person.
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Means Versus Freedom, Sen extends the Rawlsian formulations of distribu-
tion and puts forth his idea that the equality of primary goods (liberty,
choice, economic status, and self-respect, in the Rawlsian world), should
be replaced with human capabilities (Sen 1990).24 The capability-based
approach, as it is commonly known, recognizes the undue disadvantages
that occur to some through a “natural lottery,” as a result of disability,
gender, health, etc. The ‘capability set’ in Sen’s framework, “stands for
the actual freedom of choice a person has over alternative lives that
he or she can lead” (Sen 1990, p. 114). A social minimum, therefore,
should be based upon enhancing the actual capabilities that people need
to prosper and pursue their own desired outcomes, whatever they may
be. It enshrines the citizen with the “entitlements” they have over their
human worth and dignity, as instrumental to further pursuits of human
flourishing (Nussbaum 2000).

The social justice framework that a society’s progress should be judged
by is its ability to improve the well-being of the poorest person in the
society, most notably reflected in the UN’s Sustainable Development
Goals (SDGs), which advocate for a development paradigm where “no
one is left behind” (UN 2017).2% Yet, the ideals of state commitment
to a social minimum have remained limited to maintaining people above
subsistence, especially in LICs. Using social protection to achieve social

24 Sen (1990, p. 114) is critical of Rawls’ selection of primary goods as the set of
desirable outcomes ‘every rational man is presumed to want.” According to Sen, Rawls
is silent on the differential ability of various individuals to utilize these goods as valuable
“functionings.” What is the benefit of having more primary goods than others, if one
requires more effort to attain the same level of functioning due to some impairment or
disability?

25 Bven the Preamble of the Swiss Constitution proclaims, “the strength of a people is
measured by the well-being of its weakest members” (Switzerland 1999). In the context
of India, it is important to add that Gandhi’s talisman, or his social thoughts, resonated
with the welfare of the most destitute. Gandhi is reported to have said:

Whenever you are in doubt, or when the self becomes too much with you, apply
the following test. Recall the face of the poorest and the weakest man [woman]
whom you may have seen, and ask yourself, if the step you contemplate is going
to be of any use to him [her]. Will he [she] gain anything by it> Will it restore
him [her] to a control over his [her] own life and destiny? In other words, will
it lead to Swaraj [freedom] for the hungry and spiritually starving millions? Then
you will find your doubts and your self melt away (Gandhi 2004, p. 1).
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justice outcomes still remains a far cry from the norm, though newer
forms of social contracts between states and citizens can be seen in many
countries, like India with a rights-based approach.?®

Resilience Through Social Safety Nets: Expanding
Upon Focus, Form, and Scope

The principal reason why so many fall outside of the welfare system in
developing countries is that the welfare system is designed for a very
few, addressing a narrow dimension of poverty and deprivation. Let us
explain this further by distinguishing between the various forms of social
protection.?” Unpacking what is meant by social protection also allows
us to understand how the welfare policies differ across developed and
developing countries.

Social protection policies, very broadly, comprise a set of public actions
that stem from the government’s desire to address social risks, reduce
vulnerability, and deprivation. It includes “all public and private initia-
tives that provide income or consumption transfers to the poor, protect
the vulnerable against livelihood risks, and enhance the social status and
rights of the marginalised; with the overall objective of reducing the
economic and social vulnerability of poor, vulnerable and marginalised
groups” (Devereux and Sabates-Wheeler 2004, p. iii). A schematic repre-
sentation of the various social protection strategies is provided in Fig. 2.2.
There are three arms to it—direct social assistance, social insurance, and
labor regulations—each of which implies a distinct type of public action.
Social assistance involves direct transfers—money or food—to the needy,
which includes the elderly, disabled, or unemployed. Similarly, nutri-
tional supplementation or deworming medicines are also a part of direct
transfers, which address some manifestations of poverty, such as malnu-
trition and poor health. Many of the developing countries also use public
work programs, as a form of income assistance, to provide gainful liveli-
hoods. Since economic shocks could be consequential to many, and not
only for the poor and unemployed, strategies for social protection also
include employer-based insurance. Often, the government contributes to

26 For a comprehensive discussion on rights-based human development in India, refer
to Hirsch et al. (2019).

27 Until now, we have used social protection, safety nets, and social assistance
synonymously. We will distinguish between them now.
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Fig. 2.2 Components of social protection policies (Source Authors’ depiction)

the insurance premium in poorer countries where formal sector jobs are
fewer and insurance markets underdeveloped. Government can also inter-
vene to provide social protection in the form of unemployment insurance,
training programs, or other benefits. As part of their social protection
strategy, developed countries also developed labor regulation policies.

SocI1AL PROTECTION STRATEGIES ACROSS
COUNTRIES: COVERAGE AND INSTRUMENTS

The choice of public action rests on the nature of risk, the conception
of poverty among policymakers, and the available monetary resources,
apart from the political commitment to address these risks. Most of the
LICs and low-and-middle-income countries (LMICs), despite having the
largest share of poor people in the world, have a narrower set of social
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welfare schemes which provides protection coverage to only less than
40% of the poor. They have a narrower set of social welfare schemes
(Panel A, Fig. 2.3). Developed countries, on the other hand, mostly rely
upon social insurance and labor market policies as instruments to protect
people against social risks. Among the range of social assistance strategies
possible, in-kind transfer of food remains the most prominent choice,
followed by unconditional cash transfers and conditional cash transfers
(CCTs) (Panel B, Fig. 2.3) among the LICs and LMICs. Lower popula-
tion coverage has meant that social assistance policies in the developing
countries have largely been beneficial only to those closer to the subsis-
tence consumption level, suggesting that the poorest have been left behind
(Margitic and Ravallion 2019).

At this point, it is important to remind readers of the history of modern
welfare states. Expanded social welfare in the developed world came about
as a result of the forces of economic transformation. Greater industri-
alization facilitated rural-to-urban migration, which led to a decline in
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Fig. 2.3 Social protection coverage by income classification (Soxrce World Bank
ASPIRE [2008-2016]. See https://www.worldbank.org/en/data/datatopics/
aspire)
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the traditional community-based self-insurance mechanisms. Cities had
to cope with rising populations, which led to strains on the urban public
infrastructure, such as water, housing, schools, etc.?® The movement
of labor from rural to urban areas created economic insecurity for the
wage earners, as the work was casual in nature; employees could be laid
off easily in times of lower demand. As the threat of mass unemploy-
ment, and therefore, impoverishment became imminent, workers began
to unionize. The organized labor movement emerged as a potent indus-
trial and political force, and the advanced nations were forced to consider
their demands for social security and redistribution.?? As the suffering of
the poor had an effect on the overall economy, it came to be realized
that answers to these problems should be sought in public action.3? State
response varied depending upon the existing economic condition and
demographic structure at the turn of the twentieth century. The ability of
the state to address the vulnerabilities of the poor was boosted, however,
by administrative capacity that had expanded enormously during wartime
and was used to bring about social and economic reconstruction with the
ideals of a social commitment to the people.

Challenges of Safety Nets in the Developing World

Although some form of state-provided social assistance always existed
in developing countries, its history is checkered by lack of resources,
political will, and inconsistent implementation; yet, they are leading their
own march toward establishing a welfare architecture. Countries in Latin
America, Southeast Asia, South Asia, and sub-Saharan Africa have seen an
emergence of social protection schemes since the 1990s, which include

28 Greater population density in the cities also increased the challenges of crime and
spread of contagious diseases, which affected the quality of life for the poor as well as the
rich. Existing systems of private and community-led social provisions were breaking down
as a result of the changing economy and sectoral shifts in output share.

29 The focus of the welfare system in the Western world in the early twentieth century
was, therefore, primarily to address income insecurity as a result of loss of unemployment
brought about by sickness, loss of job, or disability. Since the burden fell more on those
with larger family sizes or dependents (children and elderly), the vulnerable members were
provided extra assistance.

30 Employers, too, realized the usefulness of social insurance—in promoting the health,
welfare, and education of the workers—as advantageous to their firms, as it expanded the
human capacities on which they relied upon to innovate and further economic growth.
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various forms of cash and in-kind transfers, social insurance, and health
care to provide a modicum of security to the vast populations that the
countries contain.3! Welfare policies in the developing countries, like in
the postwar advanced societies, have responded to a change in the socio-
economic situation, albeit under a different set of circumstances. Instead
of industrialization and the rise of labor organizations, social policies
of the developing countries have been a response to structural adjust-
ment and the forces of globalization, which have distributional concerns
arising from these factors. Economic integration of the developing coun-
tries with advanced ones has opened opportunities, while also exposing
developing nations to vulnerabilities due to the changes in global markets,
with greater risks falling on the less powerful countries and their residents.
As a result, globalization has played an important role in increasing the
demand for social protection among developing countries (Rodrik 1998).
Maturing of the democratic systems in developing countries has further
empowered citizens to voice their concerns and exercise their political
rights. As a result, in the last decade of the twentieth century, developing
countries began to use social protection programs as key components of
their social policies with the aim of addressing poverty.3?

The conceptualization of welfare assistance in the developing coun-
tries, however, has been different. Unlike in advanced nations, the
demand for social safety nets has come in developing countries when
they were largely rural and with underdeveloped industrial structures.
With a largely agrarian economy, developing countries have had to focus
more on the economic risks that emanate from risks to agriculture and
agriculture-based livelihoods. The poor, mainly in rural areas, relying on
agriculture-based livelihoods, are prone to risks, such as loss of a crop,
unemployment, untimely death, or famine, all of which expose individuals
to multiple kinds of economic distress. Further, they are also constrained
in their ability to partake in the economic activities, outside of agriculture,
which could improve their well-being. They are, therefore, vulnerable to
a host of risks—economic, social and natural. The urban populations in

31 Barrientos and Hulme (2009) considered it as a “quiet revolution” in area of social
protection.

32 Despite its limited coverage, there is no doubt that social safety nets have been
instrumental in reducing poverty among developing countries; yet, much needs to be
done in terms of having the desired impact on reducing poverty and inequality (Fiszbein
et al. 2014).
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these countries are prone to the similar nature of risks present in the
postwar advanced economies, and more. Much of the manufacturing
and service sector jobs are informal in nature, with little or poor legal
institutions to support workers in times of job losses. Therefore, even
in developing countries, with a larger share of urban population, it has
been difficult to create a welfare system similar to the West, because
the organizational power of the labor force in these countries is lower
(Rudra 2008).33 Developing countries with abundant low-skilled labor
nut divided along multiple axes of identity are less likely to form a potent
coalition that could petition the state for welfare concerns. As a result,
developing countries have a set of welfare programs—mainly social assis-
tance, as a form of relief against livelihood shocks—which are much more
limited compared to the population’s needs (Barrientos 2013, p. 8). This
is in contrast to the developed world, where noncontributory social assis-
tance is only a ‘residual’ part of the overall social protection strategy
meant for the very few who are not captured through the more advanced
forms of social protection—through social insurances or labor regulations
in place—largely because of the greater formal sector jobs which means
that the social protection or social security is often tied to the employer.

Social safety nets, merely as instruments of emergency relief or risk
mitigation, have constrained its transformative potential in developing
countries. Fundamental to addressing poverty or vulnerability is first
understanding its causes and then employing a range of tools, that is,
social protection programs to address it. National policy choices—the
amount, intended beneficiaries, and forms of transfer—are not indepen-
dent of the understanding of poverty, policy ideas, economic states, and
political ideals at that point in time. The process of structural transforma-
tion and a country’s position along the path of economic development
therefore has an influence on the nature of social welfare policies required
(Ravallion 2015). However, even a pro-poor safety net program could
ignore the concerns of citizen right and social equity—in the philo-
sophical moorings of promoting social justice—which are fundamental
components of transformative social policy design.

33 In the European countries, in fact, social welfare payments have increased as a
response to globalization.
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Expansion in Scope, Focus, and Form

The background presented here helps lay out the essential framing of
our framework, according to which social safety nets should be expanded
along three fundamental dimensions: scope, form and focus (Fig. 2.4). By
scope, we mean the developmental objectives of safety net programs; focus
refers to the beneficiaries; and form refers to the instrument or the design
of the respective programs. Since social policies have multiple objectives,
which evolve over time along a country’s development trajectory, safety
net policies—in scope, form and focus—should consider welfare objectives
beyond addressing economic risks, poverty traps, and asset accumulation
that can help to arrest the further slide into poverty. Therefore, social
protection policies should offer a menn of assistance, which not only
ensures that human deprivation and basic needs are taken care of, but
also prevents household consumption to fall below a socially accepted
minimum in the current time and in the future. The policies should also
allow individuals to partake equally in economic opportunities as they
arise; and the policies should develop human capabilities that allow for
full exercise of “human functioning” to which the social justice paradigm
appeals.

Citizens in developing countries do not have the luxury of abundant
resources and strong political systems to ensure the social contract is
strongly in their favor. Yet, democratic accountability has led to a surge in
social protection architecture, even though it remains residual in nature.
To design safety nets in the future, one must first recognize that devel-
oping countries have human developmental deficits myriad in scope, and
as a result, the solutions need to be equally varied. A resilient system has
to encounter multiple challenges, which include provision of basic needs
for some, addressing the risks to lives and livelihoods for many, while also
providing an enabling environment through appropriate regulations to
create equitable economic opportunities to all, for an overall transforma-
tion and gain in human capabilities. Although the developed world may
have to worry more about the later stage’s challenges, developing coun-
tries have to worry about all of them at the same time, while adapting to
their own typical economic transformation trajectory.

As noted previously, social assistance in the developing countries in
the early stages of development has been mostly of providing for basic
provisions—food transfers focused narrowly on a certain population or
region. Learning from the growth process along with the democratic
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deepening has further led to a demand side, as well as supply side, push for
preventive measures, arising out of various individual- and community-
level risks. This has led to a greater stress on other forms of transfers,
which address the various manifestations of poverty and the likelihood of
a poverty trap. As a result, public works, child nutrition, and other forms
of social insurance, which prevent people from falling into poverty, have
been instituted. Insurance, health, or employment are good examples of
the same, as they also prevent people from falling into poverty. Once
provisions of basic consumption needs and risk prevention are installed, a
large-scale transition out of poverty into prosperity is possible only when
social assistance allows for asset accumulation to benefit from opportuni-
ties.3* This implies a further expansion in the form of assistance, which

34 These economic transitions, like the process of economic development, are in no
way linear in nature. Economic or political upheavals are part of the development process,
and at times, they abet or hinder these transitions, as we argue in the case of India in
the following chapter. Similarly, exogenous factors like globalization have further affected
domestic ideals of redistribution and welfare policies. In Latin American and East Asian
countries, autocratic rule abetted a transition to welfare policies. The simplistic description
we represent here delineates how basic needs and state response (the social contract) have
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extends the focus to the non-poor as well. The transformative aspect
of social assistance would be realized when human flourishing, to use
Sen’s framing, is not inhibited by deficiencies in human capabilities, such
as education and nutrition. At the same time, the social welfare system
becomes all-encompassing when it is able to address issues pertinent to
the disenfranchised and vulnerable groups, so that social justice goals are
achieved. These processes and stages overlap, as different sections of the
population or geography may be deprived more and on multiple fronts.

We have described earlier how economic progress and progressive
political mobilization in the developed world led to a more encom-
passing form of social welfare program in the developed world, where
gradually, social assistance of the kind in which transfers were merely to
support basic (provisions) needs faded away. Industrialization and formal-
ization of jobs ensured further prosperity, and livelihood risks were largely
covered through employers, who also provided health insurance, or else,
the government covered it. With lower levels of poverty and higher
human development, the state’s responsibility largely relied on ensuring
people had something to fall back upon when they were transitioning
between jobs. A more urbanized economy meant less exposure to adverse,
weather-induced, exogenous shocks; and better institutions ensured more
egalitarian public systems, with greater equality of opportunity, thereby
ensuring a resilient development process. Developing countries, on the
other hand, have a large share of the population engaged in agriculture,
albeit declining. Nonfarm workers are mostly engaged in informal wage
labor, which again implies a form of livelihood risk. Poorly developed
health systems further expose these workers to other forms of morbidity-
related vulnerability, especially at young ages. Developing countries, along
their path of economic development, encounter many of these changes,
and social welfare policies need more encompassing systems of social
protection to promote development resilience.3®

evolved along with the process of development, globally. See Chapter 8 for a discussion
on social policymaking.

35 Despite a similar objective, the focus population of safety nets is markedly different,
depending upon a country’s development trajectory. This difference emanates from the
composition of the labor force and the kind of risks they face. The scope of the program
relies on that, too. While the scope of welfare programs in the developed world spans
prevention of extreme hardship, promotion of inclusion, and maintaining social cohe-
sion with the aim of self-sufficiency, developing countries restrict themselves to a rather
narrower scope—reducing absolute or extreme poverty.
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The adaptation of social welfare strategy will vary depending upon
the nature of poverty and its understanding among the policymakers.
Largely, the developing world is characterized by a preponderance
of safety net schemes that are focused on reduction of absolute or
extreme poverty, depending upon the developmental concern of the
times. For example, the Programa de Educacion, Salud y Alimenta-
cion (PROGRESA) in Mexico was aimed at reducing intergenerational
poverty, while the Mahatma Gandhi National Rural Employment Guar-
antee Scheme (MGNREGS) in India focused on reducing seasonal
unemployment. Since the various schemes aim at different objectives, it
is helpful to classify them accordingly. The representation in Table 2.1 is
rather simplistic, but still useful to illustrate the point around the specific
role each of form of safety net can play in terms of building development
resilience. In-kind transfers, the most common form of assistance, are
essential to maintaining consumption levels, especially in the context of
absent or underdeveloped markets. However, income—targeted or untar-
geted—goes to smoothening consumption, but also has the ability to
promote the accumulation of productive assets. If focused on a partic-
ularly vulnerable group—Ilike the disabled, elderly, widows, etc.—who
cannot actively participate in the labor market, concerns of equity are
addressed, too. For long-term development concerns, the debates around
public action and state support have, therefore, led to a wider portfolio,
which includes what economists called the “graduation approach” into
sustainable livelihoods.3® Yet, any one program fails to address the risks
and vulnerability across the life cycle of an individual—from nutritional
deprivation in early life, to livelihood and health risks in later years—and
the challenges of inequitable intra-household resource allocation.

36 Graduation programs are an integrated approach to social protection, livelihood
development, and financial services. Here, consumption support is provided to house-
holds along with “life skills coaching.” Houscholds are further provided with financial
assistance to engage in livelihoods using the training they received. The most successtul
application has been shown in Bangladesh through the help of the nongovernmental orga-
nization (NGO), Bangladesh Rural Advancement Committee (now Building Resources
Across Communities, BRAC).
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Table 2.1 A taxonomy of social safety nets

Transfers Form Focus Scope
In-kind Food Poor, Food security
Children Consumption
smoothing
Nutritional capability
Income Pensions Elderly Consumption
Unemployment benefits Disabled smoothing
Universal basic income Accumulating
(UBI) productive assets
Income + Public work program Livelihoods Consumption
Assets Conditional cash Children smoothing
transfers (CCTs) Community assets

Human capital
Local infrastructure

Income + Assets + Graduation programs Livelihoods Consumption
Training Skills smoothing
Accumulating

productive assets
Entrepreneurship skills
Addressing exclusion
and building
capabilities

SAFETY NETS FOR THE FUTURE

Social safety nets in the developing countries have proven to be useful but
not effective enough.?” The poorest of the poor have been left behind,
as only a third of the families in the poorest quintile receive any direct
social assistance. They are stuck in dynamic poverty traps, a low-level

37 Margitic and Ravallion (2019) used houschold data from multiple countries (devel-
oping and developed) and found that spending on social protection has enabled a 7
percentage point reduction in the headcount poverty rate, while the poverty gap index
has declined by 5.1 percentage points to 5.8% between 1998 and 2014. Higher social
welfare spending has enabled a further rise in the consumption floor of subsistence, which
implies that it has benefited the poor. Among the range of social protection programs,
contributory pensions have been the most effective, while social assistance has contributed
to a mere 2 percentage point decline in the incidence of poverty. Across the devel-
oping countries, social protection policies have been most effective where overall welfare
spending is higher, but welfare gains have been larger for those closer to the subsistence
consumption level than those at the extreme end of the distribution, suggesting that
while the poor, on average, have benefited from social assistance, the poorest have been
left behind.
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equilibrium, and are unable to benefit from the current set of social safety
nets because of inadequate coverage for the poor (Margitic and Ravallion
2019).3% This naturally leads to the question: how should we pursue a
rethinking of safety nets, relying upon decades of experience in devel-
opment practice as well theoretical refinement around these issues? This
book proposes that the scope, focus, and form of social safety net strategies
should revolve around the issues discussed in the following section.

Newer Form of Risks and Existing Poverty Traps

Economic adversity could arise from a variety of shocks—idiosyncratic or
covariate—which could lower individual income or impair earning capac-
ities. Idiosyncratic reasons include loss of employment, damage to the
crops and poor harvest, illness, or death in the family, among other indi-
vidual specific shocks. Covariate shocks, on the other hand, could occur
due to natural disasters, famine-like conditions, or closure of an indus-
trial plant, which affect a large set of people. Such abrupt livelihood
and income decline or uncertainties lead to economic deprivation, which
can force households into transient as well as chronic poverty. A tran-
sient decrease in income implies a short-term loss, mostly reflected in
consumption expenditure. Chronic poverty, on the other hand, refers
to a structural problem where the adverse conditions hinder the ability
to work, and hence, further decrease the accumulation of productive
capacity. Both of these adverse economic outcomes, at the household or
individual levels, affect overall productive capacity of the economy and
inhibit optimal use of the economic resources. Overall higher poverty
levels could produce further systemic risks to social harmony, engendering
a plausible democratic backlash. Most governments, therefore, put into
place some form of assistance programs that ensure safety against these
risks.3?

Scholars have also argued that poverty persists not only because of
poor lack of employment opportunities, but often the work pays little,

38 This should be read along with the findings of Ravallion (2016), which suggested
that the growth process also largely benefited those who live close to the consumption
floor.

39 The success of European states, in terms of their spectacular human development
outcomes and lower inequality, is partly attributed to the active welfare policies of
governments in the region.
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often below the subsistence needs. Since returns to work depend upon
the quality of skills and educational training, largely classified as human
capital, the poor lack the opportunity for higher returns, and therefore,
they are stuck in a “poverty trap.” The rise in anti-poverty policies, such
as social safety nets, has been inspired by the idea of eliminating the
poverty trap.*0 Poverty traps also emerges from nutritional deprivation,
savings constraints, barriers to mobility, or geographical disadvantages.
In developing countries, particularly, these risks are more pronounced,
as private forms of insurance, such as credit markets are absent. Market
failure, therefore, is more commonplace. Not only do markets function
poorly, but there are information failures, which imply asymmetric knowl-
edge when carrying out economic transactions (Barr 1992). Although
households undertake possible strategies of risk management, it turns
out to be rather imperfect in resource-constrained scenarios. Adverse
shocks significantly impair the welfare outcomes, thereby eroding the
asset base—physical, financial, and human—for future wealth creation
(Morduch 1995; Dercon 2002). Initial endowments, therefore, need to
be enhanced to break out of this trap and achieve greater potential. The
poverty trap argument, therefore, suggests that sufficiently large, posi-
tive wealth or income shocks could work toward moving individuals or
households above the critical threshold of a poverty trap (Carter and
Barrett 2006). This intrinsically implies that sustainable poverty reduction
strategies require an intervention of some sort, which breaks this limited
endowment barrier. These kinds of transfers are sort of “big push” policies
that require concerted government interventions, one of which is often
the social safety net transfers.*!

Asset Accumulation and Redistribution

Social protection programs, in general, and noncontributory safety nets,
in particular, therefore aim to safeguard vulnerable populations from

40 Using social protection policies to address shocks and crises has a long history,
which dates back to around 300 B.C. In his classical work, The Science of Material Gain
(Arthashastra in Sanskrit), Kautilya advised Indian rulers to provide employment through
public works programs to maintain social harmony and economic stability.

41 We would like to emphasize that we are talking about poverty traps at the individual
or household level and not at the country level. On a larger scale, the “big push” refers
to foreign aid or loans, which could help LICs cross the threshold.
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poverty and address redistributive concerns. Hanna and Karlan (2017)
classified the programs into four types, based upon the underlying moti-
vation for intervention: redistributive concerns; filling in for the missing
insurance markets; behavioral constraints faced by households inhibiting
productive investments; and market failures that erode productive asset
accumulation. All of these responses essentially seek to transfer resources
to the poor—depending upon the policy objectives—which lowers vulner-
ability to future poverty and accumulates productive assets. Social protec-
tion programs in the developing world have sought to achieve three
main objectives. First, the programs aim to ensure a minimum level of
consumption for the poor or those vulnerable to falling into poverty.
Second, the programs assume that this support—in-kind or cash—would
facilitate investments in productive assets—human, physical, and finan-
cial—which potentially provides an escape from the likelihood of future
poverty. Third, it should improve social standing of the poor—as political
actors and citizens—thereby increasing their agency.

Since poverty traps emerge from a loss of income or deprivation
in nutritional or physical capital, various forms of safety nets specifi-
cally address these deficiencies. Consumer food subsidies are particularly
aimed at addressing hunger and food security through maintaining a
minimum level of food consumption. Many countries, like India, have
large programs that specifically address this issue. Hunger, in many
contexts, has shaped the contours of social policy, as a prerequisite to
human functioning. Since, hunger itself could manifest in multiple forms,
particular policies address hunger and nutritional deprivation among
schoolchildren and pregnant and lactating mothers, as the intervention
has longer-term benefits. Specifically focusing on vulnerable populations
also takes care of inequitable intra-household distribution of resources.
Public work programs, in addition to creating public infrastructure, also
reduce involuntary unemployment and augment family income. Direct
cash to older and vulnerable people is a common form of assistance to
control mortality and destitution. One of the primary causes of poverty
in developing countries is related to illness of a family member. This
becomes a particular challenge if the health shock is particular to an
earning member of the household, which not only erodes accumulated
assets but also implies less future income through the duration of illness.
Subsidized health insurance, therefore, has emerged as a newer form of
safety net programs by which government contributes to the insurance
premiums.
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Many of these schemes involve long and tedious bureaucracy, which
often usurps the intended benefits, thereby depriving the beneficiaries.
Newer forms of direct transfers, such as cash payments, are therefore
being tried, instead of food assistance. Some schemes are now beginning
to discuss universalizing a certain minimum income to households, so
that they are able to maintain a certain minimum standard of living. Yet,
safety net policies seem to be designed to ensure at least the poorest are
not left behind. The question of development resilience comes only as a
desired by-product.

Changing “Future of Work”

As developing countries could see the sectoral share of output and
employment moving away from agriculture, there would be a greater
share of people employed in wage-based work outside of agriculture—
within and outside of the rural areas.*? Structural transformation of
the economy would therefore constantly require the policy paradigm
to evolve and rethink ways to address existing as well as newer forms
of risks to livelihoods. In the developed world, emergence of welfare
systems evolved out of similar concerns with wage insecurities, as a result
of technological progress which assisted industrialization, and therefore,
promoted rural-urban labor mobility. To imagine safety nets for the
future, it is particularly important to understand the changing nature of
work in the developing world.

Rapid changes in technological advancements in the twenty-first
century have changed the global debates around the “future of work.”
The nature of work and the worker—employer contract have changed over
the years, as economic activities have shifted away from industrial produc-
tion and manufacturing-based employment, toward more service- and
technology-based work, which requires more skill and training. Automa-
tion and artificial intelligence (AI) is further transforming how businesses
operate, and labor productivity is rewarded, as a result of it. Compared
to earlier times, where workers worked for the same organization for all
of their careers, they now work at multiple places or do various gigs.
Currently, around 40% of the people in the European Union are either

42 At the same time, the demand for food changes along with the economic trans-
formation away from staple grains toward those that are richer in protein and nutrient
content, as well as the processed and convenience-based items.
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engaged in self-employment or work under a contract which is not full
time (EC 2018). In the United States, a person of average working age is
likely to hold around 11 jobs in their life course, often holding multiple
jobs, at once (BLS 2020). Even in developing countries, where agricul-
ture continues to be the largest employer, changes were felt in the demand
for labor. As labor moved out, agricultural productivity would increase,
but to maximize poverty reduction, there needed to be gainful comple-
mentary employments avenues, especially which improved the cultivation
environment, such as irrigation facilities or encouraging mixed cropping
(Christiaensen and Martin 2018).

The International Labor Organization (ILO) estimates that around
61% of the employed population globally works in the informal economy,
with little or no access to any form of employer-based social protection
(ILO 2018).*3 For developing countries, this number is as high as 91%.
Although not everyone in the informal economy is poor, most of the
people employed as informal workers face a higher risk of poverty because
of the uncertainties around coping with shocks. It is in this context that
the World Development Report 2019, titled Changing Nature of Work,
calls for “rethinking the social contract” between the state and citizens
through the provision of appropriate social safety nets (World Bank 2019,
p. viii). The report calls for a “broader and more permanent coverage than
most social assistance programs currently provide” (World Bank 2019,
p. 109). The rising informality in developing countries should also be
understood in terms of the precariousness of the “working poor” (Fields
2012).

Poverty in developing countries, along their structural transforma-
tion process, moves from the rural to urban areas, too. Although the
traditional, weather-related risks continue to be relevant for the rural
cultivators, the lack of jobs and not having sufficient income increasingly
become important, as salaries or wages become a major source of house-
hold income. The poor, in these contexts, are largely dependent upon
their labor to escape poverty, but may still remain in poverty because
of lower wages due to surplus labor availability. While economic devel-
opment brings about improved markets—credit and factor markets—the

43 The report defines informal sector employment as working in enterprises of being
an own account worker, working in family-owned business, or having own business that
does not involve any social protection contributions or paid annual and paid sick leave
from the employer.
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transitions are not smooth, but depend upon the nature of economic
restructuring. For many developing countries, opening of markets to
global trade did bring about a reduction in poverty, but it also exposed
them to the risks of higher inequality. Safety nets, therefore, have an
important role to play to improve human development, as the nature
of work is changing and households are exposed to a greater variety of
risks—even when markets are developed—which inhibit asset accumula-
tion needed to arrest future poverty.

Moving from Schemes to Systems

The success of safety nets to take a transformative role is hindered by a
rather myopic view of the developmental policies, where they are seen as
singular ways to address the concerns of development at particular points
in time; for example, hunger, unemployment, poverty, or malnutrition.
The nature of vulnerability itself is dynamic and multi-scalar. When there
exist poverty traps and deprivation along multiple dimensions, “small
adjustments often fail to move people out of low-level dynamic equilibria
unless they happen to be carefully targeted at precisely the context-specific
mechanism and threshold that trap people in poverty. Rather, systems
must change, major poverty shocks must occur, or both” (Barrett et al.
2016, p. 322).** A common characteristic of social safety nets across
developing countries is the use of self-standing welfare schemes, aimed
at the removal of poverty, hunger, and other forms of human depriva-
tion. These schemes, without being institutionalized, are only an edifice,
which is an elementary structure for social policies to work. The other
most important aspect of social safety net strategy is to conceptualize and
implement it in a context-specific way, in tune with the specific develop-
mental requirements for long-term growth (Gentilini 2009). This would
require greater synergy across the social welfare programs for the welfare
system to promote economic resilience.

44 Ap example of a safety net system can be found in the Graduation programs, being
implemented on a pilot basis through NGOs in many developing countries (Barrett et al.
2016, p. 321).
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Lessons for India

The framework presented here lays out the fundamental arguments for
a robust social protection architecture and provides a valuable lesson for
India. India has not been able to reduce poverty—in money-metric and
other various dimensions—to the desired low levels, despite economic
growth and many social protection programs. Here, we argue that social
protection policies have a fundamental role in ensuring a more resilient
development process in the country. Subsequent chapters in this book
build upon our arguments. First and foremost, we argue for a more
nuanced understanding of the nature of deprivations or human devel-
opment deficits—at present and in the future—and then conceptualize
ways through which various social safety net programs can address these
deficits. Subsequently, we focus on specific programs aimed at poverty and
livelihoods, food and nutrition, and mitigating shocks, with the idea that
individuals face different kinds of risk and vulnerability through their life
cycle. For an effective social protection strategy, the state must act on all
of these risks, and therefore, there have been multiple programs. We focus
on each of these programs, study their impacts, highlight how they should
have worked more effectively, and consider potential improvements in
different chapters. A synthesis of these programs calls for greater synergy
between them and a greater readiness among policymakers to innovate
upon these to achieve a resilient development process. We call for a social
protection system in the future where no one is left behind, as we are
seeing a changing economic structure. Given that the nature of poverty
will be increasingly linked with work and wages, while weather-related
shocks will continue to affect farmers, social protection policies need to
be more encompassing, transformative, and not just palliative.
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CHAPTER 3

India’s Economic Development
and Social Safety Nets

INTRODUCTION

The debate around India’s social policies has largely centered around
two competing ideological narratives.! One side of the debate pushes
forward the idea that market reforms and economic growth is the prin-
cipal antidote to poverty, while the other side rallies about the role
of state driven public investments in human development as central to
sustaining a virtuous cycle of growth. The former group, therefore,
blames historically stunted growth rates on state-sponsored protectionist
economic policies in place until the 1980s. They claim that the embrace of
market-oriented reforms, beginning 1991, unshackled India’s economic
development from state control and put it on the path of prosperity.
Those on the other side of debate call for greater state intervention to
promote human development, highlighting the limited impact of market-
driven growth on human development, inequality, social mobility, and
undernutrition. Development policy debates in India, including social
welfare policies, therefore, are highly polarized, and often the policy
instrument depends upon the political ideology of the government in
power.

The dissonance between human development and growth is clearly
evident when comparing India with other countries (Fig. 3.1). India is

1 See Dréze and Sen (2013) versus Bhagwati and Panagariya (2013).

© The Author(s) 2024 57
A. Rahman and P. Pingali, The Future of India’s Social Safety Nets,

Palgrave Studies in Agricultural Economics and Food Policy,
https://doi.org,/10.1007 /978-3-031-50747-2_3


http://crossmark.crossref.org/dialog/?doi=10.1007/978-3-031-50747-2_3&domain=pdf
https://doi.org/10.1007/978-3-031-50747-2_3

58 A. RAHMAN AND P. PINGALI

home to 28% of world’s poor population—the second largest number
of poor households in the world. On the Human Development Index
(HDI), India is ranked 129, much lower than many countries with an
equal level of per capita income. On a recent metric for human capital, the
Human Capital Index (HCI), the World Bank ranked India 115 among
157 countries, where it scored lower than most of its neighbors in South
Asia, including Bangladesh, Sri Lanka, Myanmar, and Nepal.

As Indian economic prospects are glorified for giving competition
to China, in terms of growth numbers, its human development indica-
tors, most notably nutrition, resemble that of sub-Saharan Africa. The
rapid expansion in primary schooling, leading to universal school enroll-
ment, has not contributed much to child learning outcomes. Surplus food
production has ensured that food stocks are plentiful, yet the specter of
nutritional security poses a major threat. With the success story for every
million capitalists emerging, there must be sordid tales of hundreds of
millions of poor living in squalor and somehow trying to cke out a living
without access to adequate health care, credit, or basic infrastructure. It
is in this context that some of the leading scholars in India refer to as
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“islands of California within Sub-Saharan Africa,” or a hybrid of a rupee-
dollar economy.? The debate, therefore, on whether India is an emerging
giant in global economy, or whether its recognition as an economic
power, an wuncertain glory, depends a lot on whether the growth is
sustainable and distributed equitably. This is where a robust social protec-
tion program can contribute building resilience through ensuring a more
equitable redistribution of the fruits of growth.

An array of social welfare programs with varying form, focus, and scope
characterizes India’s social policy toward addressing some of the funda-
mental issues of underdevelopment such as poverty, nutrition, or health
(see Table 3.1). Through provisions of basic human needs in the form of
food, cash, employment, or other forms of subsidy, these social welfare
programs work with the scope of maintaining minimum level of household
consumption, preventing hunger, and reducing poverty. Recognizing that
poor are most likely to be vulnerable—deficient in terms of food access,
nutritional inputs, income, or livelihood opportunities—they remain the
primary focus or the intended beneficiaries of these programs. These trans-
fers could also promote further acquisition of human and physical capital
through guarding against various risks and vulnerabilities across the life
cycle which could imbue household resilience and have a transformational
impact. A transformational safety net system therefore not only transforms
human lives by reducing deprivation and raising human functioning, but
also has the potential of engendering a virtuous cycle of economic growth,
which is inclusive and leaves no one behind.

Promising as it may sound, the impacts of social safety net programs
remain hotly contested, even while its importance in social policy and
overall expenditure on social welfare programs has gained eminence in
the last two decades. These programs are beset with a host of design
and implementation issues which limit their effectiveness in facilitating

2 Dréze and Sen (2013, xi) invoked India as being akin to “islands of California within
sub-Saharan Africa.” Anirudh Krishna (2017) considers India to be a hybrid of a rupee-
dollar economy, while Arvind Adiga’s (2008, 5) protagonist in The White Tiger mentions
an “India of Light” and an “India of Darkness.” On the other hand, the Indian growth
story has been hailed through books titles, such as Propelling India (Virmani 2006),
India Arriving (Dossani 2008), India: Emerging Power (Cohen 2001), In Spite of the
Gods: The Stramge Rise of Modern Indin (Luce 2007), Awakening Giants, Feet of Clay:
Assessing the Economic Rise of China and India (Bardhan 2010). Similarly, Nayyar (2006)
contrasts competing images of India’s growth process as a ‘lumbering elephant’ with a
‘running tiger.’
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Table 3.1 Major social safety net programs in India

Form Focus Scope Implications
Public Distribution  In-kind  Poor Consumption Preventive
System (PDS) smoothing
Mahatma Gandhi Income  Rural poor Consumption Provision
National Rural Public Employment smoothing Prevention
Employment Assets Livelihood vulnerability Promotion
Guarantee Scheme Women’s employment
(MGNREGS)
Integrated Child In-kind  Early life Nutritional deprivation Provision
Development nutrition Intergenerational Prevention
Scheme (ICDS) (mother and poverty Promotion
children)
Mid-day Meal In-kind  Early life Classroom hunger Provision
Scheme (MDMS) nutrition School enrollment Prevention
(school going  Intergenerational Promotion
children) poverty
Pensions Income  Work- Consumption Provision
(elderly /widowed / vulnerable
disabled)
Maternity Income  Pregnant Infant/maternal Prevention
entitlements (JSY) women mortality
PM Jan Ayushman  Subsidized Family Consumption Prevention
Yojana (PM-JAY) Health smoothing Promotion
Insur- Risks to poverty
ance
PM-Kisan Income  Rural poor Livelihood vulnerability Prevention

development resilience. Nevertheless, social welfare programs have been
a key tool in keeping people away from abject poverty through basic life
provisions, despite their limited transformational impact.
In this chapter, we review the changing historical landscape of social
welfare policies in India with respect to the country’s developmental
trajectory. Reflecting upon the evolution of social policy allows us to high-
light the importance of designing policies with respect to the economic
structure of the country. We highlight the key aspects of India’s struc-
tural transformation policy which creates the need for more inclusive and
expansive social protection ‘system’ for a resilient development process.
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EconoMic GROWTH, POVERTY,
AND DEVELOPMENTAL CHALLENGES

To understand how economic growth has not led to a commensurate
decline in poverty and human development, it is useful to begin with an
overview of India’s development trajectory.® India followed a planning
model to economic development wherein the government would come
up with its policy priorities for every five years. The 5-year plans, as they
were called began in 1951 and followed the ideals of Fabian socialism
of the erstwhile Soviet Union type. As a result, the planning process
adopted a closed economy model wherein the state-controlled industries
were primed as the engines of growth. As part of state policy, impor-
tant sectors were reserved only for public sector enterprises. The initial
impetus was to promote industrial development as an engine of economic
growth, despite India being a largely rural country. The focus, however,
shifted toward agriculture with the demise of India’s first Prime Minister
Nehru—who championed the cause of 5-year plans and state-controlled
industrialization—in 1964. During this time, famines and hunger were
common occurrences and India had to rely on import of food grains
from abroad for domestic consumption. During the tenure of Nehru’s
successor, Lal Bahadur Shastri, however, there was a shift toward the agri-
culture sector not only as a source of food but also a source of economic
development. This shift coincided with agricultural productivity growth
because of the Green Revolution, which led to increase in farm income
and decline in poverty.* But these benefits were regionally concentrated,
and as a result the overall income growth continued to grow at a slow
rate.’

During the first three decade of India’s planning process, per capita
income in the country remained low but stable with agriculture being the
major contributor to overall GDP (Panels A-B, Fig. 3.2). Poverty levels, as
measured by consumption expenditure, in India when it was largely rural,

3 For a recent review of the Indian economy, refer to Basu (2018).
4 See Datt and Ravallion (1998).

51t is also important to highlight that these benefits were regionally concentrated, and
therefore overall income growth continued to grow at a slow rate. Per-capita GDP in the
country grew at just over 1% per year between 1950 and 1980. Often referred to as the
“Hindu rate of growth,” this coincided with a massive population increase as mortality
rates came down and life expectancy improved.
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remained consistently high from the early 1950s until the mid-1970s
(Ravallion and Datt 1996). In 1973-74, almost half of the population
was classified as poor—in both rural and urban areas (Panel C, Fig. 3.2).
Acceleration in the growth process began in the 1980s on the back of
rural productivity increase led by technological improvements, irrigation
facilities, and expansion in the rural credit infrastructure leading to greater
household savings.® Greater savings with banks not only meant that they
could lend to households but also to corporations, which helped promote
greater private investments in manufacturing and machinery, adding to
the growth process.

The year 1991 was a watershed moment when India had to open up
its borders to international trade which marked an “attitudinal shift” of
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Fig. 3.2 Economic development and poverty in India (Source World Devel-
opment Indicators, World Bank, the World Inequality Database, WID.world,
and the United Nations University-World Institute of Development Economics
[UNU-WIDER] database)

6 See Athukorala and Sen (2002), and Burgess and Pande (2005) for more details.
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the government away from the stringent regulation of domestic private
trade and various to imports (Rodrik and Subramanian 2005).” From a
closed economy relying on import substitution and state-driven industri-
alization—which also hindered domestic entrepreneurship, and inhibited
competition—often conveyed through the aphorism “license—permit—
quota raj”—economic reforms introduced the forces of globalization and
international trade competition to the domestic markets. The era of glob-
alization led to a significant increase in economic opportunities, reduced
poverty, and brought about an increase in the quality of life. Share of
Indian classified as poor declined to 13.7% and 25.7% in urban and rural
areas respectively in 2011-12 (Panel C, Fig. 3.2). India’s subsequent
stable growth has been heralded as a major global success—with the
sobriquet, Shining Indin—of engineering growth through an embrace
of market-oriented reforms.

The post-reform economic growth has been characterized by a decline
in the share of output from agricultural in GDP which has been compen-
sated service sector led growth process in which the industrial sector’s
share in total output has remained stagnant (Panel A, Fig. 3.2). Yet,
despite the decline in the share of sectoral output from agriculture, it
continues to employ the greatest number of people in the workforce,
while services employ the lowest share of the labor force. For the 18% of
the gross domestic product (GDP) that the agriculture sector contributes
to, it employs 42% of the labor engaged in any form of productive work
(Panel B, Fig. 3.2). This is where India’s development trajectory has
veered away from the classical theory of structural transformation—while
the share of agriculture in the total output has declined with increase
in per-capita income during the last seven decades, its share of labor
force has not shown a commensurate decrease. As a result, the economy’s
transition from unskilled agricultural labor to labor-intensive manufac-
turing sector or skill-intensive service sector employment is considered

7 There were, however, some very limited, industrial liberalization measures taken up
during the 1980s, in addition to the lowering of tax rates and support for imports, which
increased private incentives for trade. Official embrace of global markets did not take place
until 1991.
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‘stunted.’® Tt is important to note that while the agricultural productivity-
led growth in the pre-reform era not only lowered poverty levels but also
reduced inequality by raising the welfare of the poorest of the poor, not
only those close to the poverty line (Panel D, Fig. 3.2). However, since
the opening of the economy in 1991, the decline in rural poverty has been
driven by urban consumption growth, in contrast to the earlier period.’
As a result, there has been a widening of interpersonal inequality, posing
a threat to future growth prospects.!® Fruits of economic growth in the
post-liberalization era have been largely limited to those with access to
high quality education, social networks, and sufficient physical capital in
the top 10% of the income bracket.!! Rising inequality remained a feature

8 During the process of structural transformation, output, and employment shares shift
from low to high productivity sectors accompany increase in per-capita income (Johnston
1970; Timmer 1988). In the initial stage, output and labor moves from agriculture to
low-skilled manufacturing, and then, to high-skilled manufacturing, and eventually to the
services sector in the following phase. In terms of global comparisons, the first stage also
coincides with the transition of an economy from the low- to middle-income category,
while the second phase occurs in the middle-income stage, providing a further impetus
to the growth process (Eichengreen and Gupta 2011). During the initial transition, there
is a spur in economic activities, which are informal in nature, but the graduation to the
second phase is driven by formal, high-skilled sectors such information technology (IT),
banking, and finance. India’s development trajectory, however, has defied the canonical
models of structural transformation by leapfrogging from an agriculture-driven economy
to a service-driven one. Binswanger-Mkhize (2013) famously dubbed India’s structural
transformation as “stunted.”

9 The contribution of agriculture to poverty reduction has decreased from about 40%
before 1991 to less than 10% of the decline in overall poverty since then. The main
contributor to the decline in poverty, therefore, has been the tertiary sector, that is,
services contributing around 60% while the secondary sector growth, including manufac-
turing and construction, providing the rest (Datt et al. 2019). This stronger rural-urban
inter-sectoral linkage and decline in rural poverty in the recent past has largely emerged
from the growth of secondary towns rather than big cities (Gibson et al. 2017). These
towns have seen a growth in service sector-based employment but largely of an informal
nature.

10 Some of the quantitative assessment of inequality in post-reform India include
Deaton and Dreze (2002), Jayadev et al. (2007), Motiram and Naraparaju (2015), and
Subramanian and Jayaraj (2016).

11 As a departure from the “license-permit-raj” of the socialist per-reform era, Chancel
and Piketty (2019) refer to post-reform decades as “billionaire raj” era during which the
top 1% of the Indian population have seen the highest increase in income making it one
of the most unequal countries in the world. For a careful analysis of widening inequality,
through examination of historical national income and consumption surveys, as well as
tax data, see Chancel and Piketty (2019).
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of both urban and rural sectors. In the urban areas, wages became more
unequal with a greater demand for skilled labor as industrial technology
improved, and hence, a higher wage premium to the few but skilled
workers.!? Rural inequality, on the other hand, is mainly attributed to
differential land endowments, which has increased subsequently with land
fragmentation and greater pressure on land.'3

This inequality is reflected in the division of workers into two broad
classes differentiated by the possession of education and skill—a tiny
proportion of white-collar formal sector employees while a majority share
is either employed as blue-collar unskilled workers or is engaged in
farming.'* Across these two sections of the workforce, there is a stark
difference not only in income but also security of livelihoods and access
to social security. While the formal sector employees benefit from secured
monthly pay checks and other associated health and pension benefits from
their employer, rest of the workers are devoid of any employment security,
regularized salary structure, or any form of employer-based social protec-
tion in times of distress. Even among farmers, around 90% of them are
smallholders who try to eke out a living at close to minimum wage.

Put simply, adverse circumstances are likely to be a less consequen-
tial for the high-skill formal sector worker and large land holders, while
they could be debilitating for the poorer. The significance of this disad-
vantage is likely to persist in future income and opportunities with grave
implications for intergenerational mobility, pathways out of the poverty
trap, and for the engendering of development resilience. One must note

12 gee Kijima (2006), Chandrasekhar and Mukhopadhyay (2010), and Vakulabharanam
and Motiram (2012).

13 Naraparaju and Chandrasekhar (2022) and Chakravorty et al. (2019) compute rural
inequality through decomposing income sources over time and space in India, while
Anand and Thampi (2016) and Bharti (2018) assess the source of wealth inequality.

14 Krishna (2017) classifies the differential status of workers as those tapped into the
dollar economy vis-a-vis the rupee economy, hearkening to the post-reform era where India’s
success at a global economy is based upon its comparative advantage in outsourced finance
and IT-based services. While the latter group of workers have enjoyed socio-economic
mobility, opportunity ladder for the latter group appears broken. Kohli (2012) blames
Indian ‘poverty amidst plenty’ on policy prioritization of economic growth objectives
above social ones. As a result, money-metric measures of poverty might show a decline,
more durable indicators of progress such as nutrition does not show a commensurate
decline (Deaton and Dreéze 2009). Even the distribution of poverty suggests a huge share
of the non-poor population lies very close to the poverty line implying a high level of
vulnerability to poverty (Kotwal et al. 2014).
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that the vulnerable groups constitute most of Indian citizens. The role
of social protection policies therefore becomes important in ensuring
that those who are left behind in the market-based growth process are
supported through various forms of interventions, allowing them to over-
come their deficiencies through a more equitable, fair, and inclusive
growth process.!®

INDIA’S SOCIAL WELFARE REGIME:
ForMm, Focus, AND SCOPE

The importance of social welfare scheme in India has been recognized
only in the last two decades. Prior to that, there were very few programs
which sought to address the scale of deprivation prevalent in the country.
While widespread hunger and anti-poverty policies occupied the political
rhetoric, state action was lackadaisical reflecting a “monumental neglect
of social inequalities and deprivation in public policy’” (Dréze and Sen
2002, p. xv). Whatever little episodes of state action which emanated to
address poverty and deprivation arose out of the exigencies of famine-like
conditions, rather than a concerted planning around how to overcome
large-scale poverty and improve human development outcomes. The
narrative around social safety nets is therefore punctuated with numerous
historical events which overlapped with the economic and political imper-
atives of the times (sketched out in Fig. 3.3) thereby determining its forms,
Sfocus, and scope—the three concepts which we introduced in the previous
chapter.

Hunger Mitigation as the Scope of Poverty Reduction

Specter of hunger and famine has traditionally loomed largely over India’s
social policy which implies that the focus and scope of social welfare policies
have largely been around rural population and food security, respec-
tively. The year 1943, synonymous with the abominable famine in Bengal,
was a watershed moment. Bengal famine of 1943 brought to light the

15 Refer to Chapter 2 for greater details on the importance of social protection for
sustainable growth and development resilience.
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sheer mismanagement of resources during the colonial rule, which led to
massive starvation despite sufficient food supplies.!® The massive human-
itarian loss induced by the famine, and particularly, its man-made nature
insinuated many of the nationalist leaders no less. Elimination of hunger,
therefore, emerged as a national imperative, which continues to be the
logic of the food policy to date. Early 1940s also coincided with the
introduction of food rations in urban areas for the industrial workers
as an emergency response during the Second World War period, which
provisioned universal transfer of essential items—food grains, kerosene,
and sugar—at subsidized rates. Rations continued to be a part of public
policy in India, even after its independence from colonial rule in 1947,
under the name of the Public Distribution System (PDS).

Frequent episodes of hunger and famines across the country built up
the Malthusian fear and therefore the preoccupation with ensuring people

16 It is quite remarkable that the memories of the 1943 famine inspired Amartya Sen’s
inquiries into the nature of poverty and its root cause, which continue to inspire any
scholarship in this genre. See Sen (1976) and Dréze and Sen (1989). For a historian’s
insight into the influence of Bengal famine on India’s food and agricultural policies, see
Siegel (2018).
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had enough to eat. It intensified during the 1960s, when Bihar and
Maharashtra—two big states—faced conditions of famine. The drought
of 1966-67 was felt, in fact, across the country, and the Malthusian
pessimism around hunger was felt widely.!” In the wake of such misery,
Mabharashtra, suffering from three consecutive spells of drought from
1970-71 to 1972-73, introduced a public works program, known as
Employment Guarantee Scheme (EGS)—an unconditional promise of
employment to anyone who wished to join the public works program—
which acted as an important insurance against famine-induced starvation,
mortality, and undernutrition to around 5 million people.!® One must
note that the scope of EGS was restricted, however, to providing relief in
the wake of droughts. State action through EGS was aimed at reducing
rural income loss in the wake of poor rainfalls.

Self-sufficiency in domestic food production with the advent of Green
Revolution meant India was able to solve its food availability problem and
the emphasis moved on to the issue of food access.'” Household access to
food however continued to remain an issue because of lower purchasing
power for a large share of the population. The policy of ‘grow more food’
was therefore utilized as a tool to expand the focus of PDS from urban
to rural areas, leading to massive expansion of the retail outlets (known
as fair price shops, FPS) in the hinterland.?? Food transfers through PDS
became the dominant form of social protection in the country, with food

17 A brilliant exposition of the famines during the colonial period and in the early years
of independent India is provided in Dreze (1988).

18 EGS served as an example for the right to work legislation introduced in 2004, and
subsequently, named the Mahatma Gandhi National Rural Employment Guarantee Act
(MGNREGA). See Khera (2011) for more details.

19 Food availability, access and affordability are three aspects of food security. With
Green Revolution, self-sufficiency in food production brought an end to the frequent
droughts and famines like situation. As the food stocks swelled Food Corporation of India
(FCI) was established to procure food grains at assured prices, so that surplus production
would not push down prices. Price stabilization policies had their roots during the 1960s,
when the Agricultural Price Commission (APC) was established in the 1964. In the
1970s, the procurement from farmers went up massively along with food production.
Access to food however continued to remain an issue because of lower income among
the households. A large section of the population could not benefit from PDS due to
corruption and inefficiencies in the system, on which we will elaborate in later chapters.

20 By the end of 1980s, roughly 75% of the FPS were located in rural areas, and 70%
of rice and about 55% of wheat was sold in rural areas (Mooij 1998).
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consumption support and hunger removal as the primary policy scope.?!
PDS, despite being the only active safety net during that time, was beset
with operational problems and political economy challenges which we
would discuss later in the book.??

The scope of anti-poverty policies as food and hunger mitigation poli-
cies got further entrenched in the social policy when the official poverty
line was anchored in the notion of a ‘minimum calorie requirement’
essential to maintain a healthy living.?® Subsequently, to cut down upon
the mounting fiscal deficits, the government restricted the focus of PDS
to the “identified poor.” In 1997, means-tested ‘pro-poor’ targeting
was introduced for the first time in the country, classifying households
into below poverty line (BPL) and above poverty line (APL). PDS had
been beset with problems—inefficiencies in targeting, pilferage, leakages,
and rampant corruption—which escalated its operational costs.?* The
Government of India, as it adopted the open market policy in 1991,
began to find ways to prune fiscal expenses, and therefore, resorted to
targeting benefits toward the poorer regions in 1994, and then, only for
the poor in 1997. While this was done mainly for the PDS, as it was the
only national-level active social welfare scheme at that time, the APL/
BPL distinction continues to be a feature of most other schemes now.

21 Maharashtra EGS slowly lost its prominence in due time. See Dev (1996).

22 The procurement-storage-distribution network of food grains however also implied a
gradual rise in the political clout of the large farmers cultivating rice and wheat (primarily
in the agriculturally rich states of Punjab, Haryana, and parts of Andhra Pradesh and
Uttar Pradesh) with a greater influence on food policy encouraging greater procurement
at the assured minimum prices fueling government stock of grains. See Chapter 5 for
more details.

23 Dandekar and Rath (1971) came up with the first measurement of a poverty line
defined as the percentage of individuals who are not able to afford a “subsistence bundle”
of food items, which could provide them with a recommended minimum calorie or
energy requirement necessary for survival. Anchored in the caloric norms, the poverty
estimates were to be revised and updated with relevant changes in the price levels and
food consumption basket. It was only in 2009, that the Tendulkar committee report, for
the first time, expanded the scope of the poverty measure by incorporating expenses on
health and education.

24 For details, see Dev (2000), Howes and Jha (1994), and Kotwal and Ramaswami
(2014).



70  A. RAHMAN AND P. PINGALI

Social Pensions to the Vulnerable

Article 41 of the Indian constitution suggests provisions for public assis-
tance to its citizens—within the limits of economic capacity—in case of
‘unemployment, old age, sickness and disablement and in other cases of
undeserved want’ within the limit of its economic capacity and devel-
opment.” It took more than four decades for the Indian social policy
to recognize this with the introduction of National Social Assistance
Programme (NSAP) in 1995. It took some more years before NSAP
could be scaled up further.

With the scope of supporting the vulnerable elderly and disabled popu-
lation whose income-earning capacities are limited, NSAP focused on the
elderly, widows, and disabled in the form monthly pensions to ensure that
they can “live with dignity.” NSAP is comprised of the following schemes:
Indira Gandhi National Old Age Pension Scheme (IGNOAPS), Indira
Gandhi National Widow Pension Scheme (IGNWPS), Indira Gandhi
National Disability Pension Scheme (IGNDPS), National Family Benefit
Scheme (NFBS), and the Annapurna. Under IGNOAPS, a monthly
stipend of Rs. 200 (approximately US$3) is provided to the poor above
60 to 79 years of age and Rs. 500 (~US$5) for those 80 years and older.
For widows between 40 and 59 years of age, a monthly pension of Rs. 200
(~US$3) is allotted, provided they belong to households that fall under
the BPL category. The same monthly pension is allotted for the poor
who have serious or multiple disabilities. For every death of the primary
breadwinner falling between 18 and 64 years, the households is entitled
to a lump sum of Rs. 10,000 (~US$150) under the NFBS. Under the
Annapurna scheme, 10 kg of food grains every month are provided free
to senior citizens who are although eligible for, remain uncovered under
NOAPS. Funded by the central government, implementation of NSAP
lies with the states with the latter responsible for identifying beneficiaries
and discretion on adding to the benefits levels. Several state governments
have therefore expanded upon the focus of the scheme by supplementing
IGNOAPS with their own budgets.

Rights-Based Social Welfare Legislation

Despite food self-sufficiency and reduction in poverty rates, scarcity and
hunger persisted in the 1990s, with little succor to the vulnerable in the
form of safety nets. Despite overflowing food stocks, as procurements of
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rice and wheat from the farmers at assured prices continued, starvation-
related deaths were not unheard of 2% It was a classic case of what Amartya
Sen theorized as “entitlement failure”—lack of access to food despite its
availability.2°

A crucial moment in India’s social welfare policy came about in early
2001, when severe droughts induced starvation deaths in seven districts
of the country. The People’s Union for Civil Liberties (PUCL), a human
rights organization, following these death reports, took the Government
of India to court, and in its writ petition, called out the insensitivity of
the government—how can a country with overflowing stocks of food
grains not stop starvation-related deaths? The petition made an appeal
to the court to allow the grains to be distributed through the various
statutory food and nutrition programs, which are present only in policy
documents. In the wake of this case (PUCL v. Union of India and Others,
Writ Petition [Civil] 196 of 2001), famously known as the “right to food
case,” the Supreme Court of India ordered food to be distributed to
every child in the government schools through the Mid-day Meal Scheme
(MDMS) and to infants and mothers through the Integrated Child Devel-
opment Scheme (ICDS). This case, arguably ushered in recent reforms
and expansion of India’s social welfare programs (Dreze 2017).

The PUCL case was central to the revival of the moribund ICDS and
MDMS, primarily targeted at child nutrition. The focus on child welfare
had germinated earlier in 1974, as part of the National Policy for Chil-
dren. ICDS was subsequently introduced in 1975, as a pilot program in a
few districts by the Ministry of Women and Child Development. The scope
of ICDS was to reduce the incidence of mortality, morbidity, and malnu-
trition, through providing health and nutritional requirements to mothers
and children under the age of six years. The pilot program, however, was

25 PDS even after becoming a targeted program continued to perform poorly. A govern-
ment report, highlighted that around 58% of the food grains do not reach the poor
because of multiple issues—targeting errors, pilferages, and rampant corruption—which
implied that for every rupee government spends, less than a third of it reaches the poor
(Planning Commission 2005).

26 An individual’s exchange entitlements depend upon a host of factors, which include
employment status and wage, the value of non-labor assets, returns on output, the ability
to buy resources; and then returns after paying the taxes. In exchange for its labor,
the individual would purchase food and invest in productive capital with the rest of the
savings, so that its resource base is not eroded in the wake of an exogenous shock. See
Sen (1982) for more details.
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retracted in 1978, only to be reintroduced later. MDMS, on the other
hand, provides free, hot-cooked meals during school hours for children,
introduced in some regions as part of the expansion of primary schooling
infrastructure under the National Programme of Nutritional Support to
Primary Education (NP-NSPE) in 1995 to promote school enrollment
and address “classroom hunger.” Both MDMS and ICDS got a fresh
lease on life after the Supreme Court directed those reserved stocks of
food grains should be used to feed poor children, under these programs,
in response to the PUCL case. ICDS and MDMS, therefore, not only
expanded their geographic focus, but also expanded in scope to address
more than calorie supplementation. MDMS also benefited from greater
school enrollment as the Right to Education (RTE), which was passed by
the Parliament in 2009, allowed for “free and compulsory” school educa-
tion for every child between 6 and14 years of age. Recognizing the need
to address intergenerational poverty—emanating through undernutrition
in early life—the scope of social policy expanded from hunger to nutrition,
with an added focus on mother and children.

Food-focused social welfare programs achieved constitutional legiti-
macy in 2013, when “right to food” was legislated in the Parliament
as the National Food Security Act (NFSA). Under the NGSA, govern-
ment ought to “provide for food and nutritional security in human life
cycle approach, by ensuring access to adequate quantity of quality food
at affordable prices to people to live a life with dignity and for matters
connected therewith or incidental thereto” (Government of India 2013,
p- 1). NESA, therefore became an umbrella legislation, subsuming various
aspects of food and nutritional schemes, with a “life-cycle approach.”
Under the NFSA, 50 and 75% of the urban and rural poor, respectively,
were considered as “priority” households, thereby expanding the narrow
focus from only on the poor. It is important to mention that the explicit
focus on the life-cycle approach, rather than the erstwhile food provisions,
expanded the scope of public policy to nutritional requirements specific to
age—from pregnant woman to the elderly and destitute. The life-cycle
approach, ingrained in the NESA, incorporated specific roles for women,
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such as ration cards in their names; additional take-home rations for preg-
nant women; nutritional, health and education support to adolescent
girls; and separate provisions for elderly, disabled, and single women.?”

Income Support Through Public Works Program

The right to food legislation followed the “right to work” legislation,
which was enshrined in the Constitution under the name of National
Rural Employment Guarantee Act (NREGA) in 2005. NREGA, later
rechristened as the Mahatma Gandhi National Rural Employment Guar-
antee Act (MGNREGA), drew its inspiration from the Maharashtra EGS.
The primary scope of MGNREGS is to provide income support to rural
workers, with the added advantage of using the labor to generate and
improve rural infrastructure. Under the program, any individual above the
age of 18 years could enroll and seek a job card with the local govern-
ment, guaranteeing 100 days of wage payment in a year, regardless of
whether the work is available or not.”8 MGNREGA has a special provision
for women, who are underrepresented in employment and are often paid
lower wages for equivalent work. Under the MGNREGA, wages are equal
for men and women. There is a special provision for childcare facilities
at the place of work, so that women can participate in greater numbers.
Public assets, as created through the MGNREGA, further add to the rural
economic development. Social safety nets in the form of MGNREGA,
therefore, not only aim to expand the focus of livelihood opportunities to
everyone in rural areas, but also tries to facilitate greater participation of
women in the labor force, creating rural infrastructure (wells, watershed,
roads, etc.) that are part of the major scope for increasing development
resilience in the country.

27 Under NFSA, “The eldest woman who is not less than eighteen years of age, in
every cligible houschold, shall be head of the houschold for the purpose of issue of ration
cards” (Government of India 2013 (13[1])).

28 Since independence, a number of rural development programs were implemented
in India with the aim of increasing productivity, better infrastructure, and livelihood
opportunities. Yet, most of them failed to have the desired impact, as they were beset
with administrative issues of design, implementation, and resources. We will get into these
attempts and failures at length, later in this book in Chapter 4.
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From Symptoms of Poverty to Its Causes: Recognizing Health Shocks

In 2008, the Government of India launched a new welfare scheme,
Rashtriya Swasthya Bima Yojana (RSBY), under which all the BPL house-
holds would be covered with a health insurance of Rs. 5 lakhs (~7000
USD), with the government paying the significant share of the insur-
ance premium. In 2018, RSBY was subsumed under the larger scope of
the Ayushman Bharat (Healthy India), as the National Health Protection
Scheme (NHPS) aimed to cover almost half of the population, expanding
upon the focus, which was restricted to the BPL households under the
RSBY. Expansion of the scope of safety nets to health has been a gradual
progress beginning with the National Rural Health Mission (NRHM)
in 2005. In 2013, the National Urban Health Mission (NUHM) was
launched as a part of the overarching National Health Mission (NHM),
which also incorporated the NRHM within it. NHM aims to expand the
supply of public health infrastructure, especially in remote rural areas. It
also included Janani Suraksha Yojana (JSY), a safe motherhood interven-
tion, to encourage institutional child delivery, with the scope of reducing
maternal and neonatal mortality. JSY involves cash payments and delivery
and post-delivery care for the mother and her newborn child.

Publicly subsidized health insurance as a novel form of social welfare
program in the country has been especially welcome as health shocks
are globally considered to be a major cause of slide into poverty.?? The
emerging focus on ‘causes’ of poverty, rather than its symptoms expands
the scope of social policy toward improved health marks a welcome depar-
ture from traditional in-kind welfare payments focused on the rural poor.
Publicly subsidized health insurance is included in the demand-side aspect
of social protection rather than the supply-driven public health infrastruc-
ture. This form of social protection allows vulnerable people to an option
to seek health care in private hospitals if they like.

Development resilience requires a broader range of social programs.
The expansion of focus from poverty, hunger, and nutrition toward health
as a “social minimum,” therefore, is a much a desired one. One notes that
restricting subsidized health insurance to only the poor is likely to ensure
errors of exclusion and limit its effectiveness, but at least it breaks away
from policy stasis, which considers poverty to be synonymous with living
in rural areas and driven by bad weather. As India is urbanizing, with

29 See Krishna (2011).
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greater reliance on wage-based employment, the likelihood of poverty
would increasingly be based upon adverse health shocks and the ability to
counter it, even within well-nourished and non-poor households.

Toying with the 1dea of Cash Transfers

Introduced in one of the economic surveys in recent years, cash transfers
in the form of a “basic income” are now being considered as an idea that
is worth debating in order to reframe the social protection architecture.3’
Cash transfers seem to improve economic efficiency, not only by avoiding
intermediaries, which often siphon off the resources, but also providing
people with the choice of items they would like to consume. Providing
the deserving beneficiaries with cash transfers, however, requires a robust
delivery system architecture, which involves identification of beneficiaries,
tracking them over time, fixing an inflation-indexed amount, and ensuring
beneficiaries receive timely payments. The Government of India seeks to
leverage its financial inclusion project under the Jan Dban Yojana, enroll-
ment for the unique biometric identity card called Aadhbaar, and near
universal penetration of (M)obile technology, often referred to as the
“JAM? trinity to roll out payments.

While it has not yet been fully implemented, the idea is to use the
JAM infrastructure to create a database of beneficiaries and provide them
with benefits without risk of the recipients being cheated, as was often
the case with earlier social welfare programs. Very recently, given the
poor agricultural remunerations, the Government introduced the scheme,
Pradban Mantri Kisan Samman Nidhi (PM—Kisan), in 2018, through
which each farmer is expected to receive up to Rs. 6,000 (~US$84) as
yearly income support. PM—Kisan, along with pensions and maternity
benefits, have been some of the newer forms of welfare programs, the scope
of which moves away from merely food provisions to a more dignified
living through improved nutritional intake, and health and educational
outcomes.

30 Economic surveys are annual summaries of the current economic status and the
government’s thinking around those issues, released each year by the government in the
Parliament, along with the annual budget. The idea of cash transfers primarily originated
as an alternative to expensive PDS.
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Emerging Social Contract: Provisions to Entitlements

Modern nation-states have used welfare systems to promote democratic
citizenship—the fundamental principles on which nationhood itself is
sustained. A strong citizen-state social comtract increases the account-
ability of the state toward its citizens instills in them the idea of ‘citizen-
ship rights” and equality thereby promoting social integration, solidarity,
and a sense of dignity.3! The performance of Indian state in this regard
though sketchy, exhibits substantial progress. Instead of developing a
“social minimum” for all its citizens, social welfare policy frameworks
limited themselves to ad hoc ‘schemes’ and ‘programs’ with a scope of
addressing the symptoms of poverty rather than addressing the under-
lying structural issues. With poorly designed and implemented welfare
policies around basic provisions—consumption smoothing through food
and income transfer—instead of broad-based redistributive policies to
address the structural inequalities in initial endowments, transformation
was beyond the scope of social policy. This trend is however changing
with a greater policy recognition to the cause of social welfare.

Civil society push for social welfare reforms legitimize them through
rights-based constitutional legislation in 2000s and helped move the
needle in developing a new social contract which led to an expansion of
its safety net programs in all three aspects—form, focus, and scope.3? Yet,
while this expansion of social safety nets provides the basic scaffoldings
for a ‘welfare system,’ concerted action is required to build a system of
entitlement protection as well as promotion which can be leveraged not

31 Theories of social contract owe its origins to political philosophers who dwelled
upon the political authority and obligations that rulers have to their citizens with further
extension toward upholding citizenship rights in democratic systems. For a perspective on
how the need for social protection or welfare emerges from the social contract theory, see
(Hickey 2011). The Indian social contract has been characterized as an “interventionist”
model of welfare that mainly was aimed at food provisions, quite in contrast to the
Western notion of welfare, which is more “developmentalist” in character (Jayal 1994).
Despite the expansion of social welfare schemes, it is still considered to be residual in
nature because of low levels of social expenditure and a mixed review of its impact on
social welfare outcomes (Barrientos 2013; Kithner and Nakray 2017).

32 The defining force in creating a social safety net architecture in India was the
National Advisory Council (NAC) that was pushed forward by the “rights-based agenda,”
which social activists had been advocating for some time. Rights to education, work,
and food were subsequently passed between 2003 and 2013. Also, this was partly made
possible by the improved fiscal capacity of the government, as a result of economic growth
in the last decade or so.
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only to provide relief to the poor but also to propel them toward greater
opportunities through broad-based public action— involving both state
and citizens—to build resilience and facilitate transformation.3?

SuBNATIONAL ECONOMIC
DEVELOPMENT AND WELFARE REGIMES

Before we move on to discuss the sources of deprivation, risks, and vulner-
ability which necessitate social welfare programs in India, it is important
to highlight that the national narrative presented above needs a subna-
tional twist. India comprises of 30 states—many of them being the size
of nation-states—ecach of which have had a very different trajectory of
economic growth, social development, and the nature of social contract.
While India’s structural transformation has been atypical, another unique
feature of its development trajectory has been divergence in the subna-
tional growth patterns.3* In terms of social welfare policies, the impor-
tance of state governments as implementing agencies has led to radical
innovations, suggesting greater importance of subnational governments
in being the torchbearer of reforms in the social welfare system.3°

In terms of structural transformation, while Punjab, Haryana, and parts
of Andhra Pradesh benefited from a spurt in agricultural productivity due
to the Green Revolution, Gujarat and Maharashtra took the manufac-
turing route to transform their economy. Other states, such as Karnataka
and Tamil Nadu made use of a combination of manufacturing and skill-
based services, while Kerala’s growth model owes largely to its higher
human development and remittances from abroad.3¢ Social welfare policy

33 See Dréze and Sen (1991) for a discussion on entitlement protection, entitlement
promotion, and social security.

3% Refer to Pingali et al. (2019) for an in-depth classification of subnational growth
trajectories.

35 The rise of multi-party coalition politics at the union level provided greater political
importance to subnational regional parties which were able to utilize this as an oppor-
tunity to improve better delivery mechanisms and expand on the programs creating new
subnational regimes. Improved performance of social welfare programs created greater
clectoral credibility of the subnational governments (Tillin 2022). Subnational differences
in social welfare schemes remains a recurring theme in the book. For a discussion on the
socio-political origins of different commitment to welfare, see Deshpande et al. (2017)
and Tillin et al. (2015).

36 See Sinha (2005).
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at the subnational level followed a different logic. More committed to
a social democracy, and redistribution, and political unity through by
linguistic subnational identity, South Indian states invested more in public
service delivery leading to better human development outcomes.3”As a
result of these socio-economic changes, poverty levels, human develop-
ment outcomes, and the degree of urbanization vary widely across these
states, and therefore, their developmental challenges are unique.

Among the major states of India, higher per capita GDP is associ-
ated with a lower share of agriculture in total output (Panel A and B,
Fig. 3.4). Among the more advanced states, traditionally agriculture-
driven states like Punjab, Haryana, and Andhra Pradesh continue to have
a relatively greater share of agricultural output. Other richer states like
Gujarat, Himachal Pradesh, and Maharashtra, however, have a greater
share of industrial output. In comparison, the more urbanized states—
Tamil Nadu, Karnataka, or Kerala—have an economy dominated by
services.

The structural transformation process is more stunted in some of the
poorer and populous states like Bihar and Uttar Pradesh. A closer look
at the workforce participation rates (WPR) suggests in that poorer states
despite a low share of agriculture in total output, employ a dispropor-
tionately greater share of labor in the sector. In fact, agriculture remains
the most important employer of workers with little variation across the
two richest and the poorest states in the country (Panel C, Fig. 3.4).
However, there is a substantial variation in the labor force participation
in manufacturing—the poorest states progressively perform the worst.
Among poorer states, a large share of the workers, despite living in rural
areas, are employed in the wholesale and retail trade, which is largely
informal in nature. This suggests that poorer states, with greater pres-
sure on land, are participating in the rural nonfarm informal employment
for livelihood. Manufacturing sector has traditionally been the source
of large-scale employment of unskilled workers while services not only
require more skilled and trained workforce, it employs lesser share of the
population. The lack of manufacturing sector as a source of employment

37 Indian states were organized along the lines of linguistic identity. A strong subna-
tional identity and a long history of community action through political mobilization
among the lower castes created a more egalitarian social contract in South India with
better public services, redistribution, which led to empowerment of the poor (Dreze and
Sen 2002; Kalaiyarasan and Vijayabaskar 2021; Lee 2019; Singh 2015).
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Fig. 3.4 State-level output shares, workforce participation, poverty, and
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in the poorer states has led to the movement of unskilled labor toward
poor quality, service-based employment, which portends a combination
of agricultural and nonagricultural livelihood-based risks that now exist in
rural areas.

The variegated nature of structural transformation and performance
of social welfare programs reflects the differential risks and vulnerability
of households across the country. For example, social risks in relatively
richer and more urbanized states might emerge from loss of employment,
informality of livelihood, health shocks, while in relatively rural states,
earning loss is additionally accounted by weather shocks, lack of markets,
or access to public services. The scope of social welfare policies in both
these contexts is to protect as well as to promote their entitlements with
varying importance. More advanced regions may require stronger promo-
tional measures such as growth-oriented strategies which build greater
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skills and human capital, while the poorer regions require greater state
support in protecting their fragile livelihoods in addition to promotional
strategies.

BUILDING RESILIENCE AS THE SCOPE
OF SocIAL SAFETY NETS IN INDIA

Living in conditions of destitution and poverty—much of which is beyond
an individual’s agency—is akin to an “entitlement failure,” and requires
strong public action to assist the needy (Sen 1982). Protecting human
entitlements and creating equal opportunities for everyone are not only
a moral but political imperative in democratic societies. Despite plenty
of schemes and programs to address poverty and deprivation in India,
concerted public action is lacking. While diagnosing and describing many
of these failures in the earlier section of this chapter, we would like to
highlight some key economic considerations which are essential to address
in imagining social safety nets of the future. These concerns primarily arise
from the precarity generated by the stunted structural transformation of
the Indian economy and the fixation with money-metric poverty measures
as the scope of social policy.

Moving Beyond the Preoccupation with Poverty Line

Let’s first discuss the challenges fraught with poverty reduction as the
singular scope of social policy. Resilience is the ability to withstand
adverse shocks and maintain a reasonable standard of living. For human
development, such resilience stems from human and physical capital
endowments. For social safety net architecture to have a transformational
impact on human development, the policy scope must move beyond its
preoccupation with poverty.

The money-metric poverty line is a concept fraught with theoretical
and operational challenges. It creates an artificial boundary between the
poor and the non-poor, while ignoring how economic lives among both
these groups are so variegated, and vulnerability is differentiated based
upon geography, social group, occupation, and physical, human, and
social capital. Social welfare programs that are targeted toward the poor—
means-tested benefits—often run the risk of lower support among the
non-beneficiaries, thereby lowering their effectiveness. At the same time,
the amount of transfers has not been able to fundamentally change the
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relative ownership bundles—physical and human capital—for the poor. At
best, they provide temporary relief, which may help the recipients cope
with shocks to some extent but does not increase their resilience. At a time
when most Indian households continue to be asset poor with a widening
of the gap between the haves and have-nots in terms of most productive
assets, such as land and income, it is important to focus beyond poverty
to have a bigger developmental scope.

Poverty metrics, income or calorie-based, conceal wide fluctuations
in household economic circumstances, often within a given year. In the
rural areas, income fluctuations arise from the quality of harvest, although
it could be due to loss of jobs in the urban areas. Monthly consump-
tion expenditure estimates, as used to measure poverty in India, could
vary if made right after the harvest or later. Given the uncertainties of
income, by season in developing countries, an accurate understanding of
poverty requires a more nuanced understanding of the everyday lives of
the poor.3® As India is moving toward a more market-based economy,
the ability to purchase a preferred consumption basket, including food
and other assets, depends upon the returns from livelihood—returns to
cultivation for farmers and wages for the labor.

Income, asset, or expenditure-based poverty estimates shy away from
some of the most important factors which influence the current living
conditions, such as concerns about security of livelihood, access to
common property resources, and essential public infrastructure, including
drinking water, health, and education. Many of these non-income factors
create conditions of chronic poverty and poverty traps through food
insecurity, malnutrition, mortality, and reduction in overall productivity.
Food insecurity may lead to malnutrition, which causes reduced phys-
ical capacity and stunting, inhibits learning, and may have long-term
nutritional, health, and productivity-related effects for present and future
generations. An important finding in studies on poverty in India is that
most poor households continue to be poor over time, suggesting they

38 Inadequate returns to cultivation to farmers, lower real wages for workers in agricul-
ture or industry, and unremunerative self-employment lead to income poverty (Kathuria
and Raj S.N. 2016). Even in rural India, low wages—wage-based livelihood is the most
important income source in rural areas—are the major reason for higher poverty, having
increased with a decline in agricultural output share and low-productivity services sector.
See Banerjee and Duflo (2007) for a thicker description of the ‘economic lives of the
poor.’
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experience chronic conditions of poverty trap.3? Those suffering from
chronic poverty are not necessarily poor in terms of consumption expen-
diture, as it is often measured, but due to very low levels of initial
endowments of physical and human capital, like land, assets, education,
health, and employment, which affect their risk-bearing capacities and
their abilities to invest in acquiring employable skills to enhance labor
productivity.

Social Safety Nets to Addvess Multiple Dimensions of Poverty

Comparing India with other countries on various development indicators
presents a dismal picture (Fig. 3.5). India’s performance on some of the
most important indicators of long-term development outcomes fare the
worst. If children are the future of a nation, India is not only home to
largest share of undernourished children in the world, but it also holds
the ignominious record of having the highest prevalence of anemia among
pregnant women across the globe.

Although these are symptoms of poverty to a large degree, without
direct support in early childhood, these developmental deficits will not
be reduced merely by growth. Distributional consequences of growth
have not been very progressive, as inequality has risen since the 1990s.
Poor childhood nutrition further brings down human capital attainments.
Despite a near universal, free primary education, learning outcomes of
children have not improved considerably, and there is a massive dropout
rate in their transition to secondary schools. With poor human capital
attainment, gainful and secure livelihood opportunities are likely to be
sparse in a service sector-driven economy, with return to education
strongly tied to skills. As a result, a very small proportion of Indians
are able to afford any annual savings. With land and livelihood, both
unequally distributed, a very large section of the people are exposed to
various kinds of shocks including adverse weather conditions for farm-
based workers, unemployment for wage-based ones and health shocks in
general. India has one of the highest rates of slide into poverty on account
of the high out-of-pocket (OOP) health expenditures. This is where safety
net programs—imagined not as a collection of schemes but as a port-
folio of initiatives creating a system of protection and promotion through

39 Refer to Kapur Mehta and Shah (2003) for greater details.
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the life cycle—can foster a resilient development process that is not only
broad-based but is also inclusive and potentially transformative.

Protecting Entitlements in a Deindustrializing Economy

A defining feature of Indian economy which creates various risks and
vulnerabilities is its stunted structural transformation. The current state
of Indian economy has been characterized by “premature deindustrializa-
tion [and] precocious servicification” wherein the comparative advantage
of abundant supply of unskilled labor has been lost (Lamba and Subra-
manian 2020).#% An aspirational India which is urbanizing (albeit, at a

40 This is also an important point of departure between India’s experience with that
of China’s, which through its exports of labor-intensive manufacturing products, lifted a
large share of its population out of poverty. The same, however, was not true for India,
as it relied mainly upon the export of skill-intensive products such as IT, which employs
only 1% of the total labor force (Bardhan 2010). Even the associated subsectors, including
finance, IT-enabled services, and telecommunications, comprise a small share of the total
output in the service sector.
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slower pace than expected) with limited formal sector jobs, unremunera-
tive agriculture (dominantly of smallholder type), persistent human capital
deficiencies, and archaic gender norms, creates newer challenges for social
protection policies and requires fresh thinking on how to break from
the past policies which considered human deprivation merely as failure of
food access. Vulnerabilities of the future, in a globalized market, portends
greater upheaval. Highlighting India’s changing economic structure,
poverty, challenges of livelihood, and the divergent subnational growth
pattern is particularly useful to understanding the current developmental
challenges, which further help us in approaching policy designs in a more
nuanced way.

Premature Deindustrialization

Premature transition to high-skill service sector employment leads to
regional divergence in economic development, as not all states are
endowed with a similar nature of economic opportunities, especially in
the formal sector, whether in industry or the service sector. Lack of skill-
intensive growth implies that labor productivity would continue to be
high in the capital-scarce states. In the poorer states of India, where
poverty is largely concentrated, the manufacturing sector, especially the
formal one, fares worse. At the individual level, a clear labor market
segmentation differentiated by education and skill levels would perpet-
uate inequality, dividing workers by placing them in so-called white-collar
and blue-collar jobs, with stark differences not only in income but also in
security of livelihoods and access to social security. The differential wages
and labor productivities between the high-skill and low-skill workers have
been issues of active debate in India, especially after the period of market
liberalization, in which some of the workforce (very few) tapped into the
dollar economy vis-a-vis the low-skill workers (a huge share), who are still
stuck in the rupee economy (Krishna 2017). As a result, redistribution
not only of current income, but also of future income and opportuni-
ties, remains the most essential of developmental challenges, with grave
implications for intergenerational mobility, pathways out of the poverty
trap, and for the engendering of development resilience.

Urban Informality

Economic transformation is synonymous with urbanization. Welfare of
the rural-to-urban migrant is facilitated by the quality of urban employ-
ment. As a result of the premature deindustrialization in India, much
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of the labor movement has been absorbed in informal, low-skill service
sector jobs. According to an estimate by the International Labor Orga-
nization (ILO), informal workers constitute 93% of the labor force in
India. This amounts to 82% of the total nonagricultural labor force in the
country. Informal labor is also typically low in education attainment, with
little specialization and skills.

The informal nature of wage-based employment renders a large share
of the labor force outside the purview of any form of employer-based
safety nets. According to the Periodic Labor Force Survey (PLES)
conducted by the Government of India in 2017-18, 71.1% of the people
working as wage or salaried employees in the nonagricultural sector had
no written job contracts, 54.2% were ineligible for any paid leave, and
49.6% did not have access to any social security benefits. If one adds these
numbers to the self-employed workers—another large share of workers
in the urban space—most of the workers have little protection against
livelihood risks.

As urban employment is largely in the form of self-employment, small
industrial firms, or the service sector, collective action through organized
labor fronts has been increasingly difficult. Informal workers are not offi-
cially recognized by their employers in the same way as those formally
on their payrolls. Being outside the purview of legal regulation, and not
supported in anyway during labor retrenchment or illness, laborers face
a perpetual exposure to job loss and frequent periods of unemployment,
which makes them vulnerable to long-term unemployment and poverty.
Many of those working in the informal labor force are migrants—yfootloose
Inbor, moving from one urban center to the another, originally belonging
to villages, but in search of work elsewhere (Breman 1996). Not only
do they lack the social network they left behind in their villages, but
they are more liable to be cheated through denial or underpayment of
wages in the labor market, as a study of casual “day labor” markets on
the outskirts of Mumbai shows (Naraparaju 2016). As contract enforce-
ments in the informal labor market are difficult and employer-based social
protection programs on the wane, the workers have turned to the state
for social protection in the wake of economic losses (Agarwala 2013).
With a reduction in the power of urban informal workers as employees,
instead of demanding traditional work benefits from employers, these
workers demand, on the basis of their “citizenship,” welfare from the
state. Yet, most of the welfare programs have been focused on the rural
poor, and urban poor often suffer from dispossession, pauperism, and
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vagrancy (Breman 2016, 2019). The desperate scenes of migrant laborers
walking to their homes, after the economy-wide lockdown in the wake
of COVID-19 induced social distancing, was a painful reminder of the
precariousness of the urban labor market situation.

Stagnant Farm Income

While the urban poor, largely a part of informal sector, suffer from precar-
ious livelihoods, farmers in the hinterland are currently struggling with
lower returns to cultivation. A major challenge for the Indian economy
in the recent past has been the lack of commensurate increase in farm
income. In 2016, Prime Minister Narendra Modi, in his Independence
Day speech, proclaimed the government’s ambition of doubling farm
income by 2022. This declaration came in the wake of stagnant farm
income in the preceding decade. However, as this book goes to press, we
have not seen much progress on that front, except for the announcement
of cash transfers to farmers in the form of PM-Kisan. Yet, the transfer
of money, while a commitment to farmers’ concerns, fails to address the
issue of farm productivity, an issue which requires curative reforms rather
than palliative care.

Stagnant farm incomes—around 1% since 2011-12—have been a grave
policy concern, as a large share of the rural population (61% of the total
population) relies on it, directly or indirectly (Chand et al. 2015). The
National Sample Survey suggests that during a decade (2003-13), the
income of agricultural households grew by a mere 34% in real terms
(Chandrasekhar and Mehrotra 2016). Much of this increase, however
low, came from other sectors, such as livestock and other nonfarm
enterprises, rather than from cultivation. The increase in income was
differentiated by the size of landholdings, with the smallholders faring
worst. Are there ways to think of how safety nets could be leveraged
to promote rural incomes? Income through guaranteed employment,
through the Mahatma Gandhi National Rural Employment Guarantee
Act (MGNREGA), has been one such program to reduce rural poverty,
but it does little to increase farm income, which is related to productivity
increase and better market access. From the perspective of this book,
it is therefore useful to assess what is the role of existing safety nets in
propelling farm income and addressing rural poverty in the future.
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Rural Nonfarm Employment

Along with the urban labor, rural agricultural labor has a peculiar
problem. Increasingly, as farm sizes have become smaller, and the rural
economy grows in the shadow of urban growth, the nonfarm sector has
become a necessary part of the Indian rural economy by absorbing surplus
labor from agriculture. Between 1983 and 2004, rural nonfarm output
grew at faster pace (7.1%), compared to overall agricultural output growth
(2.6%), creating more remunerative livelihoods (Himanshu et al. 2011).
A large share of the farming households (88%) engage in a portfolio of
other activities, such as livestock or wage /salaried employment to diversify
their earnings stream (Chandrasekhar and Mechrotra 2016). In fact, the
growth of rural nonfarm employment has been instrumental, therefore, in
reducing poverty, promoting social mobility, and increasing food security
in the Indian villages (Himanshu et al. 2013; Rahman and Mishra 2020).
Not only has nonfarm employment been pro-poor in India, but it has
also provided an effective insurance against the uncertainty of farm-based
income (Lanjouw and Murgai 2009).

The diversification is especially important from the perspective of small-
holders, as the rising population burden on land has led to a reduction
in average land size in rural India. Between 1970-71 and 2015-16, total
operational holdings almost doubled from 71.01 million to 146 million,
but the average farm size halved from 2.28 ha to 1.08 ha. This has led
to an increase in the share of small landholders who currently cultivate
47.3% of the operational agricultural land and possess 86.21% of the total
landholdings. Without diversification into nonfarm activities, one-fourth
of smallholders are likely to fall, therefore, below the official poverty line
(Chand et al. 2011). Yet, despite this diversification, as greater numbers of
people own smaller parcels of land—their principal physical asset—the risk
to agricultural income, the most stable type of income in rural areas, has
increased. Any incidence of bad harvest, job loss, or any form of health
shock is likely to put these farmers at risk of falling below the poverty
line. The subsistence earning, which nonfarm employment has managed
to provide, has only ensured sustenance with very little asset accumulation
to develop resilience against shocks.
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ScorE oF THIs BOOK: LEVERAGING SOCIAL SAFETY
NETS TO PROMOTE DEVELOPMENT RESILIENCE

Given India’s current economic structure and the persistent human devel-
opment deficit, this book tries to imagine a social safety net architecture
that promotes development resilience. This chapter marks out the basic
contours of India’s economic development trajectory and the emergence
of a social welfare architecture in the country—as relief-induced state
intervention to citizens’ rights along its path of economic development,
and democratic deepening—against the persistent human developmental
challenges. From the vantage point of many years of learning from various
social welfare programs, within and outside of the country, we provide
a theoretically and empirically grounded analysis of how India’s social
welfare programs need to be reoriented to achieve development resilience
in the future.

We argue that while the safety net policies in maintaining a “social
minimum” of human needs has expanded in scope from basic food provi-
sions to nutrition, income, and health, the performance of social safety
nets has left much to be desired in terms of have a transformational
effect. Although safety nets have provided relief to the poor, they have
not promoted development resilience such that the poor are able to over-
come their low initial resource endowments and the non-poor are able to
sustain themselves continuously at higher levels of development. Studying
the social safety nets in India, in terms of their focus, scope, and form, we
provide a comprehensive review of the set of programs that provide the
basic social protection scaffolding and speculate upon future policy direc-
tions. Safety nets in the future, in our framework, should be aligned with
the changing forms of risk and vulnerability along the path of structural
transformation.

Policy debates around the nature of assistance (in-kind food or an
equivalent amount of cash), nutritional assistance in utero and in early
childhood, free school meals, public works employment, and health insur-
ance have evolved according to the policy imperatives of the time, political
initiatives, and the technological infrastructure of public service delivery.
We argue that the expansion in scope of safety nets continues to lack
synergies across developmental objectives, and various social safety nets
work in isolation, therefore, remaining limited in overall impact. The
design of these programs, in terms of their focus and form, is further
afflicted because it was designed for an agrarian population when poverty
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was considered a rural issue. Economic growth and structural transfor-
mation have not only brought about prosperity but also created newer
forms of economic risks and social vulnerability, especially when the fruits
of growth have been unequally distributed—across regions and people.
Economic redistribution through social safety nets, therefore, remains key
to a more resilient and sustainable development path. As a result, we study
social welfare policies, looking forward to an India of the future, which
would be more urbanized, service sector-driven, and with greater reliance
on nonfarm employment, even in rural areas. In such a setting, socio-
economic risks would therefore emanate from the loss of livelihood and
income-earning capacities arising out of exogenous health and weather
shocks.
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CHAPTER 4

Anti-Poverty Transfers: Policy Successions
with Little Success

INTRODUCTION

Individuals are poor because they were born into poor households, or
because they are pushed into poverty in the wake of adverse economic
shocks. Asset-poor households in low-resource settings are particularly
vulnerable to poverty traps and require sustained efforts—state support,
entrepreneurial zeal—to be able to improve their well-being. Develop-
ment resilience implies enhancing the ability of poor to accumulate assets,
withstand negative shocks, and increase their adaptation options to sustain
a reasonable standard of living and emerge from the poverty trap (see
Barrett and Constas 2014). In a resilient system, non-poor households are
either able to resist the ill-fare caused by negative stressors or bounce back
to the same level of welfare in quick time. Loss of livelihood is considered
the most common form of shock that exposes a household’s economic
vulnerability. While farmers face unanticipated risks of poor harvest, or
loss of crops, a wage-based worker is vulnerable to the risk of potential job
loss. Agricultural risks and the risk of unemployment are commonplace
and contribute to current as well as future vulnerabilities. Persistently high
poverty, in the long run, slows down the economic growth process. Anti-
poverty policies, therefore, not only have a moral imperative but are a
necessary device for sustaining economic progress and building develop-
ment resilience. The policy instrument for anti-poverty transfers, however,
is variegated across contexts. Advanced nations, with a smaller share of
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farmers, design their social protection policies for the wage-based workers
in the form of labor social insurance or labor regulation policies. Devel-
oping countries, on the other hand, face a greater risk that emanates from
having a large share of rural population who are prone to climate-related
risks and greater amount of informality among urban livelihoods.

For poorer households, either because of a transitory income loss or
poor resource endowment to begin with, a resilience development process
would call for appropriate support to reduce the number of poor—to
lift people out of poverty—and subsequently, to reduce the likelihood of
future poverty. Unemployment and livelihood vulnerability is the most
immediate determinant of current as well as future poverty. As a result,
developing countries like India focus on direct social assistance, such as
direct food assistance, public employment programs, social pensions, and
cash transfers.!

India has experimented with implementing some of the world’s largest
rural anti-poverty programs, including rural public works, public infras-
tructure investments, rural livelihoods, and social pensions, which have
been at the center of global debate on social protection and have had
varying degrees of success and failure. In this chapter, we review the stated
scope, focus, and form of these policies and deliberate upon how anti-
poverty social safety nets in the future might look in the wake of India’s
stunted structural transformation, evident by its stagnant farm income,
rising nonfarm employment, urbanization without industrialization, and
informality of livelihoods.?

PoOVERTY REDUCTION STRATEGY
IN INDIA’S PLANNING PROCESS

The pursuit of economic growth through industrial development—with
the assumption that the fruits of growth would “trickle down” to the
poor—without a deliberate redistributive policy has proved a bane for
India’s structural transformation. The state-led push toward industrial-
ization did not create large-scale employment and led to a neglect of

1 Social protection policies in relatively affluent countries, in contrast, take the form of
social insurance or labor regulation policies because of greater formal sector labor forces.
See Chapter 2 for more details.

2 In Chapter 3, we have provided a detailed discussion of India’s economic development
trajectory and the resulting need for robust social safety net.
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other sectors—agriculture, primary education, and public health infras-
tructure—in the early years of economic planning which hindered broad-
based economic development and the creation of a skilled and productive
labor force. Although the agricultural sector did benefit subsequently
from the technological advancements brought about by Green Revolu-
tion, these benefits were restricted to relatively well-endowed regions (in
terms of irrigation potential) and landed groups which widened regional
and interpersonal inequalities.?

INDIRECT ATTACKS ON POVERTY REDUCTION

Given the history of famines during the colonial era, the post-
independence planning process continued to view poverty as synonymous
with hunger in rural India. As a result, state policy pursued the path of
“grow more food” to reduce hunger.* While food security—sufficient
food availability at the national level—was attained through Green Revo-
lution, issues of hunger and food access for the poor, continued to remain
a major concern.® Rural poor neither possess economically viable amounts
of land to cultivate, nor do they have employable skills to leave agricul-
ture or agriculture-based employment. Yet, there was no direct action on
poverty, except for some small-scale and ad hoc interventions, until the
6th Five-Year Plan (1980-85).

Admitting to the “failures of the past three decades of planning,” the
6th Five-Year Plan document, for the first time, discussed the ideals of a
social minimum: A minimum needs program (MNP) to support consump-
tion and provide social services to enhance overall quality of life and
eradicate poverty) (Government of India 1981). It highlighted the imme-
diate need to assist the poor with “an appropriate package of skill devel-
opment, technologies, services and productive asset transfer programme
and wage employment.” A menu of rural development programs and

3 See Pingali et al. (2019) for a discussion on the state-level differences in agriculture-led
structural transformation in India.

4 The Bengal drought in 1943 and the ones across other states in 1966 and 1969 meant
hunger always remained in the public consciousness (Siegel 2018). The Indian Famine
Codes, written in 1880s under colonial rule, continued to guide famine prevention policies
in independent India until 1970s. See Chapter 5 for a detailed discussion of these policies.

5 Food distribution through the Public Distribution System (PDS) became the most
important means of poverty reduction. See Chapter 5.
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Fig. 4.1 Anti-poverty programs over time, with a focus on rural development
and public work schemes (Source Author’s conceptualization)

employment-genevating public works program—the two-pronged strategy
for reducing rural poverty—were introduced as the means of redistri-
bution, increasing agricultural productivity, and support for the poor.
These programs were not a huge success, and therefore, were constantly
rebranded and reintroduced (see Fig. 4.1).°

Rural Development and Agricultural Productivity

Inadequate rural infrastructure and markets were identified as key causes
of rural poverty. With the scope of reducing long-term poverty, the Inte-
grated Rural Development Programme (IRDP), composed of a matrix
of subprograms, was introduced by the central government in 1978,
expanding to cover the entire nation in 1980.” The scope of rural poverty

6 For an appraisal of the anti-poverty policies in the economic planning document, see
Bandyopadhyay (1988). Similarly, refer to Gaiha (2000) for a detailed analysis on why
anti-poverty programs fail to reach the poor in India.

7 Components of IRDP included the Training of Rural Youth for Self-Employment
(TRYSEM), the Development of Women and Childven in Rural Areas (DWCRA), the
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reduction principally relied upon increasing agricultural productivity
through providing the rural poor with income-generating assets—agricul-
tural inputs, subsidies, and credit. IRDP, however, did not succeed. The
targeted focus on poor, as measured by the income levels, not only led
to errors of inclusion but also failed to ignore the distinctions between
chronic and transient poverty. By prioritizing subsidized credit as the
form of transfer, instead of a broad-based array of productive assets, its
scope of increasing agricultural productivity was further undermined.® The
top-down design of the program further led to pervasive corruption in
providing benefits to the last-mile beneficiaries.” The 7th Five-Year Plan
admitted to the flaw in the design of IRDP and stressed for the need
for shifting resources toward self-targeted rural employment programs
instead, which would provide wage income while creating durable rural
infrastructure at the same time (Government of India 1985).1°

Public Works Programs

The focus on programs that increase agricultural productivity may not
serve the needs of the chronically poor and landless. The employ-
ment-generating public works programs, the National Rural Employment
Programme (NREP) and the Rural Labour Employment Guarantee
Programme (RLEGP), were therefore envisaged as supplemental forms
of social assistance.!! Without much impact, both NREP and RLGEP

Supply of Improved Toolkits to Rural Artisans (SITRA), and Ganga Kalyan Yojana (GKY),
in addition to other rural development programs.

8 Refer to Dreze (1990) and Rath (1985) for a description of IRDP, its limited scope,
and its inability to bring about large-scale poverty reduction.

9 One must note, however, that in relatively prosperous parts of the country, such as
Andhra Pradesh and Tamil Nadu with more empowered citizens, IRDP did have some
positive impact. See Subbarao (1985).

10 The 7th Five-Year Plan pointed to the following flaws. First, the identified beneficia-
ries were extremely poor, unable to make economic use of the provided credit and public
infrastructure. Second, their disempowerment was further exacerbated by corruption,
where only a small portion of the benefits were received.

I RILGEP was introduced in 1983, with the same characteristics as NREP, but it
catered to only landless households. Its aim was the provision of at least 100 days of
assured employment to at least one member of every landless laborer household.
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were merged into Jawahbar Rozgar Yojana (JRY, or the Jawahar Employ-
ment Scheme) in 1989.12 Subsequently, the Employment Assurance
Scheme (EAS) was launched in selected poorer regions in 1993, with
a national expansion in 1997, with a primary objective of providing
“gainful employment in manual work during lean agricultural seasons to
all able-bodied adults in rural areas who are in need of work, but cannot
find it” and a secondary objective of creating “economic infrastructure
and community assets for sustained employment and development.” In
1999, JRY was restructured as Jawahar Gram Samridli Yojana (JGSY,
or the Jawahar Village Advancement Scheme), which changed its primary
scope from employment generation to creation of rural public infras-
tructure—construction and maintenance of public infrastructure, such as
irrigation projects, road construction, flood protection, drainage works,
ecological conservation, and drinking water supply schemes, etc. Given
the similarities in focus, scope, and form, EAS and JGSY were combined
into Sampoorna Grameen Rozgar Yojana (SGRY, or the Universal Rural
Employment Programme) in 2001, with a twofold scope: rural public
infrastructure creation and generation of wage-based employment.'3 The
importance of a public works program in social welfare policies, however,
gradually declined until the National Rural Employment Guarantee Act
(NREGA) was passed in 2005.14

12 1t is interesting to note that NREP, when introduced, co-opted the Food for Work
Programme (FWP), which was introduced by the government in 1977-78. Both RLGEP
and JRY included Indira Awaas Yojana (Indira Housing Scheme or IAY), a grant-in-aid
credit and subsidy scheme that became an independent program in 1996 to assist the rural
poor and the most marginalized caste groups in either constructing houses or converting
semi-permanent structures into a permanent ones. It was restructured as Pradhan Mantri
Awaas Yojana (Prime Minister Housing Scheme, or PMAY) in 2015, expanding its scope
to housing for the urban poor as well.

13 The fundamental difference between JRY and EAS was that the former required top-
down allocations while the latter was envisaged as a demand-driven scheme. Gradually, the
primary scope of JRY became rural infrastructure creation, while EAS accorded primacy
to wage-based employment generation.

141t i important to note here that the first direct attack on poverty—in the wake of
frequent droughts with loss of livelihood—was conceptualized in the form of the Employ-
ment Guarantee Scheme (EGS), in the state of Maharashtra in 1972. EGS, with the slogan
of “Mayel tyala kam” (whoever desires work will get it), guaranteed employment to all
adults above the age of 18 years to do unskilled manual work at a predefined minimum
wage rate. To finance EGS, the Maharashtra government levied a special tax on all urban
and salaried person in the state. The scope of the program was twofold: support house-
hold consumption during the lean season (short run) and leverage the rural public assets
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From Agricultural Productivity Enhancement to Self-Employment

IRDP was restructured in 1999, and was subsequently reintroduced
as Swarnajayanti Gram Swarozgar Yojana (SGSY, or Golden Jubilee
Rural Self-Employment Programme). SGSY departed significantly from
its predecessor in terms of program scope. Instead of providing credit and
subsidies to improve agricultural productivity, SGSY aimed to promote
self-employment among the rural poor by organizing them into self-help
groups (SHGs) and providing them with the required infrastructural and
technical support, such as technology, credit, and marketing infrastruc-
ture to facilitate the establishment of microenterprises.'®> SGSY, unfortu-
nately, suffered from the same faulty design as the IRDP. Neither the form
of assistance—credit, subsidies, and skills—suffices in ensuring income-
generating activity for the poor, nor does the focus on poor ensure better
targeting of the beneficiaries. Only 22% of the 25 million households,
which organized themselves into SHGs by 2010, succeeded in accessing
bank credit. Further, by restricting the scope of the program to a single
livelihood activity, it failed to adequately meet the multifarious livelihood
requirements of the poor. The subsidy without sufficient mobilization and
collectivization of the SHGs led to high attrition among its members. The
only laudable aspect of SGSY was recognition of women as “economic
beings” in economic policy, through mandating 40% of the employment
should be for women. SGSY was later renamed the National Rural Liveli-
hood Mission (NRLM) or Aajeevika in 2011, to be later merged into

generated through the program for strengthening rural infrastructure, and hence, overall
rural development (in the long run). In 1977, the Food for Work Programme (FWP) was
added to EGS, so that food was provided in addition to wages to the workers. FWP was
subsequently renamed as NREP in 1980. Maharashtra EGS slowly lost popularity after an
increase in wage rates to twice the earlier amount. It led to rationing of jobs to fewer
people, and slowly, the program lost its significance. FWP was initiated again in 2001,
to be merged with the Mahatma Gandhi National Rural Employment Guarantee Scheme
(MGNREGS) in 2006.

15 The objectives of allied schemes in the IRDP, such as TRYSEM (Training of Rural
Youth for Self-Employment), DWCRA (Development of Women and Children in Rural
Areas), SITRA (Supply of Improved Toolkits to Rural Artisans), GKY (Ganga Kalyan
Yojana), and MWS (Million Wells Schemes) reached the forefront. The focus on local
bodies and SHGs, at the same time, coincided with administrative reforms in India’s
decentralized governance system (73rd and 74th amendments to the Constitution), which
empowered local bodies (rural and urban) to work as “institutions of self-government.”
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the Deen Dayal Antyodaya Yojana (DAY), which also included urban
livelihood issues within its fold in 2015.

Unlike SGSY, which relied upon allocation of resources from central
government, NRLM adopted a demand-driven strategy, in which state
governments had greater autonomy in implementing the program.!'®
Central allocation would depend upon approval of annual action plans
to be submitted by the state governments. Most importantly, the identi-
fication of the poor in the NRLM, instead of through a state-identified
poverty classification (BPL), would be done through a participatory iden-
tification of the poor. NRLM was motivated by a “livelihoods approach”
to reducing rural poverty and sought to “increase household income
through sustainable livelihood enhancements and improved access to
financial services,” with a specific focus on women-led SHGs.!” Under
NRLM, the poor can assert their developmental needs, access entitle-
ments, or seek assistance for self-employment and job skills, instead of
seeking state-provided, unconditional social safety net benefits to bail
them out of poverty.

Urban Poverty as a Residual of Ruval Poverty

Poverty was considered a rural phenomenon in social policy until the 7th
Five-Year Plan (1985-90), with the assumption that urban poverty is a
spillover of rural poverty. Given that a large share of the Indian popula-
tion was classified as rural, anti-poverty policies were exclusively focused
on risks related to agriculture and landlessness, as discussed in the earlier
section. Gradual deregulation of economic activity from state control in
the 1980s encouraged private enterprise, and gradually, greater urbaniza-
tion and rural-urban labor mobility alerted policymakers to the concerns
of migrants, to the proliferation of slums, and the rise of low-wage,
unskilled work in urban areas, leading to a growing share of informality
dominating urban employment patterns.

Continuing the trend of promoting self-employment, as in rural areas,
Nebru Rozgar Yojana (NRY, or the Nehru Employment Scheme)—
the urban version of JRY—was launched in 1989, with the scope of

16 For more details, see Deshpande (2022).

17 In a short span, NRLM has been successful in improving livelihoods, by getting
more women into the labor market and ensuring higher savings for the rural households,
but it has had limited or no effect on income and assets (Pandey et al. 2019).
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providing self-employment avenues to the poor unemployed and under-
employed individuals through required training and subsidized credit
assistance to set up small businesses. For the Class II cities (with a
population of 50,000-100,000), the Prime Minister’s Integrated Urban
Poverty Eradication Programme (PMIUPEP) was introduced in 1995,
with similar aims. Yet, these programs failed for similar reasons: lack
of clear targeting rules, lack of integration of urban poverty reduction
plans with other development plans, and the inadequate involvement
of community-based organizations to coordinate demand and monitor
these schemes. NRY and PMIUPEP were phased out during the 9th
Five-Year Plan, and a new program, Swarna Jayanti Shabari Rozgar
Yojana (SJSRY), was introduced in 1997. Similar in spirit to its prede-
cessor, sought to promote self-employment as well as wage employment.
Under the program, across all urban local bodies (with populations less
than 500,000), wage-based employment to the identified poor was to
be provided, for the creation of socially and economically useful public
assets. The 10th Five-Year Plan, however, noted that SJSRY has been
unsuccessful and recommended inclusion of contributory benefits such
as insurance against the death of the primary breadwinner, or against
sickness or disability, and old age benefits with matching contributions
from the government. The 11th Five-Year Plan further called out the
ineftectiveness of SJSRY, suggesting a restructuring of the program. In
2013, the scheme was renamed the National Urban Livelihood Mission
(NULM, then DAY-NULM in 2014), with a similar scope of reducing
“poverty and vulnerability of the urban poor households by enabling
them to access gainful self-employment and skilled wage employment
opportunities, resulting in an appreciable improvement in their livelihood
on a sustainable basis, through building grassroots level institutions of the
poor.”

Despite the rising share of urban population, social safety nets for
the urban poor have largely been ignored. Anti-poverty policies aimed
at the urban poor have been designed around creating gainful livelihood
opportunities through facilitating access to market for credit, providing
skills, and market-based employment to those identified as poor. These
programs, however, have done little to alter the initially skewed human
or physical endowments among the population. Global evidence on using
self-employment generation activities to reduce poverty has also high-
lighted their limited abilities to bring about transformational change,
as they are beset with implementation problems—most importantly, in
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identifying the poor. Urban Local Bodies (ULBs)—central to identifying
beneficiaries, liaising with the banks, and assisting beneficiaries in the
selection of projects, allotment of sites, and other related matters—are
hardly autonomous and empowered to be effective. Although the 74th
Amendment of the Parliament in 1992 provides ULBs with functional,
financial, and administrative autonomy to be self-governing institutions,
they are still struggling to be fully decentralized and autonomous.!®

MGNREGS: Rural Employment Program Back in Vogue

The Mahatma Gandhi National Rural Employment Guarantee Scheme
(MGNREGS) has arguably been the most impactful anti-poverty program
in India. Unlike earlier other programs, which promised employment
but did not provide an entitlement to work, NREGA enshrines “right
to work” as a constitutional guarantee to every citizen in rural areas.
It is the largest public works program in the world—600 million rural
residents are eligible to receive its benefits, and 0.5% of India’s GDP
goes to its funding. Under MGNREGS, anybody in rural India who is
willing to work at a pre-announced minimum wage rate will receive work
from the government for at least 100 days. The guaranteed employment
under the MGNREGS, therefore, has reduced economic insecurity, which
no earlier program provided. Contrary to other programs, its effective-
ness relies largely on the “self-selection” aspect of it, which ensures that
the program’s benefits are not captured by the privileged elites, as has
happened in earlier programs. MGNREGS also addresses another major
developmental challenge in the country: very low participation of women
in the labor force. It encourages the participation of women by providing
work and childcare facilities (within 5 km of a participant’s village), with
wages in parity with men. It, thus, provides higher wage bargaining
power to the workers, especially women. MGNREGS, therefore, provides
the safety of a next-best livelihood opportunity being available around
one’s village, without incurring any search costs. Self-selection into the
program often happens in the wake of a job loss, crop failure, or death
of livestock, even for those houscholds that would otherwise have suffi-
cient assets. Given the nature of work—unskilled labor which requires
no training—MGNREGS also reduces inequality, as only the poorest

18 For the challenges facing ULBs, refer to Sharma (2020).
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enroll into the program. Since the public works, for which the labor
is employed, are used to create community public infrastructure, the
program also contributes to improvements in agricultural productivity,
which along with greater income among the wage workers, contributes
to overall economic growth.

The idea of MGNREGS was initially viewed with a great degree of
skepticism. It was criticized as populist “make-work” or “dig-and-fill-
hole” wasteful expenditures, with little potential for asset creation.' Such
assertions implied that the program’s primary objective is employment
generation and asset creation was just a residual gain. While some of
this criticism was based upon earlier employment creation schemes that
had failed to work, there was also concern about India’s inadequate state
capacity to implement such a program efficiently. It was believed that a
rules-based social welfare program, which is open to political and bureau-
cratic manipulation and local corruption, could not last long in India.
The success of MGNREGS, however—with around 600 million people
eligible to work under it—belied many of these speculations, despite the
limited administrative capacity of the Indian state, especially at the local
level. The criticisms around MGNREGS not creating sufficient public
infrastructure was also misplaced, as around 36 million assets had been
created under the scheme by 2019.2% Although we would not assert that
MGNREGS is the best answer to India’s poverty problem, surely the
program is among the most important components of social protection
in India and has helped in engendering development resilience in rural
India.

It is important to look at the ways by which MGNREGS has affected
rural poverty and economic development.?! Overall, MGNREGS led to
an increase in the aggregate economic output by 1-2% per capita (Cook
and Shah 2020), including several intermediate contributing welfare
gains, such higher market wages (Imbert and Papp 2015), economic
security against rainfall shock (Berg et al. 2018; Zimmermann 2020),

19 For a detailed description of the struggles of the program, see Khera (2011).

20 See  https://rural.nic.in/press-release /assets-created-under-mgnrega. Accessed on
January 15, 2022.

21 The developmental impact of MGNREGS has amassed a very rich array of empirical
work—arguably, the most among any public works program. The sequential rollout of the
program in three phases made the program amenable to measurement of precise causal
effects. For details, see Sukhtankar (2017).
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agricultural intensification (Deininger et al. 2016; Gehrke 2019; Bhar-
gava 2021), greater female labor force participation (Azam 2012), and
reduction in seasonal migration (Imbert and Papp 2020).>2 In addition
to economic contributions, NREGA has been instrumental in ecological
restoration. By employing labor to work on restoring soil fertility and
groundwater conservation, conditions have improved for millions of
Indian farmers whose livelihoods are affected by declining soil fertility
and destruction of watersheds (Esteves et al. 2013; Ranaware et al.
2015). What is most impressive is the incredible diversity of rural public
works that have transformative implications for rural development,
as they enhance rural income, improve productivity, build ecological
resilience, and assist in disaster-related management (Narayanan 2016).
The rural infrastructure created has helped the small and marginal
farmers, especially, who are the most vulnerable to economic shocks.?3
To summarize, MGNREGS allowed the complementarity of public and
private investment needed to bring about a transformative development.

Why did MGNREGS succeed? A variety of reasons, which are also
important for designing social safety nets in the future, must be high-
lighted. The universally applicable program had people self-selecting into
it, which allowed the most vulnerable to demand work, avoiding the
challenges of a targeted program (Liu et al. 2020). Through decentral-
ization of work decisions—the nature and choice of work along with site
selection as discussed in open assemblies (gram sabhas) and approved
by village councils (gram panchayat)—MGNREGS engendered partic-
ipatory decision-making and strengthened local democracy and public
consciousness of their rights (Shah 2007).24 Mandated social audits of
the program further increased transparency and accountability in delivery

22 The second order household-level benefits of MGNREGS include higher consump-
tion, nutrient intake, and assets (Bose 2017; Deininger and Liu 2019); and higher
investment in children’s education (Afridi et al. 2016; Li and Sekhri 2020). It also led
to reduction in violence and insurgency in parts of the country (Dasgupta et al. 2017;
Khanna and Zimmermann 2017; Fetzer 2020).

23 See Ranaware ct al. (2015).

24 Gram panchayats are a collection of villages, which have elected local village councils
that deliberate on local issues at public forums, known as gram sabhas (village assemblies).
These local institutions form the most important component of decentralized democracy
in India (Sanyal and Rao 2018).
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systems.?® Transfer of wages to beneficiaries in their bank accounts or post
office accounts reduced the incentive of local officials to cheat.?® With the
use of biometrics smartcards to authenticate payments, leakages, corrup-
tion, and delayed payments to the beneficiaries have subsequently been
reduced, leading to a greater overall impact of MGNREGS (Muralidharan
et al. 2016).

Divect Income Support to Farmers

While MGNREGS provides an employment avenue for farmers during
lean seasons, farming itself has been unremunerative in India for a large
share of small and marginal farmers. A major debate in the Indian policy
has, therefore, been how to increase farm income. The most recent statis-
tics from the government, Situation Assessment of Agricultural Households
and Land and Holdings of Households in Ruval India 2018-19, suggests
that income from cultivation has declined for farmers from 48 to 38%
between 2012-13 and 2018-19. With a decline in the share of income
from cultivation for the farm households and lack of formal employment
outside of the farm sector, rural livelihoods remain vulnerable. One must
note that while rural poverty reduction was brought about by productivity
growth during the 1970s and 1980s, urban demand has contributed to
poverty reduction since the 1990s (Gibson et al. 2017; Datt et al. 2020).
However, there are limits, especially when the urban economy has not
been able to absorb the surplus agricultural labor and increase agricultural
productivity.

Given the stagnancy in farm income, the Government of India, in
2019, announced an annual direct cash transfer of Rs. 6,000 (US$84)—
under the name of Pradban Mantri Kisan Samman Nidhi (PM-Kisan)
scheme—as minimum income support to all small and marginal land-
holder farmer families who collectively own cultivable land of up to 2
hectares.?” The introduction of PM—Kisan came on the back of Prime

25 For a discussion on the role of social audits in MGNREGS, sce Aiyar and Samji
(2009) and Vij (2011).

26 gee Banerjee et al. (2020).

27 There are certain exemptions to it. Refer to the website, www.pmkisan.nic.in, for
more details.
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Minister Modi’s proclamation of doubling farmer’s income by 2022.28

The idea of direct income transfer followed a similar announcement by
the Government of Telangana under the name of Rythu Bandhu in 2018.
The government of Andhra Pradesh, later in 2019, supplemented the
transfer with Rs. 9000 (US$125) more, as part of their scheme named
Annadatha Sukhibhava. Income support to farmers, instead of addressing
productivity issues and seasonal risks, has its precedence in the waiving of
farm loans periodically by successive governments. Since only institutional
credit could be waived, and most smallholders rely upon informal lending
sources, loan waivers did not benefit the poorest households. And there
has been substantial unrest among the small farmers, who also comprise
the largest share of voters. The restricted focus only on farmers is espe-
cially problematic when a large share of the rural population is engaged
in nonfarm labor employment. It is also not clear what the scope is of such
transfers. If it is an income support, without adequate incentive to increase
agricultural productivity, there is certain to be demand for incremental
increases in such transfers in the future.

Social Pensions

Social transfers, such as pensions for the elderly and vulnerable with
limited ability to engage in gainful employment, not only provide human
dignity, but also build household resilience through smoothing consump-
tion in the short term and arresting the intergenerational persistence of
poverty. This most vulnerable section of the population traditionally relies
upon family and community support for their sustenance. While those
with accumulated savings and strong support networks can rely upon
this support in times of distress, the miseries of the vulnerable persons
in poorer household’s only increases. Indian social welfare policies until
1995—when the National Social Assistance Program (NSAP) for the
elderly, sick, widowed, and disabled was introduced—did not focus on
assisting the elderly, sick, widowed, and disabled. NSAP has five compo-
nents: Indira Gandhi National Old Age Pension Scheme (IGNOAPS);

28 Tnitial survey-based findings on the impact of PM—Kisan suggest a positive effect on
productive investments. Based upon a telephone survey of 1,789 houscholds in North
India, Varshney et al. (2021) find that every additional INR 1000 (US$12) of transfers
led to a 6.8% increase in the likelihood of greater investment in agricultural inputs, like
seeds, fertilizer, and pesticides.
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Indira Gandhi National Widow Pension Scheme (IGNWPS); Indira
Gandhi National Disability Pension Scheme (IGNDPS), National Family
Benefit Scheme (NFBS), and A#nnapurna. These schemes cover both
rural and urban households. IGNOAPS is a noncontributory transfer
under which the elderly (60-79 years), possessing a BPL card, are eligible
to receive a monthly pension of INR 200 (US$3). For those above the
age of 80, the pension is higher at INR 500 (US$7.5). Widows (40-79
years old) are entitled to INR 300 (US$4) a month under IGNWPS,
while IGNDPS benefits are fixed at INR 200 (US$3) a month. Various
state governments supplement these pensions and relax the eligibility
rules. As a result, IGNOAPS beneficiaries may receive anywhere between
INR 200 to INR 2,500 per month, depending on state. NFBS is a
one-time, lump-sum transfer of INR 20,000 (approximately US$300) to
a bereaved family, upon the death of the primary breadwinner. Under
the Annapurna scheme, instead of cash, a monthly quota of 10 kg of
food grains is provided instead to the elderly who are not covered under
IGNOAPS.

Social pensions are among the few schemes that are highly efficient
with low targeting errors, corruption, or leakages, even in areas of poor
governance (Dutta et al. 2010; Gupta 2013; Chopra and Pudussery
2014). Although NSAP suffered from underutilization during its early
years, there has been steady improvement with time. Around 30 million
people benefited from these schemes with an overall outlay of INR
92,000 million (US$1,250 million) in 2019-20. Yet, there are limitations
to social pensions building resilience. In terms of their focus, using BPL
cards as the identification criteria to ration the eligible households has
led to a persistence of errors, much to the detriment of the poorest (Asri
2019). Also, monthly pensions are sufficiently low to cover only basic
needs of individuals, without allowing them to access quality health care.
State governments, however, have taken a lead in expanding IGNOAPS,
beyond the BPL households and with additions to the monthly pension
amount, and expanding coverage beyond the BPL households. Yet,
targeting errors remain high (Bhattacharya et al. 2015).

The impact of social pensions on reducing poverty, as well as redis-
tributive aspect and overall resilience, is immense. These transfers are an
important resource for the household to fall back upon during times
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of calamity for intergenerational transfers in resource-constrained soci-
eties with multigenerational co-residence as a social norm.?? IGNOAPS,
despite being a small benefit, has been an important source of poverty
reduction, improving health care access and intergenerational transfer for
the benefiting households (Kaushal 2014; Unnikrishnan and Imai 2020;
Unnikrishnan 2022).

ABSENCE OF AN INTEGRATED ANTI-POVERTY STRATEGY

India’s action on poverty and redistribution can be classified as a classic
case of “policy successions” in which schemes and programs, without
the desired impact, have been repeatedly repackaged and reintroduced.?’
Often designed in the wake of a calamity and reoriented with political
regime change and ideological orientation, these schemes not only have
suffered from a poor understanding of the causes of poverty and vulner-
ability—structural and transient—but also from meager state capacity for
effective implementation.3! While poor implementation is a function of
lower administrative capacity and corruption, faulty conceptualization of
the schemes has resulted from incoherent policy design and only lip
service paid to redistributive social welfare, with limited focus, form, and
scope (Table 4.1).3

By focusing solely on the poor (without the means to identify them)
and providing market-based subsidies or supply-driven employment
avenues (either through rural development or public works program),
Indian social policy incurred some of the most vexing problems from
which redistributive policies in developing countries suffer. First, in the
absence of information about a household’s socio-economic situation,
the identification of poor is most likely to be erroneous. Second, there

29 Case and Deaton (1998) provided theoretical arguments and an illustration from
South Africa. Also, see Duflo (2003) for intergenerational benefits.

30 The term policy succession is used in public policy literature to represent replacement
of a previous policy or scheme with a new one with the same scope (Hogwood and
Peters 1982). The newer policies are continuation of the policy ideas from the preceding
programs.

31See Table 1 in Bahal (2020) for the timing and outlay on various rural welfare
programs in India since 1980.

32 Of course, some states have been the exceptions, and we highlight that fact later in
the book.
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Table 4.1 Anti-poverty programs: Focus, form, and scope

Focus Form Scope
IRDP Poor Credit-cum-subsidy ~ Rural infrastructure
Agricultural productivity
NREP/RLGEP/SGRY Poor Public works Consumption support
Rural infrastructure
SGSY/DAY Poor SHG membership  Self-employment
Women Credit-cum-subsidy ~ Market participation
Skill and training
MGNREGS Universal Public works Income support
Women Rural infrastructure
Social pensions Elderly Cash Income support
Widowed
Disabled
PM-Kisan Small farmers Cash Income support

is a great amount of variation in the degree of deprivation and human
needs within the poor. The ideas that fruits of growth would “trickle
down” or that market-based subsidies through IRDP or self-employment
programs could lead to a reduction in poverty not only belied India’s
acute poverty status but further exacerbated the socio-economic disparity
among people. Also, the success of these schemes has relied upon a
strong political commitment and state capacity to effectively deliver bene-
fits. Poorly developed local institutions—rife with corruption and elite
capture—have acted only as an impediment.

Recognizing these concerns, there have been clarion calls for intro-
ducing cash transfers as a substitute in multiple schemes and programs
to overcome the pervasive “culture of immunity in public administration
and weakened local government” (Subramanian et al. 2008, pp. 86).33
Over the last seven decades, as India’s economic and governance system
has improved, cash transfers—through social pensions and farm support
programs like PM—-Kisan—are gaining in importance. We would like to
highlight here again that the focus and forms of anti-poverty transfers in
India have been intrinsically linked to the economic structure and political
ideology of the times. Rural development and wage-based employment
(scope) were the developmental concerns of a primarily agrarian economy

33 Such sweeping redirection of social policy, however, is not entirely radical and has
existed since 1938. See Srinivasan (2016).
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during India’s initial planning years. The focus of these programs was
largely to help the poor. Current challenges of India are, however,
different, and therefore, the social policies need to be tailored accordingly.

ANTI-POVERTY POLICY IN THE FUTURE

Building anti-poverty policies for the future must be attuned with India’s
changing demographic and economic structure. There are some keys facts
to be considered. While agriculture contributes to a little less than a fifth
of overall GDP, it employs more than 50% of the labor force. Eighty-nine
percent of farmers are smallholders, with a significant share of income
from occupations beyond cultivation, and with no substantial increase
in income for more than a decade.?* Also, smallholders are working on
declining sizes of their farms. The average landholding size in rural Indian
has declined from 2.28 hectares in 1970-71, to 1.55 hectares in 1990-
91, and in 2015-16, it stands at 1.08 hectares per landholding (Panel
A, Fig. 4.2). Furthermore, while the anti-poverty policies continue to be
focused on rural areas, India is also urbanizing. Settlement patterns from
the last five decades exhibit a secular decline in the share of rural areas,
and in smaller hamlets, in particular (Panel B, Fig. 4.2). While India’s
urbanization has been slower than anticipated based upon the urban-rural
classifications defined by the census, urbanization of built structure and
related livelihood opportunities are fairly apparent.

The proliferation of smaller towns has been an important source of
rural poverty reduction, by providing markets and employment opportu-
nities for the villagers, but urbanization patterns have been exclusionary
generally, creating classes of small formal and larger informal sector
workers with inequitable access to quality housing and public services
for the urban poor. The informality aspect of India’s employment struc-
ture is fairly concerning, as a large share of the nonagricultural workforce
is casual in nature (Panel C, Fig. 4.2). Even among the wage earners
or salaried workers, 67.3% had no written job contract, and 54.2% do
not have access to any form of employment-based social security.3> Self-
employed persons comprise the largest share of the workforce (dominated

34 Eighty-cight percent of the farming houscholds are also engaged in some of form of
employment outside of agriculture (Chandrasekhar and Mechrotra 2016).

35 Based on the Periodic Labor Force Survey (PLES) 2019-20. See https://pib.gov.
in/PressReleaseIframePage.aspx?PRID=1738163. Accessed on June 27, 2022.
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by the agricultural workforce); they are outside the formal sector and thus,
do not have access to social security.3¢

Many of the farmers, who want to move away from agriculture, find
themselves in the informal sector without the required skills to get formal
sector jobs, which further limit sustainable income opportunities. As a
result, around 100 million people in India migrate internally from one
place to another for work, but on a short term or seasonal basis, with only
a low rate of permanent migration, which further inhibits a faster pace
of structural transformation. Lastly, India’s demographic composition
(population age pyramid), with increasing life expectancy and declining
fertility rates, is expected to bulge toward a greater share of elderly popu-
lation (60 years and above) by 2050, reversing the current youth dividend

36 Self-employed implies “own account workers (who run small enterprises alone or
with help from family members but without hiring workers); unpaid family helpers; and
employers (who hire workers for their enterprise).”
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(Panel D, Fig. 4.2). Thus, economic risks, catastrophic shocks, poverty
traps, and subsequently, social welfare programs need to be understood
within the context of these facts.

L1vELIHOOD RESILIENCE FOR THE RURAL POOR

Vulnerability among rural households emanates from small landholding
size, stagnant income from farming, lack of employable skills, and the
precariousness of wage-based, informal employment. For farmers, adverse
weather events, heightened by looming threats of climate change, will
continue to pose risks in the future. Declining size of agricultural hold-
ings will constrain the household resources further in coping with risks
and in being capable of introducing productivity-enhancing technologies.
The movement of farming households toward nonfarmer livelihoods—
the dominant feature of rural housechold income—is no less prone to
economic risks. Poorly skilled rural labor is ever susceptible to employ-
ment and wage loss with no recourse to formal employment-based social
security. Overall livelihood vulnerability—not only farming risks—will
affect the demand for social welfare policies in the future, as the share
of rural population continues to be sizable, especially as a political force.

Notwithstanding the importance of traditional social safety nets—rural
development and wage employment programs—development resilience
can be achieved only through sustainable farm and nonfarm livelihood
opportunities to further facilitate an enhancement of the physical and
human asset base of rural households. It must be recognized that the
scope of household anti-poverty transfers in the form of wages or cash
assistance is to address the immediate needs of the vulnerable households.
Households trapped in chronic poverty need the economic floor of suste-
nance, as provided by existing anti-poverty programs, like MGNREGS or
cash transfers. The transformative effect of anti-poverty policies should
rely on how the gamut of social safety net programs works in unison—
some prevent immediate poverty, while others protect against the future
likelihood of poverty—which will lead to transformation through quality
education, market infrastructure, and employment avenues. For those
vulnerable to livelihood loss, cash transfers through PM-Kisan or wage-
based employment through MGNREGS will continue to be important
Sforms of social policy to address immediate rural vulnerabilities.
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STRENGTHENING MGNREGS 1IN POORER STATES

Looking ahead, MGNREGS should continue to play a key role in
sustaining the income of the vulnerable households, sustaining the rural
economy, if there is surplus labor in the rural economy. Furthermore,
income earned through MGNREGS is likely to boost the rural economy,
especially for private sector development, by raising demand for consump-
tion or production inputs. By bringing more women into the local work-
force, MGNREGS can also reduce the stigma around female labor force
participation in rural India. MGNREGS has substantial scope to contribute
to the future through arresting the emerging challenge of environmental
degradation, poor quality of rural infrastructure, and the strengthening
of participatory grassroots democracy—all very important components of
developing resilience. In the future, even when higher prosperity may
reduce demand for the MGNREGS, the scope of quality rural infras-
tructure creation, especially for climate-proofing against climate change
effects, need to be recognized as a significant role. It could help increase
agricultural productivity and stem environmental degradation.

A key challenge for MGNREGS is the improvement of'its performance
in the poorer states of the country, such as Bihar, Uttar Pradesh, and
Jharkhand.3” The failure of MGNREGS in poorer states brings to fore an
important factor to the success of social protection programs in India—
politics. The implementation of a demand-driven, decentralized social
safety net like MGNREGS relies essentially upon engendering empow-
erment—political, civic, and eventually, economic—and an improvement
in administrative accountability. The poor beneficiaries in economically
backward regions are often denied their entitlements because of a lack
of information on the program, reduced citizen bargaining power, and
pervasive rent-seeking among the local bureaucracy perpetuates corrup-
tion and underdevelopment.®® To harness the transformative potential of

37 Interested readers can refer to Dutta et al. (2014) for a discussion on the failures of
MGNREGA in poorer states.

38 At a macro level, historical inequality in landownership and resultant concentration
of political power creates an unfavorable political economy for MGNREGA’s effective-
ness across districts (Misra 2019). The micro-politics of MGNREGA emerges from
its implementation reliance upon on the relative ability of citizens to interact with
clected representatives and burcaucrats, which creates opportunities for rent-secking and
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MGNREGS, the demand as well as sufficient supply for work need to be
freed of the impediments of local politics.

CasH TRANSFERS THROUGH PM-Ki1sAN

The idea behind cash transfers through PM-Kisan, with a scope of
increasing rural income, is to provide liquidity in the hands of poor small-
holder farmers. The extra income can provide for seasonal consumption
needs and increase demand for the local economy, but its transforma-
tive potential can only be realized when the farmers are able to invest in
productivity-enhancing technologies. Although such transfers are impor-
tant, one must note that the scope of such programs is to address the
temporary loss of income, while stagnant farm income is a longstanding
issue and not the structural cause of rural poverty. Farmers are poor or
at risk of poverty owing to their low-resource endowments. A landless
rural labor force is poor because of insufficient economic opportunities
and human capital endowments. A sufficient number of PM-Kisan trans-
fers do open avenues for productivity-enhancing investments—in and out
of agriculture. To have a transformative effect, rural anti-poverty transfers
cannot avoid addressing the structural issues that hold back economic
potential for farmers. Such transfers must be combined with rural liveli-
hood missions (DAY-NRLM) to impart employable skills to the workers,
especially women, to increase the quality of the labor force and its gender
composition.

URBANIZATION OF POVERTY AND LIVELIHOOD RISKS

As India is urbanizing, the vulnerability of urban livelihoods is increas-
ingly coming to the fore. A large part of the urban labor force engages
in casual work, with unwritten job contracts, and therefore, no job secu-
rity or employer-based social protection. As a result, the urban household
consumption is found to be at a higher risk to idiosyncratic negative
shock, relative to a rural household (Gupta and Kishore 2021). With

clientelism (Marcesse 2018). Differential “agency” of the citizens and the nature of
state responsiveness also contribute to the uneven performance of MGNREGA at the
subnational level (Fischer and Ali 2019).
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the rise of a platform economy and “gig” work (firms such as Uber,
Ola, Zomato, Swiggy, Flipkart, Urban Clap, and Dunzo being household
names in Indian cities), employer—employee relationships are increasingly
becoming unconventional, and workers are more vulnerable to transitory
income losses. The plight of workers, including many migrants, in the
wake of COVID-19-induced economic lockdowns and resultant loss of
jobs, has been an unfortunate testimony to the economic fragility of urban
livelihoods. Concerns have risen about the “urbanization of poverty,” a
situation in which the overall headcount ratio of poverty declines both
in rural and urban areas, but the total number of poor in urban areas
increase.’

Vulnerability of urban livelihoods is a by-product of the “stunted”
structural transformation of the economy, wherein economic activity
and urbanization are spatially concentrated, and service sector employ-
ment creates a gulf between a tiny proportion of high-skilled jobs
with social security and a huge proportion of informal employment.
Demographically, India’s urbanization, which theoretically creates more
formal employment, is characterized by in-situ growth—natural popula-
tion growth and reclassification of rural areas as urban, rather than the
movement of labor from villages to towns and cities.*? This subaltern
urbanization—the morphing of larger villages into urban areas—without
relying on agglomeration economies or “anchor industries” runs the
risk of further reproducing the informality of the rural employment
structure.*! Social welfare policies must expand the focus toward the
urban poor and their sources of vulnerability, which emerge from the
“informalization” of employment.

Labor informality in India is not only a characteristic of informal
business enterprises but also of formal sector firms, which are increas-
ingly hiring workers on a temporary or informal basis to reduce costs
(Srivastava 2012; Abraham 2019; Bertrand et al. 2021). Lack of social

39 See Ravallion (2002) and Ravallion et al. (2007) for detailed discussions.

40 Thirty percent of India’s urban population increase between 2001 and 2011 has
come about through reclassification of villages as new “census towns,” while migration
accounts for around 22 percent of the urban population increase. The rest is natural urban
population increase. See Roy and Pradhan (2018).

41 Employment in large villages, likely to be reclassified as urban, consists of construc-
tion, manufacturing and trade, and services, mostly of casual wage and self-employment
types (Chatterjee et al. 2015).
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support for such workers exposes them to the risk of falling into poverty
in the aftermath of health shocks or loss of jobs, despite being classi-
fied as non-poor. What makes the issue of vulnerability of the urban
labor force more acute is that many of these workers live in poor quality
dwelling and squatter settlements, rendering them more vulnerable to
a host of ailments, which leads to health-related expenditures. In this
context, expanding the focus of social safety nets toward the working poor
becomes even more important.*? It is important to note here that the
public health insurance scheme was first launched to address the vagaries
of employment and health for informal labor and was later scaled up to
the larger population.*3

The policy document of the urban livelihood mission does recog-
nize the multiple dimensions of urban poverty emanating primarily from
three forms of vulnerability: residential (poor access to land, shelter, and
basic services), social (deprivations graded along the axes of gender, age,
caste, and religion; inadequate social protection; and lack of political
voice), and occupational (precarious livelihoods, informal employment
with lack of job security, and poor working conditions). It further states
that while residential vulnerability could be addressed through low-cost
housing programs like the Pradhan Mantri Awas Yojana (PMATY), occu-
pational and social vulnerability can only be addressed through sufficient
earning opportunities with access to credit and through promotion of skill
development and self-employment, which are precisely where the DAY-
NULM focuses. The impact of DAY-NULM, however, on urban poverty
has not been noteworthy, despite its potential.

There is also a need to strengthen protection for workers in the
organized sector. Social Security Code Bill 2020 is an attempt to
provide workers in the unorganized sector, including platform or the gig
economy, with social insurance (life and disability), health and maternity
benefits, saving funds, and opportunities for upgrading skills. The bill,
however, lacks a clear framework, outline, and legal mandates to ensure
a “social minimum” for unprotected workers. These benefits also need

42 Refer to Fields (2012) for a comprehensive discussion on the working poor, with a
particular reference to India.

43 See more details in Chapter 7.
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to be expanded for all workers, including self-employed own-account
workers who fall outside of social security in the informal sector.**

URBAN EMPLOYMENT PROGRAM

Since access to formal sector employment remains limited, the idea of job
guarantee programs in urban areas, like MGNREGS, is being debated.
Although this idea may not be entirely unprecedented, or even the most
ideal solution, the debate around urban livelihood support is timely
and critical. In the run up to the 2020 presidential election in the
United States, Democrats, like Bernie Sanders and Alexandria Ocasio-
Cortez, broached the idea of having employment guarantee programs.
UK Prime Minister Gordon Brown had also debated the feasibility
of such programs. In other European countries, Employment Wage
Subsidy Schemes (EWSS) have been a common policy instrument that
provides subsidy vouchers to approved private enterprises to hire workers
who register for public employment programs. Similar urban employ-
ment program could therefore be introduced as an extension of the
“right-to-work” entitlement for urban poor in India.

A recent symposium called for Decentralized Urban Employment and
Training (DUET) as a wage subsidy in the wake of a high rate of unem-
ployment rates in the country. Jean Dreze, one of the architects of the
MGNREGS proposed it as a job stamps program, run by and for urban
women at approved public institutions—schools, colleges, government
departments, health centers, municipalities, neighborhood associations,
urban local bodies, etc.—where the government would cover the wage
bill based upon the statutory minimum wage (Dreze 2020, 2021). In the
short run, this proposal would enable risk mitigation and an increasing
female labor force participation; the long-term effects could be harnessed
by using the same labor to strengthen urban local bodies and build
capacities through imparting on-the-job training and providing appren-
ticeships, which would allow the beneficiaries to graduate into formal
sector jobs or entrepreneurship ventures with necessary skills.*> Certainly,
there will be multiple issues to resolve, such as deciding upon the work

44 Mehrotra (2020) provided a detailed discussion on the current draft of the social
security bill and its limitations. Bordoloi et al. (2020) highlight the weak legislative and
enforcement aspects of the bill.

45 See Basole (2019) for a detailed discussion.
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and matching the labor with employers, within malfunctioning and less
participatory urban local bodies, among others, which could prove to be
an administrative nightmare to implement. The gravity of urban labor
market precariousness, however, demands such a scheme, at least a pilot
trial of it.* Urban employment guarantee schemes introduced in 2020
to fight the COVID-19-induced employment losses by the governments
of Odisha, Himachal Pradesh, and Jharkhand, and the urban guarantee
program in the state of Kerala existing since 2010, may provide useful
insights over time (Pallath 2021).

MIGRANTS AND ACCESS TO WELFARE PROGRAMS

Around 100 million people in India migrate internally from one place
to another for work. At the same time, another 80-140 million workers
move on a short-term or seasonal basis to work away from their homes
every year. A large part of work-related migration is from rural to
urban areas on account of differential wages, which attract labor to
cities and towns. However, what often gets unacknowledged in this
process of transformation is that migration is often a result of desperate
economic situations, unemployment, indebtedness, or persecution of the
marginalized.

The stunted structural transformation of the country has reproduced
rural vulnerability in urban settings, albeit with different drivers. Low-
income migrants in India are often relegated to the boundaries of city
precincts where they are deprived of access to basic public amenities and
opportunities. Living in poor quality housing conditions exposes them
to various natural hazards and threats of dislocation. Flash floods and
cyclones in the coastal cities of Mumbai or Chennai have exposed these
vulnerabilities. While workers migrate for better economic opportunities,
mobility also means reduced access to social safety nets, which are tied to
their place of permanent residence. In fact, the association of social safety
nets to their place of residence has been found to be a major hindrance
to interstate migration in the country. Urbanization has been, therefore,
also considered as “exclusionary” in the Indian cities.

46 One must also caution, however, against considering DUET a silver bullet to the
urban unemployment problem. A wage subsidy and training program in Argentina has
found little effect on employment and no effect on income (Galasso et al. 2004). India’s
own experience with MGNREGA has not met with success in some of the poorer states.
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If one follows the trajectory of migrants, underdeveloped states like
Odisha, Bihar, Uttar Pradesh, and West Bengal are the source of migra-
tion to more developed states like Maharashtra, Gujarat, Delhi, and the
southern states. Migrants, mostly short-term, in their places of work are
deprived of their villages’ informal social insurance. Working in informal
employment adds to the vulnerability of job losses and health care costs,
despite earning a higher income than their rural counterparts. It was only
the wake of the mass movement of labor into the hinterlands that brought
the vulnerability of migrants into the national consciousness. Access to
food subsidies through PDS has, therefore, been untied from the state
of residence, and there has been some action on creating a database
of workers—migrants and non-migrants—in an unorganized sector to
provide them with welfare measures. Although such initiatives are laud-
able, unless there is concerted social welfare policy support for those in
vulnerable livelihoods, a mere registry of workers would be futile.

SocIAL PENSIONS FOR THE AGING OF INDIA

India is getting older at a faster pace than it is getting richer (Jain and Goli
2021). According to UN projections, 20% of India’s population will be
60 years or above by 2050, with a large share of them being female and
rural residents. Increased life expectancy and lowering fertility rates imply
that growth of the elderly in the population is destined to reverse the
current “youth dividend” in the coming few decades. An aging society,
especially a relatively poorer one, brings a newer set of vulnerabilities.
Research has shown that poverty is higher among the elderly once they
are no longer capable of earning for themselves.*” The provision of a
life of dignity, care, and access to affordable health services for the older
population, when they have little or no earnings of their own, ought to
be an active scope of social welfare policy in the future.

The common practice of cohabitation with the elderly parents or in-
laws, in an aging country, implies a further budget squeeze, with greater
pressure on family members to spend and save for their elders, within
already resource-constrained households. The rising burden of noncom-
municable diseases and higher costs of medical care puts a higher burden
on intra-household allocation of resources. A stronger focus on old age

47 For a review of old age poverty in developing countries, see Barrientos et a. (2003).
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social pensions, therefore, is only expected to increase, as the elderly
not only have high out-of-pocket health expenditures—a large share of
them would have been either farmers, unemployed (mostly women),
or employed in informal work during their working lives—with scarce
savings and a meager provision of social security in later years.*3

Social pensions for the elderly are common in the developed world
with high life expectancies, and therefore, greater shares of older popula-
tions. Developed nations have had sufficient time to craft social security
policies and welfare institutions to address the old age vulnerability
problem. A smoother process of structural transformation—as a large
share of the population had access to social protection, financial insti-
tutions, and therefore, savings for later years—abetted such change.

India has a daunting challenge, as the country has aged relatively faster
than a commensurate gain in economic strength. NSAP has been encour-
aging initiatives in this regard, but still falls short of the challenge. The
Task Force on Restructuring NSAP in 2013, therefore, proposed multiple
recommendations to the scheme, which includes a significant expan-
sion in coverage ( focus) and the stipulated pension amount. India has
much to learn from countries like South Africa, Brazil, or China, which
have successfully implemented generous social pension programs that
have helped stem the skewed income distribution.*” China’s New Rural
Pension Scheme (NRPS), larger than MGNREGS in terms of coverage
and financial outlay, has a near universal coverage of pensions that has
not only enabled addition to household income but also lowered manu-
ally intensive, farm-related work for the elderly, and improved their food
security, contributing to better health and lower mortality rates (Huang
and Zhang 2021). Expenditures on noncontributory pension programs in
Brazil and South Africa are around 1% of overall GDP of each of the two

48 The parts of the organized sector employment (public or private) are eligible
for benefits under various acts, including the Employees’ Provident Fund Act 1952,
Family Pension Scheme 1971, Payment of Gratuity Act 1972, Deposit-linked Insurance
Scheme 1976, Group Insurance and General Provident Fund Scheme 1982, and finally,
the National Pension Scheme (NPS) that was introduced in 2004.

49 Brazil, a country with similar economic conditions to India, introduced a nationwide
pension scheme much earlier, in 1967, with the Rural Workers’ Assistance Fund (RWAF),
at a time when urban workers already had access to pension schemes. Similarly, while
South Africa has a longer history of social pensions for the elderly, restricted mainly to
the white population in the beginning, means-tested, old age pension is now ubiquitous,
efficient, and generous (pegged at twice the median income of an African household).
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countries, similar to what the Indian government spends on PDS. The
old age and disability pension program in India is much smaller.>® There
is a need to make noncontributory pensions more expansive—universally
applicable with a commitment to index the pension to inflation, and an
overhaul of the multiple set of independent schemes, such as by placement
under the NSAP umbrella for greater effectiveness.

CONCLUSION

This chapter argues that social welfare programs in the future need to
anticipate and adapt to changing economic situations. Path-dependent
anti-poverty policies over many decades of the planning process have
had modest success, mainly, because of a poor understanding of poverty.
Social welfare policies have largely tried to remedy the symptoms of
poverty, while not paying sufficient attention to the structural facet of
poverty—underlying unequal resource endowment and the risks associ-
ated with it. The poor are deprived because of multiple hindrances to
accumulation of productive capital, and therefore, no single anti-poverty
social welfare program can be considered a silver bullet. Social welfare
policies of the future need to initially take stock of the nature of socio-
economic vulnerability and its long-term implications to determine its
form, focus, and scope.

India’s stunted or atypical transformation suggests that although
vulnerabilities associated with a rural economy will persist, changes in the
economic and demographic structure call for a concerted action on the
increasing risks to urban livelihoods, to financial protection to the aging
population, and to the challenges of managing an informal workforce.
This broad categorization of the economy has many layers; most impor-
tant is the large subnational variation in the nature of transformation
and its associated risks. The form of anti-poverty transfers in the future,
therefore, must adhere to a design that is context-specific. Subnational

50 Recently introduced contributory old age pension schemes—PM Mazdoor Samman
Nidhi and Atal Pension Yojana—targeted at those outside of formal employment
are exemplars of modest success of voluntary social insurance in developing countries
(Mehrotra 2022). Contributory pension programs targeted at the poorer section of the
population in India have the problem of reaching a population sector that is characterized
by a smaller reach with poor awareness among potential beneficiaries and lower financial
allocation from the government, thus rendering them to obscurity as part of the social
safety nets (Rajasekhar et al. 2017).
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developmental needs and priorities should be an important component
of the design. A restricted focus on means-tested poor as the beneficiaries
of many of the schemes is prone to targeting errors and escalates fiscal
costs. Research as well as variation in the success of social safety nets in
the country have clearly shown that more widely targeted or universal
programs are more effective. Future policy, therefore, must not err on
the side of narrow targeting of benefits. Lastly, the scope of anti-poverty
policies must address vulnerabilities along multiple dimensions and not
just income. Expanding the focus to non-income well-being indicators
will push the collective goal further toward a transformative and resilient
development process.
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CHAPTER 5

Food Policy: A Case of Punctuated
Equilibrium

INTRODUCTION

Food transfers through the Public Distribution System (PDS) are the
oldest, and arguably, the most debated of all social welfare schemes in
India. Accounting for around 1% of GDP and 60% of social welfare
spending, PDS benefits around 800 million people, but the value chain of
its operation—procurement, storage, and distribution of food grains—has
traditionally been rife with leakages, corruption, and inefficiencies. While
these inefficiencies have been reduced in recent years, an active debate has
also emerged around replacing food grains with an equivalent amount of
cash. Giving the poor cash instead of food grains would not only make
the system more efficient by saving the rising cost of its value chain, but
also provide people with an option of purchasing more nutritious food
of their choice. Such postulations, however, lead naturally to questions.
From the welfare perspective, would it not undermine food security if the
transferred money was wasted on nonessential items? From an adminis-
trative point of view, does India have the organization wherewithal—from
identification of beneficiaries to efficient delivery mechanisms—to move
toward a cash-based program: Finally, there is a political economy ques-
tion: how can cash transfers be introduced when distribution of grains is
inextricably linked to the state-led procurement of food from the farmers?

While these questions on the reform of the PDS have been fodder
for debate among academics and policymakers, the steady improvement

© The Author(s) 2024 133
A. Rahman and P. Pingali, The Future of India’s Social Safety Nets,

Palgrave Studies in Agricultural Economics and Food Policy,
https://doi.org,/10.1007 /978-3-031-50747-2_5


http://crossmark.crossref.org/dialog/?doi=10.1007/978-3-031-50747-2_5&domain=pdf
https://doi.org/10.1007/978-3-031-50747-2_5

134 A RAHMAN AND P. PINGALI

in the PDS—even in the states with a poor welfare policy governance
record—has led to its greater relevance for the poor. For instance, the
extra provision of free food grains through the PDS during the COVID-
19 pandemic has provided a much needed relief to the already suffering.!
So, why is there a need to change the form of an already functioning
social assistance program that apparently delivers?

Indeed, the PDS has been a lifeline for the poor, as it addresses the
most basic need of food and ensures a “social minimum” for a dignified
life, in the short run. The long-term question, however, for a resilient
development process is: will the PDS promote a healthy diet and nutri-
tional security in the future by providing calorie-rich food grains? As the
country is going through its nutrition transition—decreasing household
expenditure on staple cereals—with greater incidence of obesity-related
non-communicable diseases (NCDs), along with high micronutrient defi-
ciencies, would the PDS be the right policy instrument to address the
nutritional challenge? Would continuing with the staple food grains—
rice and wheat—as the subsidized food commodities through the PDS
not harm long-term agricultural diversification and bear environmental
costs? These are some of the questions we grapple with in this chapter as
we deliberate upon the future of the PDS—in focus, form, and scope—to
facilitate a resilient development process.

SociAL WELFARE THROUGH THE PDS

Food assistance has been a feature of state support to the poor and
needy since time immemorial.> Currently, more than 90 billion USD
is spent annually on food-based safety nets—comprising a core compo-
nent of global social protection schemes—benefiting around 1.5 billion

L As part of the COVID-19 relief, the Government of India (Gol) offered additional
5 kg of wheat or rice free of cost for three months through the PDS, over and above
their monthly entitlement of subsidized food grains, under the aegis of Pradhan Mantri
Garib Kalyan Anna Yojana (PMGKAY). Some states made the PDS free, even for the
non-poor. See Roy et al. (2020) for details.

2 Distribution of food in Egyptian and Roman courts during times of famine is famously
cited as one of the earliest records of food assistance programs.
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people.3 PDS has been a lifeline for the poor in India. Despite its histor-
ically changing focus—in terms of geographical coverage and targeted
population—PDS is one of the most powerful component of the social
protection and food security in the country. According to India’s National
Food Security Act (NFSA), 921 million (67% of the population) should
be covered under the PDS. Since the poor spend almost half of their
expenditures on food, subsidized food grains, through the PDS, provide a
substantial consumption support, which could be allocated to other food
and nonfood expenditures for improved welfare. Critics of the PDS argue
that households could benefit more from moving to cash transfers while
reducing the inefficiencies of the system.* Yet, we have seen an expan-
sion of the PDS across the country with better performance and reduced
corruption.”

To unravel this conundrum, one must understand the interlocked
incentives—which tie consumer subsidy through PDS with the agricul-
tural policies of assured prices—which underlie the PDS value chain. Food
grains for the PDS are distributed to the consumers at subsidized prices
by first procuring them from farmers at assured prices. Farmers (most
importantly, in Punjab and Haryana, and now in Madhya Pradesh for
wheat) contribute to a central pool of food grain stock that is distributed
through the PDS at ration shops across the country. Any move toward
cash transfers, in lieu of food grains from the PDS, would imply either
that the government stops procuring grains from farmers at the minimum
support price (MSP), or stores the grains and sells them to private players
domestically or on the international market. The interlocked producer—
consumer incentive, therefore, restricts much of the innovation needed

3 In fact, about 44% of individuals benefiting from any form of social safety nets are
reported to receive in-kind food (World Bank 2015). Food transfers are the predomi-
nant form of social assistance, particularly in low- and middle-income countries (LMICs),
covering about 20% of the population. Prominent among them, in addition to the PDS,
are Raskin in Indonesia (62 million people), Supplemental Nutritional Assistance Program
(SNAP) in the United States (46 million people), and Ration Card and Baladi Bread
programs in Egypt (150 million people). For more details, see Alderman et al. (2018).

4 See Gulati and Saini (2015), Kapur et al. (2008), Kotwal et al. (2011), and Svedberg
(2012) for arguments in favor of cash transfers. Narayanan (2011) presents a cautionary
note against imagining cash as the ‘silver bullet’ because cash transfers are not devoid of
the same vexing challenges of providing food transfers such as identifying beneficiaries,
and likelihood of local corruption.

5 See Dréze and Khera (2015) and Rahman (2014).
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for a move from the PDS to cash transfers.® The continuation and expan-
sion of the PDS, in its current form, has, however, served the interests of
the political class, who have used this as an opportunity to demonstrate
their commitment to social welfare policies. It is important, therefore, to
understand the rationale for the continued relevance of the PDS in India.
We consider its origins and how it evolved—in scope, focus, and form—as
we imagine its future and how it can promote development resilience.

Changing Scope, Focus, and Form

While remaining an important tool of addressing poverty, the scope and
focus of the PDS has evolved considerably since its inception—from
wartime relief focused on urban populations to consumption support for
maintaining food security—with varying degrees of effectiveness. For the
PDS to be a tool for facilitating a resilient development process, however,
we need to move its scope beyond food to nutritional security, through
improving the PDS delivery system, stemming the negative externalities
it creates, and gradually, moving toward a cash-based system. Although
the argument for cash is theoretically sound, India’s economic realities,
current infrastructural deficits, and most importantly, the realpolitik of
food policy all act as unyielding constraints. To understand these barriers,
we must understand first the evolution of the PDS and economic policy
scenario around it.”

The PDS has gone through multiple stages of changes in its targeted
population ( focus) and policy objective (scope) (Table 5.1). When it was
introduced in the 1940s, it was mainly used as a tool to ensure there was
sufficient food supplies for workers in the major industrial cities, limited
largely to Bombay, Calcutta, and Cochin. Gradually, by the end of 1943,
it was expanded to other urban centers with more than 100,000 inhabi-
tants, and by 1946, 771 cities were covered under the PDS in an attempt
to safeguard consumers against higher and volatile prices in the wake of
recurrent famines and exigencies of the Second World War. The scope

6 For a detailed discussion on what inhibits innovations in food policy at large, refer to
Pingali et al. (2017).

7 The history and evolution of the PDS has been studied extensively. For instance, see
Banerjee et al. (2014), Bhatia (1970), Chopra (1988), Frodin (2010), Landy (2009) and
Venugopal (1992).
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Table 5.1 Historical evolution of food assistance through PDS

Stages Focus Scope

Inception (1940-1960)  Urban Safeguarding urban
consumers from high food
prices

Consolidation Urban to rural Price stability and farm

(1960-1990) income support

Reformation Pro-poor targeted (TPDS) Rural poverty and food

(1990-2005) security

Expansion and NFSA “Priority” but not all Houscehold poverty and

(2005-2020) households food security

of the PDS operations was to maintain low food prices for the urban
workers.

Rationing and Price Contvol in Industrial Towns

Until the late 1960s, India suffered from frequent famines in various parts
of the country, highlighting the fact that food insecurity occurred largely
because of lack of food availability as well as access.® The colonial era poli-
cies, therefore, continued with the aim of ensuring price stability, even
when the demand for food exceeded the domestic supplies, and India
relied upon substantial imports of food grains from abroad to supply
its people through the PDS. Since India’s economic planning priorities
relied upon domestic industry-led growth, the focus of the PDS on the
urban working class served the industrial owners and the urban-based,
politically important middle class well, as it could enable some degree
of social equilibrium in industrial and urban areas (Mooij 1998). It was
feared that rise in the prices of food (which comprised more than 70%
of monthly food expenditures at that time) would further erode the
purchasing power of the workers. As a result, urban centers had a universal
entitlement to rationed amounts of food. And more urbanized states,

8 One must note that India faced the most ravaging of famines in 1943—the Bengal
famine—which brought to light the willful negligence of the colonial rule in ensuring
food access. The famine has had a major bearing on independent India’s food policy, in
which starvation, inadequate access to food, and poverty have been recurrent themes. The
importance of state intervention in this sphere has been highlighted most comprehensively
in Sen (1982) and Dreze and Sen (1990).
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like Maharashtra, Tamil Nadu, and West Bengal, with the metropolitan
cities of Bombay, Madras, and Calcutta, received larger shares of the PDS
allocations (Suryanarayana 1995).

Emergence of the Interlocked Production—Consumption Incentive

Consolidation of the PDS, as it expanded through the rural hinterland—
where most Indians resided and poverty was more acute—came about
because of breakthrough gains in agricultural productivity, resulting from
the Green Revolution (GR). The GR solved the issue of food avail-
ability, as India became self-sufficient in staple food production. Food
production—mainly, rice and wheat—was incentivized not only through
better varieties of seeds, fertilizers, and irrigation infrastructure, but also
through active involvement of the government in assuring farmers that
excess supplies would not lead to a glut and lowering of market prices.
The government set up two key public institutions: the Food Corpo-
ration of India (FCI) and the Agriculture Price Commission (APC) to
manage the food supply chain. The APC would set up a MSP, at which
the government promised to buy all the farmers’ produce if the farmers
wished to sell to the government. The FCI was entrusted with the task of
procurement, storage, transportation, distribution, and sale of the food
grains. As a result, the FCI became a nationwide supply chain, which
connected food surplus and food deficit areas in the country. For instance,
rice from surplus states like Punjab or Haryana would be shipped as far
as Tamil Nadu and Kerala, through the FCI. The food availability issue
was resolved through the territorial integration of the country via the
food management system.” But, as PDS consolidated its expansion across
the nation, its scope increasingly got intertwined with the policy of price
support to farmers.

The expansion of PDS also coincided with changing economic policy
in the country which put a greater emphasis on agricultural develop-
ment.!0 India’s rural elites, bolstered by economic gains from the GR,
began to exert their political clout in influencing food policy. Mooij, a

9 See Frodin (2010) and Landy (2009).

10 The second Prime Minister of India, Lal Bahadur Shastri focused more on farmers
than his predecessor Jawaharlal Nehru, who imagined industrialization as the measure of
economic progress. Nehru died in 1964. Shastri’s tenure was also a short-lived one, as
he passed away under unceremonious circumstances in 1966, but he was instrumental in
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scholar of social policy and economic change in India, highlighted this
shifting policy and the political scenario through the changing composi-
tion of elected representatives in the Parliament. She notes, ... the ratio of
representation of agricultural to business and industrial interests was 2:1
in favour of the agriculturalists in the first Lok Sabha in 1951, it increased
steadily to 3:1 in the second (1957), 4:1 in 1976 as the Green Revo-
lution was gaining momentum, 5:1 in 1971, and 9:1 in 1977’ (Mooijj
1998).11 The agricultural lobby, especially the large farmers of Punjab and
Haryana, firmly consolidated their political influence during this period
and played a key role in advocating for higher MSPs (Varshney 1993).
The emergence of producer-friendly policies undermined the representa-
tion of consumer’s interests (Parikh et al. 1988). While the higher prices
benefited the large farmers, consumers (often also small farmers) suffered
from higher prices, even during times of surplus food, as artificially high
MSPs kept the open market prices above the market-clearing ones in the
absence of procurement (Chetty and Srinivasan 1990; Dantwala 1967;
Hayami et al. 1982).12 As a result of this system, massive stocks of food
grains have been procured and stored in the FCI warehouses, despite the
expansion in the PDS (Fig. 5.1).

Inefficiencies and the Call for Reforms

Gradually, the inefficiencies in the system became evident leading to calls
for reforms. The 9th Five-Year Plan (1997-2002) noted that the PDS

changing the course of food policies in India. Varshney (1998) provided the most compre-
hensive discussion on the rural-urban political competition in India since independence,
until the economic liberalization of 1991.

1 The planning document for 1985-1990 clearly states the role of the PDS: «... as
a permanent feature of the strategy to control prices, reduce fluctuations and achieve an
equitable distribution of essential goods” (Gol 1985-1990, Sec. 20.2). Further, it called
for “...increasing the number of fair price shops in the hitherto under-served and unserved
areas and on organising mobile shops in far-flung regions. The main thrust of expansion
is in the rural areas with special attention to remote and inaccessible areas, so that the
public distribution system becomes supplementary to the poverty alleviation programme”
(Gol 1985-1990, Sec. 20.4).

12 High consumer subsidy has become a detriment to farmer interests in the long run
with poor investments in private market infrastructure and trade restrictions for agricultural
products, domestically and internationally (Gulati et al. 2020).
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Fig. 5.1 Historical trends in the production, procurement, distribution, and
government stocks of food grains (rice and wheat) (Source EPWRFITS)

“...has failed to translate the macro level self-sufficiency in food produc-
tion achieved by the country into household level food security for the
poor” (Gol 1997-2002, Sec. 2.3.1). The planning document further
states that, “... [with] the mounting food subsidy in recent years, coupled
with the fact that the PDS did not reach the poor, a view has emerged
that the universal coverage of the PDS is neither sustainable nor desirable”
(Gol 1997-2002, Sec. 2.3.2). These proclamations were based on two
aspects. First, it was noted that despite the presence of the program, the
poorest regions of the country, such as Orissa, Bihar, Madhya Pradesh,
and Uttar Pradesh, had very low PDS offtakes from the ration shops.
Second, the government took the view that universal access to the PDS
(to the poor as well as the non-poor households) implied a lower per
capita entitlement to each household and higher amount of procurement
from the farmers.

Calls for PDS reform followed the macroeconomic restructuring of
1991, which fundamentally called for a reduction in subsidies and state
control over economic activities in the country. With reference to the
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PDS, it called for a narrower focus—on those households that were iden-
tified as poor.!® As a result, in 1997, the system came to be labeled as
the Targeted Public Distribution System (TPDS), dividing households
based upon their economic status: Below Poverty Line (BPL) and Above
Poverty Line (APL) for access to the PDS.!* In 2002, another ration card
classification was introduced for the poorest of the poor among the BPL
households, who were also disadvantaged in other ways, such as widows
and the disabled, under the scheme Antyodaya Anna Yojana (AAY).
The ‘targeting’ aspect of PDS, however, ushered in the fundamental
challenge of identifying the ‘deserving’ beneficiaries of the scheme. Iden-
tifying the poor, especially on a real-time basis, with limited information
on household incomes and assets, was destined to be an administra-
tive nightmare. Complications further arose from regional variation in
poverty levels as PDS delivery is the responsibility of state governments
but the share of the poor is determined by the central government.
The central government had to decide upon the resources to share with
the state governments based upon poverty estimates from the National
Sample Survey Office (NSSO) and the corresponding population from the
Census, while the state governments distributed APL/BPL cards based
upon their proxy means-tested poverty criteria, leading to serious errors
of exclusion and inclusion.'® An evaluation of the TPDS, in 2005, noted
that around 58% of the food grains meant for poor do not reach them.
Errors of targeting, inefficient operation, and corruption in the imple-
mentation of the TPDS lead to only 27% of the budgeted consumer
expenditure reaching the poor.!® As a result, the government contem-
plated food coupons as an alternative form of the PDS in the Ninth

13 One must note that targeting in the PDS was initially introduced in 1992. The
“revamped PDS” or RPDS focused on regional targeting through provision of more
generous benefits to backward (drought prone or desert areas), tribal, and remote regions
while gradually withdrawing benefits from relatively developed regions.

14 Some states, like Tamil Nadu or Himachal Pradesh, continued with a universal PDS,
paying the surplus amount out of their own budgets. Some amount of ration to APL
houscholds was continued for a time, for a gradual phase-out, but the APL houscholds
paid a higher price. Subsequently, the APL quota became a conduit of leakages and
corruption in the system, as Khera (2011) argues.

15 For targeting errors in the BPL surveys, refer to Khera (2008) and Hirway (2003).
16 See Planning Commission (2005).
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Five-Year Plan (1997-2002) concluded that replacing the PDS might not
be acceptable, despite the systemic inefficiencies in the current system.!”
Economic planners recognized that the PDS relies upon the system of
MSP and procurement operations which are a part of the current agricul-
tural price policy. Replacing the PDS with a new system of food coupons is
therefore fraught with administrative problems such as secured printing of
coupons, corruption in distribution, periodic indexation of the coupons,
etc. It was also feared food coupons, like cash, could be misused, and the
greater purchasing power could further increase demand for food grains,
thereby bidding their prices upward, with adverse consequences for the
poor. Concerns around the inefficiencies of the PDS, and food stamps as
a solution, were echoed again in the Tenth Five-Year Plan (2002-2007)
along with the possibility of introducing smart cards (in the form of a food
credit/debit card) but both these options were ruled out subsequently.
The Tenth Five-Year Plan however brought about newer ideas. For the
first time, it was recognized that in addition to hunger (the incidence of
which is on the decline), the scope of PDS could also be expanded to
addressing micronutrient deficiencies (referred to as, hidden hunger) by
including subsidized coarse grains, pulses, and iodized or double forti-
fied salt to the program. On the procurement side, the Plan highlighted
the need to re-examine the MSP scheme, which leads to the inter-
locked procurement—storage—distribution system, saying it “has served
its purpose.”'® To supply non-cereals through PDS, the Plan suggested
price incentives for pulses and oil seeds. The subsequent Economic Plan
(2007-2012) highlighted the limited focus of the PDS as restrictive in
attaining wider welfare gains. It stated that, “food-insecure houscholds
may be much higher than the official poverty ratios,” and therefore,

17 Food coupons of an equivalent amount meant that households could purchase cereals
or other food items from the local market. Food stamps, in the United States, are the
primary form of food assistance to the needy.

18 MSP operations traditionally have been successful only in a few food grains surplus
states which supply to PDS. But the erstwhile ‘food deficit states’ have gradually started
generating food. Since every region has the right to benefit from the MSP policy, the Plan
suggested decentralized system of procurement and distribution of food grains because it
would be unfair to restrict the benefits only to the major producing states, like Punjab
and Haryana. Under the decentralized procurement scheme, introduced in 1997-1998,
the state governments undertake direct procurement of paddy and wheat on behalf of the
FCI. The agencies of the state governments procure, store, and distribute food grains for
the TPDS within the states. The deficit is to be supplemented by the FCI.
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using the 1993-1994 data projected to the population in 2000 to deter-
mine food allocations may be misleading (Gol 2007-2012, §4.136, 136).
Further, it highlighted the differential ways in which state governments
identify the poor, which further makes the central allocation ineffective.!”
Highlighting the inefficiencies in the TPDS, it noted that, stemming this
leaky system would require “political commitment and participation of
the people in the [PDS] delivery process,” along with an “effective use of
IT including introduction of a unique ID-based smart card system” (Gol
2007-2012, §4.1.43, 137). The plan document further stressed the issue
of nutrition security as a scope of the PDS.20

While the focus and scope of PDS were being deliberated upon, studies
evaluating the effectiveness of PDS as a tool of hunger and poverty reduc-
tion during this period highlighted its gross failures. Because of rampant
corruption in the system, a sizable portion of the food did not reach
the intended beneficiaries. Even for those households which could access
PDS, the transferred amount was too low to have a meaningful impact
on consumption or nutrition of the targeted.?! The most pressing chal-
lenges were threefold. First, identification of the poor ( focus) through
proxy means tests in the absence of fine-grained data on individuals,
their residence and socio-economic status in a vast country as India is a
monumental exercise fraught with its own challenges of targeting errors.
Second, the value chain of PDS, right from procurement to distribution
has been rife with corruption. Grains being swindled off from the ware-
houses is a common occurrence, and so is the sale of subsidized grains
by FPS dealers in the open market, or the presence of ‘ghost’ beneficia-
ries on the ration card. Third, the identified beneficiaries were often not
provided the benefits, provided less than their entitlement, or grains of

19 For instance, 87% of the rural households in Andhra Pradesh have a BPL ration
card, according to the NSSO 2011-2012, although poverty rates are considerably lower.

20 Similar in spirit to the erstwhile plan, the Eleventh Five-Year Plan stated “If nutrition
security is one of the considerations of TPDS, the government may explore the possibility
of including more commodities under TPDS. For example, cereals such as jowar, bajra,
and also pulses could be introduced in TPDS because of nutritional considerations” (Gol
2007-2012, §4.1.44, 137).

21 gee Planning Commission (2005), Kochar (2005), Tarozzi (2005), and Kaushal and
Muchomba (2015). Kochar (2005) found a modest improvement in calorie intake as a
result of the move toward targeted PDS but the elasticity of calorie intake with the food
subsidy value to be as low as 0.07. Similarly, Tarozzi (2005) found negligible effects of
the lower price of PDS in Andhra Pradesh on the incidence of child nutrition.
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very poor quality owing to corruption, lack of local power dynamics and
poor accountability mechanisms.

New-Style PDS

The late 2000s saw the debate around the PDS intensifying, yet the
performance of PDS continued to improve, albeit with a high degree
of geographical variation. Dreze and Sen (2018) referred to it as the
“new style” PDS which included a wider participation in the PDS and a
reduction in corruption. Across the country, there was a massive increase
in the share of households which benefited from the PDS. With greater
coverage of the population and lowered prices of subsidized grains, the
share of households reporting consumption from foods provided through
the PDS increased from a modest 24% in 2004-2005 to 44.5% in 2011-
2012 (Panel A, Fig. 5.2). It also led to a reduction in as leakages—the
loss of grains in the value chain from procurement to actual sale at
the fair price shop (FPS)—Dby a significant amount (Panel B, Fig. 5.2).
Greater consumption of food grains led to an increase in the corre-
sponding, implicit food transfers to intended beneficiaries by almost three
times in real terms—from INR 31 in 2004-2005 to INR 85 in 2011-
2012 (Rahman 2014).22 The income effect of increased food transfers
to poor households not only reduced the poverty-gap index of rural
poverty by 18-22% (Dreze and Khera 2013), but also led to substantial
improvements in nutrition and diversification of the food basket of poor
households (Kaul 2013; Kishore and Chakrabarti 2015; Krishnamurthy
et al. 2017; Rahman 2016). This improvement at an all-India level came
about largely because of the improvements in the PDS across North and
East Indian states, since the South Indian states have performed better on
PDS traditionally.

Credit for this reform goes largely to the state governments that
pushed the reforms with a renewed political commitment and to the
central government for their subsequent plans that gave encouragement
to carrying forward these initiatives with greater vigor.”® As a first step,

22 Implicit monetary value of the food transfers are computed as the amount saved
by the households had they purchased the subsidized amount from the open market at
prevailing prices.

23 Other initiatives like door-step delivery and text messages to beneficiaries when the
ration arrives at the FPS has improved access and generated demand for the PDS.
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A. Households consuming PDS grains (%)

All India All India

Assam Assam

Bihar Bihar
Chhattisgarh Chhattisgarh
Delhi Gujarat

Gujarat Haranya

Haryana Himachal Pradesh
Himachal Jammu & Kashmir
Jammu & Kashmir Jammu and Kashmir
Jharkhand Jharkhand
Madhya Pradesh Madhya Pradesh
Maharashtra Maharashtra
Odisha Odisha

Punjab Punjab
Rajasthan Rajasthan

Uttar Pradesh Uttar Pradesh