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EXECUTIVE SUMMARY

The paper examines spatial differences and the change in the share of consumption
expenditure on selected food and non-food items during 2004-05 and 2007-08 covering
rural and urban sectors for 18 major states in India. The analysis is located in the
contemporary debate over the declining share of food expenditure across almost all
income strata, including the poor, in rural and urban sectors in the country. Arguably a
part of the shift away from food expenditure is explained by the lifestyle related
impacts, recent evidence has highlighted the influence of some of the more compelling
factors, such as the increased private cost of health, education and other basic services.
The recent inflationary trends are likely to have worsened the scenario with respect to
household’s ability to meet their basic needs. The analysis, tracing the changes in the
average consumption expenditure revealed that: a) whereas the expenditure on food in
absolute terms has increased almost universally, the share in total expenditure has
declined in most of the states; b) the rural-urban gap in food consumption has increased
marginally; c) the share of expenditure in education has decline in the case of nearly 50
per cent of the major states; d) for almost all the states the share of health expenditure
has declined in both rural as well as urban areas. Conversely the share of expenditure
on other non-food items such as fuel, transport and rent has increased. The changes
observed in the expenditure pattern may have significant welfare implications across

different segments of the population as discussed in the paper.

Key words: Consumption expenditure, food items, non-food items, total expenditure, sector
differential, India

JEL Codes: 130, 132, 139
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Consumption of Food and Non Food Items in India

1.0 Introduction

Recent evidence has suggested significant changes in the share of household
expenditure on essential commodities such as food; health-education; and other
basic services (Singh 2011; Patnaik et al, 2011; Dev and Ravi 2008; Kumar et al,
2007; Sen 2005)'. Prima facie, the shift in the consumption expenditure pattern
could be partly associated with the increase in per capita income (in real terms)
especially in the last decade. Navertheless the shift is likely to have been
influenced by the policy changes in the wake of the economic liberalization and
also by the staggering inflation experienced in the recent years. Earlier the shift
from food to non-food expenditure was viewed as a positive sign and perhaps a
move towards higher levels of well being that may result from the increased
expenditure on health and education. Of course there if no one-to-one
correspondence between the actual expenditure and the improved attainment in
terms of human development, the shift towards non-food expenditure may
imply awelcome change.

There are however, a few serious caveats to a smooth progression towards
higher levels of well being. For instance if the shift has taken place as a stage
when basic food and nutritional requirements are by and large unmet, it may
cause a serious concern. Similarly if the increased expenditure on health and
eucation is mainly driven by the state’s withdrawal from basic provisioning of
such services, the actual outcome in terms of human development may still
remain the same, Lastly, the expenditure on fuel, housing, transport etc. may
have increased due to compelling situations of seeking employment in urban
areas. This, again may not necessarily help enhancing the overall welfare of the
people-especially the poor. The recent spurt in inflation of food and non-food
items as noted by scholars, such as Agrawal(2011), Basu (2001), Patnaik et al
(2011), Singh (2011), Mohanty (2011), Chand (2010), Mishra and Ray (2009)* may
have exerted significant impact on the relative share of food and non-food
expenditure.

Another important issue in this context is the rural urban disparity, especially
when a large majority i.e. nearly 70 per cent of the population still continues to
live in village. The proportion is nearly 80 per cent in some of the large states
like Madhya Pradesh, Odisha, Uttar Pradesh and Bihar (Census, 2011).
Prevalance of income poverty is also higher for rural India (Saxena and

1. The conclusion is drawn from Table of Singh 2011, pp. 6-7, Table 3-4 of Patnaik et al 2011, pp.
58; Table 3 and Appendix Table 2 of Kumar et al 2007, pp. 3568 and 3569, Sen 2005, pp. 4612.

2. The statement is made out of Table-3, pp. 3 of Agrawal 2001, 12-19 of Basu, pp. 1-4 of Singh
2011, pp. 1-6 of Mohanty 2011, pp.10-11 of Chand, pp.57-62 of Patnaik et al, 2011, and Table 2
of Mishra and Ray 2009, pp.27.
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Farrington, 2003; UNICEF 2006), though, the rural-urban gap has reduced
though marginally in the recent period. Examining the shift in the consumption
pattern and the rural-urban gap thus assume vital importance in the wake of
some of the recent changes in the polices, relative prices of food and non-food
items including (housing, transport, fuel etc) and the widening rural-urban
divideintherecentyears.

1.1 Objective and Methodology :

Given this backdrop, the paper examines intra and inter-sectoral (rural and
urban) difference in share of average consumption expenditure on selected food
and non-food items between two rounds of NSSO covering the period 2004-05
and 2007-08. The analysis is based on the estimates in terms of monetary value
rather than actual quantity of major food items, as the information on the later is
notavailableinthereports.

Data

The information on average monthly per capita consumption expenditure
(MPCE) on selected food and non-items as well as aggregate expenditure
has been obtained from the two rounds of NSSO. i.e. 61" Round (Report No. 508)
and 64" round (Report No. 530). The information for former is based on the
‘large round’ or quinquennial round for the year 2004-05 whereas for the latter is
from a thin round for the year 2007-08, which covers a smaller sample of
households vis-a-vis the former. The number of households covered in the
rounds were 1,24,644 vis-a-vis the 50,927 in 2004-05 and 2007-08 respectively. The
estimates are based on the ‘mixed recall period” (MRP) which is comparable
across the tworounds’.

The expenditure on selected items in NSSO surveys is calculated in two ways; a)
the consumption out of purchase is evaluated at the purchase price b)
consumption out of home produce is valued at ex-farm or ex-factory prices.
Value of consumption out of gifts, loans, free collections and goods received in
terms of exchanges of goods and services is imputed at the rate of average local
retail price prevailing during the reference period. The 'MPCE’ is calculated by
dividing the total expenditure incurred on all the selected items for the
household in the last 30 days period with that of the household size. Also there is

3. there is however, a small caveta with respect to the MRP-based data from the annual series.
Here the information on expenditure on the five less frequently used non-food items like
clothing, footwear, education, medical-institutional and durable goods are collected for last 365
days prior to the dya of the survey and then the monthly consumption expenditure of these
items are calculated by multiplying with the factor of 30/365. For the remaining items, the
recall periodis forlast30 days prior to the survey (NSSO; 2007-08:7).

2
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a small difference in the coverage of ‘consumption expenditure’ especially with
respect to the subsidy received in the form of mid day meal. The consumption
expenditure in 64" round includes the imputed negative expenditure (income) in
terms of receiving mid-day meal from the school by the children of the
household. In order to make the estimate comparable the value of mid-day meal
hasbeen deducted in the case of 64" Round.

The analysis is confined to 18 major states for which both rural and urban
information for both the rounds are available. These states include all major 17
states of the country having a population of 20 million or as per 2001 census; the
exception is inclusion of Jammu and kashmir with lower than the cut-off
populationsizein2001.

1.2 Methodology

The analysis covers major food items viz; cereals and cereal substitutes, grams
and pulses, milk and milk products, egg/fish/meat, vegetables, edible oil, fresh
fruit and sugar. All these food items are considered basic necessary food items
required for a healthy life (Gopalan 1989). The non-food consumption covers
three major components viz; health, education and other; the last includes
expenditure on major items like fuel & light, rent, conveyance, clothing &
footwear, services etc. The expenditure on these selected food and non-food
items are standardized by taking the price deflator of the base year i.e. 1987-88,
which helps us to compare the two expenditure data sets which are collected in
different absolute price scenarios. It may be noted that the deflated values in
urban area, at constant prices, are generally higher than that in the rural areas.
Given the difference in the real prices across rural and urban areas, working out
proportionate share would be more appropriate than comparing the absolute
values of expenditure on a given items across the sectors. The analysis therefore,
is based mainly on the comparison of the relative share of different items in total
expenditureacrossruraland urbanareas.

Following the Engel’s law, one expects an inverted "U’-shaped curve so far as the
expenditure on food item is concerned. However the decline in the share of food-
expenditure can be offset if higher income is accompanied by diversification of
food basket especially by shifting towards costlier food items. Conversely the
share of food items in total expenditure may reduce at a given low level of
income, if the cost of other compelling non-food items increases at faster rate
than that of the food items. The reality is mix complex; interpreting the
changes thus becomes difficult.

Moreover, there are methodological issues in calculating changes in the relatives
shares across commodities and also across rural-urban sectors. For example

3
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rural-urban difference could be worked by using ‘difference based differential” or
‘ratio based differential’; the two may give different results. Comparing the
rural-urban differences across states make it further complex, where the
rankings will correspond to the method of differential used. The ‘ratio based
group differential’ method developed by Mishra and Subramanian (2006) takes
care of both the methods mentioned above. The same has been adopted for the
analysisin this paper.

The formula for calculating the difference using the above method is:
D (U, R) = I/ /Ig™

Where: ‘D’ refers to ‘Ratio Based Group Differential Method’
‘U’ refers to urban area
‘R’ refers to rural area

Here ‘I and ‘I; refers to share of expenditure for urban and rural areas
respectively. The a and a+1 represent the weights for urban and rural share of
expenditure for specific food and non-food items. The value of a represents the
weight given (i.e.1) to the urban and rural share of expenditure on selected food
and non-food items, which imply these items are equally important for the
people living in both the sectors. However by the design of the formula the value
of the denominator got more weight to highlight the differential between the
groupsincase of changein theirrespective share for different periods.

2.0 Change in the Share of Consumption Expenditure: Rural and Urban

2.1 All India Scenario

This section presents results of the changes in the shares of major food and non-
food items in household expenditure by comparing the data from the two NSSO-
rounds separately for ruraland urban areas.

At the out set it may be noted that the shares of all food items together, in both
rural and urban areas, has declined from 53.2 percent to 51.8 percent for rural
areas and 40.5 percent to 39.3 percent for urban areas at the All India level.
Within Food Items the share of cereals has declined from 23.8 percent to 22.8
percent for urban areas while for the rural areas the share has remained
unchanged. Against this the gainers in terms of relatives shares within food items
are pulses (2.7 Percentage point), vegetables (1.2 percentage points) and milk and
milk products (0.7 percentage points) for rural areas. In case of urban areas the

4
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gainers in terms of relative shares within food items are pulses, vegetables and
milk and milk products (0.4,0.5and 0.7 percentage pointsrespectively).

Table 1: Share of Expenditure on Selected Food and Non-Food Items and Net Change
in Rural and Urban areas at All India Level (2004-05 & 2007-08)

)] ) *
£ lg | £ g% 5
- 2 9 5 -
|7 = < B £ T35 o
&L |~ S @ " 2| 5 S22 B«
=] B 0 = — = $ ot [a M) c c o o Ofﬁ
- ~ '3 —_— —~ Q) o ool
D | o g | > 5 < . = 5
—_ q,;(:) ~ o = Q = o] (oW Bt = e X e £
Slegls || & ||| 2|E]E| 3 [25]2F
5|12l 2 | 2|2 | % |F ||| 3 = v| Z §
o el ~ w 9] ko] o o ] — Q,
il B ~ 0 | > E s | o | M LE| 8%
< |2 s 80 = 8| = TE| oM@
'(—‘“ < 7 [=a] — — Oq E—*
— (o] <
Q — — 50 -— )
g |© = 5| S &
) n <5}

Rural

77 | 132
2007-08 315 | 63 | 152 | 84 | 6.7 | 123 | 2.7 | 3.1 | 51.8 G3.7)| (6.4) 38.1| 48.2

55 | 13.6
2004-05 315 | 36 | 154 | 83 | 6.0 | 11.1 | 2.7 | 4.3 | 53.2 2.6)| (6.4) 379 | 468
Net 2.2 -0.4
. 2.7 | -0.2 1 71 1.2 0 [-1.2]-14 2 1.4
Change 0.0 0 0 0 0.0 @1 | (©.0) 0

Urban

11.8| 8.6
2007-08 228 | 57 | 186 | 81 | 69 | 11.2 | 42 | 2.6 | 393 72)| (5.2) 48.4 | 60.7

8.0 8.3
2004-05 238 | 53 | 186 | 81 | 6.4 | 105 | 42 | 3.5 | 405 48)| (4.9) 498 | 59.5

Net 3.8 0.3
-10 | 04| 00 | 00|05 ] 07 | 00 |-09]-1.2 24)| (1.3 14 1.2

Change

Notes: 1. *Indicates shares have been calculated from Total Expenditure.
2. For items in column no. 2-9, the share has been calculated from total food expenditure.
3. For items in column no. 11-12, the share has been calculated from total non-food expenditure as
well as total expenditure. the figures in parenthesis are share w.r.t. to total expenditure.
4. The Net change is calculated taking difference between 2007-08 and 2004-05.

Among non-food items proportion of expenditure on health and education to
total expenditure is found to be fairly low. For rural India the proportion of
health expenditure was as low as 6.4 percent, in case of the two rounds. For education
the proportion to total expenditure was 2.6 in the earlier period, which
increased to 3.7 in the next round. This implies significantly large proportion i.e.
over 38 percent of the total expenditure on the items other than food, health and
education. This is fairly high given the low levels of food intake and human
development among a substantially large part of population in the country.
Between the two rounds the changes in the share of health, education and other
non-food items total expenditure in rural areas are 0.0, 1.1, and 0.2 percentage
points respectivaly. In urban areas the change in comparative shares of health,
5
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education and other no-food items to total expenditure are -1.3, 2.4 and -1.4

percentage pointsrespectively (see Table1)

2.2 Inter-state Variations

There are however, inter state variations vis-a-vis the All India pattern. This has
been presented in tables 2 and 3 for rural and urban areas respectively. For some
of the items groups finding are also presented in terms of bar-chart. Some of the
important observations emerging from tables 2 and 3 have been presented as

follows:

Table 2: Percentage Change in Share of Average Expenditure on Selected Food and

Non-Food Items across States for Rural Areas (2004-05 & 2007-08)

— ) < 0 T |
< ~ B + * o o %
Q wn m — o— ﬂ (&) ) o)
, 5818 15|35 S| &84 2235525 (25
$ sE|2&esl 2| 5| S| & |CEI=E5| B | 5| B |55
IS ~ 2| AP 88 = O o |g~|=El 8| 8| 2 |z¢
N o) » Py 8 ..8 E oD 0 o0 | S o = I [J)
05| E 2 el 3@ ~ ) 9 |8 s|oa| T 5 |l= &
Ej wn o} = % > &3 n %0 = é = < o X
S5 |® = @ & |EF
(1) Q1| @6 |®6 @] 6O |a0|a1)| a2z | 13)| (14)
Andhra 54|08 |06|04|12]23|04]|-06|-22|40]04]-03]022
Pradesh
Assam 06| 05| -04]-11|-11]-02] 06 |-04]-24|30]30]-02] 24
Bihar 06| -01|24]-07]|-0717]01]-08|12]12-01]07] 12
Chattisgarh 64|08 |02 1212|4501 |-10]| 3101 |-48]| 49 | 31
Gujarat 0203|1407 ] 07|01 ]-03]-13|-05]| 17 |-09|00] 04
Haryana 07|02 |42 01|-01]03|-01|17|35|17]00]|36]|-35
Jammu and 21| 11]26]01|-17]03]|03|00]-18|47]03]-07]|19
Kashmir
Jharkhand 04| 03]-08[02]04a] 2 01071517 -06]|09] 16
Karnataka 19|01 ]-09]07[12]09|-05|-18]-29142] 08 | -50] 29
Kerala 21|05 05]|-09]30] 10 |-13|-09]-40 10 13| 1.6 | 40
Madhya 00[03]00/[04]|04]10]00]|-19]01]-02]{-14]07]-01
Pradesh
Maharashtra 13| 0203021091201 221932372119
Odisha 28|05 ]-08]02]12]15]|-02]-04]-06|-07][15]01]05
Punjab 03] 10|27 [-09]-02]07 012326 42]35]-23]26
Rajasthan 16| 05| 34|03 |-01|14 |01 |-15|-12]04|-17|15]| 11
Tamil Nadu 78| 10| 08| 03| 22| 11 |-01]|-04]|-34]| 45 | 79| 44 | 35
Utt
ar 01|04 |-06]02]01/09]00]|-16]|-03]34|36]|02]03
Pradesh
West Bengal 122909030718 01-06]00]|22]-01]-09]00
All India 00| 27 0201 ] 0712001214 22]-04|02] 13

Notes: 1. The absolute figures for rural areas from which the above change in share of expenditure has been

calculated are given in column 2 and 9 for respective tables of appendix 1-12 below.
Refers to Column 10,12 and 13 which are calculated as share to total expenditure.

2. Negative signs indicate ‘decline in share’, whereas positive signs indicate ‘increase in share’.

Source: Report No. 508 and Report No. 530 of NSSO.
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a) Food Items
i. Cereal and Cereal Substitutes (CSS)

Rural: Although the share of CSS has declined in majority of states, the decline is
fairly insignificant and or none in nine out of the 18 states covered under the
analysis. The major exceptions are Tamil Nadu (7.8 percentage points), followed
by Chattisgarh (6.4 percentage points) and Andhra Pradesh (5.7 percentage
points) where the declineis fairly large. For six states viz; Odisha, Jammu and Kashmir,
Kerala, Karnataka, Maharashtra and West Bengal, the decline was in
therange of 1-3 percentage points (see Chart1).

Chart 1: Change in Percentage Share of Expenditure on Cereal and Cereal Substitutes
(CSS) to Total Food Expenditure in Rural and Urban Areas of Selected Major
States and All India (2004-05 & 2007-08)

Urban: As against one percentage points decline observed at the All India level,
the major departure is observed in the case of Odisha (6.4 percentage point)
followed by Tamil Nadu and Andhra Pradesh (4.8 and 4.3 percentage points
respectively). Karnataka, Kerala and Bihar records decline of 2.7 percentage point
and 2.1 percentage point each respectively. However Assam on the other hand
saw anincrease of 5 percentage points (see Chart1).

ii. Grams, Pulses and Pulse Products (P & P)

Rural: The share of P & P has increased at all India level. Out of 18 states, except
for two (Bihar and West Bengal), there is an increase in the share in total food
expenditure for remaining 16 states. Among these 16 states, for 11 states the
increase in share varies within 0.5 percentage point where as for remaining five
states the increase varies between 0.8 to 11 percentage points. The two
exceptions where the share of P & P has declined are West Bengal (2.1 percentage
point) and Bihar (0.1 percentage point) (see Chart?2).
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