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In-Kind Transfers and Household Food Consumption:

Implications for Targeted Food Programs in Bangladesh
Carlo del Ninno and Paul A. Dorosh

cash transfers, one key factor is the extent to

which food transfers have a greater positive
impact on food consumption than do cash trans-
fers of an equal monetary value. In other words, to
what extent is the marginal propensity to consume
food greater for in-kind than for cash transfers?
The magnitude of this effect is important, because
food transfer programs incur high costs in han-
dling and transportation, thus making them less
efficient in terms of the cost incurred per unit
value of food or cash delivered to the target
household. Moreover, if food transfers do not lead
to significant increases in consumption, then mar-
ket prices of food are more likely to be depressed
by the increase in supply, to the detriment of local
producers.

In the ongoing debate on the merits of food and

Two Ways of Looking at the Problem

Traditional neoclassical theory suggests that the
size of the transfer matters in determining its
effect on consumption. If the in-kind transfer is
less than the amount of the food the household
would normally purchase, then it simply replaces
cash purchases and thus has the same effect as an
income transfer. If there are
significant transaction costs
of reselling food, however, a
large in-kind transfer might
result in more food con-
sumed than a cash transfer of
equal value.

The modern theory of the
household suggests that who
receives or controls the
transfer is also important. For example, transfers-
in-kind received by female members of the house-
hold might result in higher levels of household
food consumption than do cash transfers, particw
larly if cash transfers are controlled by male
members of the household. Thus, the character-

The analysis clearly indicates that
in-kind transfers targeted to poor
women and children in
Bangladesh lead to greater wheat
consumption than would result
from an equivalent increase in
cash income.

istics of program participants may influence
household consumption behavior.

Purpose of This Paper

This paper uses data from a 1998/99 survey of
rural households in Bangladesh to econometrically
estimate marginal propensities to consume
(MPCs) wheat out of wheat transfers in several
distribution programs: Food For Education, Vuk
nerable Group Feeding (VGF), and Gratuitous
Relief. The resulting MPCs are then used to calcu-
late the potential impacts of these programs on
household wheat consumption and wheat market
prices.

Methodology

The empirical calculation of the marginal pro-
pensity to consume wheat out of wheat transfers
was estimated using two methodologies. First, the
authors use propensity score matching (PSM), in
which the set of program participant households
that receive wheat is compared to a set of counter-
factual households drawn among nonparticipants
that “look like” program participants. As an alter-
native, they use the parameters of an econo-
metrically estimated Engel
function to calculate the
MPC wheat out of income
and wheat transfers.

Findings and Discussion

The evidence indicates that
the MPC wheat out of wheat
transfers is  significantly
higher than the MPC wheat
out of income, and that this addition to demand is
large enough to potentially have significant effects
on market prices. Using propensity score match-
ing techniques, the MPC for wheat is, on average,
0.33, ranging from essentially zero for Food For
Work (a program with large transfers) to 0.51 for




VGF. Similarly, using a functional form that
allows for differences in MPCs according to size
of transfers and income levels, regression results
indicate that the total MPC wheat out of small
wheat transfers (15 to 25 kilograms per household
per month) is approximately 0.30. Thus, small
wheat transfers do not lead to an equivalent in-
crease in consumption, but are partially offset by
lower purchases of wheat (and to a lesser extent,
sales of transfer wheat). Programs that involve
larger transfers of wheat, such as Food For Work,
have much smaller MPCs, however.

The econometric evidence suggests that in-
creases in cash incomes (and cash transfers) do
not lead to significant increases in wheat con-
sumption. Calculated MPCs wheat out of cash
income is near zero. Overall, programs involving
small rations of direct transfers in wheat (FFE,
Vulnerable Group Development and Vulnerable
Group Feeding) are estimated to have increased
wheat demand by 287,000 tons in 1998/99 from
their transfer of 717,000 tons Cash transfers of an
equivalent value would likely have resulted in
only a very small increase (or possibly even a
decrease) in wheat demand. Thus, the potential
impact of these wheat transfer programs on mar-
ket prices (when prices are below import parity) is
approximately only two-thirds the magnitude of
the impact of cash transfer programs (and a re-
lease of the same amount of wheat in the market).
The demand-enhancing effect of direct distribu-
tion in small rations does not necessarily imply

that targeted direct distribution programs are
preferable to other programs or open market sales,
however, since other factors, including cost of
delivery, efficiency of targeting, and policy objec-
tives, are also important determinants of policy
choice.

Further analysis is needed to explain the
reasons behind the varying MPCs in terms of the
opportunity costs of households’ time, stigma
effects, and other factors. Nonetheless, the econo-
metric analysis of the survey data presented in this
paper clearly indicates that in-kind transfers tar-
geted to poor women and children in Bangladesh
lead to greater wheat consumption than would
result from an equivalent increase in cash income.
Moreover, this increased marginal propensity to
consume wheat from wheat transfers is large
enough to have significant implications for wheat
consumption, market prices, and program design.
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The analysis clearly indicates that in-kind transfers targeted
to poor women and children in Bangladesh lead to greater
wheat consumption than would result from an equivalent
increase in cash income.—DP134




