Improving Food Security in Developing
Countries: A Role for the IMF *

I. Introduction

The precariousness of the food security situation in many less de-
veloped countries (LDCs) continues to be a matter for international
concern, Despite the progress that has been made in increasing world
production of cereals and other major foodstuffs, many I.DCs continue
to face serious difficulties in ensuring an adequate level of food supplies
on a regular year to year basis. Recent events in the Horn of Africa have
once again demonstrated the vulnerability of low income economies to a
sudden shortfall in food supplies and have highlighted the need for
additional measures to strengthen food security in LDCs.

The focus of the present paper is upon the problem of short-term
food insecurity, as manifested in variability in year to year per capita
consumption. It should be remembered, however, that these short-
term insecurity difficulties frequently intensify an existing longer-run,
structural food insecurity problem, where significant sections of the
population are suffering from chronic and persistent malnutrition,
World Bank estimates suggest that in the mid-1970s as much as 40
to 60 per cent of the population in LDCs had a calorie intake below
the minimum recommended level (Knudsen and Scandizzo, 1979). As
Mellor and Johnston (1984, p. 545) have observed in their recent survey
of the world food situation, “malnutrition, however defined, is a huge
and persuasive problem in less developed countries”,
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T this paper it is argued that fluctuations in per capita food
consumption levels are the direct tesult of a shortage of foreign
exchange which limits the capacity of low income countties to obtain
the level of food imports necessary to offset a sudden shortfall in
domestic production and/or an increase in world prices. It is suggested,
therefore, that the international community could play a significant role
in the alleviation of the food insecurity problem in LDCs through the
provision of concessionary finance for the funding of exceptional food
impott requirements. The use of existing facilities operated by the
International Monetary Fund is proposed as a source of this financing of

food import needs.

IL. The Magnitude and Sources of Food Consumption Instability

Many low income economies experience sizable annual variations
in per capita consumption levels. Green and Kirkpatrick (1982) found
that for a sample of fifty LDCs covering the period 1963-77, almost half
experienced a shortfall in per capita cereal consumption of at least 2.5
per cent once every third year, and forty countries experienced such a
shottfall one year in four. Where such a shortfall is unevenly distrib-
uted, thé impact upon the already uneven consumption pattern can be
severe for the pootest sections of the population, and under plausible
assumptions an average shortfall of 2.5 per cent could translate into 2
shortfall of 10 per cent for as much as 30 per cent of the adult
population (Green and Kirkpatrick, 1982, p. 182).

Short-run food insecurity is caused by two main factors —
fluctuations in domestic production and in food import costs. There is
evidence to suggest that the variability of both variables has increased in
recent years. Hazell (1984), for example, estimates that between the
periods 1960-61 to 1970-71 and 1971-72 to 1982-83 there was a net
increase in the variability of world cereals production of 22 per cent.
The past decade has also been a period of increased variability in the
wotld market price of major cereals. Blandford (1983) finds that on

average world grain prices were considerably more unstable in the
1970s as compared to the 1960s. 'This result holds even if the effect of
the two years of rapidly increasing prices, 1972-73 and 1973-74, are

removed (Blandford, 1983, p. 383).

o
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a Food Aid Convention. The Wheat Trade Convention established a
consultative mechanism for the main trading countries within the
International Wheat Council (TWC), and the Food Aid Convention
dealt with the minimum cereal food aid commitments of the Council
members. The 1971 Convention did not contain substantive economic
provisions — such as price ranges or quantitative supply and purchase
cominitments — which would directly regulate the international wheat
market. Between 1977 and 1979 considerable efforts were made under
the auspices of the TWC to negotiate a new international wheat
1d create an internationally coordinated system of

agreement that wou
nationally held reserves. However, failure to reach agreement on the
the size of reserve stocks, and

issues of the ceiling and floor-prices,
special provisions for the LDCs, led to the collapse of the negotiations

in February 1979.2 The IWC subsequently considered proposals for a
less ambitious agreement with more modest national reserve levels and
with market intervention for accumulation and release to be by
consultation between participants. This “Alternative Approach” was

considered in July 1981, but was again unacceptable to all parties, and

agreement was reached only on the renewal of the old Convention.?
tional agreement that would

With the failure to achieve an interna
bring about greater stability in international wheat prices and supplies,

attention has shifted to the consideration of other means of improving

food security in LDCs. Two proposals in particular have been widely

Jiscussed: the provision of balance of payments support to offset the
additional import costs resulting from crop failute or abnormally high

import values, and the establishment of national food security reserves.

IMF Food Facility

FAO and the World Food Council in

1979, the Intetnational Monetary Fund (IMF) considered the feasibility
of extending financial assistance to members to meet their variable
commercial food import needs. In May 1981 the IMF’s Executive Board
announced its decision to extend compensatory financing assistance to

Following requests made by

2 Moxrrow (1981) provides a detatled account of the negotlations ot 4 new Tnternational

Wheat Agreement.
3 At the 27th session of the TWC held in November-December 1982, the Council agreed to
extend the Convention, for the seventh time, unt

extended until 1986.

il June 1986. The Food Ald Convention was also
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TABLE 1
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However, with the failure of attempts to establish a system of
internationally coordinated cereal reserves, the role of national food
security reserves as a “second-best” element in an effective food security
schetne becomes more important. This has been recognised by the FAQ
and the World Food Council, both of which have emphasised the need
to establish adequate food security stocks in low income LDCs (FAO,
1984, WFC, 1982).
To prevent a consumption shortfall, a country needs to be able to
procure food supplies rapidly. However, the nature of the short-run
food insecurity problem means that these exceptional needs will atise
with little advance warning, particularly in countries where a second,
short harvest may be critical in determining whethet a country experi-
ences a food shortage in any given year. The immediacy of the need for
additional supplics suggests that a country must know in advance, with
a high degree of certainty, that the necessary resources will be available,
The delays that most developing countries experience in arranging
purchases and shipment, together with the internal transportation and
distributional hottlenecks that exist in many of these economies, means
that there are inevitable lags in supplying imported foodstuffs (WEC,
1982a). Locally held reserves ensure that an immediate response can be
made to sudden shortages. : S
Most L.DCs have formulated national stock policies to safeguard
domestic food security. A recent report to the FAQ Committee on
World Food Security noted that 80 developing countries have adopted
explicit stock policies in accordance with FAQ’s 1979 Plan of Action
tecommendations (FAQ, 1984). But, in most LDCs the existing food
security stocks are much below target or non-existent. The International
Wheat Council’s recent review of the national stockholding situation

found that:

“Although the stockholding policies of many developing importing coun-
tries are intended dnter alia to protect them from the effects of international
shortages and high market prices, many have not yet been able to build up
stocks to their intended targets. The main reasons are lack of finance and
inadequacy of storage facilities. Stocks currently held by most developing
countries will not suffice to protect them against prolonged periods of declining
availabilities and resulting price increases. In some of these countties the margin
of security— if in fact thete is one— is barely a few weeks” (TWC, 1983, p. 21)

The establishment of national reserve stocks requires domestic
production surpluses, or sufficient foreign exchange to purchase com-
mercially supplied food imports, or sufficient food aid to support stock-
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import costs in the same facility, so that a cercal excess is regarded as a
negative export and compensation is based ¢n the net export shortfall
from trend (Green and Kirkpatrick, 1981). There is 2 fundamental
difference between the main objectives of compensatory financing for
foodstuffs, and for exports. The latter is directed at stabilising foreign
exchange receipts, whereas the purpose of compensatory finance for
foodstuffs is the stabilisation of domestic food' consumption and not
food imports per se. Variations in food imports will result in part from
variations in domestic food production that induce adjustments in the
domestic economy which will not be reflected in a straightforward way
in the international accounts. The implication of this consideration is
that an effective food facility would need to take into account more
information than that provided by the observed value of food imports,
The optimal compensation rules for expotts may well be sub-optimal
when applied to imports because the objective of such compensatory
financing is the stabilisation of some variable other than imports,”

Lack of data prevents us from assessing the effectiveness of the
existing arrangements in stabilising consumption levels in the countries
which have drawn on the FEF. What can be assetted with confidence is
that the integration of cereal imports with exports earnings will have
meant that a number of countties have not received full compensation
for the estimated excess in cereals import expenditure,

Two further limitations of the amended CFR can be noted. The
limits placed on a country’s access to the facility’s resources are based
on the individual country quotas. By linking cereal imports compensa-
tion with export compensation, the amount of net additional resources
available under the new scheme is effectively limited to 22 per cent of
quota, much less than would be available under a separate scheme,
Finally, the restriction of the facility to cereals reduces its usefulness to

ose countries where non-cereals represent a significant share of food

consumption. To the extent that imports of non-cereal foodstuffs are a

significant component in a country’s food needs, the IMF scheme offers

only a partial means of meeting a rise in iraport requirements.

It appears that in its present form the IMF’s amended CFF is
unlikely to succeed in making a significant contribution to the allevi.
ation of food insecurity in developing countries. To enable the facility to
play a more effective role, certain reforms can be proposed. Of these,

_

7 For a formal demonstration of this argument, see GREEN (1983),
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The World Food Council has also recommended the use of the BSFE
for the financing of food resetves in LDCs (WFC, 1982),

When it was established, the BSFF was intended to complement
the CFE by ... intervening one link further back in the causal chain by
making finance available for the support of arrangements designed to-
dampen price fluctuations, thereby reducing the variability of exXpotts
receipts” (IMF, 1981, p. 48). In a similar way, the use of the buffer stodk
facility to finance the establishment of food security reserves, by
intervening at an earlier stage, could reinforce the food financing
facility’s objective of helping members to prevent short-term shortfalls
in food consumption standards.

The use of the BSEF for financing domestic food security reserves

would not appear to be in conflict with the facility’s basic principles.
The facility has already been used to finance domestic stockholdings
under the International Sugar Agreement, and the issue of verification
of stocks has been satisfactorily resolved. The main obstacle to the use
of the BSFF for food security purposes would appear to be the existing
requirement that national stocks be subject to international control.
Normally this involves the buffer stock authority in authorising the
release of domestic reserves in response to an upward movement in the
international price of the commodity concerned. However, since for
most LDCs the main source of short run food instability is variations in
domestic production (Green and Kirkpatrick, 1982; Reutlinger and
Knapp, 1979), an arrangement which tied the release of stocks to a
“trigger” price level would restrict the ability of countries to respond to
domestic shortages.

The use of the BSFF for food reserve purchases would make a
positive contribution to improving food security, additional to that of
the food facility. A member could be eligible to draw simultaneously
from the BSFF and the amended CFF if, for example, international
cereal prices had risen significantly and at the same time, domestic food
security resetves were below the target level, Alternatively, a member
could fail to establish eligibility under the CFF when, for example,
international cereal prices were low, but qualify for BSFF assistance if
reserve stocks were sub-optimum. It would be necessary, however, to
introduce some procedute to avoid double compensation when, for
example, import costs rose as a direct result of domestjc stockholding, 10

0 The procecutes used to avoid double compensativ;:n with the CFF and existing buffer szack
agreements, are described in TMF (1980) PP. 34-36. T
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The structure and operating criteria of an “amen:}lle% ﬂisfiz?lii
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food security needs.

V. Concluding Comments
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