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ACTION A{D-88 STRENGTHENING THE RESERVE BANN OF MALAWI AND THE
---------------------------------------------------------- COHMERCIAL BANKING SYSTEM. THE PROGIAM REQUIPEMENTS BY
ACTION OFFICE AFPD-d4 FISCAL YEAR ARE:
INFO  ARAF-@3 AFEA-3) AF3A-@) aFDP-@6 SEOP-81 FPA-B2 AFEC-82
SERP-21 AFTR-8% 3ECS-32 PPPB-02 1G-81 GC-€1 GCAF-81 FY 1988 USOOLS 21.8 MILL1ION
PPEA-31 SEQS-61 PPDC-01 FH-02 GCCH-32 APPC-82 STAG-32 - (USDOLS 28 MILL1Q FOR MERF AND USDOLS
PPR-91 SAST-@1 SEC-31 TOP-35 ES-31 STFa-g1 RELO-d1 - L MILLION FOR TECHNICAL ASSISTANCE AND
TELE-81 PRE-86 /@867 A3 RCeb - TRAINING) ; AND
INFO L0G-88  AF-28 CIAE-08 EB-38 DQOE-@8 /988 W FY 1389 USOOLS 1S MILLION FOR MERF
"""""""""" 331374 0619241 /38
0 8614427 APR 88 THE FY 1988 FUNDS WOULD BECOME AVAILAELE AT THE
FH AMEHBASSY LILONGWE SUCCESSFUL CONCLUSION OF KEGOTIATION; BETWEEN THE WORLO
TO SECSTATE WASHDC IMMEOIATE 1491 RANK AND THE GOM ON [TPAC AND THE ESTABLISHMENT OF
INFO AMEMBASSY KAIROBI MERF. N FY 1989, THE RELEASE OF THE FUNDS WOULD BE
ANEMBASSY HARARE OEPENDENT ON PROGRESS TOWARD THE ACHIEVEMENT OF THE
PROGRAM'S THREE OBJECTIVES AND THE ANALYSIS OF THE
UNCLAS SECTION 81 OF (8 LILONGWE 81839 EXPORT SECTOR'S REQUIREMENTS FOR FOREIGN EXCHANGE.
PROGRESS WOULD BE ASSESSED BY AN ANALYSIS OF CHANGE IN A
AIDAC SET OF PROGRAM INDICATORS BETWEEN THE BASELINE YEAR 1983
AND 1989,

FOR AFR/PD, AFR/DP AND AFR/SA
NAIROB! FOR REDSO/ESA THE INDICATORS BY EACH OF THE THREE OBJECTIVES ARE
OUTLINEO BELOW:
E.0. 12156: K/a
SUBJECT: MALAWI EXPORT REVOLVINKG FUND (MERF) - PAIP {612-822)) 1, INCREASED AVAILABILITY OF FOREIGN EXCHANGE FOR THE
PRIVATE SECTOR TO BE INDICATED aY:
GIVEN APRIL 13 ISSUES MEETING, MISSION HEREWITH PROVIDES

COMPLETE PAIP IN CABLE FORM FOR IMMEDIATE TRANSMISSION == QUANTITATIVE INCREASE iN THE AMOUNT OF FOREIGN °
TO PROJECT COMMITTEE MEMBERS. REQUEST AFR/PO ATTACH - EXCMANGE AVAILABLE TO THE PRIVATE SECTOR
PAIP FACESHEET TO CABLE, - INCLUDING EXPORTERS ANO (NOUSTRIES PRODUCING

- FOR DOMESTIC CONSUMPTION;
I, EXECUTIVE SUMMARY:
== THE PROPORTION OF FOREIGN EXCHANGE AVAILABLE TO
A, PROGRAM OBJECTIVES: - THE PRIVATE SECTOR HAS I1NCREASED RELATIVE TQ
- THE PUBLIC SECTOR; AND
THE GOAL OF THIS TWO YEAR USO00L 35 HILLION PROGRAM GRANT
IS TO INCREASE TUE 3ATE OF 725WTH 2F MALAWI'S 3R053 == DIVERSIFICATION IN THE TYPES OF FIRMS GAINING
DOMESTIC PRODUCT (GDP) THROUGH THE E<PANSION OF BQTH
TRADITIONAL AND NONTRADITIONAL EXPCRT INDUSTRIES. THE
PROGRAN SUPPORTS POLICY REFORMS DIRECTED AT THE
LIBERALIZATION OF THE FOREIGN EACHANGE ALLOCATION SYSTEM
TO BRING THE DEMAND FOR AND SUPPLY OF FORE!GN EXCHANGE
CLOSER TOGETHER AaNQ 70 CREATE AN EFFICIENT AND
RESPONSIVE ALLOCATION SYSTEM. THE USAID FUNDS WILL
PROVIDE PARALLEL FINANCING FOR THE GOVERNNENT OF
MALAWI'S (GOM) AND WORLD BANK'S [NDUSTRIAL AND TRADE
POLICY ADJUSTMENT CREDIT (iTPAC) PROGRAM. THE SPECIFIC
OBJECTIVES IN THE ITPAC PROGRAM TQ BE SUPPORTED 8Y USAID
ARE:

1. INCREASED AVAILA®ILITY OF FOREIGN EXCHANGE TO THE
PRYVATE SECTOR, PRIMARILY FOR THOSE FIRMS ENGAGED 1IN
THE PRODUCTION OF G000S FOR EXPORT;

2, THE ESTABLISHMENT OF A SIMPLIFIED ANO STREAML INZD
FOREIGN EXCHANGE ALLOCATION SYSTEM: ANO

3. THE REOUCTION IN RESTRICTIVE REGISTRATION AND
LICENSING PROCEDURES WHICH CONSTRAIW GROWTH IN
EXPORT INDUSTRIES.,

B. PROGRAM DESCRIPTION

THE USDOLS 36 MILLION WOULD BE DIVIDED 1NTO USDOLS 35
MILLION (N BALANCE OF PAYMENT SUPPORT TQ BE MADE
AVAILABLE IN TWO TRANCHES TO THE MALAWI EXPORT REVOLVING
FUND (MERF). THE REMAINING USDOLS 1 MiLLION WOULD
FINAKCE TECHNICAL A33ISTANCE AND TRAINING IN SUPPORT OF
THE ITPAC PROGRAM WiTH PARTICULAR EMPHASIS ON
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ACTION Al1D-28 WOULD BE COVERED. ALL OTHER GOOOS FROM GEOGRAPHIC
hbh i et R e e DR L L LS L PR CODE 8§33, EXCEPT THOSE SPECIFICALLY PROH1BITED UNDER

ACTION OFFICE AFPD-84 USAID REGULATIONS, WOULD BE COVERED, A COMMOOITY‘S

INFO AAAF-@) AFEA-93 AFSA-@3 AFOP-86 SEOP-81 FPA-32 AFEQ-02 ELIGIBILITY WOULD BE BASED ON THE MEEDS OF THE
SERP-91 AFTR-@5 SECS-32 PPPB-92 1G-81 GC-81 GCAF-d1 EXPORTER AND NOT RESTRICTED TO THE EXISTING, OR
PPEA-81 SE0S-82 PPOC-91 FN-g2 GCCH-82 APPC-d2 ST4G-92 EXPANDED, LIST OF LIBERALIZED COMMCOITIES. IT 1§
PPR-@l SAST-@1 SEC-81 TOP-35 ES-81 STFA-81 RELO-81 VITAL TO THE GPERATION OF THE MERF THAT 1T PERMIT A
TELE-@1 PRE-@6 /@67 A3 RCA6 WIDE RANGE OF GOOGS TO BE IMPORTED. THUS, FOR
---------------------------------------------------------------- MAINTAINING THE COMPETITIVENESS OF MALAWI'S

INFO L0G-88 aF-2@ ClaL-g8 EB-08 DOGE-99 /808 W EXPORTERS CONSIOERING THEIR DIFFICULT ECONOMIC

------------------ JI1443  961S39L /41 28 SITUATION IT IS {MPORTANT THAT IMPCRTS NOT BE
0 9614427 APR a8 RESTRICTED TO USAID GEOGRAPHIC COOE 248

FH AMEMBASSY L ILONGWE

TO SECSTATE WASHOC I1MMEOIATE 3452 4. ACCESS BY EXPORTER TO THE MERF WCULD BE SIMPLE AND
INFO AMEMBASSY NALIROB! STRAIGHT FORWARD. THE APPLICATION WOULD BE TO THE
AMEMBASSY HARARE EXPORTER’S COMHERCIAL BANK WHICH WOULD EXAMINE THE
PROPOSAL AKD ENSURE 1TS COMMERCIAL AND FINANCIAL
UNCLAS SECTION 82 OF 18 LILONGWE 9189 VIABILITY, APPROVED APPLICATIONS WOULD BE FORWAROED
TO THE RESERVE BANK WHICH WOULD AUTHORIZE ACCESS TO
Al0AC MERF. THE COMMERCIAL BANK WOULD INFORM THE OFF SHORE
BANK TO OPEN A LETTER OF CRED!T IN THE NAME OF THE
FOR AFR/PO, AFR/OP AND AFR/SA EXPORTER. ONCE GOODS WERE RECEIVED IN MALAWI,
NAIROBI FOR REDSO/ESA PAYMENT WOULD BE MADE T8 THE SUPPLIER. UPON THE
EXPORT OF THE MALAW) COMMODITY, PAYMENT BY THE
E.0. 12356: N/A OFFSHORE BUYER WOULD BE MADE TO THE MERF. THE
SUBJECT: MALAWI EXPORT REVOLVING FUND [HERF) - PAIP 1612-8223) OFFSHORE BANK WOULO OEOQUCT CEARGES FOR THE LETTER OF
CREDIT INCLUDING BANKING CHARGES AND INTEREST
- ACCESS TO FORE!IGN EXCHANGE HAS OCCURRED. PAYHENTS. INTEREST PAYMENTS ANO A PROPORTION OF THE
FOREIGN EXCHANGE PROCEEOS WOULD GO INTO A SEPARATE *
2. ESTABLISHMENT OF A SIMPLIFIEQ AND STREANLINES ESCROW ACCOUNT AS A SAFEGUARD AGAINST
ALLOCATION SYSTEM TO BE REFLECTED IN: DECAPITALIZATION OF MERF ANO TO ALLOW FOR EXPANSION
OF THE FUND If NECESSARY. THE BALANCE OF THE
== A REQUCTION IN THE NUMBER OF STEPS AND FOREIGN EXCHANGE WOULO GO INTO THE GENERAL POOL OF
- PROCEDURES REQUIRED TQ OBTAIN FOREIGN EXCHANGE; FOREIGN EXCHANGE. THE RESERVE BANK WOULD CREDIT THE
MALAVIAN EXPORTER'S COMMERCIAL BANK ACCOUNT THE
== A DECREASE IN THE WHCUNT QF TIME REQU:RED TO MALAWI KWACHA EQUIVALENT OF THE SALE TRANSACTION

- COMPLETE A FOREIGN EYCHANGE TRANSACTION; AND

=~ AN EXPANSION (N THE NUMBER OF CCMMOOITIES ON
- THE IMPORT LIBERALIZATION LIST

). REDUCTION IN RESPECTIVE REGISTRATION AND LICENSING
PROCEDURES TQ BE ASSESSED BY:

== THE PROCESS OF REGISTERING EXPORTERS HAS BEEN
- SIMPLIFIED; AND

== THE NUMBER OF REGISTERED EXPORTERS, PARTICULARLY
- NONTRADITIONAL ONES, »AS INCREASED.

C. OQUTLINE OF ESTABLISHMENT AND OPERATION OF THE MERF:

1. THE USAID FORELGN EXCHANGE WOULD BE DEPOSITED IN AN
INTEREST BEARING DOLLAR ACCOUNT IN THE NAME OF THE
RESERVE BANK OF MALAWI IN AN OFFSHORE COMMERCIAL
BANK, THE FOREIGN EXGCHANGE RESOURCES WOULD
REPRESENT A MET INCREASE I¥ MALAWI’S FOREIGN
EXCHANGE ASSETS IN BOTH 1388 AND 1989.

2. ALL EXPORTERS WOULD BE ELIGIBLE TO USE THE FUND. A
CERTAIN PROPORTION OF THE FUND WOULD, HOWEVER, BE
RESERVED FOR USE BY SMALL AND MEDIUM SCALE
ENTERPRISES AND THE PROMOTION OF NONTRADITIONAL
EXPORTERS WOULO BE ENCOURAGED,

3. THE FUND WOULD FINANCE THE INPORTS OF RAW MATERIALS
INTERMEDIATE GOODS, CAP!TAL GOOOS ANO PACKAGING
MATERIALS. HOVEVER, FERTILIZERS WOULD BE
INELIGIBLE. ONLY CHEMICAL: REQUIRED AS PART OF AN
EXPORT-ORVENTED PRODUCTION LINE OR PRUCESIING GYSTEM
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DISRUPTION OF MALAWI'S TRADITIONAL TRANSPORTATION

ACTION OFFICE aFPD-94

INFO AAAF-3) AFEA-@3 AFSA-83 AFDP-26 SEOP-01 FPA-82 AFEQ-02

SERP-8!1 AFTR-@5 SEC3-32 PPPB-02 1G-31 GC-O1 GCAF-d@1

PPEA-81 3SEQ$-82 PPOC-81 FM-82 GCCH-82 APPC-82 STAG-02

PPR-@1 SAST-31 SEC-@1 TOP-@5 ES-31 STFA-B1 RELO-O1
TELE-@1 PRE-36 /867 A} RCA6

INFO L0G-83  AF-g¢ ClAt-08 €8-88 DOOE-88 /800 W
""""""""" 131456 8615331 /47 38

0 6614421 APR 38

FM AMEMBASSY L ILONGWE

TO SECSTATE WASHDC IMMEDIATE 3453

INFO AMEMBASSY NAtROJI

SMEMBASSY HARARE

SwCLAS SECTION 83 OF 18 LILONGWE 81339
AiDAC

FOR AFR/PD, AFR/DP AND AFR/SA
NAIROBI FOR REDSO/ESA

£.0. 12356: N/A
SUBJECT: MALAW) EXPORT REVOLVING FUND (MERF) - PAIP (612-8223)

D. COUNTERPART FUNDS AND THEIR USE:

UPON THE DEPOSIT OF THE USOOLS IN THE OFFSHORE ACCOUNT
THE RESERVE BANK WOULD DEPOSIT THE EQUIVALENY N RALAW!
KWACHA INTO A SPECIAL DEVELOPMENT ACCOUNT, TEN PERCENT
OF THESE FUNOS WOLLO BE OEPOSITED INTO A TRUST FUND
ACCOUNT FOR USE Bv THE USAI0 MISSION iN MALAWI. THE
COUNTERPART FUNDS WOULD 35JPPORT THE DEVELOPMENT OF THE
PRIVATE INOUSTRIAL AND CCMMERCIAL IECTORS IN MALAWI,
WITH PARTICULAR EMPHASES ON SMALL AND MEDIUM
ENTERPRISES. FOR IXaMPLE, 2001Ti0vAL LCAN FUNDS WOULD
BE AVAILABLE TO FINANCIAL INSTITUTIONS SUCH AG INDTBANK
INDEFUND AND SEOOM., A LENOING FACILITY WOULD BE
ESTABLISHED IN THE COMMERCIAL BANKS FOR MALAWIANS TO
PURCHASE SHARE CAPITAL IN THE ENTERPRISES BEING DIVESTED
UNDER THE ADMARC DIVESTITURE PROGRAM (612-0227}. THIS
WOULD ALSO INCLUDE FUNDS FOR THE PURCHASE OF
AGRICULTURAL ESTATES.

E.  PAAD QES!IGN AND APPROVAL SCHEOULE:

THE PAAD DESIGN WILL TAKE PLACE FROM MID-MAY TO LATE
JUNE 1988, REVIEW OF THE PAAD WOULD OCCUR IN JULY WITH
INITIAL OBLIGATION IN AUGUST. SINCE TIMING IS CRITICAL,
USAID/MALAW! REQUESTS A SPECIAL DELEGATION OF AUTHORITY
TO APPROVE THE PAAD TW_TRE FIELD. THE PAAD DESIGN TEAN
WILL CONSIST OF ECONOMIC, BANKING AND FINANCIAL
EXPERTISE FROM ONE OF THE FIRMS VITH A MACROECONOMIC 1QC
PLUS THE INHOUSE SERVICES OF A PROGRAM DESIGNER AND
ECONOMIST,

1. BACKGROUND:
A, THE MACROECONOMIC CLIMATE AND POLICY REFORM:

DESPITE BEING ONE OF AFRICA'S POOREST COUNTRIES, MALAW!
EXJOYED SUSTAINED AND V1GOROUS ECONOMIC GROWTH OURING
{TS FIRST FIFTEEN YEARYIWXDGRBPHT

AF INDEPENDENCE. 3INCE 1973,

THE PACE OF GROWTH DECL INEOD. THIS REVERSAL AND [FHE
DIFFICULTIES ENCOUNTERED 1N RE-ESTABLISHING POSITIVE
REAL GROWTH RATES HAVE BEEN CAUSED 8Y A NUMBER OF
EXTERNAL AND INTERNAL FAGTORS. AMONG THEM MAVE BEEN:

ROUTES THROUGH MOZAMBIQUE ANO THE SHAR? INCREASE IN
THE COSTS AND TIME OF MOVING EXPORTS ANO IMPORTS
OVER THE LONGER SOUTHERN ANO NORTHERN ROUTES;

2. DETERIORATION AND WIDE FLUCTUATION IN WORLD PRICES
FOR MALAWI'S PRINCIPAL EXPORTS OF TQBACCO, TEA,
COFFEE AND SUGAR, COUPLED WITH SHARPLY RISING COSTS
OF IMPORTS;

3. WEAKENING OF THE FINAWCIAL AND MANAGEMENT POSITION
OF PARASTATALS AND QUASI-PUBLIC BODIES, PARTICULARLY
THE AGRICULTURAL DEVELOPMENT ANO MARKETING
CORPORATION (AOMARC), THE MALAWI OEVELOPMENT
CORPORATION (MOC) AND THE PRESS CORPORATION;

4. FASTER GROWTH IN RECURRENT GOVERNMENT EXPENDITURES
WHICH OUTSTRIPPED GOVERNMENT REVENUES CREATING
GROWING PUBLIC SECTOR DEFICITS ANO INFLATIONARY
PRESSURES ON THE EcCONONY;

S. RAPID IMCREASE IN MOLAHMBICAN REFUGEES WHICH STRAINED

AN ALREADY OVLRBURDENED OOMESTIC RESOURCE BASE;

6. NATIONAL FOOD SHORTAGES RESULTING FROM THE FAILURE
OF PRODUCTION TQ KEEP PACE WITH RISING DEMAND AND
EXACERBATED BY OROUGHT, INSECT INFESTATION AND THE ¢
INFLUX OF CLOSE 10 500, 806 MOZAMBICAN REFUGEES IN
THE LAST TWO CROP YEARS; AND

J. HEIGHTENED REGIOKAL INSECURITY WHICH NECESSITATED
DIVERSION OF DEVELOPMENT RESOURCES TO NATIONAL
DEFENSE REQUIREMENTS.

BEGINNING 1% 1981, THE GOM INITIATED A FAR-REACHING AND
BROAD-BASED STRUCTURAL AOJUSTHMENT PROGRAN TO RESTORE
OVERALL ECONOMIC STABILITY AND TO REMOVE STRUCTLRAL
CONSTRAINTS ON GROWFH. THIS PROGRAM HAS BEEN SUPPORTED
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ACTION OFFICE AFPD-94

INFO AAAF-@3 AFEA-@3 AF3A-33 AFDP-96 SEOP-81 FPA-82 AFEQ-082

SERP-¢! AFTR-BS SECS-32 PPPE-82 1G-81 GC-31 GCAF-@1

PPEA-J1 SE0S-32 PPDC-3t1 FM-02 GCCH-82 APPC-02 3TAG-02

PPR-81 SAST-9g1 SEC-31 TDP-35 ES-31 STFA-81 RELO-81
TELE-81 PRE-06 /067 A3 RCAS

INFO L0G-90 AF-30  C1aE-9@ EB-29  000E-69 /008 W
------------------ 331534 8615371 /41 33

0 9514427 APR 83

FM AHEMBASSY L ILONGWE

TO SECSTATE WASHOC !MMEDIATE 3454

INFO AMEMBASSY NAIRGEI

AHEMBASSY HARARE

UNCLAS SECTION 84 GF 18 LILCNGWE 21839
A10AC

FOR AFR/PD, AFR/OP AND AFR/SA
NAIRD8! FOR REDSO/ESA

E.0. 12356: N/A
SUBJTCT: MALAWI EXPORT RLVOLVING FUND (MERF) < PAIP i§12-822))

8Y THREE STRUCTURAL IDJUSTMENT LOANS ISAL’S) AND A
SERIES OF STAND-BY FACILITIES WITH THE INTERNATIONAL
MONETARY FUNO IMF), ADDITIONAL RELIEF WwAS PROVIDED
THROUGH THE 1332 AND 1933 DEBT RESCHEDUL INGS.

THE MAIN EMPHASES IN TH1S PROGRAM MAVE BEEN

1. PRICE RATICNALIZATION AND LIBERALIZAT!ON, INCLUDING
USE OF AGRICULTURAL PRICES *0 INCREASE iNCENTIVES T0
SMALLHOLDERS, OECONTROL OF MOST (NDUSTRIAL PRICES
GRAQUAL REMOVAL 97 FERTIL'IER AND ITHER ZUBSIDIES
AND {NTRODUCTION QF TARIFFS BASED ON (ONG-RUN
HARGIMAL COSTS QF PUBLIC UTILITIES;

~

RESTAUCTURING OF THE PARASTATAL SECTOR INCLUDING
DIVESTITURE, PRIVATIZATICON ANO REORGAMIZATION OF
ADMARC AND RATIONALIZATION aND RESTRUCTURING OF HDC
AND PRESS; AND

[

{MPRQOYED PUBLIC SECTOR MANAGEMENT AND RESOURCE
MOBILIZATION WITH EMPHASIS ON TIGHTER FISCAL AND
MOWETARY CONTROLS AND OISCIPLINE COMBINED WITH A
ROLLING PUBLIC SECTOR INVESTMENT PROGRAM AND TAX
REFORMS.

BY-AND-LARGE, THE REFORM PROGRAM HAS REMAINED ON TRACK.
AS EXFIBITED BY THE ATNISTER OF FIMANCE'S PRESENTATION
OF THE 1983/89 GOM BUDGET, THERE IS A STRONG AND
DETERMINED COMMITMENT @Y THE GOM TO THE REFORM PACKAGE
AND PROCESS. THIS IS NOT TG SAY THAT THE PROGRAM HAS
NQT HAD TO BE MOOIFIED AND CERTAIN ASPECTS ALTERED TO
REFLECT CHANGING CONDITIONS ANO CIRCUMSTANCES AND THE
NEED TO SOFTEN POTENTIAL ADVERSE DISTRIBUTIONAL AND
SOCIAL IMPACTS.

THE INCREASED PRICE INCENTIVES TO SHALLHOLDERS HAVE HAD
A POSITIVE IHPACT ON PRODUCTION AND EXPORT CROP
DIVERSIFICATION, BUT THE BENEFITS HAVE LARGELY ACCRUED
TO THE LARGER QF THE SMALLHOLDERS. THE FERTILIZER
SUBSIOY REMOVAL PROGRAM COMBINED WITH THE INTRDOUCTION
OF HIGH ANALYSIS FERTILIZERS HAS REOUCED PRESSURES ON
F1SCAL RESOURCES AND LED TO INCREASED UTILIZATION OF
MORE EFFICIENT FERTILIZERS. THE WORLO BANK'S AND

INCOMING
TELEGRAM

LILONG 91839 @4 OF 18 @615267 3627 015159

USAID'S AGRICULTURAL PROGRAMS ALONG %iTH OTHER OONOR
PROGRANS ARE STRENGTHENING THE LINKS BETWEEN EXTENSION
AND RESEARCH. HOWEVER, CONCERN FOR FOOD SECURITY CAuSED
BY DROUGHT, RISING WORLD PRICE OF FERTILIZER AND
REFUGEES AS WELL 4S DISTRIBUTIONAL (FPACTS OF THE
PROGRAM HAYE LED THE GOM TO PHASE THE REMOVAL GF THE
FERTILIZER SUBSIOY OQVER A LONGER PERIOD OF TIME, TO
REDOUBLE (TS EFFORTS TO PROVIDE GREATER ACCESS TO CREDIT
AND TO TAKE A CRITICAL LOOK AT THE NATIONAL RURAL
DEVELOPMENT PROGRAM (NROP). IN OTHER WORDS, THE
APPROACH OF THE GOM IS TO INTEGRATE STRUCTURAL
ADJUSTMENT INTO ITS DEVELOPMENT PROGRAM.

IN THE AREA OF FISCAL MANAGEMENT, THE GOM INTRODUCED AN
AUSTERITY PROGRAM IN 1986 AND 1987 WHICH INCLUDED
MEASURES TO MOBILIZE REVENUES aND STRICTLY CONTAIN AND
CONTROL PUBLIC AND PARASTATAL EXPENDITURES., AS A
CONSEQUENCE THE GOM HAS BEEN ABLE TO EXERCISE GREATER
CONTROL OVER EXPENDITURES AND THE DEFICIT. THIS
TIGHTENED SERIES OF CONTROLS ANO DETERMINED COMMITMENT
TO FISCAL REFORYM HAVE PAVED YHE WAY FOR AGREEMENT
RECENTLY WITH THE IMF FOR A 15 HONTH STAND-8Y
ARRAMGEMENT AND ACCESS TO ENHANCED STRUCTURAL ADJUSTMENT
FACILITY (ESAF) RESOURCES. THE GOM IS DETERMINED TO
ENTER THE PARIS AND LONOON CLUB NEGOT!ATIONS AND THE
CONSULTATIVE GROUP MEETING WITH A STRONG CASE FOR LOAN
RESCHEOUL ING AND FORGIVENESS AND AN EXPANSION IN
CONCESSIONAL PROGRAM AS3ISTANCE.

ON THE EXTERMAL FRCNT, THE GOM IS COAITTED TO
DEVELOPING RELIABLE ALTERMATE TRANSPORTATION RZUTES SUCH
AS THE MORTHERN CORRIDOR. TO RESTORE EFFICIENCY .N THE
ALLOCATION OF FOREIGN EXCHANGE, A TRADE L IBERALIZATION
PROGRAM WAS INITIATEO IN FEBRUARY 1983, WITH TME REMOVAL
OF RESTRYE BANX APPROVAL FOR INPORTS OF SPARE PARTS anD
CERTAIN RAW MATERIALS. CONTROLS ON OTHER IMPORT
CATZGORIES WILL BE DISMANTLED N A PHASED PROGRAM OVER
THE 1938-39 PERIOD TO RESTORE A RELATIVELY OPEN TRADE

UNCLASSIFIED
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INFO  AAAF-£3
SERP-1
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I
AFEA-8)
AFTR-4%
Se0s-d

AFSA-G3 AFOP-46 SEOP-81 FPA-§2 AFEQ-#2
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FA AMERBASSY L ILONGWE

TO SECSTATE WASHOC IMMEDIATE 3453
INFO AMEMSASSY NAIRODB!

AMEMBASSY HARARE

UNCLAS SECTION 85 OF 18 LILOMGVE #1839
ALOAC

FOR AFR/PD, AFR/OP AND AFR/SA
NAIROB! FOR REDSO/ESA

£.0. 123%6: N/
SUBJECT: MALAWI EXPORT REVOLVING FUND OWERF) - PAIP (§12-8223)

REGIME. THE XWACHA WAS DEVALUED IN JANUARY 1933
REFLECTING THE GOM'S DETERMINATICN TO MAINTAIN EXCHANGE
RATE PARITY. HOWEVER, N THE MEAR TERM THE GOM WISHES
TO RELY LESS ON DEVALUATIONS TO CONTROL THE VALUE DF THE
KWVACHA AND MORE OM PUBLIC SECTOR EXPENOITURE CONTROLS
ANO STIMULATION OF THE PRIVATE SECTOR, PARTICULARLY
EXPORT INOUSTRIES.

MALAVI MANAGED TO REOUCE J0MESTIC AMD EXTERWAL BALANCES
WHILE RESURING GOP GROWTH IN 1982-038. THE CURRENT
ACCOUNT OEFICIT JECLINED FROM 21 PERCENT OF GOP IN 1988
TO & PERCENT (N 1985, THE GOM QUDGET DEFICIT FRCM 11
PERCENT IN 1881/82 70 6 PERCENT IN 1934783, AND GOP AT
AN AMNUAL RATE OF ASOUT & PERCENT BETWEEN 1982 im0 1985,
REPRESENTING A 9.3 PERCENT INCREASE IN PER CAPITA GOP.
SHALLHOLDER PRODUCTION EXPANDED SHARPLY. HOWEVER,
PROGRESS WAS SHORT-LIVED. TSE PROGRESS!IVE 01SRUPTION
AND FINAL CLOSURE OF DIRECT RAIL LINKS TO MOZAMEICAN
PORTS CAUSED AN AOVERSE SHIFT IN THE TERMS OF TRADE o
18 PERCENT WHICH RESULTED N AN & PERCENT LOSS OF GOP.

THE GOR OEFICIT VIOENED SNARPLY, REACHING 12.4 PERCENT
OF GOP BY 1946/87, REFLECTING BUDGETANY PRESSURES
RELATED TO REGIOWAL INSECURITY AND AN INCREASE N OEOT
SERVICE STERMING FRON TNE EXPIAATION OF THE GRACE PERIOD
ON THE 1982/03 DERT_RESCHEDUL ING. OETERIORATION OF
EXPORT CROP PRICES 1N 1946 EXACERBATED BALANCE OF
PAYMENTS PRESSURTS, WITH THE RESULT THAT INTERNATIONAL
RESERVES WERE VIRTUALLY DEPLETED. BY THE IND OF 1486,
MALAVI®S ACCUMULATED EXTERMAL TRADE ARREARS WERE
EQUIVALENT TO 6 PERCENT OF GOP. THIS LED TO STRINGENT
RATIONING OF FOREIGN EXCHANGE TO THE PRIVATE SECTOR,

AS A CONSEQUENCE, REAL GDP GREW BY OMLY 2 PERCENT N
1986 AND WAS AEGATIVE 14 1937 VITH EVEN SHARPER DECLINES
IN PER CAPITA GOP 1N BOTH YEARS. GROWTN IM COMMERGIAL
AGRICULTURE Was ™ODEST wHILE THE INOUSTRIAL SECTOR AND
BASIC FOQD CRCP PRODUCTION EXPERIENCEC SHARP DECLINES.

THUS, DUE LARGELY TO ADVERSE EXTERNAL EVENTS, MALAWI
CURRENTLY FACES A VEAY DISFICULT SITUATION, HOVEVER,
INSTEAD OF SACKING AWAY FROW STRUCTURAL REFORNS AND

STRICT FISCAL MANAGEMENT, THE GOM REMAINS FIRMLY

UNCLASSIFIED
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COMMITTED TO THE POLICY REFORM PROCESS. THE GOVLRVMENT
HAS STRENGTHENED ITS EFFORTS TOWARD STRUCTURAL RCFIRN,
CONTINUING TO MOVE 1IN AREAS WHERE SIGNIFICANT PROGIESS
ALREADY HAS BEEN MADE WHILE AT THE SAME TIME TRY NG T0
AODRESS QUTSTANOING DEVELOPMENY ISSUES SUCH AS BaSiC
700D CROP PROOUCTiON &ND IMPROVED WEALTH CARE. hOEVER,
IT RECOGNIZES THAT TS ABILITY 70 OEAL EFFECTIVELY WiTh
THESE DEVELOPMENTAL CONCERNS OEPENOS ON THE RESTORAT|ON
OF MACROECONORIC STABILITY AND GROWTH,

TD MEET THE TWIN OBJECTIVES OF ATTAINING FOSITIVE SER
CAPITA GROWTH AND IMPROVING SOCIAL WELFARE VILL PEJUIRE
SIGNIFICANT CONCESSIONAL EXTERWAL RESOURCES ANO GREATER
USE OF PROGRAM AS OPPOSED TO PROJECT ASSISTANCE.
ASSUNING A GROVTM 1N GOP OF 2.6 PERCENT IN 1938, 3.9
PERCENT IM 1309 AND 4.) PERCENT IN 1338, GROSS TOTaL
EXTERNAL FINANCING REQUIREMENTS ARE USDOLS 117.1
NILLION, 271.4 MILLION AND USDOLS 241.3 MILLION
RESPECTIVELY. TAKING INTO ACCOUMT EXISTING AND
ANTICIPATED BILATERAL ANG MULTILATERAL ASSISTANCE 4S
VELL AS EXPECTED DEBT RELIEF FROM THE LONCON AND PARIS
CLUBS, THE NET UNMET FINANCING GAPS FOR THESE THREE
YEARS ARE JSOOLS 3.3 MILL*ON, USOOLS 71.7 MILLION AND
usooLsS 67.7 MILLIOM RESPECTIVELY.

0. THE INDUSTRIAL AND TRADE POLICY AOJUSTMENT CREODIT
(1TPAC) PROGRAX:

JNLATE 1987, THE WORLD BANK ARD THE GOM BEGAN PLAXNINy
FOR TNE INOUSTRIAL AND TRAOE POLICY AQJUSTAEMT CREOIT
{ITPAC) PROGRAN TO BE FINANCED BY A USOOLS 25 MILLION
INTERMATIOMAL DEVELOPMENT ASSOCIATION {10A) CRED!T.

THIS PROGRAM WILL REINFORCE THE MACROECONOMIC AD.USTRENT
EFFORTS TO DATE AND ALLOV MOBILIZATION OF ADDITIONAL
EXTERNAL RESOURCES TO COVER A LARGE SHARE OF TME
AXTICIPATED RESQURCE GAP N 1388 AND 1989. THE BANK AND
THE GO EXPECT TO FINALIZE THE PROGRAN !N MAY WITH BANN
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LILONG 91839 96 OF 13 8615292
PROPOSED TAX STRUCTURE WOULD SHIFT TAXATION: (A) FROM
INTERNATIONAL TRADE TO DONESTIC TRANCACTIONS; 8) FROM
PROJUCTION TO CONSUMPTION; AND () #ROM THE POOR TO THE
RICH.

16%) 819153 a0l

PRGE 1 LILONG 91839 86 OF 18 0615297 4633 @I5169 AI02779
ACTION A10-24
ACTION OFFICE AFPQ-d4
INFO AAAF-03 AFEA-G) AFSA-33 aFOP-06 GSEOP-@1 FPA-82 AFEQ-d)
SERP-B1 AFTR-8Y SECS-02 PPPE-02 :G-81 GC-31 GCAF-@1
PPEA-GL SEQS-02 PPOC-91 FM-82 GCCM+2 APPC-2 STAG-02
PPR-g1 SAST-3L SEC-81 TOP-95 ES-81 STFA-p1 RELO-@1
TELE-@1 PRE-36 /@67 A) RCEG
INFO LOG-99 AF-g@  CIA€-69 EB-G9  DODE-gd /0dd v

----------------- J31736 8615432 /48 38
0 9614427 2PR 88
FM AMEMBASSY L1LONGWE
TO SECSTATE WASHOC IMMEDIATE 3456
INFO AHEMBASSY NAIROBI
AMEMBASSY HARARE

UNCLAS SECTION 6 OF 18 LILONGWE H1839
AtDaC

FOR AFR/PD, AFR/DP AMD AFR/SA
NAIROBI FOR REDSD/ESA

E. 0. 12356: N/A
SUBJECT: MALAWI EXPORT REVOLVING FUND (MERF) - PAIP (612-9223)

EXECUTIVE BDARD REVIEW AND AUTHORIZATION IN LATE JUNE
198

THE GOM EFFECTIVELY INITIATED THE 1TPAZ PROGRAM IN
JANUARY 1988 AND HAS ALREAOY 'MPLEMENTED A HUMBER OF
REFORMS IN FISCAL MANAGEMENT, EXCHANGE RATE MANAGEMENT
AND TRADE POLICY. SPECIFIC MEASURES INCLUDE DEVALUATION
OF THE KWACHA BY S PEICENT DN JANUARY 16, '983; REMOVAL
OF PRIOR RESEKVE BANK OF MALAWI (RBM) FOREIGN EXCHANGE
APPROVAL ON CERTAIN IMPORTS OF RAW MATERIALS AND SPARE
PARTS ON FEBRUARY 1, 1333; A PACKAGE OF CURRENT
EXPENDITURES CUTS AND REVENUE INCREASES TO REDUCE THE
1988/89 FISCAL OEFICIT; AND ELIMINATION OF EXTERNAL
TRADE PAYHENTS ARREARS N LATE 1987. COMPLEMENTARY
MEASURES INCLUDE LINMITS CN NET DOMESTIC ASSETS OF THE
BANKING SYSTEM, LIMITS ON GOM AND STATUTORY BODIES
BORROWING FROM THE BANKING SYSTEM, AND LIMITS ON NEV
NONCONCESSIONAL EXTERNAL LOANS CONTRCTED OR GUARANTEED
BY THE GOM.

THE FOLLDWING IS A BRIEF SUMMARY OF THE MAIN FEATURES OF
THE ITFAC PROGRAM

L. FISCAL POLICIES

THE MOST CRITICAL_COMPOMENT N THE 1TPAC PROGRAL IS
THE FURTHER REOUTTION OF THE FISCAL DEFICIT. AS
AGREED VITH THE IMF, THE GOM IS COMMITTED T0
PROGRESSIVELY LOVERING THE DEFICIT AS A PROPORTION
oF GDP;

- 87/88: 14.7 PERCENT
- 80/89: 1,1 PERCENT
- 29/98: 6.8 PERCENT
- 39/91: 6.2 PERCENT
- 91/92: 5.2 PERCENT

-~

. TAX REFORNS:

THE GOM WILL INITIATE A CONCREHENSIVE TAX REFORM
PROGRAM TO IMPROVE THE STRUCTURE OF INCEMTIVES FAC!ING
PRODICERS AND INVESTORS AND TO EMZURE THAT THE TAX
SYZIEM AS A WHOLE IS REASONABLY PROGREISIVE. THE

J. TRADE POLICY AND EXCHANGE RATE MANAGEMENT:

THE GOM WILL GRADUALLY REMOVE THE AOHINISTERED
FOREIGN EXCHANGE ALLOCATION SYSTEM AND WILL
REINSTATE A MARKET-OETERMINED SYSTEM THAT WOULO
ALLOW IMPORTERS ACCESS TO FOREIGN [XCHANGE WiITHOUT

PRIOR RESERVE BANK APPROVAL.

THE PROCESS 9F

LIBERALITATION BEGAN IN FFBRUARY 1988 WITH THE
ELIMINATION OF PRIOR APPROVAL ON SPARE PART3S aND
CERTAIN RAW MATERIALS. THE LI3T WILL BE EXPANOED AS
FOREIGN EXCHANGE RESOURCES INCREASE. EVENTUALLY THE
LIST WILL CONTA!N ONLY A LINITED NUMSER OF 1{TEMS
WHICH WILL REQUIRE PRIOR APPROVALS. ALSD THE GOM
WILL REOUCE THE NUMBER OF RESTRICT!VE PROCEDURES
SUCH AS THE IMPORT LICENSING REQUIRENERT 8Y THE
HIKISTRY OF TRADE, INOUSTRY AND TOURISH.

4, EXPORT PROMOTION:

THE KEY TO THE TRADE REFORM PART OF THE PROGRAM IS
THE INCREASE IN THE AVAILABILITY OF FOREIGN
EXCHANGE. THIS WILL INITIALLY BE MET THROUGH
CONCZSSIONAL ASSISTANCE FROM MULTILATERAL AND ,
BILATERAL DONORS. OVER THE LONG RUN IT DEPENDS ON °
THE EXPANSION ANO OIVERSIFICATION OF EXPORT
INDUSTRIES. A NUMBER OF STEPS WILL BE UNDERTAKEN TQ
LAY THE FOUNDATION FOR THIS:

A, AN EXPORT REVOLVING FUND WILL GE ESTABLISHED 10
- INCREASE THE EXPORTERS ACCESS TO FOREIGN
- EXCHANGE AND TO RESTORE CONFIQENCE IN MALAWL'S
- ABILITY TO MEET ITS EXTERNAL OBLIGATIONS TO
- BOTH SUPPLIERS AND BUYERS,

UNCLASS IFIED
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PAGE 01 LILONG 01333 &7 OF 18 8613181 1652 MN8N A02778 LILONG N8Iy 171 OF 13 es15am 1§57 238111 al02178
ACTION AiD-80 PROGRANS TO DEVELOF A RONE EFFECTIVE PRIVATE CAPITAL
-------------- - habdebdd NARKET, THE LEGAL AND REGULATARY FRAMEWORK OF THE
ACTION OFFICE A£PD-g4 FYNANGIAL SYSTEM will BE REVISED. (NTEREST RATES OM
INFO AAAF<B) AFEA-1 AFSA-#) AFDP-86 SEOP-1 FPA-§2 AFEO-M TIME OEPOSITS ANO vaRIQUS SECURITIES WILL BE
SERP-@1 aFTR-@% SECS-J2 POPE-32 1G-31 GC-81 GCAF-P) LIBERALIZED, EXCEPT OROINARY SAVINGS ACCOUNTS WHICK
PPEA-O1 SEOS-92 PPOC-91 FM-82 GCCM-92 APPC-@2 STAG-M VILL CONTINUE TO WAVE A MINIMUM RATE ESTAELISHED BY
PPR-61 SAST-@1 SEC-#1 TOP-@5 ES-G1 STFA-81 RELO-d1 THE GOm.
TELE-#1 PRE-86 /367 A) RCS
o SSeeesscemsccescesccmccccnnane L1). THE MALAVI EXPORT REVOLYING FUND PROGRAM GRANT:
INFO LO0G-38 AF-98 CIAE-18 (98-8 00DE-80 /988 W
--------------- 32014 8615437 /48 28 A, PROGIAM OBJECTIVES:
0 $14420 APR 13
FN AMEMBASSY L 1L ONGWE THE USAID PROGRAM WILL PROVIOE USDOLS 16 MiLLION OVER
TO SECSTATE WASHOC IMMEDIATE 3487 TVO YEARS IN THE FORM OF PARALLEL #INANCING FOR THE
INFO AMEMBASSY wAIROBI ITPAC PROGRAM. USAID WILL COMCENTRATE ON THE REFORMS IN
AMEMBASSY WARARE TRADE POLICY, EXCHANGE RATE MANAGEMENT axD EXPORT
PROMGTION, ESSENTIALLY THE USAID PROGRAM HAS THREE
UNCLAS SECTION 47 OF 13 LILONGVE #1823 ORJECTIVES:
AlDAC 1. INCREASING THE AVAILABILITY OF FOREIGN EXCKANGE TO
THE PRIVATE SECTOR, PARTICULAALY THOSE FIRNS ENGAGED
FOR AFR/PD, AFR/DP AND AFR/SA IN THE PRODUCTION OF G00O3 FOR EAPORT;

NAIROB! FOR REDSO/ESA

2. ESTABLISHING A SIMPLIFIED AND STREAML (MED FOMEIGH -
£.0. 12256: w/aA EXCHANGE ALLOCATION SYSTEM; ANO
SUBJECT: MALAWI EXPORT RSVOLVING FUND OWERF) - PAIP (512-M121)

3. REDUCING THE CONSTRAINING EFFECT ON COMPET!TION AND

PRIVATE SECTOR GROVIH CAUSED AT RESTRICTIVE '
B.  EXPORT REGULATIONS ANQ AOMINISTRATIVE PROCEOURES REGISTRATION AND LICENSING PROCEOURES ON EXPORT
- VILL BE STREAM (NED ANO REOUCED. EXPORY 1RDYSTRIES.
- LICENSING REQUIREMENTS, EXCEPT FOR 8ASIC FOOD
- COMMODITIES AND THOSE RELATIO TO ENVIRONMENTAL FROM TNE TOTAL USOOLS 36.8 MILLION PROVIGED Y A{D,
. CONCERNS, VILL BE GRADUALLY REMOVED. ALSO THE USOOLS 33,8 MILLION (N WO TRANCHES ViILL CAPITALIZE THE
- GOM IS PURSUING SEVERAL I[DEAS S0R PROVIDING MALAY| EXPORT REVOLVING FUND. THIS WILL INVOLVE USOOLS
- YRCREASED INCENTIVES TO EXPCRT (NUUSTRIES SUCM 10.0 MILLIOW 1N FY 1988 AND USDOLS 15 MILLION iN FY
. AS A FLAT IMPCRT OUTY REBATE FOR CERTAIN 1980, THE REMAIRING USOOLS 1.8 MILLION VILL FiNANCE
- IRDUSTRIES. TECHNICAL ASSISTANCE AND TRAINING REAUIREMENTS

S. INOUSTRIAL POLICIES:

THE INQUSTRIAL DEVELOPMENT ACT OF 19£6 WHICH
AFFORDED PROTECTION TO SOME INOUSTRIES WIlL SE
REVISED TO PROVIOE GREATER OPPORTUNMITIES FOR
DOMESTIC COMPETITION.

6. PRICE DECONTROL:

ONLY FIVE COMMOOITIES 10V GRADE MAT, FUEL, SuGaR,
FERTILIZER, An0 VEHICLE SPARE PARTS) 4AVE CONTROLLED
PRICES. THIS IS DOWN FRON S8 AT TAE START OF THE
STRUCTURAL ADJUSTMEMT PROGRAM, THE GOM Will
CONTINVE THE Llll!__A_L_llA_Y.IOI PROGRAN BY REMOVING THE
CONTROLS ON LOV GRADE MEAT AND SPARE PARTS,

~

SMALL -SCALE (NOUSTKIES:

SMALL-SCALE INDUSTRIES WiLL 8T SUPPORTED BY
STRENGTHENING THE SMALL ENTERPR|SE DEVELOPMENT
ORGANIZATION OF MALAWI (SEDOM) AMD OFVELOM!NG CLOSER
TIES SETVEEN SEOOM AND THE COMMERCIAL BANKING
SYSTERM.  THIS WILL INVOLVE INCREASING CREDIT FUNOS,
IMPROVING THE GUALITY OF SEDCM PERSOMNEL 4NO
ESTABLISHING A JREQIT GUARANTEE SCHEME MANAGED AND
OPERATED OY JEOOM THROUGH THE COMMERCIAL BANKS.

§. FINANCIAL POLICIES:
THE FOCUS 1M THE FINANCIAL SECTOR VILL BE O

INCREASED CFFICIENCY (N THE MOBILIZATION OF
RESOURCES AND ACCESS TO CREO!IT COMIINED VITR

UNCLASS IF IED
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PAGE 4t LILONG 81833 A8 OF 18 0615311 3658 83517% 4102183 LI.ONG 91839 28 OF 18 8619312 8658 835179 AlD2T!
ACTION AtD-22 == THE TIME REQUIRED TO COMPLETE A FOREIGN EXCHANGE
------------------------------------------------------ - TRANSAGCTION HAS BEEN REDUCED.
ACTION OFFICE AFPD-04
INFO  AAAF-9) AFEA-33 AF3A-0) AFOP-036 SEOP-81 FPA-32 AFEQ-42 --  THE NUMBER OF ITEMS ON THE (MPORT LIBERALIZATION
SERP-@1 AFTR-3% SEC5-32 PPPB-82 1G-81 GC-B1 GCAF-@1 - LiST HAS BEEN INCREASED

PPEA-81 SE0S-92 PPOC-31 FH-82 GCCM-82 APPC-82 STAG-82

PPR-81 SAST-3! SEC-21 7TOP-8% ES-81 STFA-@1 RELO-81 3. REDUCTION IN THE RESTRICTIVE PROCEDURES AND

TELE-OL PRE-86 /@67 A3 RCEE REGULATIONS 0N EXPORTERS
INFO 1L0G-32  AF-33 Clac-28 €B8-89 DO0E-89 /@@ W == THE PROCESS OF REGISTRATION AS AN EXPORTER HAS

----------------- 332875 9619431 /49 38 - BEEN SIMPLIFIED AND STREAMLINED
0 §614421 APR 88
FM AMEMBASSY L 1L ONGWE == THE NUMBER OF OFFICIALLY REGISTERED EXPORTERS
TO SECSTATE WASHOC (MMEDIATE 488 - HAS INCREASED, PARTICULARLY AMONG NONTRAQIT|ONAL
INFO AMEMBASSY NAIROBI - EXPORTERS AND SMALL ANO MEDIUM ENTERPRISES
AMEMBASSY HARARE
C. CONDITIONS GOVERNING RELEASE OF USAID FUNDS:

UNCLAS SECTION 38 OF 18 L ILINGWE 21839
THE FIRST TRANCHE OF usDOLS 2.2 MILLION VILL BE MAOE

AIDAC AVAILABLE WHEN THREE CONDITIONS ARE SATISFISD. FIRST,
THE GOM AND THE WORLD BANK HAVE SUCCESSFULLY CONCLUDED

FOR AFR/PD, AFR/DP aND AFR/SA NEGOTIATIONS ON THE ITPAC PROGRAM WHICH VILL PROVIDE THE

NAIROBI FOR REDSC/ESA BROAD PCL ICY FRAMEWORK FOR AID’S ASSISTANCE, AND THE
PROGRAM HAS BEEM AUTHORIZED BY THE BANN'S EXECUTIVE

E.0. 12356: N/& BOARD, SECOND, THE RESERVE BANK OF MALAWI MAS

SUBJECT: MALAW| EXPORT REVOLVING FUND (MERF) - PAIP 1(612-8223) ESTABLISHED THE MALAWI EXPORT REVOLVING FUND WITH AN
OFFSHORE COMMERCIAL BANX AND WAS FINALIZED THE

ASSOCIATED WITH THE ITPAC PROGRAM, WITH PARTICULAR PROCEDURES FOR OPERATING AND ACCESSING THE FUMD. THIRR

EMPHASIS ON THOZE AREAS IN WHICH USAID 1S QIRECTLY ASSURANCES HAVE BEZN PROVIDEQ BY THE GOM aKD THE RESERVE

INVOLVED. ¢ BANK THAT THE FUNOS TO BE DEPOSITED IN THE MERF ACCOUNT
WiLL BE ADDITIONAL TO THE FOREIGN EXCHANGE CURRENTLY

TO OATE, THE OESIGN OF MERF HAS BEEN A COLLABORATIVE AVAILABLE TO THE PRIVATE SECTOR.

EFFORT WITH USAID, THE YORLD BANK AND THE GCM. USAID

PARTHECIPATED N THE JAN''ARY 1933 WORLD BANK APPRAISAL THE SECOND TRANCHE OF US DOLS [S.9 MILLION WILL BECOME

MISSION. THIS INVOLVEMENT Will CONTINUE THROUGH THE AVAILABLE FOR OISBURSEMENT IN FY 1999, HOWEJER, 173

FINALIZATION OF THE PROGRAM IN JUNE 1933 4ND OVER THE RELEASE TO THE MERF WILL DEPEND ON THE SATISFACT'CN OF

LIFE OF ITS iMPLEMENTATION, THREE CONDITIONS. FIRST, THE ANALYSIS OF THE CPERATION

OF THE MERF AND DEMAND FOR FOREIGN EXCHANGE BY TE
B. ASSESSING THE PROGRAM'S IMPACT:

DURING THE PAAD OQESIGN, BASE! INE OATA WILL BE COLLECTED
ON A NUMBER OF INDICATORS WHICH WILL BE RELIED UPON OVER
THE COURSE OF THE PHOGRAM'S IMPLEMENTATION TO ASSESS
PROGRESS (N THE ATTAINMENT OF THE PROGRAM'S OBJECTIVES
THESE INDICATORS BY THE THREE OUWJECTIVES ARE OUTLINED
BELOW:

1. INCREASED AVAILABILITY OF FORe IGN EXCHANGE TO THE
PRIVATE SECTOR, PARTICULARLY EXPORT IADUSTRIES.

== THE ABSOLUTE AMOUNT Of FOREIGN EXCHANGE
- AVAILABLE TO EXPORTERS WAS INCREASEN AS WELL AS
- THE AMOURE-AYAILABLE TO OTHER PRIVA/E SECTOR
- IKPORTERS.

== THE SHARE OF FOREIGN EXCHANGE GOIKG TO THE
- PRIVATE SECTOR HAS INCREASED WHILE THE
- PROPORTION TO THE PUBLIC SECTOR HASL DECLINEO.

== THE NUMBER OF PRIVATL SECTOR FIRNS GAINING
- ACCESS TO FOREIGN EXCHAMGE HAS EXPANDED,

2. ESTABLISHMENT OF A SIMPLIFIED AND STREAMLINED
FOREIGN EXCHANGE ALLOCATION SYSTEM WHICH |S ORIVEN
BY THE SUPPLY AND DEMAND FOR FOREIGN £ xCHANGE.

== THE NUMBER OF PRDCEDURES AND STEPS AND THE

. AMOUNT OF TIME REQUIRED TO OBTA'N EXCHANGE HAS
- BEEN REDUCEO.

UNCLASSIFIED (
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PAGE 1) LILONG #1639 09 OF 18 #618311 1668 8177 AtD2744 LILOWG 01839 M OF 19 @u13012 1669 @25177 AID2184
ACTION ALD-00 EXPORTS 1S USDOLS SB NILLION. SINCE MANUFACTURING
INOUSTRIES ARE MORE OEPENDENT ON !MPORTS THAN

ACTION OFFICE AFPQ-94 AGRICULTURAL INDUSTRIES, IT (S ASSUMED THAT $3 PERCENT
INFO  AAAF-03 AFEA-@) AFSA-0) AFOP-3§ SEOP-81 FPA-F2 AFEO-N2 OR US DOLS 25 MILLION WOULD BE REGU!RED ANNUALLY.

SERP-#1 AFTR-§ SECS-221 9PPR-82 1G-31 4GC-d1 GCAF-d1 MOWEVER, UNLIKE AGRICULTURE IN wHICH OMLY ONE CROP 15

PPEA-§1 SEQS-32 PPDC-81 FM-@2 CIM-02 APPC-02 STAG-42 EXPORTED PER YEAR, THE MANUFACTURING SECTOR Can

PPR-81 SAST-#1 SEC-31 TOP-03 ES-81 STFA-81 RELO-#1 ANTICIPATE ON AVERAGE AT LEAST TWO PRODUCTION CYCLES.

TELE-01 PRE-$& /367 A) RACes TANING THIS INTO ACCOUNT AND ASSUMING 19@ PERCENT

bttt S et S S LI - REPLENISHMENT OF THE MALAWI EXP'RT REVOLVING FUND, THE

INFQ LOG-88 AF-0S cl ? EB-08 000E-30 /008 ¥ ACTUAL ANNUAL REQUIREMENTS UF MC TRADITIONAL EXPORTERS

"""""""""" ERPIYT I IR YT YRAY BRT WOULD BE USDOLS 12.% MILLION (ONe WALF THE USDOLS 28

0 §614427 APR 32 RILLION ANNUAL REQUIREMENT).

FN AMEMBASSY L1LONGVE

TO SECSTATE VASHOC iMMEDIATE 1439 TRUS, TNE :NITIAL ESTIMATES OF THE ANNUAL FOREIGN

INFO ANEMBASSY NAIROBI EXCHANGE REQUIREMENTS OF THE EXPORT SECTOR i$ USOOLS 28

AMEMIASSY HARARE RILLICN, SPLIT EQUALLY BETWEEN TRAUITIONAL AND
NONTRADITIOMAL EXPORTERS. OF THIS AMOUNT, THE USAID

UNCLAS SECTION @9 OF 18 LILONGVE #LY3Y PROGRAN WOULD PROYIOE USDOLS 8 MILLION IN THE FIRST
YIAR. THE FUND WOULO, HOWEVER, GROW TO USDOLS 3%

AIDAC RILLION IW THE SECOMD YEAR wHICH WOULD COVER THE CURRENT
AMNUAL ESTIMATEO REQUIREMENTS PLUS ANTICIPATED EXPANSION

FOR AFR/PD, AFR/OP AND AFR/SA IN EXPORT |NDUSTRIES.

NAIROBI FOR REOSO/ESA
THE RESEARCH ANO STATISTICS OIVISION WITHIN THE RESERVE -

E.0. 12336: w/A BANK WILL BE COMPLETING A MORE CONPRENEMSIVE HISTORIC

SUBJECT:  MALAVI EXPORT REVOLYING FUND OERF) =~ PAIP (§12-822)) STUBY OF THE EXPORT SECTOR'S AS WELL AS PRIVATE SECTOR'S
REQUIREMENTS FOR FOREIGN EXCNANGE, THIS INFORMATION

EXPORT SECTOR AS WELL AS THE SUPPLY OF FOREIGM EXCHANGE WILL BE AVAILABLE FOR THE PAAD DESIGN. EXPORTERS WILL

JUSTIFIES THE RELEASE OF AN ADOITICNAL USDOLS 1S MILLION OC OIVIDED INTO TRADITIOKAL AND NOMTRAD|TIONAL ONES.

TO MERF. SECONO, SIGNIFICANT PROGRESS HAS BEER MADE IN THESE ViLL BE FURTHER SUBDIVIDEO 8Y THE SILE CF THEIR

THE ATTAINHENT OF THE PROGRAN‘S TAREE QBJECTIVES. THIS ESTABLISNMENT, FOR EACM OF THESE CATEGORIES, THE TYPf

WILL BE DETERMINED BY A JOINT USAID AND GOM ANALYSIS OF ARD VALUE OF GOODS IMPORTED OURING THE LAST FEW YEARS

THE CHANGES wHiCH WAVE OCCURRED IN THE BASEL INE DATA VILL GE AMALYZED. IN 40DITION 7O PROVIDING

OVER THE FIRST YEAR OF THE PROGRAN'S (MPLEMENTATION, JUSTIFICATION FOR THE SITE OF THE EXPORT REVOLVING FUND,

TNE WOALO BANK WiLL BE INVITEQD TO PARTICIPATE (N THIS TRE ANALYSIS WILL GIVE A BASELINE AGAINST WNICH T0

REVIEY., THIRO, ASSURANCES ARE GiVEN BY THE GOM THAT TKS ASSESS CROWTH iM THE EXPORT SECTOR. ALSO THIS AMALYSIS

USOOLS 15.@ MILL ON VILL BE N ADOITION TQ FOREIGN WILL BE IMPORTART T0 SETTING THE WASIS FOR MERF’S

L ACHANGE RESOURCES ALREADY AVAILABLE T0 THE PRIVATE

SECTOR.

THE MISSION ViLL ESTABLISH A SEPARATE PROJECT GRANT
AGREEMENT OF US J0L3 1.8 MILLION TO FINANCE TECHNICAL
ASSISTANCE AND TRAINING ASSOCIATED WiTH THE
IMPLEMENTATION OF THE 1TPAS PROGRAN. PARTICULAR
EMPHASIS WILL BE GIVEN TO TME TECHNICAL ASSISTANCE AND
TRAINING REQUIREMENTS OF THE RESERVE BANK OF MALAVI AND
TNE COMMERC!IAL BANKING SYSTEN ANO FOR THE DEVELOPMENT
AMD ESTABLISHMENT OF A MALAWI CAPITAL MARMET STRUCTURE.
GTHER THAN THE REQUIREMENT THaT USAID 1S FURNISHED WITH
THE LIST OF AUTHORIZED REPRESENTATIVES AND SIGNATURES
FAON THE GN, NO OTNER COND)TIONS PRECEDENT TO
OISRURSEMENT YILL GQYERN THE USE OF THESE FUNDS. THESE
FUNDS %!LL ALSO BE OSTD T MONITOR AND EVALUATE THE
PROGRAM, ASSESS THE SOCIAL AND ECOMOMIC IMPACTS OF THE
STRUCTURAL ADJUSTMENT PROGRAN AMO OTHER MACRDELONOMIC
POLICY RELATED STUDIES.

IV, ESTABLISHMENT AND OPERATION OF THE MALAWI EXPORT
REYOLVING FUND:

A, EXPORTERS'S DEMAND FOR FOREIGN EXCHANGE:

MALAWI'S TRADITIONAL EXPORTS SUCH AS TOWACCO, TEA, SUGAR
AND COFFEE ARE EXPECTED TO VALUE S OOLS 25@ MILLION IN
1988, THE ASSURED IMPORT CONTENT EXCLUSIVE OF
FERTILIZERS AND FUEL 1S § PERCENT OA US OOLS 12,8
niLLion,

1N TNE CASE OF WONITRAZITIONAL EXPORTERS, MOST OF WWOM
ARE N THE MANUFACTURING SECTOR, THE ESTIMATED VALUE OF

UNCLASS IF 1ED |
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ACTION Al1D-00

ACTION OFFICE AFPO-04

INFO AAAF-8) AFEA-9) AF3A-0) AFOP-@6 SEOP-@1 FPA-32 QFE0-82

SERP-@1 AFTR-0S SEC3-92 PPPE-32 1G-81 GC-31 GCAF-3i

PPEA-81 SEQS-J2 PPOC-01 FM-92 GCCHM-82 APPC-02 5TAG-02

PPR-@1 SAST-@1 3EC-d1 TOP-05 ES-31 5TFA-@1 RELO-8%
TELE-?1 PRE-36 /867 a3 ACE6

INFO LOG-39 aF-2@ ClAE-80 €B-39 OCOE-39 /333 W
--------------- 132226 861545 /41 1B

0 B61442L APR 38

FM AMEMBASSY L ILONGWE

TO SECSTATE WASHOC (MMEDIATE 1462

INFO AMEMBASSY NAIROBI

AMEMBASSY HARARE

UNCLAS SECTION 12 OF 18 LILONGWE 91833
AlDAC

FOR AFR/PD, AFR/DP AND AFR/SA
NAIROB! FOR REDSO/ESA

E.0. 12355: N/A
SUBJECT: MALAWI EXPORT REVOLVING FUND 'MERF} - PAIP (612-822))

LTO. BY A BANK LETTER OF CRLOIT,

OW TEXTILES A5 A RZGISTERED EXPORTER SUBMITS iTS
APPLICATION TO THE NATICNAL BANK OF MALAWI. THE
NATIONAL BANK ANSLYZES THE APPLICATION AND CERTIFIES T
FOR ACCESS TO MERF, THE APPLICATION 1S SENT TQ THE MERF
STAFF IN THE EXPORT SECTION OF THE EXCHANGE CONTSOL
DEPARTMENT IN THE RESERYE BANK CF MALAWI, THE MERF
STAFF RE/1EWS AND RECORGS THE APPLICATION. THE FOREIGN
EXCHANGE JEPARTMENT 5 NOTIFIED TO INSTRUCT THE FORE!GN
COMMERCIAL JaNK &ND THE L3CAL BaNK TO S3TABLISH TwO
LETTERS OF CREDIT  ONE LETTER CF ZREDIT 13 TO THE
SUPPLIER 7 THE JYE AND THE QTHER TO THE SUPPLIER OF THE
SYNTHETIC YARN. N 2001TION, THE US MANUFACTURER 1S
ADV!SED TO ESTABLISH A LETTER OF CREDIT TO COVER PAYMENT
OF (TS EX®ORT OROER WiTH OV TEXTILES. OW TEXTILES
ELECTS TO COVER THE COST OF THE 1MPORTS WITH THE FuLL
DEPOSIT OF THE LOCAL CURRENCY EQUIVALENT OF iTS IMPORT
ORDERS PLUS BANKING CHARGES.

AFTER 6@ DAYS, OW TEXTILES RECLIVES BOTH [MPORTED
FTENS. THE FOREIGN COMMERCIAL BANK MAKES PAYMENT TO THE
TWO USA SUPPLIERS, ANO OM TEXTILES' ACCOUMT WITH THE
NATIONAL BANK OF MALAWI| IS DEBITED THE MALAWI KWACHA
ES'IVALENT. THE CLOTH 1S .MANUFACTURED AND EXPORTED
VITHIN 118 DAYS AND IS RECEIVED BY THE USA MANUFACTURER
AFTER A FURTHER 4@ DAYS, PAYMENT OF USDOLS 1.5 MILLION
IS MADE THRQUGH THE LETTER OF CREDIT TO THE MERF ACCOUNT
WITH THE FOREIGM COMMERCIAL BANK. SINCE OW TEXTILES
FULLY COVERED THE VALUED OF THE TvO LETTERS OF CREDIT
FOR THE IMPORTED RAW MATER(ALS, THE FOREIGN COMMERCIAL
BANK OMLY DEQUCTS THE USOOLS @.5 MILLION FOR THE COST OF
THE RAW MATERIALS PLUS AN ADDITIONAL NOMINAL AMOUNT FOR
BANNING CHARGES ASSOCIATED WITH HANDLING THE L/C.

THE USOOLS 3.5 MILLION IS RETURNED TO MERF AND 1S
AYAILABLE FOR REALLOCATION TO OTHER EXPORTERS. A SHARE
OF THE REMAIMING APPROXTMATELY USOOLS 1.0 MILLION 1§
PLACED IN AN FOREIGN EXCHANGE ESCROW ACCOUMT TO MAINTAIN
CAPITALITATION OF THE FUND ANO TO PERMIT 1T TO GROW QVER
TIME., THE MET BALANCE BECOMES A PART OF THE RESERVE
BANK'S GEMERAL POOL OF FOREIGN EXCHANGE. THE RESERVE
BANK OF MALAWI CREDITS O\ TEXTILES' ACCOUNT WITH THE
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NAT1ONAL BANK OF MaiAW! THE XKWACHA ENUIVALENT OF USDOLS
1.50 MILLION,

7. USE OF MERF RESOURCES AT END OF PROGRAM

THE MERF IS ESSENTIALLY 4N INTERIM MECHANISH FOR
STIMULATING MALAWI'S EXPORT SECTOR, ONCE THE FOREIGN
EXCHANGE ALLOCATION SYSTEN HAS BEEN L IBERALIZED THE NEED
FOR THE MERF WILL HAVE ENDED. AT THAT TIME, THE MERF
FUNDS WOULD BE RELEASED TO THE GENERAL POOL OF FOREIGN
EXCHANGE.

F.  COUNTERPART FUNOS ANO THEIR USE:

THE RESERVE BANK OF MALAWI WILL OPEN A KWACHA
COUNTERPART ACCOUNT IN ITS BANKING OEPARTMENT. AS USAID
OEPOSITS OF USDOLS ARE MADE INTO THE MERF ACCOUNT WITH
THE FOREIGN COMMERCIAL BANK, THE EQUIVALENT IN KWACHA AT
THE HWIGHEST LEGAL EXCHANGE RATE ON THE DAY OF DEPOSIT
WILL BE MADE INTO THE SPECIAL COUNTERPART ACCOUNT. THE
RESERVE BANX AKO THE USA!D MISSION PREFER THIS METMOL OF
GENERATING LOCAL CURRENCY RATHER THAN RELYING ON THE
PAYMENT OF LOCAL CURRENCY BY THE MALAWIAN EXPORTER AT
THE TIME PAYMENT (S MADE FOR THE IMPORTED ITEMS.

NINETY 39 PERCENT OF THE FUNDS WOULD FINANCE THE
EXPANSION OF COMMERCIAL BAXM CREDIT TO THE PRIVATE
SECTOR INCLUDING FURTHER LOAN FUNOS FOR OMLENDING BY
INDEBANK, INDEFUNO AND SEDOM TO PRIVATE BUSINESSES

THIS LENDING PROGRAM WOULD PLACE EMPHASIS ON THE
EXPANSION OF SMALL AND KEOLUM ENTERPRISES AND ATTEMPT TO
BUILD A CLOSER TIE BETWEEN THE COMMERCIAL BANKING SYSTEM
AND THESE FINANCIAL INSTITUTIONS. THESE FUNDS NOULD
ALSO CONSTITUTE A COMMERCIAL BANK RESOURCE WHICH
POTENTIAL INVESTORS COULD ACCESS TO PAY EQUITY SMARES (N
THE VARIOUS COMPANIES 7TEING 0iVESTED UNDER THE ADMARS
OJVESTITURE PROGRAM OR OTHER SIMILAR PROGRAMS INITIATED
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ACTION A10-38 COMPONENT OF THE RESCRVE BANK'S OWN TRACKING OF THE
------------------------------------------------------ SUCCESS OF THE PROGRAM AND WILL BE USED TO MODIFY 4ND
ACTION OFFICE aFPD-U4 FINE-TUNE THE SYSTEM. THE SECOND WILL BE PERIODIC
INFO 2AAF-8) AFEL-8) AF5A-01 AFOP-86 SEOP-81 FPA-02 AFEQ-82 {NFORMATION ON THESE INDICATORS FURMISHED BY THE RESERVE
SERP-B1 AFTR-83 3EC3-02 PPPB-82 1G-31 GC-81 GCAF-91 BANK OF MALAWI, THE MINISTRY OF FINANCE, THE NATIONAL
PPEA-81 SE0S-82 PPDC-31 FH-32 GCCH-82 aPPC-92 3TAG-32 STAT.STICS OFFICE, TAE COMMERCIAL BANKS AND THE PUBLIC
PPR-31 SAST-91 SEC-31 TOP-35 E5-31 STFA-9] RELC-81 RECORDS OF CERTIFIED PUBLIC ACCOUNTING FIRMS.
TELE-81 PRE-36 /@867 A RCI6
"""""""""""""""""""""""""""""""""""""""""""" SPECIFIC EXAMPLES OF THE DATA TO 8E COLLECTED AND
INFO LOG-89  aF-98 GlAE-08 EB-08 DOOE-38 /880 W ANALYZED QURING THE DESIGN AND MONITORING PROCESS ARE
--------------- 332255 9615461 /41 38
0 3614427 APR 388 1. AN ENUMERATION OF THE NUMBER ANO TYPES OF FIRMS
FM AMEMBASSY L tiCNGWE INVOLVED IN THE EXPORT SECTOR. THIS WiLL INCLUDE
TO SECSTATE WASHOC IMHEDIATE 346) THE COMMODITIES AND THEIR VALUE OF EXPORTS, THE
INFO AMEMBASSY NAIROBI FIRMS WILL BE CLASSIFIED BY THE SI2E OF
ANEMBASSY HARARE ESTABLISHMENT AS MEASURED BY THE NUMBER OF £MPLOYEES
AND TS NET WORTH AND WHETHER THEY ARE INVOLVED IN
UNCLAS SECTION 13 OF 18 LILONGWE 21839 TRADITIONAL OR NONTRADITIONAL EXPORTS
AlDAC 2, A HISTORICAL ANALYSIS OF THE AMOUNT OF FOREIGN
EXCHANGE AVAILABLE TO THE PRIVATE SECTOR OVER THE
FOX AFR/PD, AFR/DP AND AFR/SA PAST FEW YEARS. THIS INFORMATION WILL BE DIVIDED
NAIROBI FOR REDSO/ESA BETWEEN EXPORT AND NON-EXPORT FIRMS AND INDUSTRIES.
FGR THOSE FIRMS INVOLVED (N E<PORTS, THE TYPOL OGY
E.0. 12356: N/a OEVELOPED ABOVE WILL BE USED TG ASSESS FOREIGN
SUBJECT: MALAWI EXPORT REVOLVING FUND (MERF) - PAIP (612-8223) EXCHANGE DEMAND BY TRADITIONAL AND NONTRAD!TIONAL
EXPORTS.
IN THE FUTURE. ALSO FUNDS WOULD GO TOVARD THE
STREXGTHENING OF BUSINESS AND TECHNICAL ADVISORY 3. THE RECENT EXPERIENCE OF EXPORTERS WILL BE
SERVICES AND ENTREPRENEURIAL TRAINING BY DEMATT, ANALYLZED. THIS WILL CONSIST OF A REV!EW OF THE
INDEFUND, SEOOM AND MED! (MALAW) ENTERPRISES DEVELOPMENT APPLICATIONS MAOE FOR FOREIGN EXCHANGE. [HE NUMBER
INSTITUTION) . APPROVED, THE AMOUNT OF TtME REQUIRZD TO GAIN
APPROVAL, THE TIME BETWEEN APPROVAL AND ARRIVAL OF
THE USAIC MISSION WILL REQUEST THAT 13 PERCENT OF THE GOODS, THE TiME BETWEEN RECEIPT OF GODD3 and
FUNDS BE PLACED 1IN A TRUST FUND ACCOUNT FOR USE BY TNE CONSUMATION OF THE EXPORT ORDER AND THE TiME
MISSION IN MEETING ZOME OF IT5 AWACHA EYPENSE REQUIRED FOR THE SUPPLIER OF THE 1MPORTEQ COMMODITY
REQUIREMENTS iN MALAW) E.G. HOUSING AND OFFICE TO RECEIVE PAYMENT BY THE RESERVE BANK
OPERATIONS

V. PROGRAM MONITORING AND MANAGEMENT:
A. MONITORING REQUIREMENTS:

HONITCRING AND TRACKING PROGRESS TOWARO THE ATTAINMENT
OF THE PROGRAM'S OBJECTIVES ARE IMPORTANT COMPONENTS OF
THE PROGRAM. HOVEVER, IN ESTABLISHING MONITORING
PROCEDURES SEVERAL FACTORS HAVE BEEN TAKEN INTO
RCCOUNT. FIRST, THE USAID PROGRAM 1S AN INTEGRAL
COMPONENT OF THE LARGFR ITPAC PROGRAM. THUS, ANY SYSTEM
OEVELOPED MUST COMPLEMENT THE APPROACH TAKEN Id |TPAC
AND INVOLYE CLOSE COLLABORATION WITH THE WORLD BANK AND
OTHER BILATERAL DONORS WHICH EVENTUALLY BUY iNTO THE
PROGRAM, SECOND, EVEW WITH THE PLANNED INCRERSES [N THE
MISSION'S STAFF, EACH PROJECT OFFICER WILL BE HANDLING
LARGE PORTFOLIOS OF ACTIVE PROJECTS OR PROGRAMS.  THUS,
THE SYSTEM NEEDS TO CONCENTRATE ON {NFORMATION AND DATA
AMALYSIS WVHICH ARE ESSENTIAL FOR MEASURING PROGRESS
WHILE HINIMILZING THE AMOUNT OF MISSION STAFF TIME
REQUIRED. THiRD, OWNERSHIP OF THE PROGRAM RESTS WITH
THE GOM ANO THE REZERVE BANK OF MALAWI. THEREFORE, (T
IS ESSENTHAL THAT TMEY PLAY A LEADING ROLE IN THE
ANALYSIS AND EVALUATION OF PROGRESS ANO THAT THE SYSTEM
RELY ON DATA WHICH 1S RELATIVELY EASY FOR IT T0 COMPILE
AND ACCESS.

THE MOMITORING SYSTEM WILL MAKE USE OF TWO TYPES OF
OATA.  THE FIRST WiLL BE DATA COLLECTED OURING THE PAAD
DESIGN ON THE KEY INDICATORS. THEZE DATA WILL FORM THE
BASEL INE AGAINST WHICH PROGRESS WILL BE MEASURED IN THE
SECOND YEAR. AL3O0 THI3 INFORMATION WILL BE AN tMPORTANT
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---------------------------------------------------------- sessee-s B, MANAGEMENT REQUIREMENTS:

ACTION OFFICE aFPD-a¢

INFO AAAF-8) AFEA-03 AFSA-33 3FDP-35 SEOP-31 FPA-82 AFEO0-62

SERP-31 AFTR-0S SECS-82 PPPB-82 1G-01 GC-91 GCAF-9t

PPEA-81 SEDS-82 PPOC-@1 FM-32 GCCHM-82 APPC-02 STAG-82

PPR-81 SAST-81 SEC-31 7TOP-85 E3-@1 STFA-@1 RELO-01
TELE-81 PRE-36 /@67 A) RCEG

INFO L0G-¢ AF-39  CIAE-3G EB-38  DODE-30 /80% %
------------------ 32274 261S4TL /49 38

0 9614422 aPR 88

FM AMEMBASSY L 1L ONGWE

TO SECSTATE WATHOC IMMEOIATE 1464

INFO AMEMBASSY NA!ROBI

AHENBASSY HARARE

UNCLAS SECTION 14 OF 18 LILONGWE 21839
A1DAC

FOR AFR/PD, AFR/DP AND &FR/SA
NAIROBI FOR REDSO/ESA

E.0. 12356 N/A
SUBJECT: MALAME EXPORT REVOLVING FUNO MERF) - PAIP [612-8223)

4, AN ASSESSMENT OF THE PROCEDURES AND PROCESS FOR
FOREIGN ErCHANGE APPROVALS. THIS WILL INCLUDS aN
OUTLIHE OF TnE STEPS ANO PROCESS AND wiILL BE RELATED
TO THE TIPE ANALYSIS IN JECTION ) ABOVE.

w

ONCE THE MERF 1S OPERATIONAL THE FOLLOWING
ADOITIONAL DarA WILL BE F0UT!NELY COMPILED BY THE
RESERVE BANN FROQM (NFCRMATION SUPPLIED BY THE
FOREIGN AND LOCAL COMMERCIAL BANAS INVOLVEO IN THE
PROGRAM:

A, FINAKCIAL STATENMENTS ON THE FUMD AND ALL ESCROW
- ACCOUNTS ASSOCIATED WITH IT. THIS WILL INCLUDE
- RECEIPTS, DISBURSEMENTS AND REFLOWS

B.  TYPES AND VALUES OF GOODS BEING {MPORTED THROUGH
- THE FUND,

C. INFORMATION ON PAYMENT PROCEDURES BEING UTILIZED
- BY TYPE OF EXPORTER

D. TYPES AND VALUES OF GOODS BEING EXPORTED
- THROUGH THE FUND.

E.  NUNBER AND ;7PZ OF APPLICATIONS BEING HANDLED
- B8Y THE FUND, CLASSIFIED BY TYPE OF EXPORTER

THE PAAD DESIGN TEAM WILL EXPLORE WITH THE GOM WNICH OF
THESE DATA WiLL 8E PROVIOED QUARTERLY ANO
SEMI-ANNUALLY. FOR EXAMPLE, FINANCIAL STATEMENTS WILL
BE NEEDED QUARTERLY, BUT DETAILS (¥ THE ALLOCATION
PROCESS ONLY EVERY 51X MONTAS.

THE ANALYSIS OF THIS DATA WILL BE THE BASIS ON WHICH
USAID WILL AKE THE DISBURSEMENT OF THE SECOND TRANCHE
IN FY 13983, THIS ANALYSIS WILL EXAMINE PROGRESS TOWARD
THE ATTAINHENT OF THE PROGRAM'S OBJECTIVES AND THE
GROWTH N THE DEMAND FOR FOREIGN EACHANGE. 1F PROGRESS
HAS BEEN SATISFACTORY AND THE OEMAND FOR THE FOREIGN
EXCHANGE RESQURCES JUSTISIES THE RELEASE OF THE USAID
FUNDS, THE UZAID HIS3ION OIRECTOR WILL APPROVE THE
DISBURSEMENT OF THE FUNDS TO THE MERF.

FOR THE GOM, OVERALL RESPONSIBILITY WILL RESIDE IN THE
TREASURY, MINISTRY OF FINANCE. HOWEVER, THE DAY YO DAY
OPERATION OF THE FUMD WiLL BE THE RESPONSIBILITY OF THE
RESERVE BANK OF MALAWI {N COLLABORATION WiTH THE
COMMERCIAL BANKS.

WITHIN THE USAID MISSION, THE PROGRAM WILL BE MANAGED 8Y
THE RECENTLY ESTABLISHED PROGRAMMING, ANALYSIS AND
EVALUATION OFFICE WEADED BY THE PROGRAM OFFICER., THIS
OFFICE WHEN FULLY STAFFEQ WILL CONSIST OF THE PROGRANM
OFFICER ‘USOH), THE ECONOMIST .JSOH}, THE EVALUATION
OFFICER (US QR FSN PSC), SOCIOLOGIST (US OR FSM PSC),
THE LIBRARIAN (US PSC}, TWO PROGRAM ASSISTANTS IFSN PSC)
AND TWO SECRETARIES (FSN PSC).

THE ECONOMIST, WITH THE SUPPORT OF THE PROGRAM OFF ICER
AND SOCIOLOGIST, WILL HAVE PRIMARY RESPONS:BILITY FOR
THE PROGRAM AS WELL AS THE OTHER ACTIYE ECONOMIC POLICY
REFORM PROGRAM, THE AOMARC PARASTATAL DIVESTITURE
(612-0227). THE ROLE OF THE SOCIOLOGIST WILL BE TQ
HONITOR YHE SOCIAL AND DISTRIBUTION !MPACTS OF THE
STRUCTURAL ALJUSTMENT PROGRAM IN GENERAL AND TQ ALERT
THE USAID MISSION AKD GOM OF ANY MAJOR ADVERSE EFFECTS,

A PROGRAM IMPLEMENTATION COMMITTEE CHAIRED BY THE ‘
MINISTRY OF FINANCE WiLL BE FORMED. THE COMMITTEE WILL
MEET AT LEAST QUARTERLY TO REVIEW IMPLEMENTATIOY OF TME
PROGRAM. THE COMMITTEE WILL CONS!ST OF REPRESENTATIVES
FROM USAID, THE RESIDENT WORLD BANK MISSION, THE
DEPARTMENT OF ECONOMIC PLANNING AND DEVELOPHMENT, THE
RESERVE BANK OF MALAW! ANO THE COMMERCIAL BANKS. THE
COMMITTEE WILL ENSURE THE FLOW OF DATA AND INFORMATION
NEEDED TO ASSESS PROGRESS. THE COMMITTEE wWilL CIWOUCT a
THOROUGH REYIEW CF PROGRESS PRIQR TO THE RELEASE OF THE
SECOND TRAMCHE AND (TS REPORT AND RECOMMENDATIINS WILL
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FM AMEMBASSY L |LONGWE

TO SECSTATE WASHOC IMMEDIATE 146%

INFO AMEMBASSY NAIROBI

AMEMBASSY HARARE

UNCLAS SECTION 15 OF 18 LILONGWE 91819
AIDAC

FOR AFR/PQ, AFR/DP AND AFR/SA
NAIROBI FOR REDSO/E3A

€.0. 12356: N/A
SUBJECT: MALAWI EXPORT REVOLVING FUND (MERF} - PAIP 1(612-d223)

BE AN IMPORTANT INPUT INTO THE MISSION DIRECTOR'S
DETERMINATION THAT SIGNIFICANT PROGRESS HAS BEEN MADE.

VI, RELATIONSHIP TO USAID/MALAWI'S STRATEGY AND
COORDINATION WITR OTHER CONORS:

A. RELATIONSHIP TO USAID/MALAWI'S STRATEGY:

THE MISSION'S STRATEGY 1S BUILT ARCUND FOUR OEVELOPMENT
PRCBLEM AREAS. THESE ARE: 1) LOW PER CAPITA INCOME OUE
TO LOW SMALLHOLDER AGRICULTURAL PRODUCTIVITY AND LMITED
OFF-FARM EMPLOYMENT OPPORTUNITIES; (2) LIMITED HUMAN
RESOURCES aND |NSTITUTHONAL CAPACITY TO SUPPORT
DEVELOPMENT; (1) AIGH MORTALITY,K “ORBIDITY AND
POPULATION RATES; AND (4) ACUTE SHORTAGES OF F!MANCIAL
RESOURCES. MERF AND THE ITPAC PROGRAM WILL HAVE AN
IMPACT ON THREE OF THESE STRATEGIC AREAS. THE MOST
IMPORTANT WILL BE THE INCREASE IN THE FOREIGN EXCHANGE
RESOURCES AVAILABLE TO MALAWI. THIS WiLL EASE
INFLATIONARY PRESIURES AND PROVIOE A NET INCREASE IN
FINANCIAL RESOURCES TO SUPPORT ECONOMIC GROWTH,
FURTHERMORE, BY DIRECTING THE FOREIGM EXCHANGE RESOURCES
TO THE PRIVATE EXPORT SECTOR AND SIMPLIFICATION OF THE
FOREIGN EXCHANGE ALLOCATIDN SYSTEM, MERF WiLL BE A
STIMULUS TO EXPANSIQN_OF EMPLOYMENT AND INOUSTRIAL
GROWTH.  THE LOCAL CURREMCY RESOURCES WiLL COMPLEMENT
THE FORE!GN EXCHANGE RESOQURCES BY BOOSTING INVESTHENTS
IN SHMALL AND MEQIUM ENTERPRISES MO CREATING GREATER
ACCESS TO INVESTHMENT CAPITAL RESOURCES. ALSO THE US
DOLS 1.0 MILLION SET ASIDE FOR TECHNICAL ASSISTANCE AND
TRAINING WitL BE UTILIZED TO STRENGTHEN THE HANAGEMENT
AND ALLOCATION OF FOREIGN EXCHAMGE, 1M PARTICULAR, ANO
THE BANKING AND CAPITAL MARKET SYSTEM !N GENERAL. THUS
THIS WILL COMTRIBUTE TO THE DEVELOPMENT OF HUMAN CAPI{TAL
AND INSTITUTIONAL CAPACITY IN THIS 3ECTOR OF THE
ECONOMY. WITH THE EXPANSIOK OF THE ECONOMY WHICH WiLL
RESULT FROM THE ITPAC PROGRAM, THE GOM WilLL BE IN A
BETTER POSITION TO FiNANCE THE DEVELOPMENT AND EXPANSION
OF SOCIAL SECTOR SERVICES JUCH A5 HEALTH, THEREBY
LESSENING THE I1MPACTS OF iTRUCTURAL ADJUSTMENT ON THESE
AREAS. THIS IS REGARDED A5 An  “PORTANT IJDIRECT EFFECT
OF THIS PROGRAM. IN SUMMARY, -5 PROGRAM I3 VERY MUCH
RELATED TO THE MAJOR STRATEGIC AREAS OF THE USAID
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PROGRAM,
8. DONOR COLLABORATION:

DONORS OTHER THAN THE WORLD BANK, IMF AND USAIO WHO HAVE
BEEN (NVOLVED IN THE STRUCTURAL ADJUSTHENT PROGRAM SINCE
ITS BEGINNING (N THE EARLY 1980°S HAVE INCLUDEO THE
BRITISH, JAPANESE, GERMANS aND EEC. THOSE MOST ACTIVE
IN THE POLICY OTALOGUE WITH THE GOM HAVE BEEN THE
BRITISH, GERMANS AND EEC. THE OTHER OONCRS*HAVE LARGELY
REL IED ON COFINANCING THE STRUCTURAL AOJUSTMENT PROGRAM
AND THE WORLD BANK TO CARRY OUT THE POLICY D{ALOGUE WITH
THE GoA.

THE WORLD BANK PLANS TO COMMIT USQOLS 85.8 MILLION OF
IDA MONIES TO THE TOTAL ANTICIPATED USDOLS 179.4 HILLION
ITPAC FUNDING PACKAGE. AT THE PRESENT TIME, USAID IS
THE MAIN BILATERAL DONOR WHICH HAS INDICATED AN tNTEREST
IN SUPPORTING THE NEW iTPAC PROGRAM. TO COMPLETE THE
ITPAC FUNDING PACKAGE, THE WORLD BANK 1S ANTICIPATING
CO-FINANCING FROM THE FOLLOWING DONORS:

= JAPAN: USDOLS 19.9 MILLION UNDER THE SPECIAL PROGRAM
FOR DEBT-DISTRESSED COUNTRIES

- EEC: USDOLS 12.9 HILLION

= AFRICAN DEVELOPMENT BANK: USDOLS 12.8 MILLION

= NETHERLANDS: USOOLS 3.8 MILLION

THE COLLABORATIVE WORKING RELATIONSHIP WHICH HAS
CHARACTERIZED THE STRUCTURAL ADJUSTHENT PROGRAM TO OATE
VILL CONTINUE OURING THE IMPLEMENTATION OF ITPaC, USAID
WILL INVOLVE THE WORLO BANK N THE JMPLEMENTATION
REVIEWS AKD THE ANALYSIS OF PROGRESS !NDICATORS
ASSOCIATED WITH THE MERF PROGRAM. L IKEWISE, THE WORLD
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ACTION A)O-38 HINISTRY OF FINANCE, THE DEPARTMENT OF ECONIMIC
----- seeessceccmcsanace.. - -- - PLANNING AND DEVELOPHENT, THE AFSIRVE BANK 3F HALAVI
ACTION OFFICE aFPD-63 AND THE NATIONAL STATISTICS OFFICE. THE
INFO AAAF-@3 AFEA-83 AFSA-Q) AFOP-d6 SEOP-F1 FPA-§2 AFEQ-B2 INTERNATIONAL BANAING EAPERT WILL WORM CLOSELY WITH
SERP-91 AFTR-g5 <ES-82 PPPB-d2 1G-81 GC-81 GCAF-Bt THE RESERVE BANK OF MaLAWI, THE MALAWIAN COMMERCIAL
PPEA-@1 SEOS-82 PPOC-31 FM-82 GCCN-@2 APPC-82 STAG-@2 BAMHS ANO FINANCIAL INSTITUTIONS, AND INTERNATIONAL
PPR-01 SAST-#1 SEC-d1 TOP-95 ES-81 STFA-@1 RELO-g1 BANKS OM THE OESIGN, OEVELOPMENT AND OPERATION OF
TELE-@1 PRE-06 /861 a3 RCES THE MALANI EXPORT REVOLYING FUND,
INFO  LOG-#9  AF-@8 Clac-aq Eo-go DODE-98 /308 ¥ I8 ABDITION TO THESE INDIVIDUALS, THE MISSION ¥OULD WISH
"""""""""" 332411 @615547 /41 38 TO HAVE CONSULTATIONS WITH SOUTHERN AFRICA REZIONAL
0 F614427 A®R 83 PRUGRAN STAFF WORKING OM THE DEVELOPMENT OF T4E SARP
FR AMEMBASSY L ILONGWE EXPORT REVOLVING FUND. THESE CONSULTATIONS WIULD BE
TO SECSTATE WASHOC IMMEDIATE 1466 ESSENTIAL TO THE DESIGM OF BOTH PROGRAMS. T IS
INFO AMEMBASSY NAIROBI PROPOSED THAT YHESE CONSULTATIONS TAKE PLACE IN L ILOWGWE
AMENBASSY HARARE 18 JUME 1948,
UNCLAS SECTION 18 OF 18 LILONGWE #1839 ASSURING A FIVE WEEK DESIGN EFFORT, TKE MISSION WILL
REQUIRE US DOLS 25,389 IN PD AND S FUNDS FOR THE TwO
ALDAC CONTRACT PERSONS. THIS WILL COVER SALARIES, TRAVEL COST
AND PER DIEM AKD THE RENTAL OF A VENICLE IN MALAWI. F
FOR AFR/PO, AFR/OP AND AFR/SA THE USON ECOMOMIST S PROVIOED BY USAID/WASHINGTON, THE
NAIROBI FOR REDSOQ/ESA MISSION WILL NEED AN INCREASE OF USOOLS 6,398 IN ITS
OPERATING EXPENSE TRAVEL BUDGET TO COVER THIS
E.Q. 12386: n/A INDIVIDUAL S TRAVEL AND PER DIEM.

SUBJECT: MALAVI EXPORT REYOLVING FUND OG®RF) - PAIP (§12-8223)
B. PAAD DEVELOPMENT SCHEOULE AND ISSUES:
SARK VILL INCLUDE USAIO N ITS OWN DIALOGUE WITM THE GOM
OM THE LARGER ITPAC PROGRAM AND TS PERIQDIC REVIEW §. PRE-PAAD DESIGN ACTIVITIES:
MISSIORS ONCE ITPAC 1S UNDERWAY,
BEFORE THE COMMENCEMENT OF THE PAAD DESIGN IN MID

VIi. PAAD DEVELOPNENT AND AUTHORIZATION: HAY, SEVERAL RELEVANT STUDIES WILL HAVE 3EEN
COMPLETED 8Y THE SOUTHERNM AFRICA REGIONAL PROGRAM
A, DESIGN REQUIRERENTS: OFF ICE tW HARARE. THESE STUDIES ARE BEING JONE X
CONJUNCTION WITH THE PREPARATION OF THE REGIONAL
ASSUMING AN APRIL 1388 APPROVAL TO PROCEEQ WITH PAAD EXPORT REVOLVING FUND PAIP. THE ONES WHICH WILL BE
DESIGN, THE MISSION PROPOSES 7O FIELD THE PAAD DESIGN USEFUL 1IN TRE OESIGN OF THE MERF INCLUDE THE

TEAN IN MIO MAY. THE CESIGN TEAM WwOULD CONSIST OF THE
FOLLOVING PERSONNEL ORAWM FROM A COMBINATION OF USAID
AND CONTRACTOR PERSONKEL.

1. TEAM LEADER WOULD 8E THE ASSISTANT MISSION DIRECTOR
WITH THE ASSISTANCE OF THE PROGRAM OFFICER. THE
TEA LEADER VILL BE RESPONSIBLE FOR OVERSEEING THE
BASELINE SURVEY WOAK WHICH WOULD OCCUR PRIOR TD THE
ARRIVAL OF THE PAAD TEAM AND THE DEVELOPMENT OF THE
PAAD QUTLINE. OURING THE OESIGM (TSELF, THE TEAM
LEADER WOULD DIRECT AND MANAGE THE DEVELOPMEMT OF
THE PAAD INCLUDING THE PROCESS OF POLICY DIALOGUE
WITN THE GOM ANO OTHER OCONORS.

USAID ECOMOMIST-MOULD. HAVE RESPONSISILITY FOR
DIRECTING THE WORK OF THE CONTRACT MACROECONOMIST
AND INTERNATIONAL SANKING EXPERT. USING THE VARIOUS
AMALYSES PROVIDED BY THESE TWO CONTRACT PERSONNEL,
THE ECONOMIST WOULD PREPARE THE MACROECONOMIC
SECTION, THE ANALYSIS OF THE OEMAND FOR FOREIGN
EXCHANGE, THE OPERATION OF MERF AND OTHER RELEVANT
ECLMONIC AND FINANCIAL SECTIONS CF THE PAAD, THIS
ECOMOMIST WOULD BE PROVIOED EITHER Y REDSO/ESA OR
USAID/VASHINGTON,

~

3. TWO CONTRACT PERSONNEL WOULD BE RECRUITED FROM ONE
OF THE MACROECONOMIC 1QC'S. THIS wOULD INCLUDE A
RACROECOMOMIST 4ND AN INTERNATIONAL BANKING EXPERT,
THE HACROECONOMIST WOULD DO AN ECONDMIC ANAL(SIS
WICH PROVIDES THE QVERALL MACROECONOMIC CONTEXT N
WICH THE PROGRAM WILL OPEZRATE. THIS ANALYSIS VILL
MAKE USE OF DATA AND SECOMDARY SOURCES Of
INFORMATION FRGM TNE WORLD BANK, THE IMF, THE
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FOR AFR/PD, AFR/DP AND AFR/SA
NAIROBI FOR REDSO/ESA

E.0. 12356: N/A
SUBJECT: MALAW| EXPORT REVOLVING FUND (MERF) - PAIP (512-922))

FOLLOWING:

A, FOREIGN EXCHANGE SUPPLY AND DEMAND: ACTUAL AND
- ANTICIPATED;

8. AVERAGE CYCLE TIME PER EXPORT TRANSACTION (BY
- INDUSTRY, COMMODITY ANO COUNTRY);

C.  IMPORT CONTENT OF EPORTS aND AVAILABILITY OF
. IMPORTS WITHIN THE SOUTHERN AND CENTRAL AFRICAN
- REGIONS; 4ND

0. COSTS TO OFFSHORE BANKS: ACCEPTABLE INTEREST
- RATE SPREAD AND RISK QUANTIFICATION.,

THE USAID/MALAMI MISSION WILL ALSO BE WORKING WITH
THE RESEARCH AND 3TATISTICS SECTION IN THE RESERVE
SANK OF MALAWI TO COMPILE BASELINE DATA ON THE
PROGRESS INDICATORS TO BE USED IN MONITORING AND
EVALUATING THE PROGRAM. THE DATA WiLL COME FROM THE
RESERVE BANK, HINiSTRY OF FINANCE AND MAT|ONAL
STATISTICS OFF ICE PRIMARYT OATA SQURCES., THIS
INFORMATIOX WILL BE ASSEMBLED N A SERIES OF TABLE
FORMATS WHiCH WILL BE AVAILABLE FOR ANALYSIS BY THE
PAAD BESIGN TEAN,

PLAD DESIGN SCHEDULE:

»

THE PAAD WOULD BE COMPLETED BY THE END OF JUNE FOR
REVIEW IN JULY 1988. CONSIDERING THE TINING,
MISSION REQUESTS AM AD ilOC DELEGATION OF AUTHORITY
TO APPROVE THE PAAD. WHILE THE PAAD IS BEING
REVIEWED, THE MI3ZION WOULD PREPARE THE TWO PROGRAM
GRANT AGREEMENTS WITH THE ASSISTANCE OF THE REGIONAL
LEGAL ADVISOR. ASSUMING A JULY AUTHORIZATION OF THE
PAAD, THE HISSION WOULD BE IN A POSITION TO CONCLUDE
THE TWO GRANT AGREEMENTS WITH THE GOM IN AUGUST 1988
OR EARLY SEPTCMBER AT THE LATEST,

3. I3SUES:

A, FUNDING OF THE PROGRAN:

" UNCLASS IFTED T
Department of State

INCOMING
TELEGRAA
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- THE *ISSION HAS AVAILABLE USDOLS 18.1 MILLION
FROM (TS FY t98R FUNDS TO PUT INTO THE PROGRAM.

THIS 1S BROMXEN OOWN BETWEEN USDOLS 5.8 MILLION FROM
CURRENT OY8 FUNOS ANO THE USODOLS 5.1 MILLION FROM

THE FORTHCOMING DrOBL IGATION AND RECBLIGATICN SEE
LILONGWE 81723) OF THE REMAINING FUNOS IN THE

BALANCE OF PAYMENTS COMPONENT OF THE FERTILIZER
SUBSIDY REMOVAL PROGRAM (612-8225). AN ADOITIONAL

US DOLS 14.9 MILLION FROM OTHER SOURCES WILL BE
REQUIRED IN FY 1983 TO SUPPORT THE PROGRAM AS
PROPOSED. EVEN IF THESE ADOITIONAL FUNDS ARE NOT
FORTHCOMING, THE PROGRAM WILL STILL BE VIABLE IF
INITIATED WiTH ONLY USDOLS 1d.1 MILLION,

- IN FY 1989, THE PROGRAM WOULO BE FINANCED 8Y
USOOLS 5.9 MILLIGN FROM THE PLANNED BILATERAL
PROGRAM.  ASSUMING APPROVAL OF THE FEGIONAL EXPORT
REVOLVING FUXD [N FY 1989, THE REMAINING USDOLS 1.8
HILLION COULD COME FROM SOUTHERNM AFRICA REG!ONAL
FUNDS SET ASIDE IN THAT PROGRAM FOR MALAWI,

B.  WAIVERS:

- THE PROGRAM WILL REQUIRE TWO WAIVERS. THE
FIRST WILL BE THE WAIVER OF THE 25 FERCENT HOST
COUNTRY CONTRIBUTION UNOER SECTION 116 OF THE
FOREIGN ASSISTANCE ACT OF 1961 AS AMENDED. THIS
WAIVER WILL BE SUBMITTED TO USAID/WASHINGTON FOR “
APPROVAL PRIOR TO FIELD AUTHGRIZATION OF PAAD. THE
SECOND WAIVER WILL BE OF USAID’S SOURCE/ORIGIN
REQUIREMENTS ON THE USE OF THE FOREIGN EXCHANGE T0
PERMIT GEOGRAPHIC CODE 439 PROCUREMENT. 1T IS NOT
CLEAR AT THIS POINT WHETHER SUCH A WAIVER WILL BE
NECESSARY. ESSENTIALLY, THE USAID COLLAR FUNDS
AVAILABLE TO THE MERF CONSTITUTE A CASM TRANSFER,
HOWEVER, THE FUND WILL CPERATE ANALCGOUS TO A
COMMOOITY INPORT PROGRAH. FURTHERMORE,
CONGRESSIONAL LEGISLATION HAS TIGHTENED THE

UNCLASSIFIED
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AIDAC

FOR AFR/PD, AFR/DP AND AFR/SA
NAIRQBI FOR REOSQ/ESA

E. Q. 12358: N/A
SUBJECT: MALAWI EXPORT REVOLVING FUND IMERF) - PAIP 812-08223)

CONDITIONS UNDER WHICH CASH TRANSFERS MAY OPERATE.

IT IS CLEAR THAT CONGRESS' S INTENT WAS TO GIVE THE

US GOVERNMENT GREATER CCNTROL OVER THE USES QF “MESE

FUNDS. LEGAL GUIDANCE CON THE ISSUE QF THIS WAIVER

WILL BE OBTAINED IN THE PRE-PAAD DESIGN PERIOD. IF
THE WAIVER IS REGUIRED, IT WILL BE REQUESTED FROM
USAID/WASHINGTON IN AOVANCE QF PAAD APPROVAL AND
AUTHORIZATION.

c. INITIAL ENVIRONMENTAL EXAMINATION:

THE MISSION REQUESTS USAID/WASHINGTON TQO GRANT A
CATEGORICAL EXCLUSION OF THE INITIAL ENVIRONMENTAL
EXAMINATION (IEE} ON TME GROUNDS THAT THE PROGRAM DOES
NOT EFFECT THE NATUJRAL OR PHYSICAL ENVIRONMENT. T™MUS,
THE PROGRAM wQULD B3E ELIGIBLE FOR THE CATEGORICAL
EXCLUSION IN ACCORDANCE WITH THE CRITERIA IN 22 CFR PART
218. 2 ()1 (). THE FOREIGN EXCHANGE ASSOCIATED WITH THE
PROGRAM WILL BE UTILIZED TO CAPITALIZE THE MERF AND
PROVIDE TECHNICAL ASSISTANCE AND TRAINING. NO US DOLLAR
FUNDS wILL B8E USED FOR CCNSTRUCTION ACTIVITIES OR ANY
OTHER ACTIVITY WHICH wOULD IN ANY wAY ALTER OR OISTURH
THE NATURAL OR PHYSICAL ENVIRONMENT.
JETT

(SECTION 11 OF 18 MISSING - SEND WHEN REC, D)
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