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I. EXECUTIVE SUMMARY
 

A. Program Objectives and Expected Policy Reforms'
 

The goal of this US $15.5 million African Economic

Policy Reform Program is to assist Malawi in its efforts to
 
re-establish a stronger financial and institutional basis for

sustained economic growth. The program addresses the following

specific objectives:
 

(1) Ensure a more efficient utilization of resources
 
through the movement of resources from the public to'
 
the private sector;
 

(2) Inject critically needed foreign exchange,into th
 
economy; and
 

(3) Increase the amount of credit available to the
 
banking system for lending to private borrowers.
 

To accomplish this, the program focuses on 
the divestiture of

the Agricultural Development and Marketing Corporation's

(ADMARC) investments in agro-industry, manufacturing,

transportation and finance. 
 The total value of ADMARC's equity

share holdings in these firms is MK 46.6 million (US $25.9
 
million). Through this policy reform program, the Government of

Malawi (GOM) has agreed to a minimum of MK 30 million (US $16.7

million) in divestiture, which represents 64 percent of ADMARC's
 
investment portfolio. This will help strengthen ADMARC's
 
capacity to manage its agricultural marketing operations. The
 
program also encourages the GOM to move toward the eventual
 
divestiture of MK 45 million (US $25.0 million) or 97 percent of
 
the holdings.
 

B. Program Description and Anticipated Impact
 

The program is divided into a US $15 million cash grant

element and a US $0.5 million grant for technical assistance and

training to support the attainment of the program's objectives.

The foreign exchange will provide urgently needed additional
 
resources to ease the inflationary pressures caused by increased
 
short-term borrowings by the GOM which have resulted from its
 
efforts to ease ADMARC's liquidity crisis. These borrowings

have the agreement of both the World Bank and the IMF and are

expected to be covered by further concessional foreign

assistance. 
The GOM will use the local currency counterpart

funds from the foreign exchange to finance MK 27.0 million of
 
its MK 46.6 million requirement for the purchase of the
 
strategic grain reserve and silo storage complex from ADMARC as,
 

5 



part of 'its commitment tO the Lniru -bructural,.Adjustment
 
Lending program.
 

The program should have a positive impact on the
 
economy and improve ADMARC's operations.
 

(1) Through the transfer of parastatal shareholdings
 
to the private sector the management of resources will
 
be more responsive to price signals and be motivated tL
 
use human, financial and physical resources more
 
effectively.
 

(2) As ADMARC's portfolio is streamlined, management

of both its marketing operations and any remaining

agro-industrial holdings should be strengthened.
 

(3) There will be an increase in the amount of capital

available for investment because of the liquidation of
 
ADMARC's outstanding loans as holdings are purchased by

private businesses.
 

(4) Malawi's balance of payments will be improved as
 
funding tranches are released.
 

C. Conditions Governing Release of Funds
 

The release of US $10 million is conditional on a
 
minimum of MK 30 million of divestiture of ADMARC's equity share
 
holdings in agro-industries, manufacturing, transportation and
 
finance. The funds will be disbursed at a ratio of US $1.00 for
 
MK 3.00 of divestiture as the sale of these assets to the
 
private sector occurs. These funds suppoet the GOM's decision
 
to proceed with the liquidation of share holdings in six firms
 
and provides an incentive for this to be done as rapidly as
 
possible.
 

The conditions governing the release of the balance of
 
US $5.0 million provides two options or a combination of both
 
with respect to the MK 16.6 million in equity share investments
 
which will remain after the divestiture of MK 30.0 million.
 
Option one encourages the GOM to continue with the divestiture
 
of a further MK 15 million in equity holdings. If this is done,

the conditions governing the initial US $10.0 million are
 
applied. Option two permits the GOM to have access to these
 
funds once a strategy is developed and adopted for handling any
 
assets which remain following this divestiture program. Rather
 
than prescribing what this strategy should be, AID has described
 
a series of factors which need to be taken into 'account in
 
arriving at the strategy. These factors promote maximum
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participation of the private sector in the ownership and
 
management of the remaining assets and the establishment of
 
managerial responsibilities and financial controls and
 
liabilities which are independent of ADMARC. They are
 
essentially designed to ensure that the conditions which caused
 
the current liquidity crisis will not recur in the future.
 

Given the relative thinness of Malawi's capital market,

the program also provides for a series of studies to explore

ways in which the capital market can be broadened and
 
strengthened to tap additional domestic and international
 
private sources of investment capital. The studies are likely

to deal with interest rate policies, regulations governing

commercial banks and financial institutions, establishment of a
 
market mechanism for the exchange and transfer of public shares

and government bonds, and ways to promote various schemes such
 
as pension programs to generate additional sources of capital.

Funding for these studies will come from the US $0.5 million
 
technical assistance component of the program.
 

II. BACKGROUND
 

A. The Macroeconomic Framework
 

1. Economic Growth (1964-1978)
 

At independence Malawi had one of the lowest incomes in

the world, limited infrastructure and little trained manpower.

The major assets of the country were moderately fertile soil and
 
a favorable climate. To develop these resources, Malawi adopted

an outward-looking, export-oriented development strategy based
 
on agriculture. This included substantial foreign investment.
 
The private sector played a major role in this market-oriented
 
economic framework while the government concentrated on

development of infrastructure and area development programs for
 
smallholder farmers.
 

The strategy worked well. Real GDP grew at an average

annual rate of 6 percent for 15 years, domestic savings and
 
investment grew rapidly and there was diversification within
 
agriculture as production of tobacco, tea, sugar, coffee and
 
cotton rapidly expanded.
 

Flaws in the economic structure were also developing,

although the 15-year period of economic growth was basically

well founded and a particularly notable feat for a small,

landlocked, least developed economy. 
Exports were concentrated
 
in three commodities: tobacco, tea, and sugar. Investment had
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risen at a high rate, but a considerable portion of investment
 
was in two large capital projects (construction of the new

capital city of Lilongwe and its international airport) with low

economic rates of return. 
 Commercial institutions of a
 
quasi-governent nature proliferated with increasingly close and

complex relationships with the banking sector. 
 The government

sector expanded more rapidly than did the rest of the economy.
 

The tax ratio to GDP rose from 10 percent in 1970 to
 
nearly 20 percent in 10 years;
 

Government expenditures increased by 10 percentage

points per annum over the decade of the 70's while
 
constantly exceeding revenues;
 

The public sector's share of total fixed capital

formation rose from 54 percent in 1973 to 70 percent by

1979;
 

The share of government and official entities in
 
domestic credit increased from 10 percent in 1970 to 44
 
percent by 1980.
 

The stage was set in 1978-1980, when drought, disruption of

overland transport links and adverse terms of trade combined to
 
bring about a severe economic recession.
 

2. Economic Recession (1979-82) and Recovery (1983-85)
 

After fifteen years of growth the Malawian economy

experienced a serious recession starting in 1978-79. 
 Although

production started to recover in 1982, 1985 saw GDP slump

again. Significantly, the economy continued to be burdened by

debt from the recession period and some of the causes for the

recession remained a drag on growth. The origins of the

recession were external. 
 In addition to a major international
 
recession, the shortest rail links to the sea through Mozambique

were closed. The additional estimated $50 million per year in
 
freight costs and the associated delays reduced the

competitiveness of Malawian exports. 
 The drought of 1979 and

1980 required that maize be imported into a country which
 
ordinarily was a surplus producer. 
During the same period net
 
long-term capital inflows declined.
 

The economic recession highlighted several structural

problems which made recovery more difficult and greatly

increased the need to restructure the economy. Some of the more

significant problems were a weak managerial and financial
 
structure in the industrial and agricultural sectors; excessive
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reliance on price controls, including agricultrual pricing; and

weaknesses in several important parastatals and quasi-public

corporations.
 

Real GDP (at constant 1980 prices) fell at an average

annual rate of 9.7 percent between 1979 and 1982, then resumed
 
growing at an average rate of 3.4 percent per annum between 1982

and 1985. With a 3 percent population growth rate, real GDP per

capita declined over 7 percent between 1979 and 1984 although

GDP growth was a robust 7.6 percent in 1984. Consumption

remained more or less constant but increased slightly as a
 
proportion of total demand between 1979 and 1982 as GDP was

falling. With GDP stagnant and donor flows (foreign savings)

falling, the share of investment in GDP fell drastically from a

peak of 31 percent in 1978, to 16 percent in 1981. Whereas GDP
 
rebounded in 1983 and 1984, investment remained depressed at
 
only 14 percent of GDP in 1985.
 

The oalance of payments was profoundly affected by the
 
recession an. the decline in donor flows. 
 The deficit on
 
current account increased from the preceding five-year average

of 11 percent of GDP to 15 percent over the 1979-82 period. The
 
current account deficit reached historical peaks in 1979 and

1980, in the range of 22.5 percent of GDP. The current account
 
deficit declined to the range of 7 percent by 1984 when stocks
 
were exported after having accumulated during 1983 because of
 
the transport stoppage.
 

One response to the rising current account deficit was
 
a major cutback in the volume of imports which, after peaking in

1979 declined 50 percent by 1984. The largest import reductions
 
were in investment goods and construction materials, but imports

of intermediate and consumer goods fell as well. 
 Export growth

during the recession period was erratic but generally favorable
 
as export prices tended to increase, led by tobacco and sugar in
 
1981 and tea in 1984. Export volumes, however, fell between
 
1980 and 1983 then rose again in 1984. The end result was an
 
average annual growth rate of about 8 percent per year between
 
1979 and 1984.
 

Another response to the balance of payments situation
 
was an increase in external borrowing at commercial rates:
 
external debt increased from approximately $550 million in 1979
 
(53% of GDP) to $775 million (67% of GDP) by late 1982. The
 
debt service ratio doubled from a level in the range of 20
 
percent to near 40 percent (after debt relief). As the deficit
 
in the overall balance of payments persisted through 1983, the
 
country's reserves were drawn down from the desired level of
 
three months to less than one month of imports.
 

I 
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The 1979-81 recession was also reflected in the
government budget as the deficit (as a percentage of GDP)

expanded after 1979 to reach 16.5 percent in 1981 then fell back
to its historical level in the range of 8 percent by 1985.

Although revenues from income taxes and customs duties started
 
to fall rapidly in 1979, expenditures increased as interest
 
payments increased. Development expenditures (18 % of GDP in
1981) rose through the 1970s to 1981 after which they were cut
drastically (to 7.5 percent by 1985) as the government

instituted its adjustment program. 
The stress on the government

budget also increased starting in 1980 as the ten major

parastatals began to 
incur losses and were unable to service
 
their government-backed foreign debts.
 

The inflation rate increased relative to previous
periods although it has tended to vary appreciably over time (it

averaged about 8% during the 1970s up to 1979). 
 In 1979
inflation (based on the annual change in the consumer price

index) was 11 percent, but it doubled in 1980 then declined to
about 12 percent for taie next three years before increasing

again to 20 percent in 1984. Increases in the rate of growth of
the money supply contributed to the higher inflation rates but

prices were also pushed up by sharp upward changes in the prices

of imports, higher transport costs and the depreciation of the
Malawi Kwacha by 44 percent (against the dollar) between 1980

and 1984. 
 Average annual growth in money and quasi-money was 9
percent between 1973 and 1978 during which period there were two
 years of appreciable monetary contraction. Between 1978 and

1984 the average increase jumped up to 26.4 percent per annum,
abetted by a 40 percent change in 1979. 
 The main contributor to
the expansion in domestic credit during this period was credit
 
to the government as it borrowed to cover 
deficits. The
government reduced its demand for credit in 1982 but there was a
35 percent increase in the money supply between 1983 and 1984.
 

The overall economic outlook to 1990 for Malawi,
according to World Bank estimates, is for a 3.7 percent annual
 
GDP growth in real terms. Agriculture should grow at about 3.5
percent; industry near 4 percent; and the other sectors at rates
 
somewhat less than 4 percent. To achieve these growth rates,
however, fixed capital formation must increase from around 13
percent of GDP in 1984 to about 15.5 percent by 1990 and capital

must be used more efficiently. Domestic savings will need to
rise from 14.1 percent of GDP (in 1979-84) to 15 percent; for

this to happen the public sector needs to become a net saver

rather than a net dissaver and the budget deficit must continue
 
to fall.
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B. Policy Framework--Period of Structural Adjustment
 

1. Structural Adjustment Program I
 

The GOM, in consultation with the World Bank and the

IMF, started to formulate a medium-term structural adjustment

program when it became clear in 1980 that the conditions causing

stagnating growth, growing domestic and foreign deficits and

borrowing were not transitory. The restructuring program was

designed to run through 1986. The strategy was a classic one of
short-term stabilization measures to moderate the growth of
 
aggregate demand using IMF stand-by arrangements (until 1983)

and a medium-term structural adjustment program with the

objective of increasing aggregate supply. The latter effort got

underway with a World Bank $45 million Structural Adjustment

Loan (SAL I) initiated in June 1981.
 

SAL I encompassed policy changes in four areas:
 

(1) The balance of payments--stress was put on
 
increasing exports by such measures as 
higher prices

for export crops, a larger recurrent cost budget

allocation for the Ministry of Agriculture and a
 
variety of studies to increase efficiency and to
 
diversify agricultural producton.
 

(2) Prices and incomes systems--greater flexibility was
 
to be introduced in wages, utility and transport prices

by introducing more frequent adjustments. Associated
 
studies were also initiated and the exchange rate was
 
more closely monitored.
 

(3) Management of resources--this stressed changes in
borrowing and debt management, more flexibility in
 
interest rates, and a larger share of resources for
 
directly productive activities.
 

(4) Institutional improvement--this included the

establishment of an Investment Coordinating Committee
 
to oversee all major investments; technical assistance
 
to planning and budgeting ministries and restructuring
 
of Press Holdings.
 

2. Structural Adjustment Program II
 

SAL II, a $55 million program, started in December 1983
and an 
Extended Fund Facility (EFF) was initiated in the same

month. 
 The EFF was approved by the IMF in September 1983 for

approximately $100 million. 
The objectives were to establish
 



medium-term balance of payments sustainability within three
 
years, while returning to a higher growth rate and a lower

inflation rate. The Malawi Kwacha was devalued by 12 percent in

September 1983 and tied to a basket of currencies in January

1984, with a further devaluation of 3 percent. Because the

schedule of drawings was interrupted in 1984 and 1985 the
 
program was rescheduled and the total amount reduced to SDR 81
 
million.
 

SAL II essentially continued the work started under SAL
I with an emphasis on implementation of the plans developed in

the previous two years. The government also agreed to eliminate

the subsidy on fertilizer by 1985/86 and to continue work on
 
reorganizing the Agricultural Developoment and Marketing

Corporation (ADMARC), the Malawi Development Corporation (MDC)

and Press Group.
 

Substantial changes were achieved in pricing policy.

The prices of agricultural export commodities are being raised
 
and price controls have been removed from 47 of 56
 
price-regulated items. The effectiveness of the higher

commodity export prices was demonstiated as sales to ADMARC of
 
tobacco, cotton and groundnuts, increased by factors of 3, 3 and
 
2.5 respectively between 1983/84 and 1985/86.
 

Starting in 1984 a number of measures were enacted to
 
restructure Press Group, a private holding company encompassing

numerous manufacturing, service firms and estates. 
At the time

of the restructuring Press was heavily in debt to the commercial

banks and to ADMARC. 
Press' excessive debts were transferred to
 
the government, a new Chief Executive Officer (CEO) was
 
appointed with a strong reform mandate and the investment
 
portfolio was restructured in a series of share exchanges with
ADMARC and MDC (See Annex C for details). MDC also underwent a

reformation in 1984 including the selling of MK 4.8 million of
assets, converting about MK 13 million in debt to the government

into equity, arranging to pay its remaining debt and

strengthening its project staff. 
 As a result, MDC has been able
 
to resume its main function of attracting investment for new

projects and turning over its existing investments to produce

cash for new projects.
 

The large, three-way exchange of holdings among Press
 
Group, ADMARC and the MDC in 1984 and 1985 resulted in a

rationalization and concentration of assets. 
 The end results
 
for ADMARC were that its holding portfolio was more concentrated
 
in agricultural-related enterprises and that it had given up

several profitable enterprises in exchange for several
 
loss-making enterprises.
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3. Structural Adjustment Program III
 

SAL III was initiated in December 1985 and is scheduled
to run to September 1987. (SAL III was 
initially a $100 million
 rogram but its dollar value has appreciated to approximately

130 million reflecting the higher dollar value of the yen and
Deutchmark components). The program continued to stress price
increases for agricultural exports and reduction in price
controls, liberalization of industrial licensing regulations,
and liberalization of constraints on 
 imports which competed


with domestically produced products.
 

A tax study was undertaken with the intent of examining
broadening the tax base and reducing rates; shifting taxes from
external trade to domestic trade and from production to
consumption taxes; and tax simplification. The tax study has
been completed and accepted by the GOM. 
The GOM, with Bank
assistance, is now arranging for technical assistance to

facilitate implementation of the reforms.
 

Although the government increased fertilizer prices,
its efforts under SAL II to ceduce the fertilizer subsidy were
outstripped by increased transportation costs because of closing
of the Mozambican routes. In 1985, AID took the lead in this
effort with the Fertilizer Subsidy Removal Program. 
 Under this
program a schedule for reduction of the subsidy through 1989 was
adopted with complete removal of the subsidy Dy 1990. 
 It is
anticipated that the increase in farmers' unit costs will be
offset by importing fertilizer in more concentrated form. AID
has funded a demonstration program for using the new, high

analysis fertilizer.
 

The present status of SAL III is that a World Bank
mission reviewed the program in June 1986 to prepare
recommendations for the second tranche release. 
 It was found
that progress had been made in most of the areas under the SAL
program. Smallholder producer price proposals were considered
to be appropriate to encourage crop diversification and export
expansion, price decontrol was deemed completed with only five
items of a critical or 
strategic nature remaining regulated, and
an action plan was formulated for ADMARC asset rationalization.

Some work remains to be done concerning the calculation of the
fertilizer subsidy, export promotion and estate management

training and extension.
 

Under the first two SAL programs the GOM took steps to
reorganize ADMARC, MDC and Press Group. 
 The effort concerning
ADMARC was least successful. After earning large profits in the
1970s, ADMARC by 1984/85 was confronted with a serious lack of
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liquidity. 
The reasons for this had to do with costs associated
 
with establishment and maintenance of the strategic grain

reserve, poor management of tobacco marketing and a high

producer price for maize.
 

ADMARC's marketing operations have greatly expanded

since 1980. The volume of produce and inputs almost doubled
 
between 1980 and 1985 and the payments made to the rural sector

tripled from MK 27.8 to MK 84 million between 1981 and 1985. At
 
the same time there was a major shift toward maize, a shift for

which ADMARC's transportation and storage systems were ill
 
suited. ADMARC incurred additional costs because of the closing

of the shorter transport links through Mozambique and the
 
establishment of the strategic grain reserve 
(SGR). In spite of
 
these adverse changes, ADMARC's costs--including the SGR--as a
 
percentage of material handled, did not 
increase appreciably;

thereby, demonstrating ADMARC's strong inherent operating
 
management capabilities. The data on cost ratios are shown in
 
Table 1.
 

Table 1. ADMARC Cost Ratios
 

Selling expenses/ 
1979/80 to 1980/81 1981/82 to 1984/85 

Gross sales 6% 4 to 8% 

Crop purchases/
Gross sales 47 to 50% 47 to 68% 

Buying expenses 31 to 32% 22 to 31% 

Net admin. expen 8 to 9% 7 to 11% 

Net profits less than 1% 7 to 20% 

Source: World Bank, ADMARC Rehabilitation Report, Dec. 1985
 

4. Structural Adjustment Program IV
 

SAL IV is still in the planning stages. SAL II can be
 
characterized as establishing targets 
in key areas such as
 
agricultural exports, export diversification, the national
 
budget and parastatals. SAL III concentrated on provision of
 
technical assistance to design programs in these key areas. 
The
 
general thrust of SAL IV will be to assist in establishing the
 
institutions to administer the programs.
 



C. The Structure of Malawian Business and Financial Sec'trs
 

1. Business and Financial Organizations
 

Business enterprises in the Malawi economy fall into

the broad categories of publicly owned statutory bodies,
 
variously owned commercial banks, internationally owned
 
development institutions, and the holding company, Press Group,

which until recently was wholly owned by the Life President. A

number of these organizations were in place prior to
 
independence and formed the basic structure of the Government.
 
They are British and South African in origin and were continued
 
without significant change (See Annex A for a detailed
 
description of these).
 

Shortly after independence in 1964, several
 
special-purpose organizations were added to those inherited.
 
The Malawi Development Corporation (MDC) was one of the first
 
and was patterned on the International Finance Company (IFC) and
 
Press Holdings established by the Life President.
 

The Farmers Marketing Board was the predecessor to
 
ADMARC. In 1970, in an effort to increase agricultural

productivity, the marketing function of the Board was expanded

to include developmental farms designed to introduce new
 
techniques and crops. The Board was renamed the Agricultural

Development and Marketing Corporation (ADMARC). ADMARC now owns
 
and operates over 13 estates, spread throughout the country and
 
producing a wide variety of crops and livestock. In addition,

ADMARC performs its original functions of providing inputs to
 
the agricultural community and collecting, transporting, and
 
marketing the production of smallholders, estates, and
 
commercial farms. In addition, over time it became involved in
 
a wide array of agricultural-related, industrial and commercial
 
investments as an outgrowth of its development mandate.
 

The investments of these indigenous business
 
development enterprises were complemented by those of the
 
Commonwealth Development Corporation (CDC). 
 CDC had operations

in many parts of the world before Malawi's independence, and
 
served as an example of profitable development activities,

combining the discipline of private enterprise with humanitarian
 
concerns. From CDC's activities in Malawi sprang the idea for a
 
multinational financial institution, the Investment and
 
Development Bank of Malawi, LTD. (INDEBANK).
 

ItDEBANK was formed in 1972 with shareholders from the
 
United Kingdom (CDC), Netherlands, Germany, and Malawi
 
(ADMARC). In 1978, the IFC joined the original group of
 
shareholders, thus increasing the capitalization.
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In addition to these five investment groups, the

commerical banking sector provides the short-term funding

necessary for commercial activity. The National Bank of Malawi
 
was formed in 1971 by merging Barclays Bank and Standard Bank,

both in competition prior to the merger. 
After the merger, each
 
had a 10 percent share, while Press took 47.4 percent and ADMARC

32.6 percent. National Bank of Malawi is the larger of today's

banks. The Commercial Bank of Malawi was originally formed in
 
1969, with the Banco Pinto da Soto Mayor of Portugal owning 60
 
percent, MDC 20 percent, and Press 20 percent. Around 1975,

ownership was changed, and the Portuguese interests were taken
 
over. The restructured ownership includes Press with 40
 
percent, Bank of America with 30 percent, MDC with 20 percent,

and ADMARC with 10 percent.
 

These corporate and financial organizations had many
common characteristics. First, they tended to have highly

leveraged capital structures. This is obviously a function of
the original scarcity of capital. Second, there is the practice

of risk sharing. It is not uncommon for many of the
 
corporations in the country to have common shareholders and, in
 
some instances, common directors. Management talent is
 
frequently transferred from one corporation to another. Third,

there is the inclusion of a foreign partner. This is evident in
 
most of the larger concerns and provides external capital,

markets, management and technology. Finally, each enterprise

has a goal and a purpose very much its own, despite its

ownership. Business decisions are frequently made with the

interests of the company foremost in mind rather than those of

the shareholders. For example, when the Import and Export

Company of Malawi, owned 51 percent by MDC and 49 percent by

Press, made a profit last year not all of it was paid out in

dividends despite the critical need for liquidity by both MDC
 
and Press.
 

2. Savings and Investment
 

Domestic savings and foreign capital resources provide

the necessary funds to finance the development of new
 
agricultural and nonagricultural enterprises. Foreign savings

are important, because a developing country cannot readily

generate sufficient savings from domestic resources to
 
accelerate development.
 

At the time of Malawi's independence in 1964, capital

resources were extremely scarce. Domestic savings were
 
negative. The government could not finance its own recurrent
 
budget. Imports of goods and nonfactor services exceeded
 
exports of goods and nonfactor services by 25 percent of GDP.
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Between 1964 and 1980, overall savings increased by 358
 
percent. Government savings went from -12.5 percent of GDP to

+1.8 percent and the resource gap decreased to 13 percent of GDP
 
(See Table 2). Throughout the post-independence period, private

sources have accounted for approximately one-third of savings.

Since independence, foreign resources largely in the form of
 
concessional assistance have been critically important to

Malawi's development, averaging over the period 1964 to 1980, 57
percent of total savings. However, at independence it accounted

for nearly 85 percent of savings and fell to 35 percent between
 
1976 and 1978. This was largely due to the growth of savings by

the GOM and capital inflows from public enterprises.
 

Table 2: Sources of Savings, 1964-1980 (Percentage Share)
 

Year Government Public Private Private Foreign
 
Enterprise Monetary Small

holders
 

1964-66 -33.8 
 4.6 38.2 6.2 84.8
 

1967-69 -16.6 5.5 5.3
31.6 74.2
 

1970-72 0.7 
 12.9 33.1 2.9 50.4
 

1973-75 10.7 12.7 26.9 2.5 
 47.2
 

1976-78 10.2 15.6 36.6 
 2.2 35.4
 

1979-80 13.5 -0.3 
 34.3 2.1 50.4
 

Mean -2.2 
 8.5 33.5 3.2 57.0
 

Source: Table 5, The Private Sector and the Economic
 
Development of Malawi. AID Evaluation Special Study No. 11, U.

S. Agency for International Development, March 1983, p. 17.
 

Most of the savings from public enterprises were

accounted for by ADMARC. 
These savings represented ADMARC's
 
trading margins, the difference between the prices it paid for
 
smallholder crops and the prices for which it sold them. 
 In the

earlier years when producer prices were low relative to
 
international prices, this was in effect a tax on the

smallholder. Although private sources of savings have averaged

about one-third of total savings, they are the largest domestic
 



-14

source of savings. However, a significant percentage of private

savings come from large firms, many of which are owned or

partially owned by the three major holding companies in which
 
Government has substantial involvement - Press Group, MDC and
 
ADMARC.
 

The share of the public sector in total investment has
been relatively high (Refer to table 3). There has been a treni
 
toward an 
increase in the share of government investment while
 
public enterprises has decreased over time.
 

Table 3: Malawi Share of Investment Expenditure 1964-1980
 
(Percentages)
 

Public Private Private
Year Government Enterprise Monetary Subsistenci
 

1964-66 NA 52 
 42 6
 

1967-69 31 18 
 46 5
 

1970-72 26 24 47 3
 

1973-75 38 
 16 43 
 3
 

1976-78 39 22 
 37 2
 

1979-80 53 
 10 35 
 2
 

Source: 
 Table 7, The Private Sector and the Economic Development

of Malawi, AID Evaluation Special Study No. 11, U. S. Agency for
 
International Development, March 1983, p. 23.
 

As this brief discussion of Malawi's business and

financial sectors indicates, the primary sources for channelling

domestic savings and foreign exchange earnings into investments
 
in agriculture and industry have been the three major investment
 
holding companies - Press, MDC and ADMARC. Although the

commercial banking system became involved in the late 1970's in

equity lending, its financial position was severely compromised

by a series of poor investments. Since then the banking system

has retreated to its former position of largely relying on

investments in government bonds. 
 It is true that the funds from

the banking system have found their way back into private sector
 
investments to the extent that funds have been lent by

government to ADMARC and the government has assumed the debts of
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Press and MDC through the restructuring which occurred under SAL
 
I and II.
 

ADMARC has played a critical role in capital

formation. With the substantial profits on its trading accounts

in the early 1970's largely the result of low buying and high

selling prices, it was able to channel substantial amounts of
 
resources into new agricultural and industrial investments.
 
ADMARC essentially mobilized the savings from the smallholder
 sector for investment in agricultural and industrial
 
development. 
 In the next section, the discussion will focus on
what went wrong with this strategy resulting in ADMARC's present
liquidity crisis. It is, however, important to keep in mind
 
that any solution to this crisis must take into account the
underlying thinness and weakness of Malawi's financial and
 
corporate institutional structure.
 

D. The Macroeconomic Rationale for the Program
 

The underlying reasons for the Program Grant ana its
general design were described in the preceding two sections.
 
The divestiture aspect of the Program is 
one part of a larger

restructuring program which has been underway since SAL I,
continued on through SAL III and will be part of SAL IV. 
 One
major aspect of the Malawian structural adjustment program is

reducing the size and scope of ADMARC and placing the
 
institution on a more market oriented basis.
 

Simultaneous with the structural adjustment process,
there has been a concerted effort, led by the IMF, to stabilize

the Malawian economy and to maintain any gains. 
 This Program

Grant bridges these restructuring and stabilization efforts.
The Program itself, as expressed in the conditions, pertains to
the restructuring side while the $15 million grant applies to

the macro economic stabilization aspect. As part of the
restructuring of ADMARC, the government has agreed to relieve

ADMARC of the responsibility for the strategic grain reserve
 
(SGR) and the Smallholder Fertilizer Revolving Fund (SFRF).

purchase of these activities and the revenues from the sale of

The
 

the investment portfolio should give ADMARC an adequate cash
 reserve to carry out its seasonal purchasing program during the
 
harvest and allow ADMARC management to concentrate on
 
implementing reforms in ADMARC itself.
 

The macroeconomic/economic stabilization aspect relates
to the IMF performance criterion which restricts the growth of
 
government debt. In principle the GOM could finance the

purchases from ADMARC by borrowing or by use of budget

resources. 
 But the GOM is already running a budget deficit and
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therefore does not have the latter option. 
The government

cannot borrow externally because of constraints on foreign

borrowing. The remaining alternative would be to borrow from

the banking system. However the resulting expansion in credit
translates into an excessive rate of expansion of the money

supply and, therefore, an increase in the rate of inflation.
Besides being economically harmful in itself, the resulting

inflation would also adversely affect the balance of trade.
 

The alternative is a foreign grant, i.e., 
this $15

million Program Grant. 
 (This amount covers a substantial part
but not all of the GOM expenditure requirement). The transfer
 
of the $15 million to the GOM enables it to purchase the SGR and
the SFRF, free up ADMARC to concentrate on marketing, and not
 
aggravate the economic stabilization effort. Conformance with
the IMF expenditure performance criterion per se is less

important than the fact that the injection of the $15 million

allows the restructuring to proceed without losing ground in the
 
economic stabilization effort.
 

E. ADMARC's Liquidity Crisis
 

The deterioration in ADMARC's liquidity position

occurred gradually, starting in the late 1970's. 
 The main
 
causes relate to the marketing of tobacco, cotton 
and maize,

losses on the investment portfolio, subsidies on seed and

fertilizers, and price controls. 
Each of these causes is

discussed briefly below. 
A more comprehensive discussion is in
 
Annex C.
 

1. Marketing of Tobacco
 

Over the years, ADMARC has depended on tobacco trading
for its profit. Tobacco profits have offset the losses incurred
 
on other crops, particularly maize.
 

In 1985, ADMARC suffered a serious loss in tobacco
 revenues due primarily to low auction floor prices. 
The loss in
1985 was MK 4.36 million compared to a profit of MK 15.7 million

in 1984. These losses were critical because ADMARC could not
internally finance purchases of other smallholder crops. ADMARC
 
was forced to obtain a loan of MK 26 million from the government

and to borrow a further MK 19 million from the Agricultural

Development Districts and the Smallholder Fertilizer Revolving

Fund to finance non-tobacco crop purchases of MK 65.1 million.

The main reasons for the low auction floor prices for tobacco
 
were oversupply and inferior aualitv.
 

(9'
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Oversupply resulted from increases in ADMARC's tobacco
purchasing price coupled with a general relaxation in productiol
quota controls. 
 In 1985, ADMARC bought 19 million kilograms of
tobacco against a market requirement of 14 million kilograms.

With the increase in suppliers, quality sufferred. The problem
was compounded by poor grading of the tobacco at the time it wa!
purchased by ADMARC. 
 The net result was that ADMARC's receipts
on the auction floor where less than its disbursements to
 
producers.
 

As part of the Structural Adjustment Lending program,
ADMARC had increased producer prices for tobacco by 22 percent.

The price increase further added to ADMARC's financial
 
difficulties.
 

2. Marketing of Maize
 

Although ADMARC does not have a legal monopoly on the
purchase and selling of maize, it has a de facto one. 
Most
maize offered for sale by the smallholder-is purchased by ADMARC
and ADMARC is the primary seller of maize to the domestic grain

milling companies.
 

ADMARC sells maize domestically at a price fixed by
government. 
 This price has been less than ADMARC's imputed

total cost including handling and administrative costs. The
estimated amount of the subsidy in 1985 was 
23.4 percent or MK
3.5 million and the estimate for the current year is 26.8
percent or MK 4.0 million. Relative to its purchase price,

maize has a high administrative and transport cost associated
with it. 
In fact, most of ADMARC's administrative cost are
accounted for by its handling of maize. 
 Historically this loss
 on the maize account has been made up by profits on the sale of
 
tobacco.
 

3. Strategic Grain Reserve and Silo Complex
 

For the 10 years prior to 1981, annual sales of maize
by ADMARC ranged from 80,000 to 136,000 metric tons. During

this same time, domestic maize sales were, on average, equal to
total purchases. 
The GOM decided to increase the producer price

of maize as an incentive to create a strategic grain reserve.

In 1982, the producer price was increased 66.6 percent from MK
66 per metric ton to MK 110 per metric ton. As a consequence,

ADMARC's purchases of maize went from 136,000 metric tons in
1981 and to 296,000 metric tons in 1984 and 268,000 metric tons

in IQRR 
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The strategic grain reserve is 180,000 metric tons.
Its value at purchase price is MK 28.8 million. ADMARC also
 
pays to maintain the reserve which amounts to around MK 420,000
per year. The cost of stock replacement to cover losses is a

further MK 2.86 million per year.
 

The foregone income and the related costs of the
strategic reserve have reflected themselves in the increasing

overdraft requirements in recent years. 
 The maize stocks,

therefore, implicitly cost ADMARC an additional MK 4.8 million
 per year in interest on its bank overdraft. The current total
cost of the grain reserve as estimated by ADMARC is MK 46.6
 
million.
 

ADMARC borrowed to finance the the construction of the
silo complex and has shouldered the amortization burden of the
silos. 
The annual loan repayment is approximately MK 1.9
million and interest payment in 1985 was MK 1.0 million.
 

4. Seed and Fertilizer Subsidies
 

ADMARC sells tobacco, cotton and maize seeds at less
than their purchase price including transportation and
distribution costs. The estimated subsidy in 1985 and 1986 was
MK 0.9 million. 
 In the past, the price for fertilizer has been
directly subsidized by ADMARC until the establishment of the
Smallholder Fertilizer Revolving Fund in 1982. 
 ADMARC was
required to contribute to the SFRF annually both in cash and
fertilizer. 
 By 1986, ADMARC had contributed a total of MK 13.5
million. The cash contributions in 1985 and 1986 were MK 5.96

and MK 4.26 million respectively.
 

5. Investment Porfolio
 

Since ADMARC's functions were expanded in the early
1970's to include investments in agricultural projects and
industry, its equity share holdings have grown to MK 47.0
million. Because the investment portfolio did not perform,

ADMARC instead of earning a return on its investments was forced
to make loans to the firms and estates it held or managed. This
drain further decreased ADMARC's cash reserves. See Annex B for
 a current list of ADMARC's equity share holdings and loans.
 

ADMARC's total equity share ownership in agricultural
estates is around MK 0.4 million. However, the Corporation has
loaned the 13 estates, eight of which are directly owned by

ADMARC, MK 4.3 million in mostly noncollateralized loans and
invested MK 10.5 million in various agricultural estate projects.
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Excluding estates, ADMARC has equity share holdings of
MK 46.6 million in approximately 28 enterprises. The
overwhelming majority of the holdings are in Dwangwa Sugar

Corporation (MK 10.7 million), Sugar Corporation of Malawi Ltd.
(MK 9.3 million), David Whitehead and Sons (Malawi) Limited (MK
8.8 million), and Grain and Milling Company Ltd. 
(MK 5.4
million). These four companies account for MK 34.2 million or
73 percent of its holdings. With the exception of David

Whitehead and Sons (Malawi) Ltd, these holdings have also been
the source of considerable losses. Therefore, the portfolio is

dominated by poor performers.
 

In 1985, ADMARC received dividend income of MK 1.3 from
11 firms: Auction Holdings Limited, Bata Shoe Company (Malawi)
Limited, Cotton Ginners, David Whitehead and Sons, INDEBANK,

Lever Brothers, Manica Mann George, National Seed Company,

Optichem (Malawi) Limited, PEW Limited and United Transport

(Malawi) Limited. Thus, 
on equity shares of MK 47.0 million,

ADMARC earned a three percent return, substantially below the
commercial interest 
rate (10 3/4%) or return on government bonds
 
(16 3/4%).
 

By 1985, ADMARC had made loans of MK 52.8 million (See

Annex B). 
 Of this, MK 43.5 million was 
in the form of income
 
notes to Press 
(MK 40.5 million) and INDEPANK (MK 3.0 million).

The income note to 
Press is not producing interest. The total
 
amount of interest received in 1985 was MK 1.0 million or 
less

than 2.0 percent interest 
on all of its loans and income notes.
 

The overall financial position of ADMARC's investment

portfolio worsened in 1984 and 1985 as 
result of a three-way

exchange of holdings among MDC, Press and ADMARC. 
 Essentially,

ADMARC received from MDC and Press their equity shares in

agro-related industries and turned over 
to them some of its
 
holdings in other industries. 
 The actual firms involved in the
 
swap are discussed in Annex C.
 

F. Strategy to Resolve ADMARC's Liquidity Crisis
 

The GOM is 
in the process of implementing a number of

policy reforms 
to overcome ADMARC's liquidity crisis. These

reforms are supported by the World Bank under SAL III and by

USAID under the Fertilizer Subsidy Removal Program. 
 The
 
following is a brief summary of these reforms.
 

(1) ADMARC has instituted tighter controls on the
 
grading and purchase of tobacco.
 

(2) Producer price increases have been constrained.
 

22 
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(3) Prices of most seeds with the exception of tobacc'os' 
have been increased.
 

-(4) The subsidy on fertilizer is to be gradually phased
 
out by the 1989/90 crop year.
 

(5) The Government of Malawi has agreed to purchase

the strategic grain reserve and reimburse ADMARC for
 
the capital investment in the silo complex. Agreement

has also been reached for the government to pay ADMARC
 
for managing and maintaining the reserve on its behalf.
 

(6) Price controls on the selling of maize to the
 
milling companies are being reduced.
 

(7) The government has agreed to undertake a series of
 
studies related to the opening of agricultural

marketing to private traders, and the determination of
 
minimum stocks required for meeting its strategic grain
 
reserve requirements.
 

(8) Agreement has been reached to begin the process of

divestiture of the majority of ADMARC's portfolio and
 
the rationalization of the remaining assets.
 

These reforms will substantially improve ADMARC's
 
ability to meet its financial obligations. They will also
 
relieve ADMARC of the burden of maintaining strategic grain

reserves which are kept for national and regional security

purposes. Furthermore, the elimination of subsidies and price

controls and the opening up of agricultural markets to private

traders will significantly improve the competitiveness of the
 
agricultural sector.
 

III. PROGRAM DESCRIPTION
 

A. Goal and Purpose
 

The goal of this US $15.5 million African Economic
 
Policy Reform Program is to facilitate the resumption of

sustained economic growth. To accomplish this, the program will:
 

(1) Ensure a more efficient utilization of resources
 
through the movement of resources from the public to
 
the private sector;
 

(2) Inject critically needed foreign exchange into the
 
economy; and
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(3) Increase the amount of credit available-to the
 
banking system for lending to private borrowers.
 

B. Implementation
 

The program is divided into two components. The first

is a us $15.0 million cash grant and the second US $0.5 million
 
grant for technical assistance and training. The release of the

cash grant is governed by conditions surrounding the divestiture
 
of MK 30 million of ADMARC's MK 47 million in equity share
 
holdings and the establishment of an economically sound strategy

for the handling of the remaining MK 17.0 million equity share
 
portfolio including a further divestiture of MK 15 million. The

technical assistance and training element will be utilized to
 
support the divestiture and portfolio rationalization process.
 

1. Conditions Governing Disbursements of the US $15.0
 
Million Cash Grant
 

a. US $10.0 million for Divestiture
 

US $10.0 million will be released when the

following conditions have been satisfied. It is anticipated

that these conditions will be met within one to four months of
 
signing the Grant Agreement.
 

(1) Divestiture of Malawi Kwacha 30.0 million (US$16.7

million) Worth of Equity Shares in Non-estate Holdings
 

For purposes of complying with this condition, the
 
value of assets will be based on (1) ADMARC's March 31,

1985 financial statement or (2) the actual sales
 
agreement whichever amount is higher. In addition, a

sale will be considered consummated upon signing of a
 
legally binding sales agreement with the buyer(s) on
 
any date after June 20, 1986.
 

Liquidation of assets through transfer or sale to
 
another parastatal or to the Government of Malawi will
 
not count toward satisfying this condition.
 

The amount of the US $10 million to be released will be
 
determined by the ratio of US $1.00 for each MK 3.00
 
worth of assets liquidated. For example, if MK 21.0
 
million in assets were disposed of, the Government of
 
Malawi would have access to US $7.0 million from the
 
ADMARC divestiture program grant. The balance of US
 
$3.0 million would be made available when the remaining

MK 9.0 million is liquidated.
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Because foreign exchange is urgently needed by the
 
Government of Malawi and to stay within its credit

creation limit under the IMF stabilization program,

funds will be disbursed as divestiture progresses.
 

The release of these funds is contingent on the
 
liquidation of equity share holdings in agricultural

estates, manufacturing, industry, transportation and
finance. Also excluded are assets in the form of loans
 
or income notes. Thus, these conditions apply to the

MK 46.6 million equity shares in agro-industry,

manufacturing, transportation and finance per ADMARC's
 
March 31, 1985 audited accounts.
 

(2) Recruitment of Investment and Financial Technical
 
Asssitance
 

To assist ADMARC and the Government of Malawi with the
divestiture process and the development of a strategy

for the handling of any remaining assets, it will be
 
necessary 
to recruit long-term and short-term
 
technical assistance experienced in financial and
 
corporate management, divestiture and investment
 
promotion . This assistanue may also be used in the

valuation and appraisal of assets prior to offering

them for sale. This requirement might be met by hiring

consultants locally or internationally with

considerable investment experience to oversee the

divestiture process and the development of a strategy

for managing the assets which remain once divestiture
 
is completed. Financing of this expertise would come
from the US$500,000 technical assistance component of

the Grant Agreement or may be met through the technical
 
assistance component of the World Bank's SAL III.
 

Since delays may be experienced in the actual
 
recruitment of this expertise, the release of the US*I0

million will not be contingent on the expertise being

in place. The condition will be satisfied if the
 
process of recruitment is underway and the technical
assistance is expected to be in country within a period
of four months after recruitment is initiated.
 

b. Remaining US $5.0 Million
 

The remaining US $5.0 million will be released
when the following conditions have been met. 
 These conditions
 
relate to the MK 16.6 million in non-estate equity share
holdings, as defined in Section 1(E) above, which will remain
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after the MK 30 million divestiture. The Government of Malawi
and ADMARC have the choice of taking either or both of the
following options to obtain release of the US $5.0 million. 
 It

is anticipated that these funds will be disbursed within
 
eighteen months of the signing of the Grant Agreement.
 

Option One: Divestiture of an additional MK 15.0
 
Million in Equity Share Holdings
 

The Government of Malawi and ADMARC may continue the

divestiture process. 
 In this case, the release of the

US dollars will be governed by conditions surrounding

the initial US $10 million. The GOM would be able to

continue to have access to the foreign exchange as

divestiture occurs at 
the ratio of US $1.00 for each MK

3.00 in shares liquidated. Thus, the program requires

a minimum divestiture of MK 30 million but permits up

to a maximum of MK 45 million. Therefore, the second
 
condition outlined below would only apply to any assets
 
which remain after divestiture is completed.
 

Option Two: Development and Adoption of a Plan for the
Disposition of Any of the Assets Remaining After
 
Divestiture:
 

It will be necessary to design a plan for the
 
disposition of any remaining assets following the

divestiture of a minimum of MK 30 million in non-estate
 
equity share holdings. This strategy is important to
 
the long-run resolution of ADMARC's current liquidity

crisis and to avoid its reoccurence in the future.

While it is AID's preference that this strategy center
 
on the eventual divestiture of these assets to the

private sector, AID recognizes the problems which this
 
may entail and is prepared to accept a strategy which

would involve retention of some of these assets in an

investment holding company or 
trust. If an investment
 
holding company or trust is established, it will have
 
the following characteristics.
 

Its management and financial operations should be
 
independent of ADMARC's.
 

To the extent that any borrowings are required,

these will be handled through the commercial banks
 
or 
other private sector financial institutions.
 

It will be established on the basis of so'ind
 
commercial business principles to maximize the
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probability that the company will be profitable

and managed efficiently.
 

It will encourage maximum private sector ownership

and participation in the holding company or trust
 
itself and in the companies owned by the holding
 
company or trust.
 

2. Covenants
 

a. To Undertake a Study of the Capital Market in
 
Malawi - Its Constraints and Ways to Strengthen It
 

With the easing of recession, improvements in the
terms of trade, the increased availability of donor resources
 
and the restructuring of Press, MDC and ADMARC, it is important

to begin considering ways to strengthen and broaden the capital

market in Malawi. Therefore, it is proposed that the Government
 
of Malawi agree to undertake a series of studies of the Malawi

capital market and options to improve it. These studies will be
financed from resources available in the US $500,000 technical
 
assistance component of this program. 
The specific studies to

be financed will be determined in consultation with AID.
 

The following are some of the illustrative topics

which may be studied:
 

Ways to spread risk sharing in the economy;
 

Means to tap resources and how to deploy them
 
effectively in investments with high rates of
 
return;
 

Reduction of controls on and rationalization of
 
interest rates;
 

Broadening the deposit base and lending policies

of the banking system to promote the expansion of
 
credit for private sector investments;
 

Further development of the market for exchange of
 
public shares and government bonds;
 

Examination of the legal and regulatory framework
 
governing financial institutions to see whether
 
definitions of liquidity and restrictions on
 
equity investment might be amended or altered to
 
promote financially sound investments;
 

26 



Impact of taxes and fees on investment decisions
 
with respect to incentives and disincentives;
 

Improvements in the foreign exchange allocation
 
system; and
 

Promotion of funded pension schemes to generate

additional investment resources.
 

b. To establish, if necessary, an equity financing

facility for Malawian investors
 

The divestiture of assets and sale of the

Strategic Grain Reserve will allow ADMARC to repay its bank

debts, freeing liquidity in the banking system. However, there

is currently no mechanism for providing loans to Malawians
 
interested in making equity investments in divested firms. If

the Capital Market Study recommends it, the Government of Malawi

will establish an equity financing facility for these
 
investments. The Government of Malawi and A.I.D. will jointly

determine the level of financing for the facility.
 

c. To develop a plan for management of the
 
Strategic Grain Reserve
 

A.I.D. will be assisting the Government of Malawi
 
(under the FY85 EPRP - Fertilizer Subsidy Reserve) in making an
 
assessment of food security requirements. The assessment will
 
consider Malawian national requirements and Malawi's possible

role in a regional grain reserve. The plan for management of
 
the reserve will include adjustment of reserve levels according
 
to recommendations of the assessment.
 

3. Use of $500,000 for Technical Assistance, Studies
 
and Training
 

A number of studies, technical assistance and training

needs have been identified during the design of this program.

While it is likely that some of these planned uses may be

picked-up by other donors or 
no longer be required, other needs
 
will undoubdtedly arise. 
At this point, however, it is
 
anticipated that the $500,000 component will be utilized as
 
follows:
 

Technical Assistance
 

Divestiture and Restructuring Coordinator $150,0.00
 
(on a cost sharing basis with the World
 
Bank; A.I.D. providing $50,000 per year x 3
 
years)
 

http:150,0.00
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Short-term assistance in establishing
 
independent holding company and in
 
developing divestiture/restructuring/
 
rehabilitation proposals for remaining

holdings (assistance to be fielded under an
 
existing IQC and/or recruited from local CPA
 
firms; $10,000 per p.m. x 10 months) $100,000;
 

Studies 
 $120,000'
 

In support of one of the Program's
 
covenants, a series of studies will be
 
funded to strengthen the capital market;

illustrative topics are included in Section
 
III.B.2. (to be conducted by local CPA
 
firms, possibly under the coordination of an
 
American expert in capital market formation;
 
$10,000 p.m. X 12 months)
 

Trainin2
 

Investment Appraisal and Management $ 35,000
 
(2 participants x $17,500)
 

Enterprise Management for Development * 25,000 
(2 participants x $12,500) 

Public Enterprise Policy and Management * 30,000 
(2 participants x $15,000) 

Public and Parastatal Enterprise - Management,
Operation and Privatization * 20,000 
(2 participants x $10,000) 

To be determined $ 20,000 
(anticipated institutions for the above training

include Harvard University - HIID; University of
 
Connecticut - IPS; Georgetown University - ILI; and
 
others in the field of privatization and public

enterprise management).
 

C. Foreign Exchange and Local Currency Utilization
 

The Government of Malawi in preparation for the
 
Consultative Group Meeting in Paris on January 21-22, 1986,

estimated that it faced a US $145 million resource gap over the
 
next five years. Meeting this resource gap will require a
 
significant 
infusion of additional concessional donor
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assistance. Malawi has historically had to rly heavily on
concessional assistance to provide it with the resources needed

for economiq growth. Therefore, the US $15.0 million will cover
 
approximately 10 percent of this gap.
 

Under the ADMARC restructuring component of the

Structural Adjustment Lending program, the GOM has agreed to

purchase from ADMARC the 180,000 metric ton strategic grain

reserve for MK 46.6 million and storage silo complex for MK 17.8

million. Although ADMARC will continue to manage the grain

reserve, it will charge a management fee to government to do
 
so. 
 The actual amount of the fee will be negotiated between

ADMARC and the government and will be discussed with the World
 
Bank prior to its formalization.
 

In 1985/86, ADMARC borrowed MK 26 million from the

GOM. The government has agreed to write off this loan as

partial payment of its obligation to purchase the strategic

grain reserve. 
 This leaves a balance of MK 38.4 million which

will either have to be met through additional Government
 
domestic borrowing or by an inflow of further resources through

concessional donor assistance.
 

The government intends to use the count-erpart funds
from the U.S. $15.0 million cash grant to cover part of its

remaining obligation for the purchase of the Strategic Grain

Reserve. The foreign exchange available through this program is

expected to create the equivalent of MK 2" J million in local
 
currency (based on a $ 1.00 
= MK 1.80 which was the June 1986
 
average rate). 
 After these funds have been paid to ADMARC,

ADMARC will utilize them to repay some of its outstanding debt
 
to the Reserve Bank and the commercial banks. The repayment of

these debts will free up financial resources for further
 
investment in the Malawian economy. 
To facilitate the
 
channeling of some of these resources 
into participation of

Malawians in ownership of 
some of the firms currently owned by

ADMARC, the GOM will covenant to make a share of these resources
 
available to credit institutions for this purpose. The
 
mechanisms for doing this and the amount of credit to be made

available would be explored in one of the studies of the capital

market to be financed from the $500,000 set aside in this
 
program for technical assistance, training and studies.
 

D. Impact of Proposed Policy Reforms
 

The program will favorably influence three areas: (1)

the efficiency of economic resources; (2) the availability of

capital for investment and; (3) ADMARC's capacity to manage its
 
marketing operations. With respect 
to the first area, through
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the transfer of parastatal firms to the private sector the
 
management of the 
resources will be more responsive to price

signals and be more motivated to utilize human, physical and
financial resources more fully. Privately owned entities will
 
be less inclined to retain redundant staff and labor.

Management of privately owned entities will be less subject to
non-economic/business pressures in the conduct of their
 
affairs. Because some of the divested entities will be

purchased by foreign capital there will be increased access to

foreign technology and management. As firms are sold by the

holding company the company staff will be able to improve its
 management activities by concentrating on the remaining holdings.
 

There will be an increase in the amount of capital

available for investment because of the liquidation of ADMARC's

outstanding loans as holdings are purchased by private

businesses. There will also be an 
increase in investment as the
 
new owners refurbish their acquisitions.
 

The program will enhance ADMARC's capacity to perform
its marketing operations for three reasons. First, ADMARC will

be able to build up its cash balance (or decrease its net

indebtedness position which will increase its ability to borrow

short term). As noted above, this is 
a particularly important

point because ADMARC must carry a substanti'l cash balance to
 
meet the large seasonal fluctuations in demand for cash.
 
Seccnd, general management will have more time to concentrate on

marketing operations. This will occur because it will no longer

be necessary to devote time to investment for acquistion

purposes and to managing debt problems. Although there is 
no
 
guarantee that the liquidity problem will completely disappear,
to the extent that ADMARC's liquidity/debt position improves it

will also take less of management's time to look after liquidity

concerns. 
Third, the program effectively removes the

institution through which ADMARC made new investments.
 
Therefore, general management will no longer be distracted by

pressures to make certain special investments and to make or to
 secure loans not 
directly associated with ADMARC's agricultural

marketing operations.
 

There are some negative effects associated with the
 program but they do not appear to be serious and many are

expected to be temporary. One non-temporary negative effect is

that given the existing structure of capital ownership in

Malawi, there will be a tendency to increase the concentration
 
of capital and possibly decrease the degree of competitiveness

in some industries. This greater concentration will also

increase the leverage of some of the largest private entities in

influencing government policies. 
 Such influence would tend to
 

/6 
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be strongly biased toward further decreasing competition. In
the course of negotiations with potential buyers, therefore, it

is critical that additional protection rights not be granted by

the GOM.
 

Employment may fall as some firms are liquidated or
overhauled. 
There is a welfare loss for the individuals
 
involved, but to the extent their employment is economically

redundant, their unemployment is not a loss to the economy. A
temporary increase in formal unemployment is part of a larger

move toward a more efficient use of resources. The loss of jobs

is inevitable in any event because the original employing firm
cannot sustain its position. The unemployment effect is likely

to be partially offset in the short 
run as other firms receive
 
new investment, are put back on sound financial bases and hire
 
more labor. 
 In the long run the change in pricig policies, and
the change in the business climate should generate much greater

employment than the former system.
 

There could be an adverse income effect if mid an4
 
upper level staff salaries and fringe benefits are reduced for
divested firms but it is unlikely that wages for labor would

fall. 
 This effect would be limited to a handful of relatively

skilled workers who are mobile and who happen to be in an
 
economy with increasing flexibility.
 

While not a disadvantage of the divestiture program

itself, the bias of the credit system to prefer larger over
smaller borrowers means that the larger entities will tend to

acquire a disproportionate share of the increase in credit.

This expectation essentially reflects the fact that the program

is finite and does not directly address structural aspects of
 
the banking and credit sector, although the capital market
 
studies are a start in addressing the problem.
 

Some partners in joint ventures might use the
divestiture as an opportunity to sell their interests and leave

Malawi. The transaction is not a disadvantage per se because in
selling they would be replaced by another private entity. It

does mean, however, that there is no net gain for Malawi. 
 This

is a weak proposition because if the asset 
owner is intent on

selling in any event, the divestiture is unlikely to make much

difference. Such a sale could even be advantageous if the buyer

is more inclined to make new investments.
 

One of the main unanswered questions and one which the
 program does not address is who will take the lead in

development investment in agriculture if ADMARC's Development

and Investment Division no longer has this function? 
A long
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term goal is for the private sector to be the cutting edge of

economic growth and development. But there remain three
 
immediate elements which tend to dull this edge: (1) the
 
Malawian economy is so small that one or 
two firms can

constitute an industry, therefore the government is concerned

about monopolistic practices; (2) it is fundamental government

policy to see indigenous Malawians increase their level of

participation in the Malawian economy; and (3) 
so far, efforts
 
to increase the availability of credit to small- and medium-size
 
Malawian entrepreneurs have met only with limited success, a
problem which is partially attributable to the structure of the

banking system and to the pricing/ marketing system for
 
smallholder agriculture.
 

E. Mission Management
 

The Program Planning and Implementation Division has
responsibility for the management of the FY 1985 African
 
Economic Policy Reform Program (612-0225). The division is

headed by the Assistant Mission Director and consists of the
 
Program Officer, the Project Development Officer and local

professional staff. Since the Mission's economic and program

management expertise reside in this division and it has taken

the lead in the development of this proposal, it will also
 
manage this new policy reform program.
 

There is considerable complementarity between this
 
program and the FY 1985 one. 
 Thus, it is not anticipated that

the management of this new program will result in any

significant increase in the amount of staff time devoted to its

implementation. The Mission does not plan to hire any

additional local staff to assist with program management.
 

F. Negotiation Status and Strategy
 

This program has been developed in close collaboration

with the Ministry of Finance and the Economic Planning Division

in the Office of the President and Cabinet. Staff from both of

these government organizations have participated along with AID

officials in discussions of the program's conditions with
 
ADMARC. The conditions for the disbursement of the US $15.0
 
million cash grant have received GOM endorsement. Furthermore,

this program has evolved and been considered within the context
of the World Bank Structural Adjustment Lending program and the
 
IMF's Standby Agreement. Therefore, 
no problems are anticipated

in negotiating the Grant Agreement.
 

The program has been reviewed with the Regional Legal

Advisor in Nairobi. She has proposed that there be two Grant
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Agreements, one for the cash grant element and the other for th

technical assistance component. They would be modelled along

the lines of the two Grant Agreements for the first Malawian
 
Economic Policy Reform Program (612-0225). Draft agreements

will be prepared by the RLA in August following review of the
 
PAAD in AID/Washington.
 

G. Relationship to Other Donor Policy Programs and
 
Conditionality
 

The ADMARC divestiture program complements those of th

World Bank and of the International Monetary Fund (IMF).

bilateral donors are directly involved in restructuring the

No
 

investment side of ADMARC. 
As far as can be determined the
 
program conditions do not conflict with or 
duplicate those of
 
any other donor or international financial institution.
 

The divestiture program relates to the IMF's program

which includes limitations on GOM borrowing from the central

bank. The GOM has agreed to purchase the strategic grain

reserve 
 from ADMARC and assume ADMARC's MK 4.3 million
 
obligation to the Smallholder Fertilizer Revolving Fund (SFRF).

The net expenditure of about MK 41 million, after taking into
 
account the writing off of the MK 26 million loan from the
 
government to ADMARC as partial payment, will extend the
 
government budget beyond the IMF's deficit limit. 
 These
 
actions, however, are a part of the set of conditions
 
established by the Bank for the second tranche of SAL III. The
 
Bank recognizes that these purchases will tend to create
 
inflationary pressure and thereby pose a problem for the balancE
 
of payments.
 

The infusion of $15 million 
(MK27 million at the June

1986 exchange rate) via the ADMARC divestiture program will
 
contribute significantly to offsetting the potential

inflationary effects of the government expenditures in the
 
ADMARC restructuring process. That is, 
the effect of the AID
 
program will be 
to help keep the GOM within IMF credit
 
constraint limits. The divestiture program is not only

consistent with World Bank and IMF programs and conditions, it
 
substantially facilitates their operation.
 

Two key elements in the Bank's design of the ADMARC

restructuring program are to split off the investment portfolio

from ADMARC and thereby:
 

(1) Allow ADMARC's management more time to concentrate
 
on agricultural marketing.
 



-32

(2) Remove the financal drain caused by the investment

portfolio, improving ADMARC's cash reserves which are
 
crucial to its marketing function.
 

Again, AID's involvement in the ADMARC divestiture program makes
 
a critical contribution to the World Bank effort to improve the

agricultural marketing system.
 

H. Evaluation Plan
 

The program will require continuous monitoring and
evaluation as part of the disbursement process. The Mission

anticipates that it will need to call upon local based

international CPA and legal firms to assist it in the review of

documentation pertaining to the selling of assets and the

development of a plan for any remaining assets to ensure that

conditions pertaining to disbursement of the foreign exchange

component have been met.
 

In addition, the Mission plans to hold a joint review
of the studies of the Malawi capital market when they are

completed. 
These studies and the review are extremely important

to the Mission's planned activities in the private sector such
 
as the proposed FY 1988 CIP for Private Enterprise Development.
 

The final evaluation will probably take place in the
third year after the signing of the Grant Agreement. The timing

will depend on the status of the liquidation of ADMARC's
 
assets. 
 It is important that sufficient time has elapsed to

permit quantitative analysis of the impacts of the program.

This evaluation will concentrate on the following areas:
 

Improvements in ADMARC's financial position and
 
marketing functions;
 

Utilization of the local currency to pay for the
strategic grain reserve and silo complex and the impact

of this infusion of funds plus those from the sale of

ADMARC's assets on the commercial banking sector and
 
the Reserve Bank of Malawi; and
 

Financial viability and extent of private ownership of
 
any trust or trusts established to manage a residual
 
set of former ADMARC assets.
 

This evaluation will be conducted by an external team consisting

of a macroeconomist, management consultant and an investment
 
banking specialist.
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IV. FEASIBILITY ANALYSES
 

A. Institutional Analysis
 

The divestiture process will be handled by ADMARC staff
with assistance from local CPA firms such as Deloitte Haskins

and Sells, Peat Marwick and Mitchell, Price Waterhouse and
Coopers and Lybrand. 
 Some of these firms were involved in the
earlier restructuring of Press and MDC. 
 Furthermore, the
investment coordinator to be recruited either by the World Bank
under SAL III or by AID under this program, will function in a
critical capacity to help implement the program. Given the
likely timing of his arrival, his input will be more important
in the development of the plan for the assets which remain after

the initial round of divestiture.
 

Given the staff weaknesses which exist in the
Development and Investment Division of ADMARC which manages the
investment portfolio, the responsibility for the divestiture has
fallen on the Financial Controller and the General Manager of
ADMARC. 
 The Financial Controller is an expatriate financed by
the World Bank. 
 The General Manager is a dynamic individual
with considerable experience in business and finance in Malawi.

They are presently managing the initiation of the divestiture
 program well, but 
it has placed a significant additional burden
 on them. 
USAID has suggested that funds under the Fertilizer

Subsidy Removal Program might be used to finance short-term

technical assistance to assist them over 
the next several months.
 

The divestiture process is proceeding reasonably well
at 
the time this PAAD was being written. The GOM and ADMARC
have designated six firms to be completely or partially
divested. 
A list of the firms and proportions of shares to be
sold to the private sector are listed in Table 4. 
ADMARC holds
MK 31.5 million of shares in the six companies, of which the
Corporation plans to sell off MK. 24.1 million or 76.5 percent.

Reduced interests will be retained in two of the six firms.
 

ADMARC is canvassing the other share holders in the six
companies to ascertain their interest in purchasing its
holdings. 
 Because these are privately held companies, partners
must be given the first option to purchase. Several of -he
share holders have expressed a willingness to exercise tfieir
option to buy. 
 In some cases where the partners have declined,

ADMARC has identified other potential international and domestic
 
buyers and is proceeding with preliminary discussions.
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Table 4: Planned Asset Divestiture of ADMARC's Equity Shares
 
(in millions of Malawi Kwacha)
 

ADMARC ADMARC Shares
 
Share Holdings to be Divested 
 Balance
Name of Firm Value* Percent Value Percent 
Value Percent
 

MK MK MK 

Dwangwa Sugar Co 10.7 38 10.7 38 
 0.0 0
Sugar Corp. of Mal. 9.3 49 5.5 29 3.8 20

Lever Brothers (Mal) 0.6 20 0.6 
 20 0.0 0

David Whitehead and
 

Sons (Malawi) 8.8 49 
 5.2 29 3.6 20
PEW 0.7 87 0.7 87 
 0.0 0
 
United Transport


(Malawi) 1.4 
 35 1.4 35 0.0 0
 

TOTAL 
 31.5 24.1 7.4
 

* Value as of March 31, 1985. 

ADMARC has contracted with Peat Marwick and Mitchell to
undertake a study of the various options for putting them under
 
stronger management and on a more solid economic foundation.
 
The study will analyze the potential for consolidating some
 
estates, dissolving others and ways to attract investors.
 

In order to promote maximum private sector

participation in the companies owned by ADMARC and to decrease

their dependence on ADMARC management and financial resources,
AID has stipulated that any investment holding company or 
trust

established to manage assets which remain after MK 30 million
 
have been divested must embody sound business principles,
attract private sector investors and rely on commercial sources

of capital to meet its financial requirements. In a business

and financial community dominated by only a few large

international and domestic corporate enterprises, this may

present several practical problems. To attract smaller
 
investors, it has been suggested during the design of this
 program that the GOM and ADMARC explore the options for

incorporating the holding company as a public limited one

instead of private limited. There are already in Malawi a few
public stock companies such as Southern Bottlers, the
 
manufacturer of soft drinks. 
 Although the Malawian Companies

Act permits public stock companies, the absence of a formal

market for share capital creates a potential problem of trading
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shares. 
The limited public share capital in existence in Malawi

is bought and sold through commercial banks and corporate law
 
firms.
 

One of the key objectives of this program is to assist
in the development of 
a stronger basis for long-term investment
 
in Malawi's economy. 
 It is important that this foundation be

developed further to increase the stability of the financial
 
system, to attract additional investment resources and to

establish a more broadly-based capital market. An effort will

be made to incorporate these objectives into the capital market
 
studies.
 

The studies of the capital market in Malawi envisaged

as part of this program would be carried out using funds
 
available from the US $0.5 million technical assistance
 
component of the grant. An illustrative set of topics was
 
discussed in Part IV of the PAAD. 
 These studies would be

financed through a series of purchase orders or work orders to

various AID contractors. To the maximum extent possible, AID

and the GOM would plan to utilize local expertise. This is
 
important to tap individuals with considerable knowledge and

experience of the business and financial sector in Malawi and to

help stimulate and promote the further development of this local
 
capacity.
 

B. Other Special Issues
 

There was during the development of this PAAD and in
 
recent technical reviews with the World Bank and IMF, 
one major
policy concern on the part of the GOM and ADMARC which has been
 
taken into account in the design of this program. Both the

World Bank and USAID had suggested that the GOM agree in advance
 
to the divestiture of all of ADMARC's assets and that, 
if an

investment holding company were established that it be
 
self-liquidating over time. 
 The GOM while acknowledging the

principle of removing government and statutory bodies from
 
direct management and involvement in manufacturing and industry

was unwilling to commit itself a priori to this for political

and economic 
reasons. First, the GOM was concerned about the

potential implications of increased foreign control and
 
participation in the economy without 
a parallel expansion in
 
Malawian participation as a counter balance. 
 Second, in the

absence of a stronger and more diversified capital market, the
 
GOM felt that there was a need for some form of investment
 
company to promote and encourage investments in agriculture
related industries, but was unsure how much private interest
 
could be attracted to support the development of these

businesses. Nevertheless, the GOM has agreed that the private
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sector will be encouraged and is desirable. This represents a
 
major shift away from Malawi's development strategy of the

1970's. One of the important tasks of the investment
 
coordinator will be to identify ways in which greater

participation of the private sector in agro-related industries
 
can be actively fostered.
 



ANNEX A
 

DESCRIPTION OF THE MAJOR BUSINESS ENTERPRISES, STATUTORY BODIES
 
AND
 

FINANCIAL INSTITUTIONS IN MALAWI
 

I. Holding Companies and Statutory Bodies: The Big Three -
Press Group, Malawi Development Corporation and the Agricultural
Development and Marketing Corporation 

A. Press Group Limited (PGL)
 

The Press Group was founded as a newspaper publishing
 
company by the Life President H. Kamuzu Banda at independence in
 
1964. The Group is owned in trust for the Republic of Malawi.

PGL is not a parastatal in the normal meaning of the term: it
 
is not subject to the direction of the Department of Statutory

Bodies or the Finance and Audit Act. Press Group companies are

incorporated with private status. Throughout the decade of the
 
1970's PGL pursued an aggressive agriculture developmental and
 
acquisition policy.
 

On the agricultural developmental side, PGL opened up a
 
large number of estates on virgin land , primarily for the
 
growing of virginia tobacco (General Farming Company Limited)

and burley tobacco (Press Farming Limited). The majority of
 
these estates are concentrated in the Kasungu and Mchinji

Districts of the Central Region, and there is a cattle ranching

operation near Liwonde in the Southern Region.
 

In recent years, steps have been initiated to diversify

the tobacco and maize concentration. The effort has achieved
 
differing degrees of success. Diversification efforts have
 
included schemes to grow groundnuts, irrigated wheat and
 
coffee. The estates started from extremely small equity capital

bases and gradually increased their leverage positions as debts
 
accumulated. Consequently, the estates were extremely

vulnerable to the downturn in tobacco prices in the early

1980's. The PCL estates have been reorganized recently as part

of the SAL process into an intermediate holding company (Press

Agriculture Limited). 
 Management has been reconstituted and the
 
dependency on tobacco lessened through further crop
 
diversification.
 

Press' acquisition policy has been governed by a strong

desire to localize ownership of strategic enterprises and to
 
diversify the industrial and commercial base of the country.

This broad mandate has meant that there was little logic in the
 
pattern of investments through the 1970s. Also many
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acquisitions suffered from weak financial management and

undercapitalization. As a consequence they became a heavy drain
 
on the national banking system in the late 1970's and early

1980's.
 

Although the PGL was one of the early victims of the
recession, the situation was tackled resolutely during SAL I and
SAL II. 
The Group and its finances were entirely restructured
 
and the excessive exposure of the commercial banking system

reduced. 
The Group was put under strong management and the
 
investment portfolio was rationalized by exchanging some

holdings with ADMARC and with MDC. 
Also various developmental

and loss-making projects were eliminated.
 

The reorganized Press Group remains a major force in

the Malawian economy; it operates on conventional business lines
 
and it is generally competitive with the private sector.

However, in some areas such as retailing, PGL is the only

nationally organized entity.
 

B. Malawi Development Corporation (MDC)
 

MDC was formed as a statutory body shortly after

Independence in 1964, modelled on the highly successful
 
Industrial Development Corporation of South Africa and with
 
initial management drawn from that same organization. In its

early days, MDC was highly innovative and successful. Its

objectives were to promote new investment in areas neglected by

the private sector for one reason or another and to spin off

investments to the private sector as 
they became mature.

Towards this end, MDC invested heavily in real estate, hotels
 
and industry and formed an investment trust company for the
 
planned divestitures.
 

By 1970, the MDC was financially self-supporting. Also

in 1970, the MDC was converted into a conventional limited
 
liability corporation, wholly owned by the Government of
 
Malawi. Shortly thereafter, its resources were stretched when
it was used as 
the primary vehicle for the takeover of the
 
Portland Cement Company. A period of weak management followed

during which borrowed funds were in many cases injected into

investment projects that failed to perform and the concept of

divestiture of mature investments was de-emphasized.
 

The financial position of MDC became critical.
 
However, since it was wholly owned by the GOM, the MDC became a

drain on government resources rather than those of the

commercial banking system. 
Under SAL I, the position of MDC was
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comprehensively studied. An investment rationalization program

was initiated under SAL II involving share swaps with Press

Group and ADMARC. The restructuring has proceeded further with
the appointment of a new general manager. 
 Over the past 18

months, he has reorganized management !n MDC itself and its

principal investments; commenced a divestiture process to

release cash resources for new projects; and restored financial
 
confidence in the organization. As a consequence, MDC is back
 
on its original track.
 

C. Agricultural Development and Marketing Corporation (ADMARC)
 

The origins and certain of the primary operating

features of ADMARC go back to the pre-independence period.

ADMARC grew out of the Farmers Marketing Board. ADMARC's
 
primary responsibility was to ensure the timely delivery of crop

inputs and prompt purchase and payment for crops offered to it
for sale from the smallholder sector. 
ADMARC has legal monopoly

status for the purchase of tobacco and cotton, and a de facto

purchasing monopoly for groundnuts and maize. ADMARC

effectively insulated smallholders from short run fluctuations
 
in world prices by means of the Price Equalization

(Stabilization) Fund. Fund reserves were invested in government

bonds. ADMARC's activities remain largely unchanged from its
 
early days.
 

Over time, ADMARC has greatly expanded the access of

the smallholder to inputs such as seeds and fertilizer and to
 
markets for the sale of crops. Few smallholders are further

than 15 kilometers from an ADMARC depot and until 1986 ADMARC

has been obliged to purchase all that has been offered to it and
 
to pay cash for it.
 

ADMARC has, therefore, been an accurate barometer of
 
the subsistence agricultural sector's economic condition over

the years in its mainstream activities, as reflected by its crop

trading accounts. 
ADMARC's crucial role as a stabilizer of

smallholder income became apparent in 1967 when the Corporation

sustained a substantial loss due to poor crop yields, world

commodity prices and selling policy. 
The banking sector, and

indeed the economy, suffered but the problem was quickly and

effectively dealt with and the Price Equalization Fund
 
re-established.
 

Given the chronic shortage of capital constraining the

country's development, ADMARC was reconstituted around 1970 with
 an additional, developmental role. 
 The "cash cover" requirement

for its Price Equalization Fund was fixed at MK2.0 million, with

the balance being freed for investment in what were anticipated
 

it
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as being profitable direct and indirect development projects.

Unlike MDC and Press, ADMARC became the only organization of its
kind formally committed to the provision of capital for
 
agro-related industrial development.
 

Unfortunately, ADMARC's investments incurred
substantial losses. 
 It acquired its portfolio of medium-sized
 
estates as a last resort buyer of undercapitalized ventures

facing closure. ADMARC assumed the assets of these estates as
well as their debt liabilities. 
 The MK 11.0 million investment
 
in Dwangwa sugar, financed from borrowed funds, has been a

particularly poor investment in large measure due to the

vicissitudes of the world sugar market. 
The investment
 
portfolio contained profitable investments such as PEW, United

Transport of Malawi and David Whitehead, but the profits of
these firms were not adequate to compensate for the losses of

the other holdings. Thus, the investment portfolio became a net
 
drain on ADMARC's resources.
 

ADMARC's financial problems were compounded when it was
required to bear the cost of acquiring, maintaining and storing

the strategic grain reserves. 
 The Crop Price Equalization Fund
had already been fully committed and could not bear the extra

burden of the strategic reserve, particularly when compounded by

the generally poor performance of the investment portfolio, the

declining prices for cotton and tobacco, price controls on
 
ADMARC's domestic market sales and skyrocketing transportation
 
costs on imported inputs and crop exports.
 

II. The Structure of Banking and Finance
 

A. National Bank of Malawi (NBM)
 

The National Bank of Malawi was established as a
commercial bank by Act of Parliament in 1970. Although created

in this manner, it is a conventional limited liability

corporation, and is not a statutory body, or under the

supervision of the Department of Statutory Bodies. 
However, it

is subject to the requirermnts of the Banking Act which prohibit

equity investment by the bank in most cases and which require

inspection by the Reserve Bank of Malawi.
 

The National Bank of Malawi was formed from Barclays

Bank and Standard Chartered Bank each of which initially

retained a 10 percent equity share in the new bank. 
 Barclays

subsequently sold its shares to Standard which now holds 20
percent equity holding in the NBM. 
The balance of the shares
 
are held by the Press Group, MDC and ADMARC. The Standard
 
Chartered Bank, however, provides senior management for the bank.
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For its first few years, the NBM pursued conservative
policies, lending largely on a seasonal overdraft basis and
quietly but steadily increasing its deposit and retained
earnings. However, in the latter half of the 1970's, it
departed dramatically from this pattern. 
 In response to the
national priority then given to the development of estate
agriculture by Malawians, and given the vacuum of other sources

of capital for this purpose, it commenced on a program of
substantial term lending of capital, as well as providing
seasonal finance to these emergent entities. At the same time,
a significant amount of its 
resources were channeled to the

Press and Spearhead Groups.
 

With the onset of recession in the early eighties, NBM
suffered heavy loan losses. 
 The result was a serious erosion of
the bank's capital base which is only now largely restored. The
NBM has returned to a cautious lending policy which has resulted
in its rebuilding of its cash base. 
 Most of its funds are
invested in government bonds and loans to parastatals to cover
 
their deficits.
 

NBM's retreat from direct term financing was justifiedas a means to protect its depositors, but it has meant that the
bank has not contributed to the financial requirements of the
private sector. 
 As long as higher interest can be earned on
long-term government bonds than on higher risk lending to the
private sector and given NBM's previous experience in term
lending to the private sector, this situation is not likely to
change in the near future without a significant change in
 
interest rate policy.
 

B. Commercial Bank of Malawi Limited (CBM)
 

The Commercial Bank of Malawi Limited was established
in the late sixties by Portuguese interests (Banco Pinto da Soto

Mayor of Portugal) which sold out to the Bank of America and
Malawi parastatals in 1974. 
 During the recent recession, the
Bank of America decided to liquidate its holdings and its
management contract with CBM. 
 The Government of Malawi under
the economic conditions at the time had little choice but to
pick up the Bank of America shares. The bank is presently owned
by the GOM, PGL and MDC. ADMARC relinquished its equity

interest in the Bank to MDC in 1984 as part of the MDC
 
restructuring.
 

The development of CBM has been similar to that of NBM,
but with one important difference. CBM has a smaller deposit

base both absolutely, approximately one third of NBM, and
relative to its lending. It was, therefore, extremely hard hit
 

1/
 



A-6
 

by events as they unfolded in the late 1970's and early 1980's
and was forced to borrow heavily from the Reserve Bank of Malawi
to 
cover its losses. Its situation was eased by the GOM taking

over CBM's nonperforming loans to the Press Group. 
CBM's
financial position has now stablized with the recovery of its
deposit and capital base. However, like NBM, CBM pursues a
conservative lending policy vis-a-vis the private sector and

relies heavily on lending to the government and parastatal

bodies.
 

C. Reserve Bank of Malawi (RBM)
 

The Reserve Bank of Malawi was established by a special
Act of Parliament when the Reserve Bank of Rhodesia and
Nyasaland was dissolved at the time the Federation dissolved.
The RBM is a statutory body, wholly owned by the govcrnment, but
is not subject to supervision by the Department of Statutory
Bodies or most of the provisions of the Finance and Audit Act.
Its primary functions are to issue and safeguard Malawi's
 currency and to serve as the central government's banker.

Although it does not as a general rule act as a banker for the
statutory bodies, it has on occasion engaged in lending to
 
ADMARC.
 

RBM holds the national foreign exchange reserves and
 engages in foreign borrowings. It retains the statutory
balances and overnight funds from commercial banks and lends to
them in 
a last resort function to protect their deposits as it
did in the case of CBM during the recent recession. It has
become in the last few years the major creditor of the central
government as a consequence of the need to finance the deficit
and to cover the debts of the Press Group which were passed to
government as part of the restructuring under SAL I and II. 
RBM
does not accept deposits from or extend its lending to the
 
private sector.
 

The RBM has had its financial base significantly eroded
in recent years by the impact of government and parastatal
borrowings (mainly ADMARC). 
 It has also seen its foreign

exchange position and foreign debt situation worsened by

successive devaluations of the Malawi Kwacha.
 

D. Major Insurance Companies
 

The National Insurance Company Limited (NICO) is
controlled by the Press Group. 
 It competes on an equal basis

with a number of foreign based general insurance companies.
NICO's general insurance funds are understood to be invested

wholly or at least substantially in government paper and the
banking sector. 
 This is in large measure to maintain fairly
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liquid assets to protect it in the event of having to meet a
 
series of large claims.
 

NICO's life insurance funds, however, are available for
broader investment as are those of the market leader in the life

insurance and pension field, the Old Mutual of South Africa.
These pension and life insurance funds are almost exclusively
invested in government bonds and first class real estate and
commercial mortgages. 
Again the dominance of government lending
in their portfolio is affected by the higher interest rate and
low risk associated with them compared to the higher risk

inherent in equity share investments.
 

E. Post Office Savings Bank (POSB)
 

This institution is modelled after its British
counterpart. 
 Its primary function is to assist in mobilizing
the funds of small savers through the nationwide network of Post

Offices which have much greater national coverage than the
commercial banks. 
 However, it attracts substantial business and
higher income depositors in view of its tax free status of the
interest earned which make it competitive with other forms of
term deposits. 
 The POSB does not grant loans or permit

overdrafts. It invests its funds exclusively in government

paper. POSB deposits have been climbing steadily and are now
 
around MK 60 million.
 

F. New Building Society (NBS)
 

The Government of Malawi has an equity holding, but not
controlling one, 
in the New Building Society. Through its
offices and agencies in Malawi's primary cities, the NBS accepts
funds on interest-bearing savings or 
time deposits from

individuals and corporate entities. 
Liquidity margins are
covered by investing in government bonds. Subject only to this

constraint, the whole of its available funds are loaned to
corporations and individuals in the form of mortgages, repayable
normally over 15 years. 
 Interest paid on NBS mortgages is tax
deductible. NBS is well administered and has had very few
 
repossessions.
 

G. Investment and Development Bank of Malawi (INDEBANK)
 

INDEBANK was established in 1971 by ADMARC, IFC, CDC,

EDB and FMO which fund it through a combination of equity share
ownership, income notes and various lines of credit. 
 INDEBANK
also intermediates lines of credit from other entities including

the World Bank. INDEBANK is about to become entirely locally

managed, following a period of technical assistance from the
 
Irish Development Association.
 

/
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INDEBANK invests exclusively in new activities,

normally by way of fully collateralized

foreign-currency-denominated term lending but occasionally in
 
Malawi Kwacha, and also to a limited extent in equity.

INDEBANK's Kwacha resources are extremely limited and it does
 
not accept local time deposits. Because its loans are
denominated in foreign currency, INDEBANK has encountered

resistance from potential borrowers during the recent, sucessive
 
devaluations of the Kwacha. 
 The foreign exchange risk
associated with these loans are assumed entirely by the
borrower. INDEBANK is a completely commercial operation and

receives no subsidy from the government.
 

INDEBANK lends primarily to the industrial sector, but
has made some investments in primary agriculture. There have
been repeated attempts to join forces with the commercial

banking system to mobilize outside and local financing to
provide term financing for the development of estates, but so
 
far with little success.
 

INDEBANK has founded a subsidiary INDEFUND (Investment
and Development Fund) to lend to emergent Malawian businessman
in amounts up to MK 100,000. 
These loans are mainly for smaller
enterprises. 
The demand for INDEFUND loans is extremely strong

and attractive because, unlike INDEBANK, they are denominated in
 
Malawi Kwacha.
 

Both INDEBANK and INDEFUND are well managed. Project
appraisals are carefully undertaken prior to lending. 
 INDEBANK
 
resources awaiting investment are held in government bonds.
 

I. Malawi Union of Savings and Credit Cooperatives Limited
 
(MUSCCO:
 

MUSCCO acts as the umbrella for the savings and loan
 
movement in Malawi. The movement started as a
missionary-promoted enterprise in the Northern Region of Malawi,

but has recently grown rapidly and extended its geographic

coverage following an infusion of capital from USAID and
technical asschnical assistance from USAID and the US Peace
 
Corps.
 

The savings and loan movement basically revolves funds
 among low earning members of a community. Through MUSCCO and
under its supervision, additional loan funds can now be made

available primarily for such ventures as purchasing of maize
mills or crop finance. This is almost the only source of
finance available to the rural entrepreneur who lacks collateral
 
and bank references.
 



ANNEX B
 

ADMARC'S EQUITY SHARE HOLDINGS AND LOANS BY CATEGORY BASED
 
ON ITS MARCH 31, 1985 AUDITED ACCOUNTS (IN MILLIONS OF MALAWI KWACHA)
 

Name of Firm or Estate 


Experimental Farms Owned
 

Directly by ADMARC 


Owned Estates
 

Buwa Tobacco Estates Ltd 

Chasato Estates Ltd 

Kasikidzi Estates Ltd 

Livilidzi Estates Ltd. 

Mangani Estates Ltd. 

Mpira Estates Ltd. 

Tikondane Estates Ltd. 

Tobacco Estates Ltd. 

Subtotal 


Managed Estates
 

Chitale Estates Ltd. 

Mayeso Company Ltd. 

Mingoli Estate 

Mphaso Company Ltd. 

Nakawale Estate Ltd. 

Subtotal 


Agricultural Industries
 

Cattle Feedlot Co. Ltd 

Central Grading and
 

Packing Company Ltd. 

Dwangwa Sugar Corp.Ltd 

Sugar Corp (Mal) Ltd. 

Maldeco Fisheries Ltd. 

Spearhead Holdings Ltd. 

National Seed Co. of
 

Malawi Ltd. 

ADMARC Canning Co.Ltd. 


Equity Shares 
 Loans 
 Direct Total
 
Project Equity
 
Funds Loans
 

10.5 10.5
 

0.7
 
0.4
 
0.8
 
0.6
 
0.8
 
0.2
 
0.5
 
0.2
 
3.9
 

0.1
 
0.0
 
0.1
 
0.2
 
0.1
 
0.5
 

0.1
 

0.1
 
10.7
 
10.3
 
0.5
 
0.1
 

0.9
 
1.0
 

Value 


0.0* 

0.0* 

0.0* 

0.0* 

0.1 

0.0* 

0.1 

0.2 

0.4 


0.0 

0.0 

0.0 

0.0 

0.0 

0.0 


0.1 


0.1 

10.7 

9.3 

0.5 

0.1 


0.6 

0.1 


Percent 

Owned 


100 

40 


100 

100 

100 

100 

100 

50 


0 

0 

0 

0 

0 


50 


55 

38 

49 


100 

4 


73 

100 


Coll-

ateral 


0.1 

0.0 

0.2 

0.0 

0.0 

0.0 

0.0 

0.0 

0.3 


0.0 

0.0 

0.0 

0.0 

0.0 

0.0 


0.0 


0.0 

0.0 

0.0 

0.0 

0.0 


0.3 

0.1 


Other 


0.6 

0.4 

0.6 

0.6 

0.7 

0.2 

0.4 

0.0 

3.5 


0.1 

0.0 

0.1 

0.2 

0.1 

0.5 


0.0 


0.0 

0.0 

1.0 

0.0 

0.0 


0.0 

0.8 




Table : Continued
 

Name of Firm or Estate 


Auction Holdings Ltd.
 
(Tobacco auction and
 
suppliers) 


Cold Storage Co. Ltd 

Cotton Ginners Ltd. 

Grain and Milling Co.
 

Ltd. (Stockfeeds) 

Lever Brothers
 

(Malawi) Ltd. 

Malawi Tea Factory
 

Co. Ltd. (Smallholder
 
tea) 


National Oil Industries
 
Ltd. (Cotton oil seed
 
expression) 


Optichem (Malawi) Ltd.
 
(Estate Fertilizer
 
supply) 


Central Tobacco
 
Properties Ltd.
 
(Tobacco warehousing) 


Subtotal 


General Manufacturing
 

Advanx (Blantyre) Ltd.
 
(Tire Remoulding) 


David Whitehead and Sons
 
Ltd. (Textiles) 


P.E.W. Ltd.
 
(Coachbuilding) 


Blantyre Printing and
 
Publishing Co. Ltd 


Viphya Pulp and Paper

Corp. Ltd. 


Gum and Chemical Co. 

Subtotal 


Equity Shares 
 Loans 
 Direct Total 
Project Equity 
Funds Loans 

0.8 
1.1 
0.2 

7.7 

0.6 

0.6 

1.8 

0.6 

0.5 
37.6 

0.3 

8.8 

0.7 

0.1 

0.0 
0.0 
9.9 

Value 


0.8 

1.1 

0.2 


5.4 


0.6 


0.0* 


1.4 


0.6 


0.0 

31.6 


0.1 


8.8 


0.7 


0.0 


0.0* 

0.0 

9.6 


Percent 

Owned 


58 

100 

49 


100 


20 


40 


100 


33 


0 


50 


49 


87 


0 


100 

0 


Coll-

ateral 


0.0 

0.0 

0.0 


0.0 


0.0 


0.6 


0.4 


0.0 


0.5 

1.9 


0.2 


0.0 


0.0 


0.0 


0.0 

0.0 

0.2 


Other 


0.0 

0.0 

0.0 


2.3 


0.0 


0.0 


0.0 


0.0 


0.0 

4.1 


0.0 


0.0 


0.0 


0.1 


0.0 

0.0 

0.1 
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Table : Continued 

Name of Firm or Estate Equity Shares 
Value Percent 

Owned 

Loans 
Coll- Other 
ateral 

Direct 
Project 
Funds 

Total 
Equity 
Loans 

Transportation 

Cory Mann George (Mal)
Ltd. (Shipping/Forward) 

Manica Freight Services 
(Mal) Ltd. (Shipping/
Forwarding) 

United Transport (Mal)
Ltd. (Buses) 

Subtotal 

0.3 

0.5 

1.4 
2.2 

50 

50 

35 

0.0 

0.0 

0.0 
0.0 

0.0 

0.0 

0.0 
0.0 

0.3 

0.5 

1.4 
2.2 

Financial Institutions 

Finance Corp. of Malawi 
Ltd. (Export Finance) 

INDEBANK 
National Bank of Malawi 
Malawi Housing Corp 
Subtotal 

0.2 
1.0 
2.0 
0.0 
3.2 

100 
22 
33 
0 

0.0 
0.0 
0.0 
0.0 
0.0 

0.0 
3.0 
0.0 
0.5 
3.5 

0.2 
4.0 
2.0 
0.5 
6.7 

Conglomerates 

Press Group Ltd. 
Press Holdings Ltd. 
Subtotal 

Dormant Holdings 

Tobacco Marketing Co. 
of Malawi Ltd. 

0.0 
0.0 
0.0 

0.0* 

0 
0 

100 

0.0 
0.0 
0.0 

0.0 

40.4 
0.1 

40.5 

0.6 

40.4 
0.1 

40,5 

0.6 

GRAND TOTAL 47.0 2.4 52.8 10.5 112.7 

NOTE: 

* Represent assets valued at less than MK 50,000. 
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PREFACE
ADMARC has, in recent years, been facing liquidity problems. These problems were not sudden but became acute during the 1985/86 financial year.A study team was, therefore, appointed by Government to look into the causesof these problems and make proposals about how to overcome them. 
The study team comprized of Mr. E. W. Mponela of the Department ofEconomic Planning and Development, Mr. A. C. Gomani of the Ministry ofFinance and Mr. A. Y. Kalawe, of the Ministry of Agriculture.
The team held discussions with ADMARC and various relevant institutions.
The Report is divided into four Chapters. Chapter. 1discusses ADMARC'sobjectives, functions and organization; Chapter 2 discusses ADMARC'sperformance prior to 1985/86; Chapter 3 discusses the emerging problems andfinally, Chapter 4 presents conclusions and recommendations. 
This study is, the-efore, an input into the on-going discussions aimed atresolving issues relating to ADMARC in the short- and medium-term. 

J. C. MALEWEZI 
Secretary to the Treasury

April 1986 
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OBJECTIVES FUNCTIONS AND ORGANIZATION OF ADMARC 
Objecthos 
According to the Agricultural Development and Marketing Corporation Act:of 1971 (Cap. 6703 section 5), the Purposes of the Agricultural Developmentand marketing corporation are threefold: 

(a) to promote the economic interests of Malai by increasing the volumesof economic exportable crops and improving the standards of the
Republic's agricultural produce; 

(b) to produce and maintain an efficient system for supplying the agri•cultural requirements of persons farming on customary land; and
(c) to maintain and improve with a view to profitability, a system for themarketing of agricultural produce for export and to promote the

consumption of such produce abroad and in Malai. 
Factions

In pursuance of the objectives, the Corporation is charged with the duty,among others, to buy, store, process, manufacture, adapt for sale, distribute,sell, grade, mark, pack, insure, advertise and transport cotton, livestock,produce, or tobacco grown on customary or public land and any commodity
derived therefrom. 

"In the exercise of its powers to market produce, the Corporation shall, inselling produce for consumption within Mala*i., ensure that the selling priceof such produce is not less than the price paid therefor together with all otherexpenses incurred in resptct thereof by the Corporation: 
"P:ovided that the Minister may, for good cause, authorize the sale ofproducefor co.nsumption within Malavi at a price which is less than the price calculatedas afotesaid, and whenever such sales occur the amounts of any losses incurredby the Corporation shall be made good by the Government from public funds." 
As we review ADMARC's role, it is also interesting to note, from the sameact, that the Corporation was given powers "to assist any organization, government, corporation, company or co-operative society with capital or credit bymeans of investment in stock, shares, bonds, debentures or debenture stock,or with other ways or resources for the prosecution of any works, undertaking,projects, schemes or enterprises relating to the development or improvementof the economy of Malai". 

Organization 
The Agricultural Development and Marketing Corporation'is divided iit6

the four sections of
(a) Primary Marketing; 
(b)Sales; 
(c)Development and Investment, and 
(d)Finance and Administration; 

1 



their section functions being more or less as suggested. Below the head officein Limbe, control runs from three Regional Offices to several DivisionalArea Offices in each region, under which are parent or seasonal markets andandassociated produce storage depots. 
Each seasonal market is headed by a Marketing Officer aided by about nine

volume ofprodu fohod e era distan e malloers have to transport produce to sell, formimtndth coraeitnsi mloderatonfretbihga seaspo marumportant considerations for establishing a seasonal market. uetelfrTransportation of produce to storage and selling points is under the directionof the Transport and Storage Controler. 
Although ADMARC ow-, a number of vehicles for transporting produce,a greater role is played by private transporters. Traffic is allocated to these,who are organized in groups, by each Regional Transport Allocation Commit-tee (consisting of the Ministry of Transport and Communications, the RoadTraffic Commissioner, District Council representatives and the Ministry of 

It is understood thatWtris undSupiersd tharvest,except in emergency or special circumstances, inter-regional transportation of produce is by rail, except, perhaps, where the roadmode shows a clear cost advantage. 

'Me rate at wh-ich ADMARC pays for rail shipment isbased on Mala~d
Railways tariffs which are commodity specific and are revised from time totime. Road rates are determined by the Ministry of Transport and Communi-
cations in consultation with otlb:r relevan,17.5t/tonne kilometer and 2 2.9titonne kilometer for bitumen and earth roads,
respectively. Forward movements of load attract the full rate, but back-hauls
are charged only 50 per cent, so that it pays to co-ordinate movement ofproduce

from, and inputs for sale to, depots and markets,


As far as ADMARC export traffic is concerned, increasing 


ministries. The present rates are 

use has been
made of three routes to the sea: 

(a) Lilongwe-Lusaka by roai and whence to Durban by raiL
(b) Lilongwe-Lusaka by road and whence to Dar-es-Salaam by rail.(c) Bangula-Chipoka by rail-Chilumba by lake nd whence to Mbeyaby road and to Dar-es-Salaam by either road or rail.It is estimated that ADMARC has, at present, a produce storat. capacity

of about 547,896 tonnes, of which 145,221 or 27 per cent is in the SouthernRegion, 210.179 or 38 ver cent iq in the Cent.' Region, and 192,496 or 35per cent is in thc Northern Region._These figu-capacity represented by the maize silos located in 
i-_clude the 180,000 tonne 

Caaiyrpeetdby th 
te 

az io oae nLilongwe.storage include open stacks (tarpaulin covered) and sheds. Other formn of 
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Chapter 2
 
ADMARCS PERFORMANCE UP TO 195
 

ADMARC's performance in terms of its role as a crop marketing organiza
tion has been impressive. However, its performance in terms of its investmentshas been mixed as we shall observe below. This Chapter has been divided intothree sections. The first analyses its performance as a marketing organization
designed to serve the smallholder sector, the second discusses ADMARC'sinvestments and the last one discusses its financial performance.
Marketing Performance
 

ADMARC has played 
 a vital role in the development of smallholder agriculture. Through a network of market facilities ADMARC has been able to buycommodities from remote areas where, otherwise, there were limited outlets forproduce. As an indication of this, seasonal markets throughout the countrynumber about 1,020. These are used for buying produce from smallholderfarmers (principally tobacco, maize, cotton, groundnuts, rice and pulses) aftergrowing season.and for selling such inputs as seed and fertilizer to farmers before each 

The tables below show the value and volume of crops handled by ADMARCover the years. The incrcqsed volume and value ofcrops now handled is a clearindication of increased services ADMARCcontributing to the growth of rural incomes which has helped stimulate thesecondary sector, and the economic well-being of the country. 

has provided to farmers, thereby 

By guaranteeing a market outlet for smallholders against prices announced inadvance, ADMARC has enabled smallholders to plan their cropping patternsand relieved them from the insecurity regarding marketing opportunities at themoment cf harvesting. 
Additionally, since most smallholders sell their crops to the Corporation, themarketing system provides an instrument for guiding agricultural development
 

through the price and other mechanisms.
 

(K'000) 
Mai 0eCYen Tobacco Maize Cotton G/Nut
1972-73 Rice G.P.* Tota4,633 2.243 2.424 4.444 1,444 1.288 16,477 

7.3- 3.608 Z079 1.960 3,709 1,724 2,987 14.3431974-75 .. .. 3.363 21.888 3.414 4.524 1.577 1.392 17.1571975-76 4.353 5.748 2.846 5.1921976-77 1.242 1.077 20.4595.822 3.591 2.965 5.650 2,3871977-78 2626 23.0421978-79 11.509 4.954 4.0221978-78 .. .11,298 6,739 3.488 2.343 1.5421.1.25 4.249 5,117 2,261 27,8571979-80 4.02 7.4 3,062 2044 30.522.. . 8.105 4.249 4.902 7.494 219 104 28.522,119 1.369 28,238 
198g-81 4.885 6,082 5.074 10.033 1910 1.915 29.9001981-82 .. .. 6.141 9.049 4,657 6.200 1,615 1,!96 28,8581982-83 .. .. 4.494 27,288 4.002 3,494 !454 1,208 41,9401983-84 .. .. 6.873 27.115 4.909 5.077 1,231 842 46.0481984-5 .. .. 15.619 35.646 12.922 5.704198546 1,736 2,636 74.262 .. .. 20,141 32,696 13.511 12,058 1,815 5.023 85,243 

&'.csr:ADMARC. 
'General Produce. 
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Up to 1980, the growth in purchases has been handled with little recourse tothe banking system and external financial institutions. It has mainly beenfinanced from internally generated funds such as ploughed back profits andaccumulated depreciation.
In addition to its role as a crop marketing organization, ADMARC has alsobeen involved in the provision of fertilizer and seed inputs to smallholders. 

These have been provided at subsidized prices and part of the subsidy has beenborne by ADMARC costing, except formillion as shown in the Appendix II. 1977/78, between K2.3 and K5.9 
TABLE 2.2: VOLUME OF ADMARC'S CROP PURCHASES~~~~~Tobacco

'979 .. taize Cotton sG/Nus Rice G.P .. 
n19798. .. . 31 8. 22.6 18.5 23.8 17.4 19.5.3198 23.7 89.9 24.6 18.1 3.8 18.9 19.3 

998 .. 
.. " 

7 15 2.3 242. 1 18.9 2901983 2.30.8 . 12.8 136.6 21.71982 .. "" - 9.3 82.2 22.4 19 5 13.5 11.3 213.4 
1984 

24.4 20.5 17.6 192.9 
1983 .. 19.23 244.9 13.4 0.6 12.5 9.6 302710.2 9.0 5.9 292.9soc:nemt 296.4 321 9.9 10.2 9.5 377.3
 

Investments
Over the years, ADMARC has made several investments. Available informa.tion shows that the Corporation now runs about 19 farms or estates (of whichsix are self-accounting subsidiaries), variously engaged in growing tobacco, maize,andtea, coffee, macadamia, cashew, horticultural products and other crops. Someof these alsc raise livestock, such as beef and dairy cattle, poultry, sheep and 
pigs (see Appendix IV).(K9,300,000).Financial statistics cn dependent pro)jects and farms do not seem to be veryreliable, but it is estimated that these projects imposed a net cost on ADMARC
amounting to K700,000 in the year up to March 31st,
development projects 

1986 (the net cost of 

wasADMARC's recent deteriorating financial performance can therefore be partly 

K810,635 in 1984/85 and KI,296,119 in 1983/84). 
attributable to these loss-making ventures (set! Appendix 11).
The main causes for this state of affairs have not been fully investigated yet, 


abl wih ageechicaimpr vin maa entpropatner wih
but will, it is understood, be the subject of planned re-appraisal with aavieview totowasimproving management, probably with a technical partner.onlyRoughly the 13 dependent estates employ about 5,900 persons, of whichabout 5,500 or 93 per cent are estimated to be casual and/or seasonal. 

Over the years, ADMARC has acquired shares in various companiesamounting to a total of K46,871,546 in the period up to 31st March, 1985, and 
K36.969,441 in 1984, including sares in independent estatesi 

In 1984, as Part of the Press (Holdings)Limited ReconstructoAgreement,
ADMARC exchanged its shareh.lding in the Oil Company of Malai, Enter-Prise Containers Limited and National Insurance Company for Press Shares 

(a)Grain and Milling Company 
(b) National Oil Industries(c) David Whitehead and Sons(d)(d) TteSugaroCopto fl~,anThe Sugar Corporation of Malaifi, andd 
(e)Cattle Feedlot Company 

45 

exchanging its shareholding in:is share od in: 
(a) Portland Cement Company 
(b) Bata Shoe Company, and(c) Commercial Bank of Malan:i for the Malai Development Corpora

(i) David Whitehead and Sons(ii) National Oil Industries Limited 
(iii) Cold Storage Company, and
(iiTCottoa e po nyjn 

Th 
(iv) MALDECO Fisheries Limitedfesae" hsbe
 

The problem 
 of estates has been discussed above. The other ADMARCshares are in agro-based firms and non-agricultural oriented firms. NationalBank (K2,013.796). Investment and Development Bank of Malawi (KI,000,000),Lever Brothers (K575.000)(K682,100) Manica Freight Services (K500,000) and P.E.W.are the mote impottant non-agricultural investments. Except for,perhaps, National Bank, these Investments have given some return in recent 
yas


Important investments in agro-based 
 industries include(K859,295 in 1985) Cold Auction HoldingsStorage Company (KI.079.000), David WhiteheadSons (K8.847,020), Dwangwa Sugar Corporation (KIO,227998), Grainand Milling Company Limited K5,440,000),(K508,000), National MALDEtO Fisheries LimitedOil Industries Limited (K854,350) and the Sugar Cor-

The three most significant investments in DVangwa Sugar Corporation,Grain and Milling Company and the Sugar Corporation of Malaf'i have beenidle, due to poor performance by the companies. 

In the year ending 31st March, 1985. ADMARC received a total of only
KI,327.845 in dividends from only 12 companies (Appendix V), representing8.4 per cent of total shares of these companies valued at cost. A similar yieldrealized in 1984. W hen non-yielding shares are included, the average yield3 per cent in 1985. 

Over the years, ADMARC has also given loans to various companies. In1985 total debenturers and loans, including income notes, amounted to 
K54,639,005 (1984: K54.912.076). Four per cent or this total representeddebentures and other secured loans. Sixteen per cent was in terms of unsecured 
loans which did not carry any collateral or guarantee. The rest. 79 per cent was
represented by income notes to ADMARC by INDEBANK (K3,000,000)
and PRESS (K40,420,660). 

Interest receivable in the period up to 31st March, 1985 and mon 
to only KI,030.103 and K2.851,295. respectively, an average of only 2 and 5 
per cent of total debentures, loans and income notes valued at cost in 1985and 1984 respectively.

Investment in fixed assets has grown at about 20 per cent per annum, otherad18 epciey 

investments have grown at 29 per cent per annum and the value of stocks has 



stocks of maize-. AL kGOTtk i NUVSNU 
grown at an average rate of 26 per cent per annum reflecting mainly surplus 
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Source: ADM ARC. 
Thsphenomenal growth of investment has been achieveddependence on banks and financial institutions. It was mainly financed frominternally generated funds such as ploughed back profits and depreciation and 

with minimum 
long-term borrowings. 

Government policy has encouraged local participation in foreign ownedcompanies. This policy is aimed at ensuring that foreigners or foreign ownedcompanies do not have full control of economic activities in the country. As aresult of its good financial performance, ADMARC was seen as a key vehicle
foernmetis pircyes, omanifest

of Government directives. 
TABLE 2.4: TRADING PROFIT 1971-195 

year Tobacco 
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1973-74 
1973-741974-75 
1975-76 
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.. 
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.. 
.. 
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.. 
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3.41 
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15.60 

19789.
199-80 
198142 

17-825.86D 

. 
. . .9.14 

4.225 
3233 

1982-83 
1983-M4 
1984-
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TOTAL . 135.829 

95.6% 

Source:ADMARQ 
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8.1111.1.147 9.976 
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30.040
4,181
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1,239
6.550 

12,852 

142,062 
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FmwnWa PerformanceADMARC has performed its marketing functions very well and has madepositive profits as is shown on the profit and loss account (Appendix ID. 

However, this performance has shown wide fluctuations. An analysis of thecrop trading account together with the profit and loss account givesindication of the causes of these fluctuations. us an 

andUp to 1978,crops. ADMARC's trading profit was well diversified between tobaccoother However, from 1979 to date, ADMARC has become 
h rmtbcofrisaincreasingly dependent on the profits from tobacco for its profitability as all theother crops combined have been yielding losses. This makes ADMARCvulnerable to smallholder tobacco output and auction floor prices. From the 

period to 1985 about96 per cent of ADMARC profits came from tobacco. 
to the tobacco account have shown little growth over the years until after 1984 

I shows the costs related to the crop trading account. Costs relatedwhen producer prices of tobacco were raised substantially and this is clearlydemonstrated in Chart I. Apart from the purchase value of the crop, the othercosts have grown in relation to the volume bought. 
at astronomical rates.On the other hand costs related to other crops, especially maize, have grownAdditionally, since ADMARC relates administrationcosts to direct operating costs, net administrative costs have also grown insympathy with the growth ofBuying and Direct Expenses. (Chart III exemplifiesthis quite clearly.) The non-performance of Malaji's traditional export routeshave added to this rise in cost as ADMARC have to rely on the expensive 
alterndative routes.From the above discussion it is abundantly clear that ADMARC has becomestructurally dependent on one crop for its operations and are, therefore,vulnerable to fluctuations in tobacco auction floor prices. Such fluctuations 

themselves in the profit and loss account which shows that the profitstransferred to reserves have fluctuated wildly and sometimes ADMARC has 
made losses. 

In the past, fluctuations in the profitability of ADMARC have been absorbedthrough a deeliquid aswes, as shown in the Flow of Funds, AppendixIIL The depletion of the net liquid assets have been accelerated by a number of 

factors among which are: 
(a) The secular decline in overall profitability owing to:() declining dividend and interest income;(ii) increasing interest payments (Appendix II); 

(iii) the burden of subsidies to farmers as shown in the same Appendix;(b) the purchases of strategic maize reserves; and(c) Investments in non-liquid assets. 
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ChaPter 3 

The financial year 1985/86 started with ADMARC having an opening defici lof K17.2 million. To enable it carry out its marketing operations, Governmenlguaranteed an overdraft facility of K30 million. By July, it became apparentthat some additionz.; financing was required as ADMARC had already ex-hausted this amount by June. Government, therefore, had to extend a loan to 
lready ofu K-a6teed ion inAaddithealready guaranteed for ADMARC 

It is estimated that at the end of the 1985/86 financial year, the closing deficit
will stand at K(35.4 million.
Thi s dete rioratio n in the li qu idit y o f the co rporation has no t been s udden asp
shown by various indicators 
 in the table below.deterio The main causes of thisrion include insufficient provision of marketable securities and other
deterorato clue 
 aeinsfficient provio o ma e sand 
TABLEINCT31:SETSOLsupply,

i98i i982 i983 1984 1985 9 
1. Current Assets .. 34,532 34878 43,664 52,48134.993 47,5902. Current Liabilities .. .. 22.560 23.342 31,6723. CurrentRatio (1/2) 27.238 53,528 54,242 

.. 1.53 1.49 1.384. 
. 

1.28 0.985. CCurrenturrent LiabilitiesAssets Less Inventories 15.834 13.207 11.067 17.403 21.590 0.820.1906. Acid Test Ratio (4/5) .. .. 22.560 23.342 31.671 27.238 53.528 54.242.. 0.70 0.57 0.35 0.64 0.40 0.37 
7. Liq uid Assets + Mark eta blesecurities .. o' ..8. 17,834 15,207Average Operating Costs Per Day 13,067 19.407 23,590- 22,190-9. 175 145Basic Defensive Interval (Days 7/8) 137 246 306 389102 105 95 79 77 57

Source: ADMARC Annual Accounts and Estimates. 

*Includes K2 million of L.R-S. not explicitly shown in accounts.Lie 8. 9: Assumes a year of 3 60 days.i 89:Asesay arf36dasE. .Tj~,v R(~ )A 
Line 9: The number of days the corporation can finance its operations without sales.0TABLE 3.2: AD.MARC: PROFIT MARGINS. RETURN ON CAPITAL AND TOTAL1981 982 983 1984 985 1986ADMARC 
. Crop Trading Profit 32 8.863 6.8 1.. 61. Cro63.27 airgin (0.5 

.. 
3. Crop Profit 6114514.5 . 6 580 95,2724. Overall Profita45 19.8 6.9 223,263 126.628-10.710.4.. 1.89 1,030 3.043 2.273 4.269 -26.0295. Capital Employed 158.981 166,063 1952646.7. Return on Capital (415) 

190.270 210.783 205.040Asset Turnover (2/5).. .. -3.90.4 0.6 1.60.4 0.3 1.20.5 0.62.0 -22.7toacfrmgwesSource: ADMARC Annual Accounts and Estimates. 0.6This chapter is divided into four sections.related to tobacco, The first deals with problemsthe second deals with issues related to maize, the thirddeals with issues related to operating costs while the last section deals with 
Issuesinput subsidies.Related to Tobacco Issu s R lat d to T ob ccocontributed 

Air and Oriental) and cotton grown on customary land and sells the tobacco 

8 

other customaryat the Auction Floors. In addition ADMARCland produce and sell it both donestically and externally.
ADMARC is thus charged with a vital role for the development of smallholder 

is e:npowered to purchase all 
A sri erve
 
As observed 
 above tobacco is thethe viability of the whole main profitable crop. Tobacco affectsCorporation and cross-subsidizes other crops onwhich ADMARC makes losses. 

Auction Floors and this will result inas compared to an estimated loss of K4.36 milliona profit of K15.7 million in the 1984/85 financial year. This 

proceedsproblem which began early this financial year, adversely affected ADMARCsfrom tobaccor c e s sales to finance other cropf o t ba o s l s to purchasesce r pu as shown
capability to purchase other producein from ttheh r smallholdersp h ssinces it recyclesinas h wn nAppendix VU. ADMARC was therefore forced to obtain a loan of K26 milionfrom Government and utilized an estimated K19 million from various ADDs

the Smallholder Fertilizer Revolving 
The main reasons for the low prices at the Auction Floors are said to be over-

Fund to finance crop purchases.
inferior quality of the tobacco, and possible collusion among the buyers.These problems are described below in detail. 

TABLE 3.3: TOBACCO AUCTION FLOOR PRICES 

Y rue d Bun/ 
Cured Burley NDDF SDDF Air1980/1198182 
 100.95 117.74179.33 124.45 8809 83.57198 /83 ... 231.61 174.971 1 .4 34.69 1 9 .6 -131.29 81.-1983/84 .. . 187.08 130.71 137.31

1984/85 .. 287.54 197.39 236-36.. 122.55 162.591985/86 .. 230.22 175.53 229.68.. 238.00 82.00 150.00 9400 106.00 
Source: ADMARC. 

O espM lRThe increases of tobaccomlino9 in recent years o ac ~ i hproduction quota control with relaxationrd 
have led to anbought 19 million kilogrammesoversupply situation. In 1985/86of tobacco against the traderequirements of about 14 million kilogrammes. High producer prices attractedmany new registered and unregistered growers and it is believed that the latter

were responsible for the oversupply situation. On the other hand ADMARCcontinued to buy all tobacco presented even when the production quotas hadbeen exhausted. This was because of the requirement on ADMARC to buy all 

uiy 
During 1985/86qasin 1 s ADeaquntite olo AR bo g subsqualityale 3og ss 

to poor quality.(a) The number of unregistered growers has increased. These sometimes 

9raise their own tobacco seed, usually of poor quality, lack supervision 

http:Cro63.27


(b) Poor grading on the part of ADMARC classifiers. This was partlybecause of congestion at ADMARC markets resulting from frequentcash shortages. The marketing of tobacco is done in a rotationalmanner-a group of villages are allocated their own marketing days.When cash runs out growers keep on bringing their produce, causingcongestion when the marketing reopens and ADMARC classifiersfail 	to classify the crop thoroughly. In addition, quality deteriorated 
(c) 	 Poor classification was in some cases due to(c)hr classific n wper insuffcient training of 

the classifiers,(d) Poor grading, in turn, caused farmers to be less careful in handling
their tobacco since they felt assured that their tobacco would fetchhigh prices anyway.(e) Quality also deteriorated in the ADMARC sheds partly because ofthe congestion and poor design of the sheds, as well as poor transport 
co-o.dination.(f) The continued use of inappropriate fertilizers probably due to thehigh prices of appropriate fertilizers that result in low margins forthe growers, 

TABLE 3.4: COMPARISONS .1, 1,ASSIFICAnTON PURCHASED 
AND SOLD NORTHERN DIVISIO;-; -1ARK-FIREDTOBACCO (1984/u)Per cent

GdeK8
Grade 	 SlK)Purchasedod(Kg) (Kg) PurchasedS.. " 297.234 7C2.. .. . .. 2,324.622 264.771 11 

. .	 . .. 5 794H .. 	 577,709 52,240 9L.. ... 59 5Z240 9LI .. .. ..S.. .. .. 1.987.166 466,467 23G2 .. . . 291.5997 77231.718 37TheXS . . 3,295.597 1,231.959 3. .. .. 1.584.997 773.718 49 
X2 SCRAPS. . 784.6791.474.832 8,919.002 -_ 

TOTAL .. .. 15.239,403 14.760,818Sorce: ADMAR. 

This table illustrates the general performance of ADMARC classifiers. Itshows that most of the tobacco classified by ADMARC classifiers to be of highgrade turned out to be low grade after commercial grading. For instanceonly 17 per cent of the leaf bought by ADMARC as Cl was sold as Cl, whilst83 per cent was relegated to lower grades; only II per cent bought as C2 was 
sold as such whilst 89 per cent went to lower grades. 
Action of Buyers 

It is also felt that action by the buyers contributed to the low auction pricesof ADMARC tobacco in the following ways: 
(a) It is suspected that in reaction to the export levy there was collusionamong buyers to force prices down.
(b) 	 Buyers somehow had the fcreknowledge of the oversupply situation.They, therefore, speculatively waited for low prices. 
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Other Facto,'s
Another factor responsible for poor performance in tobacco is the pricingmechanism. Determination of input and producer prices is done by a pricingcommittee consisting of Government departments (Economic Planning andDevelopment, Ministry of Agriculture, Ministry of Finance and Ministry ofTrade, Industry and Tourism). Although ADMARC is consulted its commercialinterests are not adequately considered. With regard to the current prices, for 

instance, it had originally been proposed to raise the price of tobacco by 75cent but through ADMARC insistence the increase was lowered to 22per cent. Even this latter level had not been considered by ADMARC to becommercially acceptable as ADMARC had wanted an increase of 14 per cent. 
Issues Related to MaizeIssues related to m'aize are divided into three, namely, the strategic maizereserve, surplus maize stocks and subsidies on domestic maize sales.

ADMrCte sethii exlsvPgny rojectofnti rltoADMARC is the exclusive agency in relation tootithis project of nationalnaimportance. Construction of the silo complex was financed by long-teexternal finance arranged by ADMARC itself. This section analyses the impactof maintaining strategic maize stocks and servicing costs of the silo complexon ADMARC's liquidity position.
(a) StrategicMaize Reserves 

For 10 years up to 1981, annual 	 iR~maize sales by ADMARC Aforanged from80,000-136,000 tonnes. During this time, domestic maize sales were, on average,equal to total purchases. It was, therefore, necessary to increase the price of
maize as an incentive for the smallholders to produce enough surplus both for
local sales and for the silos. In 1982 the price ofmaize, was therefore, increasedfrom K66 per tonne to KI10 per tonne, an increase of 66.6 per cent.result of the aboveof mai 	 measure was an increase in ADMARC's purchasesfrom 136,000 tonnes in 1981 t',296,000 tonnes in 1984 and 268,000
tonnes in 1985.t s 1 

The total amount of the strategic maize reserves kept in the silo complexmillion.is 190,000 metric tonnes which valued at purchase cost comes to about K28.8Apart from the foregone income of about K28.8 million on thesestocks, which do not yield ADMARC any return, ADMARC has to bear thecost of maintaining the National Maize Reserve which comes to about K420,000per annum in addition to the costs of stock replacement, which during the1985/86 financial year, are estimated at about K2.86 million. 
The foregone income and the related costs of the strategic maize stock have 

reflected themselves in the increasing overdraft requirements in recent years.The maize stocks, therefore, implicitly cost ADMARC an additional K4.9million per annum in interest on overdraft. See Table 3.5. The total cost of thestocks as estimated by ADMARC stand at K46.6 million. 
(b) Silos Complex

As 	mentioned above, the silo complex was implemented by ADMARC.The construction of the silos was financed by long-term loans arranged byADMARC for this purpose. The capital cost of the silo complex was K15.9 
11 



million. ADMARC has borne the capital cost relating to the silo complex,consisting of loan repayments and interest. The annual total loan repayment
is approximately KI.0 million and interest payments are estimated to be K1.0million in 1985/86. 

TABLE 35: SOURCES OF FINANCLNG 

K*00s 

Long-term Bank 

1971-72 .. onB gsver daft .... 7.797 329 1.915 1972-73 .. .. 6271.. 3446 1.7341973-74 . 8.267 545 1.474 1974-75 .. 10.8161975-76 .. .. 
1.. 797 9,744 7.369 977 33.208 

1976-77..1977-78 .. *... ... 17.39523.739 1,240 27.5411.023 1978-79 .. Z... 1,317 30.582.616 31.2441979-80 .. .. .. (4.683) 1.479 37884 9791980-81 .. .. .. 6197) 1.626 50.995 6.419 
1981-82 .. ..1982-83198344 .. . 

.. 3.043 1 5 896 514. 2.905.. 7,914 2.550 66.04369,261 14.00219581984-85 .. .. 4.269 s.30.. 2,971 53,936 18,828 

Source: ADMARC. 
Surplus Maize Stocks 

ADMARC keeps its own maize stocks apart from the strategic maize reserve 
and these too have increased in reaction to producer price increases and otherfactors. These excess stocks currently stand at 79,000 tonnes and are estimatedconsumption.to increae to 119.000 tonnes owing to the limited export demand and domestic 

TABLE 3.6: MAIZE STOCKS
1985;19_6 1986J87(Estimate)

8T 1986/87 (simt) 

Surplus ..Stocks .. .. .. .. 19.000 3.191.. 6O,.00 ) 0.708 40.000 6.91079 000 14 353co 
-'0Stocs6,07administrative 

79.000 13.899 119,000 21,363
Source. ADMARtC 

The cost of these stocks, and storage costs incurred, arise through ADMARCbeing required to purchase all maize presented, 

Developments in showed1985 that exports of maize could not be relied 
upon as an outlet for the surplus maize.a importer of maize from Mala~viwhich was net Owing to the fact that Zimbabwe,in 1984, had surpluses in1985, Malafvi's external market for maize v as limited. Additionally, owingto high transport costs, MalaK'i could not compete with Zimbabwe, price-wise and as such most of the export orders went to Zimbabwe. Towards theend of the financial year ADMARC managed to export some of the surplusmaize and it is estimated that total maize exports at the end of the financialyear, 1985/86 would be 100,000 metric tonnes, leaving a surplus of 19,000metric tonnes to be turned ito stocks.
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If we compare with 1984 it is apparent that the low maize prices on the exportma e oa cotrit sactrn the los aize r ego tarkt ar also a contributory tctor on the big loss ADLARC are going to
In summary, anothermake on the maize account during financial year ending 31st March, 1986.cause of thethe liquidity crisis related to maize arisesfrom the fact that producer prices had to be increased sharply in order tocater for, among other reasons, the requirements of the strategic maize reserve 

and that ADMARC are required to buy all that is offered for sale. But therequirements for the initial strategic maize stocks were for only 180,000 metric 
tonnes. It is due to drought conditions in neighbouring countries that thiscrisis was not much worse than it would have been. Those export marketsare now getting smaller owing to good rains in most of the drought affectedcountries. We should, therefore, expect further build-up of stocks in future. 

on oinesc Maize SaksSubsidy oD 
ADMARC sells maize locally at a price fixed by Government, which is lessthan ADMARC's imputed total costs. The subsidies thereby created are 

K3.5 million in 1985/86, according to ADMARC's valuation, increasing toK4.0 million in 1986/87 as shown in the table below:1986/87 

TABLE 3.7: COMPUT6ATION OF MAIE SUBSIDy1985/86 1986/87 
Sales .. .. .. .. .. 150,06Om.t. 16.00t. 
Selling Price per m.t. .55.55 155.55SubsidyAdministration Costs prm.L.er. 10.46 13.59 
Toa . .t .. 23.4212.96Total Subsidy per m.t.usd 13.17.. 26.76Total Subsidy 

.. 2.4 26.76 
.. .. .. .. K3,513.000 K4,014.000 

Source: ADMARC.For ADMARC to break-even it implies that maizeincreased by 17.2 per cent in 1986/87. prices will have to be 

If one looks at the crop trading accounts (Appendix I) over 50 per cent of nett ar 
costs are imputed on maize. The methodology used in attributingnet administration costs on any particular crop is that they apportion those costs 

according to total buyipg and direct expenses. Since the direct costs on maizehave been rising rapidly and those of tobacco have hardly risen at all, it has 
meant a faster increase in net administrative expenses imputed on maize. Thequestion is, whether there is a direct correlation between buying and direct
 expenses and net administrative expenses.
Ipnsies 

Inputs, such as tobacco, cotton and maize seeds are subsidized by selling atless than purchase price, and by costs (transport, distribution, etc.) not beingrecovered. The estimated subsidy in 1985,86 and 1986/87 is KO.9 million.Additionally, in the past the price for fertilizer has been directly subsidized byADMARC until the establishment of tha Smallholder Fertilizer RevolvingFund (SFRF) in 1982/83. ADMARC was asked to contribute to the SFRFannually both in cash and fertilizer and by 1986/87 ADMARC will havecontributed a total of K13.5 million. The cash contributions of 1985/86 and1986/87 are K5.96 and K4.26 million, respectively.
13 



Such large annual contributions have also placed a strain on ADMARCs1overall profitability and hence its ability to build up reserves for crop pucaeOperaftn Costs O p e r a i n g o s t sm 


TABLE 11: ADMA RC:EST1M TE TA DIN ACCT ) UNTMOFOR EAR ENDING Mid C , 1111198TCotton 

sCng "" PurchAdJ~n m . 27..of 	 ...7iW 20.Z 4. 7 3.6R3 8. 5Stokld 	 3.311 12,o58 3Z696111 6WE tet. . " 3i2ig 'S.24 .21.S2 	 3.r.... 2.910 7oZI810.02320.4532.6960 9264 .8I 703 -.6.960 6?7.491 6T run Profit .. .. 3,4 Z,30 6.128 14,l , UT ra.dP | m.t --. 	 .94751.4 . 3.383 - -r 32 - 9 - 4.63 -3. 	 631.. ,011 -394 -040 --. 232 -..	 jz42 634 	 - 32.42.719 	 -3@-%rt93 " 4.51-4.358 -8.052 386961 -4843" -3.3329.300 _11
7
 

The above table indicates that apart from the cost ofcrop p hases theselves, buying and direct expenses and administration are the more imtas t
categories of cost. In 1985/86, these represented 26 per cent and 7 per cent oftotal gross sales, respectively, compared to 27 and 7 per cent in 1984/85, andto7and o
and 7 per cent in 1983/84.. 7 per cent in 198 aTABLEThese figures suggest that Administration costs were allowed to keep pacewith sat-s. 

Buying and Direct ExpensesThe following table shows a breakdown of direct and buying expenses since1983/84. After growing by 55 per cent in 1984/85, total direct and buying costsdecelerated in 1985/86 mainly due to reduced spending on bags and twine and
fumigation, as the total volume of crop purchases declined from 379,452 tonnes
in 1984/85 to 367,100 in 1985/86. 

TABLE 3.9: ADNIARC: 
 DIRECT AND BUYING EXPENSES 

K 0 
1985i86 Sles
1985186 Sae 1984/5 Sales2948 ae 1983/84938 a 

Marketing ..B&twine, etc. .. .. 00 7 7.097 5.. . S. .... 8.7 5,278 6Depot and Storage . 
2.855 2 5,568 - SaOks 

.. 2,900 2 S 8012Z837 2 0.1Z.034 2Grading and GinningUtrnsportfcrop .. 5.456 4 4,823 4 3,026 52. .5. 5. 01rSudanceF oDa, c ro . .. .. . 11, 9 1 1 .405 9 9,35 6 10o522 b " . 5 3 0284 0.20.4 529266 0.20.4 SOS203 0.50.2Se e d and Distribution 	 '- - 9 0 0 0.7 8 50 0.7 320 -0-.3--.M -..-TOTAL.. 	 -.. .. 33.147 26 33,375 27 21.524 23 
sourte: ADMARC. 

The main components of total direct and buying expenses are transportation,marketing, grading and ginning. The estimated cost per torne purchased for 
• ".Source:•each crop in 198.5/86 is shown below. 

The distribution of estimated total direct and buying expenses between crops
It can be seen from the tables above that, although the direct costs of maizepurchases per tonne are relatively low, the high volume (268,000 tonnes in 
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maiz/8e.aize. ut nao n 0prcn fttl ietcssbigatiiTABLE 3.10: ADMARC: ESTIMATED DIRECT AND BUYING etCOSTS PER TONNE (KI.t.) 

0/Nuts 
6 

Tobacco Maize Rice Other Total 

T nspo of Crops 41.7Othesl 	 40.0 44.9 28.2 48.0 27.0Marketing . 5.1.4 48.9 	 31.4Grading and Ginning 313.6 48.6 11. 13.6.. 28.6 14.0 13.4 13.562.6 20356.0T 105.0 36.5 27.7 23.70.0 88.0-80 
 1 4
15.9OTAL .7 3 2.
32 13.6 17..3 56.6 20.3- -	 8 3 

Also associated-withSource:ADMARC. this crop is the food security maize reserve silos inLilongwe keeping about 180,000 tonnes. It is estimated that in 1985/86 thesewill cost about K420,000 per annum in maintenance of which 19 per centrepresents expenditure on electricity, the power source used, and 59 per centinsurance cover against any dust explosion, fire, etc.3.11: ADMARC: DISTRIBUTION OF DIRECT EXPENSES BY CROP, 1983/WI8-S/_6 

Exeet 
19586 / o f %O 

Crop (K'000) Total Total Total 

MoaccGrondnutZ 
Taeo.. ..	 6.,28330 4 618Rice .. 	 15 .. 	 12.. .61 6.. 1 568.. 1,e9 401 486 

147 6 4 4Tor,_ _ _ _33,147
Source: ADMARC. Economic Planning and Development. 

infcnTobacco and cotcn also account for significant proportions buyingof direct byn 
expenditures through the grading, ginning and other pre-sale processes.TABLE 3.12: ADMARC: DISTRIBUTION 

rp18/6 OFSELLING EXPENSES 02,1983/84--98/86
 
Crop 1948 
 938
 

C oot t o n .85 

.. 6 4 1295/6 2948Groundnut 	 1938Tobacco .. .. .. .. 12 6R iae i ze 	 .. 39.. "..... 1 9 	 17 7 17 66

7 66Rie1others .. : .... .. .. 2.. 1291 22 
OTAL .. . .. .. .. 1 12

TOTAL SILLwto Exivqws (K)
T 	 4 0 10.106M C49 

9 6."-----o

ADMARC 	 ..AD Economic Planning and DeveopmenL 

SellingThe costExpensesof sales may be decomposed into the cost of purchases, includingstock carry-overs, and "Selling Expenses". The latter in 1985/86 is expected tocost K4,979,000 or4 per cent ofsales. The distribution ofthis between crops is as 

shown in Table 3.12. 
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A large component of selling expenses (51 per cent in 1984/85) is for freighand shipment of produce, followed by expenses for bags and twine (34 per cenin 1984/85). 

Following the closure of the Nacala and Beira rail routes to the sea, alternative routes have been sought resulting in sharp increases in transportatiotcosts, which have been compounded by rising fuel costs. An other effect of thire-routing of produce has been changes in transit time from 14 days to up t( 
four months to reach Dar-es-Salaam and Beira (via Harare). 


followingt 
 ach D a es an Beira(vrnalra re).
The floietable indicates the rise in external transport costs that havicome with the change in ADMARC's export routes.TABLE 3.13: ADNIARC: EXPORT TRANSPORTATION RATES. 1984-1985Road and Rail Composite:Roade andRrlUSS 	 1984 1985

Rot 	 per 
per USS per 

Liionnte- ararthDurbanLilondwe--LusakaDran 
Lim-longe-Lusaka-Dr "" . 00 15g.a .9.0 .. 198.0 2128Limone-hion Lka-Dar--Salaam 	 " ..Liwonde-NacalaLiond - (inoperatie)er .. .. .. 

.. . !194.25 12.38 1C-Bei rano ative .. .. 1.58 142.86 I02118.3 0 20.40 

Source: ADNIARC. 
The effect of such increases has been an erosion of export-competitiveness

especially with respect to maize, a crop which is bulky, yet low value. This hasbeen compounded by low international prices and the availability of maizesurpluses in neighbouring countries. 
TABLE 3.14: ADMARC: SALES RECEIPTS. TOTAL TRADING COSTS, PROFIT AND CROP

PURCHASE COSTS PER TONNE BY CROP 1985,86Sales: Cotton GiNuts Tobacco Maize Rice Other Total 

Value
-Quantity 

(.000) .. .. 25.150 15,174 25.590 46.273 3,605-Vae.0 8,836 126.628 
p-ete,74 1 27 28 326 416pertone .704 	 3Val34
Domestic 	 761 1,236.. .. 565 	 186 326 455773 1.236 156 200 353 

-ETport 	 452 348 
.. 1i.118 746  233 481 456-Value 	 352

-ValTE 527 17892.48 5.8 459 834 4,6 
MOW00) .-Per tonne sold 

.. 25,207 17.829 29,948 54.284 4.549.. 654 	 8.342 140,160Profit per tonne sold 895 1.447 218 411CropP ase .50 -134 	 430 391-211 -32 -85 25 -38-V000) .. .. 13,511 12.058 20.141 32.696 !,815 5.023 85.243---	 tity-Value .. .. 13,511 1258 20.1 3696 IIs5.0 1 2 85436 

pertonne 417 689 973 122 165 287 232Movements in total trading costs in recent years areimplied compound growth is 26 per cent per annum. 
shown below. The 

i mp l i e d c o mp o u dg ro wth is 26 p er ce nnt pmADMARC: TOTAL T-ADING COSTS (K'00) 
11 

1985,86 Change 1984185 C1n1e 19884 
Total Trading Costs M 160 27 1l0.311 24 8.72 
SourceADNARC. 
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Chapter 4
CONCLUSIONS AND RECOMMENDATIONS 

Tobacco Related Issues 
To te Ioe sFrom the foregoing, it is clear that the tobacco problem is multidimensionalresolve. Secondly, it is clear t'iat unlike problems to do with investments, the
and that it requires efforts by both ADMARC and Ministry of Agriculture to 
tobacco problem can be resolved in the short-term. The following proposals 
are made

(a) The quota system needs to be enforced in order to control supply.This measure will also contribute to quality since it has been affectedby ADMARC's inczpability to handle too much volume of tobacco.It is proposed that only the tobacco presented by registered growers 
and up to the quantities rcgistered should be bought first. Any excess 
s dtobacco 

aso should be assessed by ADMARC and Government whoshould make arrangementsl to finance subsequent purchases. In thisregard a special facility should be established to finance excess purchasesat prices commensurate %ith sale prices and related costs. 

(b) 	 Also to control supyand qult of th efteesnestrict procedure supply a quality of te leaf, thereais need 
for mor 

oreaccount: 
account:
 

-availability 
 of adequate barn accommodation;
-avalility of adequate firewood for curing; and-fulfilment of previous quotas. 
It is proposed that, before the next growing season, the quantities 
registered be reviewed on the basis of the above criteria. If a growerdoes not satisfy any of the above conditions, his quota should bereduced accordingly. This action calls for closer co-ordination betweenMinistry of Agriculture and ADMARC at the headquarters level aswell as at the field level where, in addition, the grower representativesshould also be invol-.d. 

need for a much closer supervision of farmers handling of tobacco by(c) 	 Once the produ-...)n quotas have been allocated to growers, there is 
extension workers.(d) 	Since poor classification has cost ADMARC a lot of money, it is 
recommended that a set of measures be taken to avoid this happeningagain. Firstly, classifiers must be prcperly trained every year beforemarketing begins. Secondly, each classifier must be assessed on the 
certainbasis of commercial grades. Wherelevel of performance, appropriatea classifier has failed to 	reach ameasures should be taken.Thirdly, a feasible marketing rotation should be worked out and beo re co-ordin a ted to avoid co ng est ion a t markets- a factor tha t i ssometimes responsible for poor classification performance.

(e) ADMARC should ensure availability of cash at all times during themarketing season. This measure will ensure continuous buying and 
control congestion at ADMARC markets. 
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(J) To avoid congestion in ADMARC sheds and subsequent deteriorationof quality there is need to ensure that transport is readily available.(g) 	 nfomaton n tbaco prducionlevlshoud bekep cofidntillyconsider
(g) 	 Information on tobacco production levels should be kept confidentially 

to prevent unfavourable buyer action.maize(h) 	 There is need that ADMARC should be more effectively represented
in the pricing committee at various stages of pricing to safeguard its 
commercial interests. In this regard, producer pricing should considerthe potential impact on ADMARC's overall profitability.

(i) ADMARC should have the mandate to withdraw and sell elsewhereany tobacco that fetches unsatisfactory prices at the auction floors.In this regard, ADMARC marketing intelligence needs to be streng-
thened. 
abroad to(j) monitor, among other things, developments in the tobaccoGovrnment should strengthen the commeicial section of embassies 
industry and markets,l indusryate d mrkets


Maize Related Issues 

(a) StrategicMaize Project 

It has been observed above that part ofADMARC's liquidity problems arosefrom 	 the implementation of the strategic maize project which in turn was adirective from Government. The strategic maizc hasproject affectedADMARC's liquidity in the following ways: 
(i) 	A considerable part of ADMARC's capital is tied up in strategicmaize reserves. The result of this is the growing overdraft require-ments in recent years. This overdraft has been costing ADMARC some interest. In addition the maize stocks have to be maintained andreplaced and these involve considerable costs. 

(ii) 	 The 66 per cent increase in producer prices of maize in 1982 and theresultant phenomenal increase in marketed output of maize have putaconsiderable strain on ADMARC's financial resources. Whereas inthe past proceeds from tobacco sales helped to finance the other crops,this time it was not possible. 
(iii) 	 The phenomenal increase in marketed maize output has resulted in a

build up of stocks in addition to those in the silos and has meant a lot 
of liquid assets being tied up in such stocks.(iv) The interest and loan payments on the capital costs of the silos arecosting ADMARC K2.9 million, per annum. 

While ADMARC is incurring these considerable costs the project itself is notexpected to yield any return to ADMARC. It is, therefore, recommended that inorder to restructure ADMARC and put it on a commercial footing the following 
measures be undertaken: 

(a Government has decided to purchase the strategic maize stocksvalued at K46.6 million by partly using the K26 million loan advancedto ADMARC. However, this would mean that there would be noadditional cash injection into ADMARC and, therefore, their abilityto purchase maize this year will be limited. It is, therefore, recom-mended that instead of offsetting the purchase of the strategic maize 
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reserves against loan advances to 
reser againtturning theloanloan into a long-term loan under soft ternms, and 
that Government should seek financing for the purchase of 

advan e ADMARC, Government should 
the reserves. 

(ii) 	ADMARC should continue running the silos as an agent for Govern
ment at an agreed fee. 

(iii) 	Government should buy silo complex at an agreed price. The silos 
have cost ADMARC K15.7 million to build.
Since maize is grown by 90 per cent of the rural population, it isregarded as a major source of cash income for the rural areas. It is, 
therefore, further recommended that:A study should be conducted tat(iv) terefore, e condedon alternative rural income generating 
activities to lessen absolute dependence on maize as the major sourceof cash income.

(v) 	 As an interim measure on the rising stocks both Government and 
ADMARC should determine minimum stocks required for corn
mercial purposes. Any excess over and above that would not becommercial and as part of the restructuring programme, governmentshould purchase those stocks. The total cost of all the stocks in1985/86 stood at K13.9 million. 

(vi) 	 Related to (v) above the purchase of the stocks would only relieveADMARC's problems temporarily because the overproduction ofmaize is expected to continue. It is therefore recommended thatADMARC should do some aggressive marketing both domesticallyand abroad to reduce the rise in stocks. In the case of exports, the 
possibility of barter trade should be considered.(vii) 	It is believed that the incorporation of private traders could relieveADMARC in the marketing of maize, but the implications of thison rural development are not yet clear. It is, in this light, recommendedthat a careful study should be conducted on the potential role of 
private traders and their impact on ADMARC and agricultural
development. 

(b) Subsidies on Maize 
As webelow costs is not a commercialhave 	observed above the act of requiring ADMARC to sell maizeone. Any losses arising from that should becovered from public funds. The size of the subsidy is however not very clearas we have observed above. It is therefore recommended that a careful studyshould be made on how best to apportion administrative costs on domestic

maize sales, and arrive at an appropriate subsidy. 

Investments 
. Government and ADMARC have already reached agreement on theCorporation selling off shares in unrelated fields and reducing its participationin 	some agro-based firms. As immediate solutionan to 	the Corporation'sliquidity problem, more concrete proposals should be made about the exact 
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time, and to whom, those investments can and/will be sold, including thedetermination of the current market value of the investments (expressed at 
cost value, see Appendix IV). 

2. 	 Apart from looking after its primary marketing interests, the managementof ADMARC is also burdened with having to look after its interests in the
investments it has made, in addition to making new investment decisions. Thisplaces a considerable strain on the management's ability to look after ADMARC's 
interests properly. 

It is, therefore reommended as follows: 
(i) that the Development arm be separated from the main body of

ADMARC and that it should be formed as a subsidiary ofADMARC; 
(ii) 	that all investment proposal should be made, appraised and executed 

by the subsidiary. 
3. In the past, a substantial proportion of ADMARC's current assets havebeen in terms of trade debtors and stocks of produce. Only about K2 million were in terms of marketable securities. Total liqiid assets (excluding inventories)have grown from only KI.8 million in 1981 to an estimated K2.2 million in the
period up to March 31st, 1986, compared with total operating costs of K63million in l98 ani K140 million in 1986 so that in the event of no sales, theCorporation could operate 102 days in 1981 and only 57 days in 1986. It is,therefore, supgested that in future sufficient investments should be made inliquid assets as security against volatility of tobacco and other agricultural
prices.
 
Operating Costs
 

As attention is drawn on cross subsidization among crop accounts, a reexamination is needed on' the methods used to apportion various expenseson buying, transport, storage, selling and administrative costs to particular 
crops. 

As transport and freight costs for a substantial proportion of trading costs,
another re-examination is required on: 

(i) 	 ADMARC traffic freight rates and the employment of private
truckers; 

(ii) the extent to which cost savings may be further realized on admini
stration: 

(iii) 	 the expenses related to the pre-sale activities of grading and ginning
for tobacco and cotton; and 

(iv) the operating costs of the strategic maize reserve silos. 

Input Subsidies 
As observed above input subsidies are exerting a considerable strain onADMARC's profiability. However, subsidies in such inputs as cotton, andtobacco seeds ensure that farmers use high quality seed which would, in the end,be beneficial to ADMARC. It is recommended that ADMARC continue bearing

such costs. On the other hand, ADMARC should not be asked to contribute 
to the Fertilizer Revolving Fund as such contributions are not commercial. 
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CROP TRADING ACCOUNtS APPENDIX I 
19" 
 192 1983 1984 1985 I9 ,Tobacc Malae GP Tobwo Maim oP Tobacoo Maim OP Tobeaco Maim OP TobaccoSaks Mam oP Tobao Maim OP39.15 .69 27.41 20,4 6.32 40.20 27.49 10.05) )e '(70. 0 6 1.8- 214 

34.69 23.19 49.50 70.0 39 6.3 1.9.041.16., 
. 0.9 0.93 - 2.33 0.86 - 1.33 1.14 4.42 3.60 3O

M.v0m0n.O6Stc.k0 02.10 0.9 -. - .16 2.49 7.39 8.4 . 0.95 3.02Not Sa a 1.54 - 2.61 3.50.. . 6.04 - 4.33 3.1HieSaga.. 3 .04 17.23 3.51 0.- 0 . 24.. 20.04 24.4 20.63 1.82 2.03.43 31.6 - -7.60 2.49 2.810 3.60 7.78 - 9.34 3.46 2.964320 26.63 34.48 16.33 0.9343.19 24.04 37.47 56.71 37.57 - 6-.61 -7.49 
and Dir 2.63 43.64 90.53Trying , Eapeoa. 2 .20 9.70 3.34 7.23 23.57 2.60Trantor . 9.53 16.30 2.91 22.120.67 1.0 2.22 0.67 4.03 7.13 0.44 3.68 11.61 4.90 17.12 28.47 6.13 14.80 27.02Orc.. 7.42 0.34 7.33 9.02

Ntrcha oVCrop . 
2.3 2.30 7.48 2.87 3.22 1.44 2.16 385 8.88 2.57 5.77 9.60 

0.7. 7.84 10.61 0.93 7.35 10.60 .. 11.30 6.74 19.22 6.24 4.11 9.28 17.86 3.209.0 22.44 4.49 27.29 7.25 26.42NeAdmn. lapcnaa .. 1.31 2.02 2.79 2.28 2.41 37.43 6.17 27.11 39.18 15.62 35.63 59.14 20.24 32.703.18 0.9 6.10et PvofILOast .. .. 4.23 -3.34 3.44 3.84 0.90 3.73 S.72 1.31-0.03 9.14 -5.13 --028 4.37 7.77 1.72 4.251.60 -3.77 -63 23.36 -3.49 -1.1 13.73 1.11 7.382.8 -4.36 1.02 -2.7 
GP-Gainal Prdu---includa mai. 

S-Provmy"a.l
S...: ADMARC. 



APPENDIX nPROFIT AND LOSS ACCOUNT 

1976 1977 1979197a 1980 1981 1982 1983 1984 1985 19860
Crop Trading Profit .. 9,976 22,685 30,040 4,181 70 326 8,862 1229 6,550 22,852 -13,532Al: Other RevenueDividends .. .. 445 1,213 258 2,280Interest .. 2835 3,424 

1,506 1,806 1,567 1,168 1,147 1,328 6154,904 5,088 4,557 4,980Other .. .. 1,689 127 1,457 -427 
5,507 7,055 2,851 1,308 1,878. - 204 216 65 6,647 4,279 950 

L.es: Other Expenses 14.945 27,449 36,659 11,122 6,133 7,316. 16,152 20,507 17,195 19,767 -10,089Fertilizer and Farmers Aid .. 2,497 -621 2,0812,262 4,194. 5,903 4,174 2,445 4,814Interest on long-term loan 2,015 2,522 3,074 2,996 4,246 6,530 
4,020 3,929

Provision for Doubtful Debts ,. 740 320 380 160 
6,235 9,270 6,782. 6,464 9,758

Miscellaneous Projects Net Cost 250 250 1,143 873 536 843 500555 692 1,132 1,342 1,034 769 778 931Grants and Contributions .. 175 1,296 810 700175 175 36  - -Investments.. - - .. .. 998 243 -  - - - -Other - .. .. .. 596 283 643 247 2,092 62 2,792 3,944 1,494 3,010 1,062 
7,576 3,614 7,666 6,762 10,826 23,524 25,222 17,463 14,922 15,137Profit Grants 15,940befobre to Mala*iGovernment .. .. .. 7,369 23,835 28,993 4,360 -4,683 -6,98 1,030 3,044 2,273Less: Grants to Mala4'i Government - 4,269 -26,02996 11,597 1,744 - -' 412 - -5,642  -

Profit Transferred to Reserves .. 7,369 23,739 17,396 2,616 -4,683 -6,198 618 3044 7,915 4,269 -26,029 

*Provisional. 
Source: ADMARC. 

SOURCES AND USES OF FUNDS APPENDIX III 

1978 1979 1980 1981 1982 1983 1984 2985

SovarES OFFUNDS
otil for the Year .. 1.. 7,395 2,616Adjustment for the Items not involving'the Movement of Funds 

- 1,030 3,043 7,914 4,619891 1,176 -  4,156 10,655 2,962 1,525
TOTAL FuNDs GENERATED FROMOPERATIONS .. 18,286 3,792Long-Term Borrowing - - 5,186 13,698 10,876 6,154 

Decrease in Net Liquid Funds. 
.



..t.er. .. .. 
.. 10,391 20,593 11,853 18,307 9,166 34,415 49,127 45115,103 3,869 6,384Oher. ... 27,427 -3,892 21,129 4,141 

- 9,014 - 22,1922,016 2,375 59,669 24,635TOTAL SOURCESOFI:UNDS .. . . . 56,1N 25,595 36,851 28,832 59,50216,458 129,672 32,432 
APPLIAIlONS OF FUNDS 

Loss for the Year
PurchaseofFidAsses 4.683 6,198 - --  -
Purchase ofInvestmentand Loan Grants 

.. .. .. 6,048 4,492 7,293 11,372 5,271 1,910 2,452 3,865Rcpymn of bLong-term Borrowing .. 13,460 7,326 11,481 9,804 2,680 7,165 54,700.. . .. 20,316 5,987 6,580 3,477 9,0965,196 22,310 52,590 5,725Inrseiln Debtors ..Increase in Net Liquid Funds . 8. .0..05. 2le - "'' . . 0,9505 6,5 -Other 6--- - -- 6 - - 
. 7,315 1,126 6,814 -. 3,737 -67 - 6.7444,963 28,917 17,674 13,746 

TOTAL APPLICATIONS OFFUNDS .. .. .. 56,2" 25,595 36,851 28,832 26,458 59,502 219,672 32,432 

MEMORANDA ITEMSFied Assets . .. .. .. 29.61 22.14Investment and Loans .. 
.. 1.. 29.30 39.00 42.33 41.29 40.17 41.05

Cash on De . .. .. 54.10 53.69 59.03 64.75 64.25 68.86dosi .. and 88.75 94.80.. .. .. .. 5.48 0.28 1.14Cash at Baniad on Hand 1.32 1.08 1.07 0.75 0.8416.82 6.91 2.04Local Registered Stock . .. 
2.04 1.64 0.92 2.29 1.53. .. .. 9.00 9.00 2.00 2.00 zoo 2.00 2.00 2.00 

Source: ADMARC. 



APPENDIX IVLIST OF ADMARC'S SHAREHOLDINGS 
APPENDIX VShares in Independent Estates are:


Bua Tobacco Estates Limited .. .. .. ADMARC: DIVIDENDS RECEIVABLE
.. 240 
Cattle Feedlot Company.. .. 1985 194..Chasato Estates.. .. .. .. 95,000.. .. .. .. 200Kasikidzi Estates Auction Holdings Limited200 221,841 134,092Livilidzi Estates.. .. Bata Shoe Co. (M) Limited "" "".. .. .. 100 • 166,698 134,828
Mananni Estates.. Cotton Ginners .. 34,54672,364 6,120Mpira Estateso, .. .... David Whitehead & Sons .. .. . 158,4 6,403,572Tikondane Estates Finance Corporation of Mala*i. .. .. .. .. 100,000 158,400 158,400Tobacco Estates INDEBANK.. .. .. .. 145,000 59.400 34,833. .. 

Lever Brothers .. .. 1,800 
K416,676 Manica Mann George .. 

4.. 254,000 
National Seed Company .. 160,000 75,000.. .. . 52,200 52,200Investments in Agro-industries are: Optichem (Mala"') Limited 10,947 (7,000)P.E.W. Limited ..ADMARC Canning .. .. .. 174,000 130,5004. U.T.(M) Limited ..Auction Holdings Limited .. .. 105,013 103,57.. . ..Central Grading and Packaging .. 829,295.. .. .. 50,000 

Cold Storage .. .. 1,327,845 1,147,120.. .. .. .. 1,079,000Cotton Ginners .. 251,934David Whitehead and Sons .. .. .. .. 8,47,020Dwangwa Sugar Corporation .. .. .. .. 10,227,998Grain and Milling .. .. . .. .. 5,440,000Maldeco Fisheries .. .. .. .. 508,000Malai Tea Factory .. 4,000Noil .. 
.. 

.. .. .. 1,394,350National Seed Company .. .. .. .. 580,000Spearhead Holdings 80,685Sugar Corporation of Malaji .. .. .. .. 9,300,000Tobacco Marketing Company .. .. .. .. 10,000 

TOTAL .. .. .. .. .. 38,672,282 

Investments in non-agricultural related activities are:
ADVAN X 183,280National Bank of Mala*i .. .. 013,796Cory Mann George .. 

.. .. 
.. .. .. . 280,000F11COM .. .. .. 220,000INDEBANK .. 

.. 

.. 
.. 

.. .. .. .. 1,000,000Lever Brothers .. .. .. .. .. .. 575,000Manica Freight Services . .. .. .. .. 500,000OPTICHEM .. .... .567,792
P.E.W . . 68... 

.. ..() Limited.. 1,391,960 
TOTAL .. .. .. . .. 7,331,148 

L.eaw.d out. 
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ANNEX Cl
 

The World Bank's Proposed Reform Program vis-a-vis ADMARC
 

The major objective of the reform program is to reduce

ADMARC's role in agricultural marketing to that of a buyer and

seller of last resort. The Bank is considering funding this
 
program in the amount of approximately $38.0 million ($8.0

million IDA credit) for approval on or about late-December 1986
 
or January 1987. The World Bank's proposed reform program is

envisioned to address the three major elements discussed below:
 

A. Increased private sector participation in agricultural

marketing. - Examples of activities that are being considered

include: (1) public announcement by the GOM that the private

sector is strongly encouraged to be involved more heavily in

agricultural marketing; (2) adoption by the GOM of a system of

differential pricing; (3) reduction in the number of ADMARC

marketing outlets; and (4) provision of credit to enable the

private sector to assume 
a heavier role in agricultural

marketing.
 

B. Improvement of ADMARC's financial viability. -
This
requires a narrowing of the scope of ADMARC's activities as a
 
means of addressing the financial crisis that it currently

faces. In addition, measures will be recommended to improve

ADMARC's management and operations, including a reduction in the
 
number of ADMARC's personnel.
 

C. Achievement of food security. - The extent and nature
 
of food insecurity in Malawi will be assessed, and

recommendations will be made to address factors that affect the
 
achievement of food security. 
The World Bank is further
 
considering making a recommendation to the GOM to establish a
Food Security Planning Unit to undertake the activities
 
envisioned under this element of the reform program. 
The Unit
 
will be staffed by 1 or 2 economists and several support staff.
 

-J1
 



ANNEX D
 

STATUTORY CHECKLIST
 
(Malawi FY 86)
 

Listed below are statutory criteria applicable generally to FAA

funds, and criteria applicable to individual fund sources:

Development Assistance and Economic Support Fund.
 

A. 
GENERAL CRITERIA FOR COUNTRY ELIGIBILITY
 

1. 	FAA Sec. 481(h) (1): FY 1986 Continuing Resolution Sec.
527. Has it been determined or certified to the Congress bl

the President that the government of the recipient country

has failed to take adequate measures or steps to prevent
narcotic and psychotropic drugs or other controlled
 
substances (as listed in the schedules 
 in section 202 of
the Comprehensive Drug Abuse and Prevention Control Act of
1971) which are cultivated, produced or processed illicitly,

in whole or in part, in such country or transported through

such country, from being sold illegally within the
jurisdiction of such country to United States Government

personnel or their dependents or from entering the United
 
States unlawfully?
 

No such determination has been made.
 

2. 	FAA Sec. 481(h) (4). 
 Has 	the President determined that the

recipient country has not taken adequate steps to prevent

(a) the processing, in whole or in part, in such country of
narcotic and psychotrcpic drugs or other controlled
 
substances, (b) the transportation through such country of

narcotic and psychotropic drugs or other controlled
 
substances, and (c) the use of such country as a refuge for
 
illegal drug traffickers?
 

Such a determination has not been made.
 

3. 	FAA Sec. 620(c). If assistance is to a government, is the
 
government liable as debtor or unconditional guarantor on
 any debt to a U.S. citizen for goods or services furnished
 
or ordered 
where (a) such citizen has exhausted available

legal remedies and (b) the debt is not denied or contested
 
by such government?
 

GOM 	is not so liable.
 

N 
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4. 	FAA Sec. 620(e) (1). 
 If assistance is to a government, has

it (including government agencies or subdivisions) taken any

action which has the effect of nationalizing, expropriating

or otherwise seizing ownership or control of property of
U.S. citizens or entities beneficially owned by them without
 
taking steps to discharge its obligations toward such
 
citizens or entities?
 

No such action taken by GOM nor its agencies and
 
subdivisions.
 

5. 	FAA Sec.620(a), 620(f), 620D; FY 1986 Continuing Resolution

Sec. 512. Is recipient country a Communist country? 
If so,

has 	the President determined that assistance to the country

is important to the national interests of the United
 
States? Will assistance be provided to Angola, Cambodia,

Cuba, Iraq, Syria, Vietnam, Libya, or South Yemen? Will

assistance be provided to Afghanistan without a
 
certification?
 

Malawi is not a Communist Country.
 

No. 	 No.
 

6. 	FAA Sec. 620(j). Has the country permitted, or failed to

take adequate measures to prevent, the damage or destruction
 
by mob action of U.S. property?
 

No.
 

7. 	FAA Sec. 620(1). Has the country failed to enter into an
 
agreement with OPIC?
 

No.
 

8. 	FAA Sec. 620(o); Fishermen's Protective Act of 1967, as
 
amended, Sec. 5.
 

(a) Has the country seized, or imposed any penalty or

sanction against any U.S., fishing activities in
 
international waters?
 

No.
 

(b) 	If so, has any deduction required by the Fishermen's
 
Protective Act been made?
 

N/A
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9. 	FAA Sec. 620(q); FY 1986 Continuing Reso.ution Sec. 518.

(a) Has tho government of the recipient country been in
default for more than six months on interest or principal of
 any 	AID loan to the country? (b) Has the country been in

default for more than one year on interest under a program
for 	which the appropriation bill (or continuing resolution)

appropriates funds?
 

No.
 

10. 	FAA Sec 620(s). If contemplated assistance is development

loan or from Economic Support Fund, has the Administrator
taken into account the amount of foreign exchange or other
 
resources which the country has spent on military

equipment? (Reference may be made to the annual "Taking

into Consideration" memo).
 

Yes, taken into account by the Administrator at time of
 
approval of Agency OYB.
 

11. 	FAA Sec. 620(t). 
 Has 	the country severed diplomatic

relations with the United States? 
 If so, have they been

resumed and have new bilateral assistance agreements been

negotiated and entered into since such resumption?
 

Malawi has maintained good diplomatic relationships with the
United States. The initial bilateral assistance agreement

is currently under negotiations.
 

12. 	FAA Sec. 620(u). What is the payment status of the

country's U.N. obligations? 
If the country is in arrears,
were such arrearages taken into account by the AID

Administrator in determining the current AID Operational

Year Budget? (Reference may be made to the Taking into
 
Consideration memo.)
 

Malawi is not in arrears with respect to U.N. obligations.
 

13. FAA Sec. 620A. Has the government of the recipient country
aided or abetted, by granting 
sanctuary from prosecution

to, any individual or group which has committed an act of
 
international terrorism?
 

Malawi Government has not aided or abetted international
 
terrorism acts.
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14. 	ISDCA of 1985 Sec. 552(b). Has the Secretary of State
 
determined that the country is a high terrorist threat
 
country after the Secretary of Transportation has determined
 
pursuant to section 1115(e)(2) of the Federal Aviation Act

of 1958, that an airport in the country does not maintain
 
and 	administer effective security measures?
 

Such a determination has not been made.
 

15. 	FAA Sec. 666. Does the country object, on the basis of
 
race, religion, national origin or sex, to the presence of
 
any officer or employee of the U.S. who is present in such
 
country to carry out economic development programs under the
 
FAA?
 

Negative.
 

16. 	FAA Sec. 669, 670. Has the country, after August 3, 1977,

delivered or 
received nuclear enrichment or reprocessing

equipment, materials, or technology, without specified

arrangements or safeguards? 
 Has 	it transferred a nuclear

explosive device to a non-nuclear explosive device? (FAA Se.

620E permits a special waiver of Sec. 669 for Pakistan.)
 

Negative.
 

17. 	FAA Sec. 670. If the country is a non-nuclear weapon state,

has 	it, on or 
after August 8, 1985, exported illegally (or

attempted to export illegally) from the United States any

material, equipment, or technology which would contribute

significantly to the ability of such country to manufacture
 
a nuclear explosive device?
 

Negative.
 

18. 	SDCA of 1981 Sec. 720. Was the country represented at the

Meeting of Ministers of Foreign Affairs and Heads of

Delegations of the Non-Aligned Countries to the 36th General

Assembly of the U.N. of Sept. 25 and 28, 1981, and failed to
 
disassociate itself from the communique issued? 
 If so,has

the President taken into account? (Reference may be made to

the Taking into Consideration memo.)
 

Malawi was not represented at the meeting and so was not
 
associated with the communique.
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19. 	FY 1986 Continuing Resolution Sec. 541. Are any of the
 
funds to be used for the performance of abortions as a

method of family planning or to motivate or coerce any
 
person to practice abortions?
 

Negative.
 

Are 	any of the funds to be used to pay for the performance

of involuntary sterilization as a method of family planning

or to coerce or provide any financial incentive to any
 
person to undergo sterilization?
 

Negative.
 

Are 	any of the funds to be used to pay for any biomedical
 
research which relates, in whole or in part, to methods of,
 
or the performance of, abortions or involuntary

sterilization as 
a means of family planning?
 

Negative.
 

20. 	FY 1986 Continuing Resolution. Is the assistance being made
 
available to any organization or program which has been

determined as supporting or participating in the management

of a program of coercive abortion on involuntary
 
sterilzation?
 

Not 	Applicable.
 

If assistance is from the population functional account, are
 
any of the funds to be made available to family planning

projects which do not offer, either directly or through

referral to or information about access to, a broad range of
 
family planning methods and services?
 

Not 	Applicable.
 

21. 	FY 1986 Continuing Resolution Sec. 529. 
 Has 	the recipient

country been determined by the President to have engaged in
 
a consistent pattern of opposition to the foreign policy of
 
the United States?
 

Such a determination has not been made.
 

22. 	FY 1986 Continuing Resolution Sec. 513. Has the duly

elected Head of Government of the country been deposed by

military coup or decree?
 

Negative.
 

$7 
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B. 
 FUNDING SOURCE CRITERIA FOR COUNTRY ELIGIBILITY
 

1. Development Assistance Country Criteria.
 

FAA Sec. 116. Has the Department of State determined that
 
this government has engaged in a consistent pattern of gross

violations of internationally recognized human rights? 
 If
 
so, can it be demonstrated that contemplated assistance will
 
directly benefit the needy?
 

No such determination has been made.
 

2. Economic Support Fund Country Criteria
 

FAA Sec.502B. Has it been determined that the country has
 
engaged in a consistent pattern of gross violations of
 
internationally recognized human rights? 
 If so, has the
 
country made such significant improvements in its human
 
rights record that furnishing such assistance is in the
 
national interest?
 

No such determination is presently in effect.
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5C(2) PROJECT CHECKLIST
 

Economic Policy Reform Program II:
 

Parastatal Divestiture
 

Number: 690-0237
 

Listed below are statutory criteria applicable to projects.

This section is divided into two parts. 
 Part A. includes
 
criteria applicable to all projects. Part B. applies to

projects funded from specific sources only: B.l applies to all

projects funded with Development Assistance loans, and B.3.
 
applies to projects funded from ESF.
 

CROSS REFERENCES: 	IS COUNTRY CHECKLIST UP TO
 
DATE? HAS STANDARD ITEM
 
CHECKLIST BEEN REVIEWED FOR
 
THIS PROJECT?
 

A. 	GENERAL CRITERIA FOR PROJECT
 

1. 	FY 1986 Continuing Resolution Sec.524; FAA Sec. 634A
 

Describe how authorizing and appropriations committees of

Senate and House have been or will be notified concerning
 
the project.
 

CN expired without objection on August 14, 1986
 

2. 	FAA Sec. 611(a)(1). Prior to obligation in excess of

$500,000, will there be (a) engineering, financial or other
 
plans necessary to carry out the assistance and (b) a

reasonably firm estimate of the cost to the U.S. of the
 
assistance?
 

Yes, see Program Description.
 

3. 	FAA Sec. 611(a)(2). If further legislative action is
 
required within recipient country, what is the basis for
 
reasonable expectation that such action will be completed in

time to permit orderly accomplishment of purpose of the
 
assistance?
 

No further legislative action is required.
 

Z,
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4. 	FAA Sec. 611(b); FY 1986 Appropriation Act Sec. 501. If for
 
water or water-related land resource construction, has

project met the standards and criteria as set forth in the
Principles, Standards, and procedures established pursuant

to the Water Resources Planning Act (42 U.S.C. 1962, et
 
seq.)? (See AID Handbook 3 for new guidelines.)
 

Assistance is not for such purposes.
 

5. 	FAA Sec. 611(e). If project is capital assistance (e.g.,

construction), and all U.S. assistance for it will exceed

$1 million, has Mission Director certified and Regioral

Assistant Administrator taken into consideration the
 
country's capability effectively to maintain and utilize the
 
project?
 

N/A
 

6. 	FAA Sec. 209. Is project susceptible to execution as part

of regional or multilateral project? If so, why is project

not so executed? Information and conclusion whether
 
assistance will encourage regional development programs.
 

No.
 

7. 	FAA Sec. 601(a). Information and conclusions whether project

will encourage efforts of the country to: 
(a) increase the

flow of international trade; 
 (b) 	foster private initiative

and competition; and (c) encourage development and use of

cooperatives, and credit unions, and savings and loan

associations; (d) discourage monopolistic practices; 
 (e)

improve technical efficiency of industry, agriculture and
 
commerce; and (f) strengthen free labor unions.
 

a. Neutral.
 
b. Yes.
 
c. Neutral.
 
d. Yes.
 
e. Yes.
 
f. Neutral.
 

8. 	FAA Sec. 601(b). Information and conclusions on how project

will encourage U.S. private trade and investment abroad and
 
encourage private U.S. participation in foreign assistance
 
programs (including use of private trade channels and the
 
services of U.S. private enterprise).
 

U.S. training institutions will be utilized and U.S.

expertise may be recruited to participate in the studies and
 
technical assistance component.
 

<2 
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9. FAA Sec. 612(b), 636(h); FY 1986 Continuing Resolution
 
Sec.507. Describe steps taken to 
assure that, to the

maximum extent possible, the country is contributing local

currencies to meet the cost of contractual and other

services, and foreign currencies owned by the U.S. are
 
utilized in lieu of dollars.
 

The GOM has agreed to contribute local currencies under the
 
appropriate A.I.D. programs.
 

10. FAA Sec. 612(d). Does the U.S. own excess foreign currency

of the country and, if so, what arrangements have been made
 
for its release?
 

Not at this time.
 

11. FAA Sec. 601(e). 
 Will the project utilize competitive

selection procedures for the awarding of contracts, except

where applicable procurement rules allow otherwise?
 

Yes.
 

12. FY 1986 Continuing Resolution Sec. 522. 
 If assistance is

for the production of any commodity for export, is the

commodity likely to be in surplus on world markets at the

time the resulting productive capacity becomes operative,

and is such assistance likely to cause substantial injury to

U.S. producers of the same, similar competing commodity?
 

Project assistance is not for the promotion of any specific

commodity for export by Malawi.
 

13. FAA 118(c) and (d). Does the project comply with the

environmental procedures set forth in AID Regulation 16
Does the project or program take into consideration the
problem of the destruction of tropical forests?
 

This project has no environmental impact and has been
 
classified accordingly (categorical exclusion on IEE).
 

14. FAA 121(d). If 
a Sahel project, has a determination been

made that the host government has an adequate system for

accounting for and controlling receipt and expenditure of
project funds (dollars or local currency generated

therefrom)?
 

This is not a Sahel project.
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15. FY 1986 Continuing Resolution Sec. 533. 
 Is disbursement of

the assistance conditioned solely on the basis of the

policies of any multilateral institution?
 

No.
 

16. ISDCA of 1985 Sec. 310. 
 For development assistance
 
projects, how much of the funds will be available only for
activities of economically and socially disadvantaged

enterprises, historically black colleges and universities,

and private and voluntary organizations which are controlled

by individuals who are black Americans, Hispanic Americans,
 
or Native Americans, or who are economically or socially

disadvantaged (including women)?
 

None.
 

B. FUNDING CRITERIA FOR PROJECT
 

1. Development Assistance Project Criteria
 

a. 
 FAA Sec. 102(a), 111, 113, 281(a). Extent to which

activity will (a) effectively involve the poor in

development, by extending access to economy at local

level, increasing labor-intensive production and the
 
use of appropriate technology, spreading investment out

from cities to small towns and rural areas, and

insuring wide participation of the poor in the benefits

of development on a sustained basis, using the

appropriate U.S. institutions; (b) help develop

cooperatives, especially by technical assistance, to

assist rural and urban poor to help themselves toward

better life, and otherwise encourage democratic private

and local governmental institutions; (c) support the

self-help efforts of developing countries; (d)promote

the participation of women in the national economies of

developing countries and the improvement of women's
 
status; and (e) utilize and encourage regional

cooperation by developing countries?
 

(a) A key objective of the program is increasing the
availability of credit to small Malawian investors.
 
(b), (c), (d) not applicable

(e) The program includes a management plan for Malawi's
strategic grain reserve that will consider regional

food security.
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b. 	 FAA Sec. 103, 103A, 104, 105, 106. Does the project

fit the criteria for the type of funds (functional

account) being used?
 

Yes
 

c. 	 FAA Sec. 107. 
 Is emphasis on use of appropriate

technology (relatively smaller, cost-saving,

labor-using technologies that are generally most

appropriate for the small farms, small businesses, and
 
small incomes of the poor)?
 

Not applicable
 

d. 	 FAA Sec. 110(a). Will the recipient country provide at

least 25% of the costs of the program, project, or
 
activity with respect to which the assistance is to be

furnished (or is the latter cost-sharing requirement

being waived for a "relatively least developed"

country)?
 

The requirement is being waived for Malawi, 
a RLDC.
 

e. 	 FAA Sec. 122(b). Does the activity give reasonable
 
promise of contributing to the development of economic
 
resources, or to the increase of productive capacities

and self-sustaining economic growth?
 

Yes
 

f. 	 FAA Sec. 128(b). If the activity attempts to increase
 
the institutional capabilities of private organizations
 
or the government of the country, or if it attempts to

stimulate scientific and technological research, has it

been designed and will it be monitored to ensure that
 
the ultimate beneficiaries are the poor majority?
 

Yes
 

g. 	 FAA Sec. 281(b). Describe extent to which program

recognizes the particular needs, desires, and
 
capacities of the people of the country; 
utilizes the

country's intellectual resources to encourage

institutional development; and supports civil education
 
and training in skills required for effective
 
participation in governmental processes essential to
 
self-government.
 

The program will improve ADMARC's capacity to manage

agricultural marketing functions for smallholders.
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2. Development Assistance Project Criteria (Loans Only).
 

Not applicable.
 

a. 	 FAA Sec. 122(b). Information and~conclusion on
 
capacity of the country to repay the loan, at 
a
 
reasonable rate of interest.
 

b. 	 FAA Sec 620(d). If assistance is for any productive

enterprise which will compete with U.S. enterprises, is

there an agreement by the recipient country to prevent

export to the U.3 of more than 20% of the enterprise's

annual production during the life of the loan?
 

3. Economic Support Fund Project Criteria
 

a. 	 FAA Sec. 531(a). Will this assistance promote economic

and political stability? To the maximum extent
 
feasible, is this assistance consistent with the policy

directions,purposes, and programs of part I of FAA?
 

Yes.
 
Yes.
 

b. 	 FAA Sec. 531(c). Will assistance under this chapter be
 
used for military, or paramilitary activities?
 

No.
 

c. 	 ISDCA of 1985 Sec. 207. 
 Will ESF funds be used to
 
finance the construction of the operation or

maintenance of, or the supplying of fuel for, a nuclear
 
facility? If so, 
 has the President certified that
 
such 	country is a party to the Treaty on the
 
Non-Proliferation of Nuclear Weapons or 
the Treaty for

the Prohibition of Nuclear Weapons in Latin America

(The "Treaty of Tlatelolco"), cooperates fully with the

IAEA, and pursues nonproliferation policies consistent
 
with those of the United States?
 

No.
 

d. FAA Sec. 609. If commodities are to be granted so that
 
sale proceeds will accrue to the recipient country,

have Special Account (counterpart) arrangements been
 
made?
 

Commodities are not being provided.
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5C(3) - STANDARD ITEM CHECKLIST 

EPRP II: Parastatal Divestiture Project Number 612-0227
 

Listed below are the statutory items which normally will be
 
covered routinely in those provisions of an assistance agreement

dealing with its implementation, or covered in the agreement by

imposing limits on certain uses of funds.
 

These items are arranged under the general headings of (A)

Procurement, (B) Construction, and (C) Other Restrictions.
 

A. 	PROCUREMENT
 

1. 	FAA Sec. 602. Are there arrangements to permit U.S. small
 
business to participate equitably in the furnishing of
 
commodities and services financed?
 

Project financed contracts will follow AID contracting
 
procedures which contain provisions for promoting small
 
business participation.
 

2. 	FAA Sec. 604(a). Will all procurement be from the U.S.
 
except as otherwise determined by the President or under
 
delegation from him?
 

Yes.
 

3. 	FAA Sec. 604(d). If the cooperating country discriminates
 
against marine insurance companies authorized to do business
 
in the U.S., will commodities be insured in the United
 
States against marine risk with such a company?
 

Malawi does not descriminate against U.S. Marine Insurance.
 

4. 	FAA Sec. 604(e); ISDCA of 1980 Sec. 705(a). If offshore
 
procurement of agricultural commodity or product is to be
 
financed , is there provision against such procurement when
 
the domestic price of such commodity is less than parity?

(Exception where commodity financed could not reasonably be
 
procured in the U.S.)
 

No offshore procurement of agricultural commodities or
 
products will be financed.
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5. 


6. 


7. 


8. 


9. 


FAA Sec. 604(g). Will construction or engineering services
 

be procured from firms of countries which are direct aid
 

recipients and which are otherwise eligible under Code 941,
 

but which have attained a competitive capability in
 
Do these
international markets in one of these areas? 


countries permit United States firms to compete for
 

construction or engineering services financed from
 

assistance programs of these countries?
 

No construction or engineering services will be financed.
 

Is the shipping excluded from compliance with
FAA Sec.603. 

requirement in section 901(b) of the Merchant Marine Act of
 

1936, as amended, that at least 50 per centum of the gross
 

tonnage of commodities (computed separately for dry bulk
 

carriers, dry cargo liners, and tankers) financed shall be
 

privately owned U.S. flag commercial vessels
transported on 

extent that such vessels are available at fair and
 to the 


reasonable rates?
 

Shipping not excluded from compliance with said requirements.
 

FAA Sec. 621. If technical assistance is financed , will
 

such assistance be furnished by private enterprise on a
 

contract basis to the fullest extent practicable? If the
 

other Federal agencies will be utilized, are
facilities of 

they particularly suitable, not competitive with private
 

enterprise, and made available without undue interference
 

with domestic programs?
 

Planned technical assistance will be provided on a contract
 

basis to the fullest extent possible.
 

international Air Transportation Fair Competitive Practices
 

Act, 1974. If air transportation of persons or property is
 

financed on grant basis, will U.S. carriers be used to the
 

extent such service is available?
 

Yes.
 

the U.S. Government
FY 1986 Appropriation Act Sec. 504. If 


is a party to a contract for procurement, does the contract
 

contain a provision authorizing termination of such contract
 

the United States?
for the convenience of 


Yes.
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B. 	CONSTRUCTION
 

No construction will be financed under the program.
 

1. 	FAA Sec. 601(d). If capital (e.g., construction) project,
 
will U.S. engineering and professional services be used?
 

2. 	FAA Sec. 611(c). If contracts for construction are to be

financed, will they be let on a competitive basis to maximum
 
extent practicable?
 

3. 	FAA Sec. 620(k). If for construction of productive

enterprise, will aggregate value of assistance to be

furnished by the U.S. not exceed $100 million? (except for
productive enterprises in Egypt that were described in the
 
CP)?
 

C. 	OTHER RESTRICTIONS
 

1. 	FAA Sec. 122(b). If development loan, is interest rate at

least 2% per annui during grace period and at least 3% per
 
annum thereafter?
 

N/A 	Grant financed assistance.
 

2. 	FAA Sec.301(d). If fund is established solely by U.S.

contributions and administered by an international
 
organization, does Comptroller General have audit rights?
 

N/A
 

3. 	FAA Sec. 620(h). Do arrangements exist to ensure that

United States foreign aid is not used in a manner which,

contrary to the best interests of the United States,

promotes or 
assists the foreign aid projects or activities
 
of the Communist-bloc countries?
 

Such arrangements exist.
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4. Will arrangements preclude use of financing:
 

a. FAA Sec. 104(f); FY 1986 Continuing Resolution Sec.

526. (1) To pay for performance of abortions as a
 
method of family planning or to motivate or coerce
 
persons to practice abortions; (2) to pay for
 
performance of involuntary sterilization as method of

family planning, or to coerce or provide financial
 
incentive to any person to undergo sterilization; (3)

to pay for any biomedical research which relates, in
 
whole or 
in part, to methods or the performance of

abortions or involuntary sterilizations as a means of

family planning; (4) to lobby for abortion?
 

1. 	 Yes, arrangements will preclude such uses.
 
2. 	 Yes, arrangements will preclude such uses.
 
3. 	 Yes, arrangements will preclude such uses.
 
4. 	 Yes, arrangements will preclude such uses.
 

b. 	 FAA Sec. 488. To reimburse persons, in the form of cash
 
payments, whose illicit drug crops are eradicated?
 

Yes, 	arrangements will preclude such uses.
 

c. 	 FAA Sec.620(g). 
 To compensate owners for expropriated
 
nationalized property?
 

Yes, 	arrangements will preclude such uses.
 

d. 	 FAA Sec. 660. To provide training or advice or provide
 
any financial support for police, prisons, or other law

enforcement forces, except for narcotics programs?
 

Yes, 	arrangements will preclude such uses.
 

e. 	 FAA Sec. 662. 
 For CIA activities?
 

Yes, 	arrangements will preclude such uses.
 

f. 	 FAA Sec. 636(i). For purchase, sale, long-term lease,
exchange or guaranty of the sale of motor vehicles
 
manufactured outside U.S., 
unless a waiver is obtained?
 

Yes, 	arrangements will preclude such uses.
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g. 	 FY 1986 Continuing Resolution, Sec. 503. To pay

pensions, annuities, retirement pay, -or adjusted

service compensation for military personnel:
 

Yes, 	arrangements will preclude such uses.
 

h. 	 FY 1986 Continuing Resolution, Sec. 505. To pay U.N.
 
assessments, arrearages or 
dues?
 

Yes, 	arrangements will preclude such uses.
 

i. 
 FY 1986 Continuing Resolution, Sec. 506. To carry out

provisions of FAA section 209(d) (Transfer of FAA funds
 
to multilateral organizations for lending)?
 

Yes, 	arrangements will preclude such uses.
 

j. 	 FY 1986 Continuing Resolution, Sec. 510. To finance

the export of nuclear equipment, fuel, or technology?
 

Yes, 	arrangements will preclude such uses.
 

k. 	 FY 1986 Continuing Resolution, Sec. 511. For the
 
purpose of aiding the efforts of the government of such
 
country to repress the legitimate rights of the

population of such country contrary to the Universal
 
Declaration of Human Rights?
 

Yes, 	arrangements will preclude such uses.
 

1. 	 FY 1986 Continuing Resolution, Sec. 516. 
 To be used

for publicity or propaganda purposes within U.S. not
 
authorized by Congress?
 

Yes, 	arrangements will preclude such uses.
 

9/
 



ANNEX E 

INITIAL ENVIRONMENTAL EXAMINATION 

CATEGORICAL EXCLUSION
 

Country: Malawl
 
Title of Activity: Economic Policy Reform Program II:;
 

Parastatal Divestiture (612-0227)
 
Funding: 
 FY 1986 - l.5ion
 
IEE Prepared By: RCF r 
 Officer
 

Environmental Action
 
Recommended: Categorical Exclusion
 

Discussion: 
 This activity meets the criteria for Categorical Exclusion
inaccordance with Section 216.2(c) of Regulation 16 and is therefore
excluded from further review. A cash grant of $15.0 million will be
provided to support the GOM's policy reforms related to privatization ofa major parastatal's holdings and strengthening of its portfoliomanagement. 
The use of cash grant funds is not tied to either financial
specific commodities or for a specifically identifiable project orprojects and thus itmay be considered as an "action which does not have
an effect on the natural or physical environment" which, according to
Section 216.2(c)(1)(i), is the criteria for categorical exclusion. 
The
balance of $0.5 million will be used to finance technical services,
studies and training in support of policy reform measures. The portion
of the grant meets the criteria for categorical exclusion provided in
Section 216.2(c)(2)(xiv).
 

Concurrence: //,//-4
 
d~in F. Hickcs, mlssl-on irector
 

Bureau Environmental Officer's Decision:
 
Bessie L. Boyd, AFR/TR/PRO
 

Approved: 
 X 

Disapproved:
 

Date: AUGI 

Clearance: GC/AFR: 
_____DATE_?-I*TE R/ 

Alice L. H-lattice 
 8,'4/8b
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ANNEX F
 

GLOSSARY OF ACRONYMS
 

ADMARC 

AID 

CBM 

CDC 

CIP 

DID 

EFF 

FY 

GDP 

GOM 

IBRD 

IFC 

IMF 

INDEBANK 

INDEFUND 

MDC 

MK 

MUSCCO 

NBM 

NBS 

NICO 

PEW 

PGL 

POSB 

RBM 

SAL 

SFRF 

SGR 

USAID 


Agricultural Development and Marketing Corporation
 
Agency for International Development
 
Commercial Bank of Malawi
 
Commonwealth Development Corporation
 
Commodity Import Program
 
Development and Investment Division
 
Extended Fund Facility
 
Fiscal Year
 
Gross Domestic Product
 
Government of Malawi
 
International Bank for Reconstruction and Development
 
International Finance Corporation
 
International Monetary Fund
 
Investment and Development Bank of Malawi
 
Investment and Development Fund
 
Malawi Development Corporation
 
Malawi Kwacha
 
Malawi Union of Savings and Credit Cooperatives
 
National Bank of Malawi
 
New Building Society
 
National Insurance Company Ltd.
 
Plumbing and Engineering Works Ltd.
 
Press Group Limited
 
Post Office Savings Bank
 
Reserve Bank of Malawi
 
Structural Adjustment Loan
 
Smallholder Fertilizer Revolving Fund
 
Strategic Grain Reserve
 
United States Agency for International Development
 

Dollar--Kwacha Exchange Rates
 

1980 1 K 0.8 
1981 1 K 0.9 
1982 1 K 1.1 
1983 1 K 1.2 
1984 1 : K 1.4 
19J5 I K 1.7 
1986 11 K 1.8 
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AIDAC
 

FOR AFR/DAA L,. SAIERS; 
AFR/PD L. HAUSMAN; AFR/SA'R.

CARLSON; AND AFR/DP/PAR J. WOLGIN
 

Wrnl E.O. 12356: NIA 
SUBJECT: PROPCSED FY 19o 
 MALAWI AFRICAN ECONOMIC
 
PCLICY REFORM PROGRAM
 

1. SUMMARY:
 

A.: USAID/MA.AiI PROPOS;S A SECOND AIRICAN ECONOMIC
PCLICY FREFCRM PROG"RAM GRANT C 
US DOLS 15.5 MILLION FOR

CONSIDERATION IN iY 1966. 
 MISSION RIALIZES TEAT THIS IS
A LATF SULMISSION AND THAT FUNDS MAY NOT BE AVAILABLE
FOR A PROGRAM IN MALAWI 
THIS YEAR. OUR EARLIER STRATEGY
CALLED FCR DEVELOPING IHIS PROGRAio FOR CONSIDERATION IN
!flf FY 1987. HOWEVIR, WE WISH TO PROCEED WITH DEVELOPMENT
 
CF THIS PRCGRAM CCNSIDLRING URGENCY OF AGRICULTURAL

.TrVkLOPMFNT ANL MARkeTING CORPORATION (ADVARC) FINANCIAL

'ISIS AND GOVERNMENT'S RECENT DECISION TO MOVE QUICKLY
,% RESCLVE IT. IF PROGRAM CANNOT BE FUNDED THIS FY,
VISSION WILL SiLK 
3.ARLY FY 1987 FUNDING. TO IMPLEMENT
 

THE ADMAEC REFORM PROGRAM A LPRGE AMOUNT OF CONCESSIONAL
EXTERNAL ASEISTANG4 WILl E REQUIRED AS DISCUSSED DURING.

THF PARIS CC'NSULTATIVl GROUP MEETING HELD JAN 21-22,
 
1986.
 

1. 'IRIS GRANT WOULD ?E TIED TO POLICY EFkORMS DESIGNED

TO EIIMINATI THi NCN-MAE'.,ETINC OPERATIONS OF ALMARC,
SIGNIiICANTLY RlDtCz UOVERNMENT INVOLV.MENT IN TiE

PRIVATE SECTOR, IMPROVE TUE LALANCE OF PAYMENTS AND

P OMCTF GREATER MOkIIZATION CF LOMFSTIC AND
INTiRNATIONAL PRIVAT 
 CAPITAL FOR INV!'ETMENTS IN
MJALAWI'S ECONOMY. US DOLS 15.0 MILLIT,' N C THE GRANT

.OULD k! CONLIHONL ON DIV.IV,£.ENT CP b-6 PFRCENT OF
AEMARC'S ION-MARt-ErING PORTFOLIO ThEANt ESTABLISHMENT
CF 	S-EPA A'E AND IND E)DtNT ORGANIZATION TO MANAGE A

SIGNIiICANTLY 
hiLUCEZ AND MCRE, PROFITAPLE INVESTMENT
PCRTiCLIG. THE RtMAINING US DOLS 0 MtILiION WOULD

FINANCE TECLNICzL ASSISTANCE AND PARTICIPANT TRAINING TOflfl 	 ASSIST k'IThi Tli £IVLSTrET OF THIS PORTCLIO AND IMPROVEThE MANAI'GEtENT Cf THE NFWLY ESTAbLISHED ORG.NIZATION TO
HANLLP ADtMARC'S NON-tIARI-FTING ACTIVITIIS. WCELD BANK
AND CTRER DONOR A.SSISTANCk, WILL 
iELP ADMARC IMPROVE ITS

"MAINING tAP341TING FUNCTIONS. 

AS ONE CF TBE MOST SIGNIFICANT INSTITUTIONS IN
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MAI.*.I-w, -ADMARC'S OVERALL ECONOMIC AND FINANCIAL
WELL-BEING hAS A DiRECT BEARING ON MALAWI'S ECONOMIC
 
PERFCRMANCE *AND GROWTH. 
 PRiSENTLY, ADMARC HAS A
,lhj SEASONAL AND NCNSEASO0KA. DEPT OF CLOSE TO M.K 100 TO 110


LLION (MK 40 MILLICN SEASONAL AND 
MK 60 TO 70 MILLION
NSIASCNAL) (US DOL 1 ECUALS MK 
1.7). THIS TOTAL DEBT

REPREISNTS 12 
P]RCENI CF MALAWI'S MONEY SUPPLY. 
 MOST CF
ADMARC'S ASSLTS ARE ILLIQUID, SINCE THEY Ael TIED UP 
IN

ITS 	NON-MAESFTING 
INVESTMENT PORTFOLIO CONSISTING OF

ACRICULTURAL ESTATES AND AGRO AND NON-AGRO BASED

INDUSTRIES. 
 THIS LEBT IS SEVERELY AFFECTING THE PRIVATE
SICOGR'S ACCESS TO CREDIT. 
ThROUGH THIS AEPRP II, AID

RESCURCES WILL tAVi THREE MAJOR IMPACTS. 
 FIRST, US DOLS
15.e MILLION IN FORtIGN EXCHANGE WILL MEET 10 PERCENT OF
ThE 	ISTIMATID BALANCE OF PAYMENT GAP OF US 
DOLS 145
fllf 	 MILLION FOR THE PERIOD 196b TO 1990. THIS WILL LESSEN
PRESSURE CN 
THE MALAIAN GOVERNMENT TO iURTHER REDUCE

IMPORTS. 
 SECOND, LOCAL CURRENCY GENERATIONS COMBINED

WITH CASH GENERATED BY ADMARC'S DIVESTITURE WILL PROVIDE
 
MUCH 
NEIDED CAPITAL ECR INVESTMENT 
IN TdE ECONOMY.
 
THIRD, THE R.STRUC tURINC OF ADMARC BY 
SPINNING OFF THE
 
INV.STMINT AND DEVELCPMENT DIVISION 
WILL LEAD TO
RATIONALIZATION AND LIMITATINN OF ADMARC'S ROLF AS AN

AGRICULTURAL MARKETING ORGANIZATION.
 

2. 	MALAWI'S ECONCMIC ENVIRCNMENT ANL CONTEXT:
 

;ffl 	 A. TRE tl!LAWIAN ECONCMY CONTINUED IN 19o5 ALONG THE

FATE CF iCf,1OMIC hi{COVEhY WhICH dEGAN IN 1982. REAL
rr Oc DMFSIIc PFCZUCT CREW 
IN 195 BY AN ESTIMATED 2.8
 

NT DOWN FROM 4.2 PERCENT IN 19P4 AND 4.4 PERCENT IN
L.E3. THE LAST ThRiE 
 YEARS WERE IN MARKED CONTRAST TO

THE 	179-El PEPICL 
 IN WHICH CROSS DCESTIC PRODUCT PER

CAPIIA )rCLINEL MORI HAN 10 PERCENT, CURRiNT ACCOUNT
AND 	1UDGIT LEFICITS RiACHiD RiCORD LEVELS, AND MALAWI

WAS 	 FCRCEL TO IPPORT ITS BASIC FOCD CROP MAIZE. THE
 
179-61 ECONOMIC "OWNTURN AND THE 1965 DECLINE IN THE
FATi Ci ECCNCMIC C.rOWTH WERE LARGELY THt RESULT OF
IXOGNCUS FCRCES OVIR WdICH MALAWI HAD LITTLE, OR NO,

CONTROL SUCH AS DITERIORATING TERMS OF TRADE, LOSS OF
TIbANSPCP'ATICN ROUTES THFOUGH MOZAMBIQUi, HIGHER
PiThCLFUM PRICES AND DROUGHT. 
TH7SE FACTORS EXPOSED
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SCM- '-L'UbAM-NTAL iA'. IN THE ECONOMY WHOSE
RESOLUTION WOULD l CRITICAL TO !"EJIUM AND LONG TERM 
ECONOMIC GRCiTH.
 

BRIEFLY THESE WLA&NRSSES INCLUDE TFE FOLLOWING:
 

(1) EXPORTS DURING ThE LAST TWO DECADES HAVE BEEN
NARROWLY CONCENTRATED IN 
THREE AGRICULTURAL
 
CCMMCDITIES. 
 THiSi ARE TOBACCO, TEA AND SUGAR. 
 THESE
PROEUCTS HAVE HAD A HISTORY OF VOLATILE PRICE 41OVEMENTCW 
CCMBINED WITH LOW ELASTICITIES. 

(2) WHILE INVESTMENT RATES ROSE RAPIDLY IN THE FIRST
EICADE AND HALF AFTER INDEPENDIENCE, SOME O THESE 
INVESTMENTS, PARTICULARLY IN 
THE LATE 1970'S, WERE IN
rr PROJECTS THAT REQUIRED LARCF CAPITAL INVESTMENTS WITH
LOW ECONOMIC RVTURNS AND DID NOT CONTRIzUTE TO EXPANSIO

OF ECONOMIC PROLUCIIVE CAPACITY. FURTHERMORE, PUBLIC
AND PARASTATAL ORGANIZATIONS SUCH AS ADMARC EXPANDED AN

DIVERSIFIED TOO QUIC'-LY AND TOO BROADLY.
 

(3) GOVEFNMT ITS.LI GE .W VERY RAPIDLY kND BECAME THE
FOCAL PCINT FOR LCCNCMIC GROWTH. THE LXPANSION OFGGVERNMFNT WAS PAPTICUL.hLY PRONOUNCED IN FOUR AREAS.
 
FIRST, THE TAX iiAT.S TO GDP ROSE FROM 10 PERCENT AT ThEPEGINNING 1cOF THE 1.?T'S TO PEFCENT lY THE END OF THE
LFCALF. 
 SECOND, GOViRNMENT EXPENDITURES CLIMBED


flfSHAEFLY, iElfPING AlEAL 0i REVENUES. EXPENDITURES WENTUW-. RiCM 23 PERCINT O GDP IN 19?3 TO 34 PERCENT IN 
'Yl. THIRD, THE LTPIIC SECTOR'S SHARL Ck TOTAL FIXED"'I'7AL-OfdhATICN ROSL FROM 54 PiRCENT IN 1973 TO 70SLRCINT BY 1 ,79. IGUETE, THE SHARE O GOViRNMENT AND

OFFICIAL tN7ITIiS IN LOMiSTIC CRELIT INCREASED FROM 10
P-PC7NT IN 197e TC 44 PERCENT IN 19EC. 

C. ,EEN THi LXTiENr.L SHCC .S CF DECLINING TERMS OF
IhAli, LROUCPT ANL HIuHlz COST AND LLSS RFLIA3LE
TRANSPORTATICN 
CAME TOGLrTHER IN 1978-19ai, THE COUNTRY

DID NCT HAVF THE CAPACITY T0 DEAL wITH TiEM. TH EGCVENMINT O VALAWI CUICrLY REALIZED THAT COMING TOTERM'S IT tE-S ElCCTN(;US F?.TOhS AND THi INHERENT
WEA: NYSSiS IN ITS GRCWT:i STRATEGY REQUIRED (1) IMPROVING
THE INC.NTIV.S FOb bIVhi-SIYICATIGN CF ACR'.ICULTUR.qL ANr
TRADIAbL; iXPORT CO!,;Oi:TI-S, (2) RATIONALIZING AND 
LWrIINC 
GOVLENMENT 71PENIITU.FS, (3) STRENGTHENING THE
EFFICIi!-CY AND NAPROGw1G THE FOCUS OF ".EY PUBLIC AND

PARASTATtL INSTITUTICNS, AND (,L) PRMO'TIN', PRIVAIE
SIC TR CAPITAL INlVESTM.NTS. 

.. CVERiLL POLICY ENVIRONMENT: 

[f A. THE GOV--hNM NT CF M."' LAW[ INITIALLY ATTiMPTEIJ TORFSPCND 10 Thl ECCNCt'IC 2NISIS IN TlfE LATE 19?'0"S ANID
EARLY 18'"S zY .SIGn LiVELS Ct kOMMIRCIAL BORROWING.
THIS #AS EASE, ON A zaLIEL TiAT THE ADVERSE ECONOMIC

'CLS i.2 . TiR.NSITCRY. HOWZVER, THi GOM QUICeLY
.IZED THAT IT %AS ,EALING AITH MAJOR AND 1UNDhMENTAL 

STRUCTUhi..L PROILhS. 

V7 ZrT. T 
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THE GOVERNMENT OF MALAWI IN CONSULTATION WITH THE
 
..
ORLD BAN& AND THE IMF fCMUIATED A MEDIUM-TERM PROGRAM


fO COVERING THE PFRIOD 1982-1951. THE PROGRAM ADDRESSED
 
SEVEN MAIN ISSUIS.
 

(1) THE HEAVY CONCENTRATION OF EXPORTS IN A FEW ESTATE
 
PRODUCED AGRICULTUHAL COMMODITIES (TIA, TOBACCO AND
 
SUGAR);
 
(2) THE SLOW GPCWTH OF SMALLHIOLDiR PRODUC.TION FOR EXPORT;

(3) THE MODERN SECTOR'S DEPENDENCE ON COSTLY IMPORTED
 
CIL AND THE DEPLETION OF DOMESTIC FUELWOOD SUPPLIES;

(4) TEE DiTFEIORATING FINANCIAL POSITION OF PUBLIC
 
ENTERPRISES;
 
(5) THE CENTRAL GOVEJRNMENT'S BUDGET LEFICIT;
unpR 	 (5)ThE GROWING IMEALANCE BETELN GCVIiNMENT RECURRENT
 
AND CAPITAL }XPINLITURES; AND
 
(7) FIGIDITIES IN TdE SYSTEM CF ADMINISTERED PRICES AND
 
WAGES.
 

C. IHIS PROGRAM 1AS SUPPCRTED BY A SEItIES OF IMI
 
STANL-HYS ANL A WORLL BANK STRUCTURAL ADJUSTMENT LOAN
 
(SAL I) Of US DCLS 45 MILLION IN JUNE 1981.
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D.,,r- 1983 SOMi OLIICATIOV!S AND SHIFTS IN kMPilixiS 
WFRh MADE IN THE PROGRAM. TH7 SECONTD PHASE OF THE 
GCVEIRNMENT OF MALAWI'S STRUCTURAL ADJUSTMENT PROGRAM WAS 
SUPPORTED BY A SECOND SAL OF US DCLS 55 MILLION ON IDA 
TERMS IN DECEMPIR 1963 AND AN EXTENDED FUND FACILITY
 
FROM THE IMF. 

F. WHILE SAL II WAS PRIMARILY INTENDED TO CONTINUE
 
PROGRESS MADE WITH SAL I, IT ALSO BRANCHED INTO OTHER
 
AREAS. TO IMPROVE PiRFCRMANCE IN THE AGRICULTURAL
 
SECTOR MORE ATTRACTIVE PRICES TO SMALLHOLDERS AN-D 
IMPROVED PROCUREMENT AND DISTRIBUTION OF FERTILIZER WERE
 
DEEMED TO IE ESSENTIAL. THE GOVERNMENT COMMITTED ITSELF 
TC CONTRIBUTE TO A P.VOLVING FUND ESTABLISHED UNDER AN
 
IDA/IFAD SUPPORTED SMALLHOLDER FERTILIZER PROJECT, &ND
 
TC PROCURE AND DISTRIBUTE FERTILIZER TO SMALLHOLDERS.
 
IT ALSO AGRzED TO ELIMINATE THE REMAINING SUBSIDY FOR
 
FERTILIZER. TAIS SUBSIDY REMOVAL PROGRAM IS BEING 
SUPPORTED UNDER TiE IIRST MALAWI ECONOMIC POLICY REFORM
 
GRANT WICH HAS TIED REDUCTICNS IN THE SUBSIDY TO 
INTRODUCTION 01 iIGH CONCENTRATE FERTILIZERS TO OFFSET
 
THE POTENTIAL NiGATIVE IMPACT OF THE SUBSIDY REMOVAL
 
PROGRAM ON AGRICULTURAL PRODUCTION. THE GOVERNMENT
 
UNDERTOO A FAR-REACBING REORGANIZATION PROGRAM FOR
 
ADMARC (AGFICUIU]tAt DEVILCPMENT AND MARKETING
 
CCRPORATION). THi GOVERNMENT ALSO AGREED TO ALLOCATE
 
SUFFICIENT UNDS IN ThF iUDGET TO MEET THE RECURRENT
 
COSTS O AGRICULTOR,.L PROJECTS. IN CRLER TO RESTORE THE 
VIAILITY CF THE ESTATE SECTOR AND IMPROVE ITS
 
POLUCTIVITY, AN -XTENSIGN MANAGEMENT TRAINING AND
 
CREDIT PROGRAM WAS TO IE DESIGNED. FINALLY, THE 
GCVEFNMENT DECIDED TC GRADUALLY E.EMCVE FORMAL AND 
INFOiMAL PRICi CONTLRCLS WHICH WERE SERIOUSLY HAMPERING
 
INDUST .
 

F. FOR THE 1984-a5 CROP SiASON, IN ACCORDANCE ,ITH TWA 
CJECTIVE OF SHIFTING INCENTIVES IN FAVOR Of EXPORTED 
CCMVCLITIES, PRICE INCREASES CF 29 PERCENT FOR TOPACCO, 
17 PIRCENT FOR GRCUNDNUTS, AND 9.E PERCENT FOR COTTON 
WLRE YFFE.CTEi-, WhILE IHE PRICE OF MLIZo *AS HELD 
CONSTANT. SIMILAR PICE INCLV'TIVLS WEPlz USED IN THE 
1685/8 CROP YEAF. GOVERNMENT HAD COMMITTED ITS1LF IN 
THY kARLY 19aW'S TC IH;* RFMOVAL OF FERTILIZER SUBSIDIES 
AND "wAS MA&ING PIRCGRESS UNTIL CLCSURE OF THE RAIL LINE
 
THROUGH MCZArmIQUi cAusEr DRAVATIC INCREiASIS IN
 
FIRTILIZER COSTS. A2MARC'S MANAGH.MENT WAS STRENGTHENED 
VITh THE RECfiUITML-NT C! CERTAIN .EY STAFF. CAPACITY 
LTILIZA"ION %NE FINANCIAL CONTROL HAVE IMPROVED UNDER 
Nhi rANAUIMENT. SCME PRCGRESS WAS MADE TOWARDS THE 
RATICNALIZATICN OF AEMAEC'S ASSETS THROUGH LIVFS'1MENT 
AND SWAP ARRANGEMiENTS WITH TdE MALAWI DEVELOPMENT 
CCRPCIhAlION (MDC) AND PRESS HOLDINGS LIMITED, AND A 
LONC-IFRV INVESTM NT SThA'TECY AND PROGRAM, EASEL ON 
STRENGTHENING CF EXISTING SUESIDIjiRIfS, WAS PREPARED. 
STEPS WERE TAAlN FOR SFTTINJ UP A CPELIT FACILITY TO 
PROVIDE MEDIUM- AND LONG-TERM CREDIT TO TOBACCO ESTATES. 

G. TAHE TAIRD PHASI CF THE STRUCTURAL ADJUSTMLNT PROGRAM
 



(S4%L 1,,I) WhICh WAS 
 -LT.LD IN NOVEMBER 1985 WITh
GCVEhNMENT Cl ,
MAL10WI WILL CONSOLIDATE AND EXPAND THE
GAINS MADE DURING THE1 FIRST 
.II 

TWO P AS;iS, ATTACK SOMEWEAKNESSES T,!AT HAVE zECOME EVIDENT, AND liELP TO SUSTAINTHE GROWTH OF PaR CAPITA INCOMP. Wl 
 E GIVING PRIORITY
TC GROWTH WITHIN ThE PRIVATE SECTCR, THIS PROGRAM WILL
EMPHASIZE HICHTR CAPITAL FORMATION 10 SUSTAIN GROWTH OF
AGEICULTURE AND INDUSTRY AND INCREASED FLOW OF EXTERNAL
RiScURCES TO SUPPLiMiNT DOMESTIC SAVINGS RATHER THAN
FURTHER RESTRICTIONS ON 
IMPORTS. 
 IN VIEW-OF RlLAT.IVELY
HIGH-IEVELS OF EXTERNAIL DEBT SERVICE, DONORS WILL BE
RE4UESTED TO INCREASE THE CONCESSIONAL ELEMENT OF THEIR
 
ASSISTANCE.
 

H. IN GENERAL, Thi GOM HAS DEMONSTRATED ITS COMMITMENT
i nlr.,PT0 POLICY REFORM TO OVERCOME THE STRUCTURAL WEAXNESSESIN ITS ECONOMY. 
 THIS INCLUDLS SIGNIFICANTLY GREATER
1iLIANCE ON Thl PhIVATE SECTOR AND MARKET FORCES.
 

4. POLICY REFORMS
 

A. 
UNDER THE FIRST TWO SAL PROGRAMS, THE GOVERNMENT OF
PALA I TCO 
 STIPS TO OVIRCOME TEE PROBLEMS FACED BY A
NUMBER OF PARASTATAL AND SEMI-PRIVATE ORGANIZATIONS. IN
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PALTICUiAR, THi AURIC ?AI, D.VELOPMENT -ND MAP-_.. AGCCFPCRATION (AEMARC), THE MALAWI DEVELOPMENT CORPORATION(MDC), AND PRESS HOLDINGS LIMITED HAVE BEEN
DG8 RESTRUCTURED. IdIS REORGANIZATION HAS PhOGLEDEP 
 iURTH RITH MDC AND PRESS THAN WITH ADMARC. THUS, ADMARC IS TORECEIVE GREATER ATTENTION IN SAL III. 

B. ADMARC FACIS A SIRICUS LIQUIDITY PROBLEM DUE TO
 
SHARP FALLS IN 
NET AUCTION FLOOR EARNINGS OF TOBACCO.
 
ALSO DESPITE LARGER DOMESTIC PRODUCTION IN 1985, THEVOLUME OF MAIZF EAPORTS DECLINED. ADMARC HAS. EXCEEDED
ITS CVERDRAFT LIMITS WITH THE COMMERCIAL BANKS, AND HAS 
IOERC'ED ADDITIONAL SUMS FROM THE GOVERNMENT AND THERESERVE BANK OF MALAWI. THIS LIQUIDITY PROBLEM NOT ONLY
IMPAIRS ITS ABILITY TO MARKET SMALLHOLDER CROPS, BUT

]fh ALSO HAS A SERIOUS IMPACT ON THE GOM'S BUDGET ANDOVERALL DOMESTIC CREDIT. 
 THE GOM RECOGNIZES THE SERIOUS

NATU E OF THIS lIQUIDITY CRISIS AND ITS NEGATIVE IMPACTS
ON THE NATIONAL ECONCMY. WITH TiCHNICAL ASSISTANCE FROMUSAIL, THE CCM PLANS TO STUDY ITS MAIZE STOCK

REQUIREMENTS AND THi 
 COST OF MAINTAINING THESE STOCKS.
 
THE GOM HAS DECIDED THAT THE, COST OF MAINTAINING THESE
SIRAIEGIC GRAIN RESIRVES WILL BE 
BORNE BY TlE GOVERNMENT

AS OiPOSED TO ADNARC. 

C. IN 1965 ALOUT HALF OF ADMARC'S TOTAL ASSETS (ORA}OUT M:. l6. MILLION AT COST) WERE IN NON-MARKETING
 
DflA ACTIVITI.S; ANOTHiI- 20-25 PERCENT WERF IN THE STRATEGICGRAIN RESERVE, LEAVING ONLY AOUT ONE-FOURTH OF ITS

ASSIT.S 
IN MARIETING EFLATED ACTIVITIES. THIS DIViRSION
FRCM VAkKETING j,,CIVITILS BEGAN IN THE 1970'S AND WASPRIMARILY FINANCED lY FCFITS FRCM THE CORPORATION'S 
LUCRATIVE TOBACCO IEADING ACCCUNT. 
THESi ASSETS ARI

UNDER TEE MANAGEMENFT OF THi DEVELOPMENT AND INVESTMENT

DIVISION AND INCIUDi 14 
ESTATES, FAR-MS AND DIVELCPMENT

PECJ]fCTS, SEVEN OTHFlh ESTATES WHICH ARE LIMITED
 
COMPANIES, 11 SUISIDIAPIES, 2 
OTHER EQUITY HOLDINGS AND
33 LOANS. IN 
I.ECiNT YEARS, THIS PORTFCIIO HAS SHOWN A
PROFIT OF ONLY 2-3 MILLION KWACHA PER ANNUM, OR ONLY 2
 
TO 3 PE-CEN'I PiCFIT ON TOTAL PORTFOLIO VALUE.
 

D. IN ADDITION TO MANAGING THESE ASSETS, THE
 
L VLLC.PMiNT AND INVFSTMENT DIVISICN IS RESPONSIBLE 'OR
PRFPARING ALL PROJECT APPRAISALS ANL ALL REHABILITATION 
PICGRArS FOR FSTATES, Di.VELOPVENT PFCJECTS AND
 
SULSILIARIFS, .iSWELL AS ASSISTING IN NEGOTIATIONS OF
AND SUPFRVISING IMPLIMNTATION OF PROJECTS, PROGRAMS AND
LOANS. 
 THE DIVISICN ALSO PROVIDES CONSIDERABLE AD HOC

SUPPCHT TO THE 
;iNERAL MANAGIR FOR A VARIETY OF
 
ANALYTICAL TASKS.
 

f]1E. TC HANDLE ALL OF THIS WOR" LOAD, THF DEVELOPMENT 
LIVISION HAS CiUY EIGHT PROFiSS1CNAL STAFF AND NONE OFTHEM HAVi A FINANCIAL BACKGROUND. IT HAS A MANAGER, AN 
ASSISTANT MANAGfR, FOUR PROYISSIONAL STAFF IN AN
AGRICULIURAL DIVISION, A PROJECT APPRAISAL SiCTION WITH 
NC P-RMANENT STAFF, ALTHOUGH THE ASSISTANT MANAGER IS 
ACTING AS HEAD OF THE SECTION, A MONITOriING SECTION WITH
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C .lPRQFSSIONAL STAIF ANU AN 
ACCOUNTING CEOUP 0-
 __GH

SENIOR STAFF AND !IGHT CLERKS. IT DOES NOT HAVE A
IINANCIAL ANALYST AND UAS MADE LITTLE PROGRESS ON


Un{IESTABLISHMENT OF AN IFFECTIVL MONITORING SYSTEM. 
THE
 

F. IN 
1984, AS PART OF THE PRESS HOLDINGS LIMITED
 
RECONSTRUCTICN AGREEMENT, ADMARC EXCHANGED ITS
 
SHAREHOLDING IN 
THE OIL COMPANY OF MALAWI, THE
ENTERPRIS! CONTAINERS LIMITED AND NATIONAL INSURANCE

COMPANY FOR PRESS SHARES IN GRAIN AND 1MILLING COMPANY,

NATIONAL OIL INDUSTRIES, DAVID WHITEHEAD AND SONS, THS
SUGAR CORPORATION 
OF MALAWI AND THE CATTLE FEEDLOT

CCMPANY. IN 1985, THIS RATIONALIZATION OF INVESTMENTS
CONTINUED WITh ADMARC EXCHANGING ITS SHAREHOLDING IN
 
PCRTLAND CEMENT COMPANY, RATA SHCE COMPANY AND
O~lf CCMkFPCIAL BANr. Of MALAI FCR THE MALAWI DFVELOPIMENT
CORPCRATION SHARES IN DAVID WHITEHEAD AND SONS, NATIONAI
CIL INDUSTRIlS, COLD STORAGE COMPANY AND MALDECO
 
FISHRRIiS LIMITiD.
 

C. BIiOM TaF 
IOTAL SHARE INVESTMENT OF MK 46,472,886 IN
 
1985 AND M 36,969,441 IN 
1984, PDMARC RECEIVED
 
DIVILENDS CF ONLY Ma 
1,327,645 AND MK 1,147,120,

RESPECTIVELY, AS MANY SdARES WERE UNYIELDING.
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H. THE .COMPOSITION OF ifl)MARC '. NONMAIRK3TING INVESTMENTS 
IS AS FOLLOWS: 

- INVESTMENTS IN AGRO-INDUSTRIES ARE: 
- FIRMS NAME AMOUNT (MK) 

ADMAPC CANNING 
AUCTION HOLDINGS 929,295 
CENTRAL GRADING AND PACKAGINI 50 0e.£ 
CCLD STORAGF 1,07'.fv00 
CCTTON GINNE!S 251,934 

sl 3 

DAVID WHITEHEAD AND SONS 
D)ANGWA SUGAR CCRPORATION 
GiAIN AND MILLING 
MALDECO FISHERIES 

8,847,020 
10,227,998 
5,440,001 

508 000 
MALAWI 
NCIL 

TEA FACTORY 4,000 
1,394,350 

NATIONAL SEED COMPANY 
SPeARHEAD HOLDINGS 

580,000
80,685 

SUGAR CORPORATION OF MALAWi 9,300,000. 
TOBACCO MAP.N.TING COMPANY 10,000 

- TOTAL 38,642,282 

- INVISTMENTS IN NCN-AGhICULTURAL RELATED ACTIVITIES ARE 
nil~
 

ADVANX 
 183,280

NATIONAL BAN4 OF MALAkI 2,13,796
 
CCRY MANN GFORGk 2800 
FiNCOM 
 220,000 
I NDYI ANe tKet 
IXV IR 575, 00/ROTHERS 
!ANIGA FhEIGRT SEIiVICES 50,900
 
CF'TICEM 
 56,792
 
iFW 682,10


UTM 1,391,960 

- TOTAL 7,413,926
 

I. THE GOVERNMINT C11 MALAWI IS IN THE PFOCESS OF
 
FCRMtLATING A SIRIiS OF POLICY RhiFOR 'S TO ADDRESS THE 
VANAGFERIAL ANL FINANCIAL PROBLEMS FACFD Ef ADMAEC
 
TFRCUGH RECRGA.NIZATION AND R:STRUCTUUING, DIVFSITURE OF 
ITS NCN-MARi'TING PORTFOLIO AND IMPROVING ITS MARKETING

FUNCfIONS. IT IS CURRENTIlY ANTICIPATED THAT THE COM 
wILL PROCEED WITH DIVESTING ADMARC OF 64 PERCENT OF ITS 
AGPC-INLUSTRIAI INViSTMIENTS (TOTAL VALUE MP.24.6
MILLICN) AND %Z PhiCENT O' ITS NON-ACHI1CULTURAL RELATE
INVIS'r';kNTS (TGTAL VALUE M., 2.7 rILLION). TECHNICAL


f.ll ASSISTANCE WILL Li PhOVIiED T'!hOUGH USiIE'S FERiTILIZER 
SUISIDY REMOVA! PRCGRAM AND tY THE UNLF. THE WORLD BAN4
 
IS CLFRt'LNTLY NIGO'IATING ADMARC'S REFOMi- PACKAGE .ITE
 
THF CON. USAIl) HAS ALSO bEEN REQUI.STEI; bY THE GOM TO 
PAPTICIPATE IN THESE REFORMS THROUGH A NE1 PROGRAM
 
ASSISTANCIT G ANT UNL.R THk AFRICAN ECONCMIC POLICY 
REICRM PROGRAM. TEE FOLLOWING OUTLINES THE SPECIFIC 
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REF.ORMS *CURRENTLY 1iNu--GONSIDERED. 

(1) Tlii" GOM IS SERIOUSLY CONSIDERING C]FEATING A
 
flfl- SEPARATE OPERATION FOR ADMARC'S DEVELOPMENT AND
 

INVkSTMENT DIVISION. THIS ORGANIZATION WOULD ACT AS AN
 
INVISTMiNT hOLDING COMPANY WHCSE ACTIVITIES WOULD
 
PARALLEL THE 1NVESTMINT MANAGEMENT OPERATIONS OF THE 
MALAWI rEVELOPNINT CORPORATION AND INDEEANK. IT WOULD
 
11 CHARGED WITH THi CEJECTIVE OF MANAGING ADMARC'S
 
INVESTMENT AND DEVLLCPMENT PORTFOLIO TO MAXIMIZE
 
FINANCIAL PROFIThEILITY AND NET CASH FLOW TO ITS
 
SHARKiHOLDERS. TiIS SEPARATION OF ADMARGS INVESTMENT
 
AND DEVELCPM]N' LIVISION WOULD FOCUS ADMARC'S ATTENTION
 
CN ItIPROVINC THIB MANAGEMiNT EFFICIENCY OF ITS
 
AGPICULTLRAL MA IiTING OPERATION.
 

(2) ADMAPC CUR.INTLY OWNS AND MAINTAINS THE STRATEGIC
 
vpizi RESEhVE. CONSIDERING THE NON-COMMERCIAL NATURE OF 
THIS kURDEN ON THE CORPORATION AND ITS IMPCRTANCE TO 
NATIONAl AND REGIONAL FOOD SECUEITY, ThE GOVERNMENT OF 
MALAWI HAS DICIDED TC PURCHASE THE RESERVE FROM ADMARC 
AND REIMBURSE ADMARC FOR ITS MAINTENANCE. 

(3) BETWEEN APRIL 1985 AND AUGUST 1965, ADMARC BORROWED
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UJAVMY FRCM THE Rzi ! BAN, O MALAWI, 'ThiE Mm~nw.l 
GCV.iRNMENT, ANL THE NATIONAL EAN& OF MAIAVI. ADM.RC'S 
CURRENT INDEETiDNESS PhEi SENTLY IS MK ,LI-70 MILLION IN 

O EXCESS OF ITS NORMAL SEASONAL DEIT. THE IMF HAS 
REQUIRED THAT A£MARC REDUCE ITS EXCESS NONSEASONAL 
INDEBTEDNESS TO ZERO lY THF END OF SEPTEMBER AND THAT
 
ADMARC SHOULL; HAVE ONLf SEASONAL IORROWING OUTSTANDING
 
THEREAFTIR. THIS SUBSTANTIAL DEBT REDUCTION WILL BE
 
ACCOMPLISHED BY THE SALE OF SURPLUS MAIZE AND
 
LIVESTITURi OF NCN-MARKITING ASSETS.- THE GOVERNMENT OF
 
MALAWI HAS TARGITTED MK 1 MILLION TO BE.GENERATED BY
 
SEPTEMBER ThIS YEAR FROM THE DIVESTITURE OF THESE
 
ASSETS. A STRATEGY IOR LIVESTITURE fiAS YET TO BE 
FINAIIZEL. THE GOM HAS REQUESTED USAID ASSISTANCE IN 
THi LEVELCPMENT NI' IVPLEMENTATION OF THIS STRATEGY. IN 

rfl SCME CASFS THIS WILL INVOLV7 OUTRIGHT DIVESTITURE OF 
OkNERSiiII. IN OTHER CASES, CIVEN THE GOM'S iEQUIREMENT
FCR LOCAL PARTICIPATION, TH.6 STRATEGY IS LIXELY TO 
EMPHASIZE REDUCTIONS IN ADMARC'S SHAREHOLDINGS. 

(4) THE GOM dAS REQUESTED TECHNICAL ASSISTANCE FROM
 
UNDP, WORLD BANA, ANE USAID TO STRlNGThIEN ADMARC'S
 
MANAGiMENT AND IHAT CF AN INDEPENDENT DEVELOPMENT AND
 
INVESTMENT OFERATION.
 

(5) THE GOM WILL CONTINUi ITS AGRICULTURAL PRICING
 
POLICY ICM EYPH.iSIZES VRCP DIV RSIFICATION BY
 

flfng jNCOUFACING PRCDUCTICN OF GRCUNDNUTS, PULSES, OILSEEDS
 
A.D COTTON. ITH MANt CI:OP PRICES APPIOACHING EXPOPT
 
PARIIY, ADMAhC IS 11INC FNCOURAGEP TO ADOPT A PRICING 
FCLICY khICh WILL MAINTAIN SUFiICIENT PRODUCTION LEVELS 
WHILi NOT LISiORTINh ADMARO'S iINANCIAL POSITION. GOM 
WILL CONTIV'U' ITS COMMITMENT TO REMOVE COKSUM2R PRICE 
SUSSiLIES TC tIlMINAIE ICSSES INCURRED YFOM ADMAPC'S 
DOMESTIC TRIING OP}.RATIONS. TOWARD THIS END, Thi 
SELLINC FI;IC! GF A NUMLER OF PRIMARILY DOMESTICALLY 
VARKITEP CRO S WILL E INCREASED EY THE EEGINNING OF THE 
l&86-67 FINANCIAL YEAR. 

.. AFhICAN RCONCMIC POLICY H1?ORM PROGRAM II - ADMARC
 
EI!STfUCIURING AND DIVESTITURE:
 

'
A. USAIL/L A'wI A SECOND AFRICAN ECONOMIC
,. IS PROFOSING 
PCLICY Rll A'CY GRANT DOLS 13.5 MILLION.PROGAMi. C. US 
THIS GI,NT AILL CONISIST OF US bOilS . MILLION AS A 
CAS- GF.LiT A.L US DCLS v.5 MILLION IOR TECHNICAL 
ASSISTAfCE -NL 'IRAININC. TII PhCGRAM IS IC -E TIED TO 
TEE YFCI.OWING SPECIFIC PCLICY DECISIONS OF ThE
 
GCVUiN ENT Ci' MAL.I.
 

(1) US ZOLS 2.q vILLIGN WOULD i"L RELEASED TO TilE GCM 
Bflfl CNCE SPICIiIC STEPS liAVE :EEN TA&IN TO FSTABLISH 

.LMA.,C IEVXLUPMENT INVhSTM, DIVISION4 A'S ANDr NT AS 
SIPARATL OP..PATION. ALZj.OUCi TNITIALLY Th.. PRINCPAL 
SHARi.CLDER OF T.HIS INDzPENDENT ORGANIZ, TIOC WILL BF 
ALMABC, LImiTING IT TC THE M.ANAGt."FNT OF A SIGNIFICANTLY 
RY'DUCEi) .NL PCR PiiOIIT:,LE EORTYOLIC SHOUL7. OVFR TIME 
A'ITRACI PRIVATE INVISTORS TO PURCHASE ADMAEC'S ShARES. 



T'IS WfOULD FURTHER R17MCE ADMARC'S INVOLVMENT IN -THE 

flnfl (2) US DOLS 13 MILLION WOULD BE TIED TO THE DIVESTITURE 
OF MA 27.5 1'ILLION 
OF ADMARC'S NCN-M. RKiTING PORTFOLIO.
 
FOR Thk INITIAL MA 7.5 MILLION OF DIVESTITURE THI GOM
 
CULD RECEIVE US LOLS 1.0 ICR EACH MK 2.5 OF DIVESTITURE
 

OR US DOLS 3 MILLION. BECAUSE DIVESTITURE WILL BECOME
 
INCRIASINGIY DIFFICULT, THE REMAINING M& 10 MILLION
 
wOULD BE FXCHANGED AT A RATIO OF US DOLS. 1.0 TO MK 2.0.
 
THUS, Thi US DOIS 13 MILLION WOULD BE RELEASED ACCORDING
 
IC THE FCLLOWING SLIDING SCALE.
 

AOCUNT CF M.i DIViSTED AMOUNT OF US DOLS FUNDS
 
IN MILLIONS PTP.TVED IN MILLIONS
 

H, flf - 2.5 1.0
 
- 5.0 2. 
- 7.5 3.
 
- 9.5 4.0
 
- 11.5 5.9
 
- 13.5 
 6.0
 
- 15.5 7.w
 
- 17.5 8.1
 
- 19.5 
 9.0
 

ntnnpir 



'II 


Itflr nlf 

1 nllfll 

BonnDfl 

UNCLA ?" IOW 0 'OF LILONGWE 0 

. 1.5 I. 

.23.5 11.0 
- 25.5 12.kl 
- 27.5 13.fo 

ThIS MK 27.5 MILLION OF DIVESTMENT WOULD REDUCE ADMAEC'S 
NCN-VARKiTING INVESTMENTS BY 60 PERCENT. THIS WOULD 
RESULT IN A CONSIDfRABLY SMALLER AND MORE 'MANAGFAILE 
SEPARATF DEVELOPMENT AND INVESTMENT ORGANIZATION. 

IOTfl USAID AND THE GOM ARE CONCERNED THAT THE NUMIR OF
 
DISLURSYMENTS CO HE CASH GRANT COMPONENTE KEPT TO A
 
MINIMUM. THUS, DISZURSFMhNTS WILL ONLY OCCUR WHEN A
 
SIGNIFICANT AMOUNT OF DIVESTITURE HAS TAKEN PLACE. THIS
 
SHOULD RESULT IN THREE OR FOUR DISBURSEMENTS OVER THE
 
IFE OF THE PRCGRAM. 

(3) THE US LOLS 500v200 IN TECHNICAL ASSISTANCE WOULD BE 
USED IOR TWO PRIMARY ACTIVITIES. FIRST, TEC.NICAL 
ASSISTANCE WOULL BE PROVIDED TO THE NEWLY CREATED 
SEPARATE DEVFLOPMENT AND INVtSTMINT OPERATION TO
 
STRENGTHYN ITS rANAGiRIAL AND FINANCIAL OPERATIONS. 
SECOND, TEChl.ICAL ASSISTANCE WOULD BE CIVEN TO FIRMS 
IEING DIV',STED TO IMPROVE THEIR ATTRACTIVENESS TO 
PCTENTI.I. EUYiS. TECHNICAL ASSISTANCE WOULD ALSO 
ASSIST IN Th, CVERALL RATIONALIZATION AND DIVESTITURE OF 
ThE FOCrF(CLI. ThIS TEC4NICAL ASSISTANCE WOULD COME 
FROM US PhIVA'I[ SiCTCF FIEMS ikND MANAGEVENT CONSULTING 
FIMZ WilL APiiIFNCE IN MALA I. SOME OF THESE
 
r]SOrJRCfs pY Bi .T ASIDE FOR FINANCING NON-DEGREE 
PARTICIPANT TR.INING 1Oh THE STAFF IN MANAGEMENT, 
PLANNINC AN. FINANCE. 

6. POLICY IMPACT: 

A. THIS Air.CAN ECONOMIC POLICY REFORM PROGRAM W'ILL
 
hAVE THREE i,.JQR IMPACTS ON Th.6 MALAWIAN ECONOMY. 
FIRST, T.iE US LCLS lb MILLION IN UNTIED ANI CONCISSIONAL 
FCREIGN ASSISTA.NCi' WILL F!.OVILE AiOUT 10 PERCE!T OF THE 
FCRIIGN EXCHANG1 NiEDID TO OVELCOME THE BALANCE OF 
F.YVrNT LAP i.STIMATEL Al US DCLS 145 MILLION FOi THE 
FEPIOD 1986-1 &9. TH'.SL RESOURCES WILL REDUCE THE 
PRFSSURI ON THl MALAWIAN GOV.RNM ET TO CUT IMPORTS 
FURTHR. TIEE CAP.CITY' TC SUSTAIN IMPORTATION OF CAPITAL 
IQUIFrENT IS CG,ITICA.LLY IMPORTANT TO ECONOMIC GEOWTH IN 
THE NAR Al[, MIELIUM TE,Rr. MALAWI HAS ALREADY RiLUCED 
ITS IMPeRTS iY APPROXIMITLLY t, PERCENT SINCE 1C79 AND 
EAS .lhCPA1LY L(iAUSTkl, SHORT-RUN POSSIVILITIES FCH 
IMFORT SUzSTITUTION. ThUS, A.Y FURTdFR REDUCTIONS IN 
IVPCRTS OUIE SRIOUSLY ZIEODE OVERALL GROWTH POTENTIAL. 
SECCNID, Tdi tOC,,L CUR~FliNCY FhCM ahE U.S. DCLS 15 MILLION 
CASI! GFA'T JND TfHF BiPAlYMNT CF ADMAiC'S DFBT TC T E 
k'A'ICNAL IAN,. CF .LAWI wILL M.iL ..AILAiLF ADDITIONAL 
FUNDS FOR INVLSTMENT IN ThE CCNCMY AND WILL REDUC]1 
GCVEEIMENT CiC'EING CUT CF TEif PRIVITE SECTOR. IN THE 
19791'S F'IV,.TE CCRFCRhA'IONS AND STATUTORY LDIES WERE 
IAJOP II'VESTCRS, U'i' SINCE 1!aZ THE COVERNM NI' CF MALAI 
HAS .Eb'N THE LARGEST INVESTOR. AS TEF FINANCIAL 
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CCNDITICNS OF BOTE PALAUTATALS AND MAJOR PRIVATE
 
CCRPCRAIIONS HAVE LETERIORATED, THE ABILITY TO GENFRATE
 
fUNDS FOR INVESTMENT HAS IEN REILUCED. 
 THIRD, IMPROVING
 

IUO ,THE
EFFICIENCY OF ADMAhC AND THE NEW DIVELOPMENT AND
INVESTMENT GPERATION WILL RESULT IN MORE EFFICIENT AND

PFOFITAILE RESOURCE UTILIZATION. THIS WOULD PERMIT
 
ADMARC TO CONCENTRATE ON PROMOTING EXPORT CROP
 
DIVEBSI'ICATION, OIATIONAL EFFICIENCIES AND BETTER
 
h;NAGMENT OF AGRICULTURAL PRICING POLICIES. 
BY
 
IMPhOVING ITS VAR!ETING OPERATION, ADMA2C-WILL BE IN A

fETTIR POSITION TO PROMOTE EXPORT OF MALAI'S .CASH CROPS
 
'AhIL AT THE SAME TIME MAINTAINING A DOMESTIC BUYING
 
PRICE WHICH IS 
CLOSE TO PARITY WITH EXPORT PRICIS.
 

7. PROGRAMMING OF THE ASSISTANCE:
 

A. THI US DCLS 15.5 MILLION IS DIVIDED BETWEEN A CASH

GRANT COMPONINT CF US DOLS 15.0 MILLION AND A TECHNICAL 
ASSISTANCE AND PARTICIPANT TRAINING COMPONENT OF US DOLS0.5 MILLICN. THRE ARE ESSENTIALLY TWC TRIGERRING 
MiCHANISMS. THz. rIRST IS THE ESTABLISHMENT OF A 
S}iPAATE ORGANIZATION FOR A.DMARC'S NON-MARsETING 
CPEPATICN. US DOL 2.0 MILLION WILL 1z RELEASED ONCE THE

DECISION TO ;;STabLISH ThIS ORGANIZATION HAS BEEN MADE
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AND 'L;CAL STFS h/ 'or --xzxN TAK'N TO SET IT UP AS

APARATE 2ODY. SLCOND, THE US DOLS 
 13.k, MILLION WILL bE
DISBULSED ACCORDING TC 
THE SLIDING SCALI OUTLINED IN
SECTION 5A2. SINCE THERE MAY I. A TIME DIFFERENCP
FETEN THE SALE OF ShARES IN A PARTICULAR FIRM AND 4hENAbrARC REALIZES THE CASH FROM THE SALE, THE DISBURSEMENT
WILL BE TIED TO THE CONSUMMATION OF BINDING SALES 
AGREEMENT WITH DOMESTIC 
OR INTERNATIONAL BUYERS.
 

F. ADMARC'S FINANCIAL CRISIS, DUE LARGELY TO EXOGENOUS 
FACTORS BEYOND ITS CONTROL AS DESCRIbED APOVE, HAS

RESULTED IN A SRIOUS DECAPITALIZATION OF SEVERAL
 
INSTITUTIONS CRITICAL TO NATIONAL ECONOMIC GROWTH.
ALTHOUGH ADMARC WILL £E DIVESTING ITSELF OF HOLDINGS IN

CRDER TO COVER ITS DiBTS, IT REMAINS TO BE SEEN HOW
 
QUIC±;LY AND TO WHAT £TENT THIS CAN BE ACCOMPLISHED.
FECAUSE THE TERMS 0 
SALES AGREEMENTS WILL LIKELY
 
PR'OVIDE FOR iiiASED PAYMENT; ADMARC WILL NOT HAVE MOST

NEW CAPITAL IMi1EDIATiLY IN HAND. CONSEQUENTLY, THERE
,Il.L REMAIN A SHOET-TO-MEDIUM-TERM LIQUIDITY CRISIS IN
THOSR INSTITUTIGNS TC WHICH APMARC HAS SIGNIFICANT,
 
CUTSTANDING DLisTS. 
 TH.E PRINCIPAL USE OF LOCAL
CURRENCIES, Th'!.N, wOULD BE TO PAY OFF ADMARC'S rEBT TO
THES! INSTITUTIONS, PARTICULARLY THE NATIONAL BANK OF

AL.ALAI, AND TO A LESSkE EXTENT, THE SMALLHOLDER
 
FER'ILIZER RiVCLVING FUND AND THY AGRICULTURAL
 
rlVTLC PMENT DIVISION'S RURAL CREDIT SYSTEM, 

C. TBE LOCAL CURfE-NCIZS MADE AVAILABLE TO THE NATIONALiAK. CF MALA'l I-OULD FhOVIDE URGENTLY NlEDED CREDIT FOR 
INDUSTRIAL A:.l COMVIRCIAL iNTERPRISE DEVELOPMENT. ALSO,
TEE CAPITAL FG.! Tr'jL SiRiF AND ADD CREDIT SYSTEMS WOULD
CCMVPLMENT LSAIi.,'S ON-UOING Fk1 TILIZER SUBSIDY REMOVAL
PROGRHM TO ASSUBL CONTINUED A'TRICULTURAL GROWTH, WHICH
 
IS THE EbACKiCNI Or' MALAtI'S 1"ONOMY.
 

rl. ,T 'LTIS "Ii , IT IS DI FICULT TC OUTLINE PRECISELY.iCW THE TZChkIICA.L ASSISTANCE ANL 'IRAINING COMPONFNT WILL
T)E FiCGRAMMht. 
 THIS.WILL BE lJfTERMINED AFTER FURTHER 
CCNSULTATICNS ITh TiL COM ANU' WORLD IAN.A. IT IS,HOWIVER, ANTICIPATED THAT USAID WILL MAAE USE OF, TO
EXTENT PCSSIILl., EXISTING CONTEACTUAL ARRANGEMENTS WITH

FRIVATE SECTCR .ANAGiMENT CONSULTING FIRMS IN MALAWI AND
PFlVJZ:TL SECTOR iC'S VANIAGEb zY AID/W. ANY RkQUFSTS FOR
FJlTiRNAL 'iAININJG 
 ',ILL "' PRUGOSSED TiIRCUGH ST/IT. 

1. 
'iH GRANt *ILL 5i DISLURSIf. CVEh A THREE YEAR

PIRICD. T"-, !U-LI OF THE CRANT WILL bF DISIURSED DURING

THY fIRST TWO Y.4AHS. SIiCE THi 
 RATE OF DISBURS1M'ENT
LIFNLS ON Till iRl' OF LIVkS7ITURF, IT IS DIFFICULT TOESTIVATE, WITH i".NY FPiCISION ThE. IXACT AIMOUNT OF TIME 
TLAT V.Ill i}1. EIIiD TO DISLUPSE THE UNDS.SIUSIS£,i;.T Ci Th2 FIRST HA'ie 01' Tti_ GRANT WILL IN ALLI.Ft1IICCD PROCEED MCFE IRAPID.LY THAN THE SECOND hALi,
EItCEi ADMAiC wILL PROCSAtLY SILL OFF ITS MORE MAR.FTABLE 
ASSETS FIRST.
 

8. PROGRAM IMPLEMENTATION: 

http:IRAPID.LY


A. ASSUMING THAT THERE IS 
INTEREST IN AID/WASHINGTON IN
CCNSIDE.INC ThIS IROPCSAL ANL IF FUNDS ARE AVAILABLE INDlo Fgflfi FY 196, THE MISSION WISHES TO PROCEFD WITH THE DiSIGNCi OF TdE PAAD DURING MAY AND JUNE OF;.1986. THE MISSION

PROPOSES THAT THE PAAD DESIGN TEAM SaOULD CONSIST OF SIX
INDIVIDUALS: TH ASSISTANT MISSION DIRECTOR AND PROGRAM
CFFIClR FROM USAID/MALAWI, A PROJECT DESIGN CFFICER FROM
 
REDSC/FSA OR AIL/W, AN 
AID/W kCONOMIST, AND TWO
SPECIAIISTS IN DIVESTITURE. TdE MISSION WILL ALSO SEEK
LEGAL AND FINANCIAL MANAGEMENT GUIDANCE THROUGH

SHORT-TEhM TDY ASSISTANCE FROM THE RLA AND RFMC IN
 
NAIRCBI.
 

GIVEN HIS ECONOMIC EXPERTISE AND EXCELLENT &NOWLEDGE Of
fIlflff100 MALAWI, THE MISSION IiEQUiSTS THE PARTICIPATION 0' JERRY
WCLGIN IN THE PAAD DESIGN. 
 MISSION WOULD APPRECIATE
SUGGESTIONS FROM AID/W OF POSSIBLE OTHER TEAM MEMBERS.
 

. B. THE MISSION 1,LLIIVES TH{AT 
BOTH IT AND THE GOVERNMENT
 
CF ,OALAWI HAVE. IHI HUMAN RESOURCES TO MANAGE THIS

PROPOSED PROGRAM. 
 THE PROGRAM WILL BE MONITORED AND
,ANAGED BY TH.£ ASSISTANT MISSION DIRECTOR AND THE
PROGRAM OFFICER. THi RESPONSIzLE AUTHORITIES ON THE
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Gm r. MALiI .... 'H. C7h-NPINT OI -. TI~ 1'INIS'IRY 
FINANCIE, THL ECONOMIC PLANNING DIVISION OF Thi OFFICE OF 
THF PMESIDENT AND CAIINIT, AND A2-,ARC. IT IS ENVISAGED 
THAT USAI.t 11-r. GCM, AND JiDMAiC WILL HCLL QLARTERLY 
CCNSULTATIONS ON T.iF PROGRAM'S IMPLEMENTATION. THESE 
CCNSULTATIONS 6ILL DEAL WITH THE FOLLOWING ASPECTS CF 
THE PROGRAM: 

(1) PROGRESS MADE IN SETTING UP AN INDEPENDENT
 
DEVELCPMENT AND INVESTMENT OPERATION; 

(2) FROGRESS MALE IN DIVESTING ADMARC'S NON-MARKETING 
FORTFCLIO INCLUrING SALE OF FIRMS AND REDUCTIONS IN 
ADMARC'S SHARE HOLDINGS IN OTHER FIRMS; 
(3) ANALYSIS OF T±CHNICAL ASSISTANCE AND TRAINING 
PQUlIREMENTS; AND 

(4) ANALYSIS OF Th! UTILIZATION OF THE LOCAL CURRENCY
 
GINELATEr If T1 i SALI O ASSETS TO DETFRMINE IMPACT ON
 
PRIVATE SECTOR INVIESTMINTS. 

G. LONCE COLLAbORATION:
 

A. TH1S PROPOSED PROGRAM DIRECTLY SUPPORTS ThE POLICY
 
HEFCRM1S CY TEi WORLD 1ANK AND IMF CONTAINED IN SAL IllI. 
AlSO ThE WGRLL EAN; HihS RECENTLY COMPLkTID AND SUBMITTED 
'IC I hI GCM R iOFM PEOPC'SAL ,HICH C'CUSES ON IMPROVING 
AGRICULTURAL 1A~r.ET1P:G AND FOOD SECURITY POLICIES AND 
CFGANIZATIC!,1 IN MALAWI. MOST OF THESE REFCRMS CCNCIRN
 
THY hOLF 01 AD"A.ItC IN THE ECONOMY. THIS PROPOSAL WILL 
1E TBE kASI, !Tr' TH!E DEV.LOPMINT OF SAL IV LATER THIS 
YEAF. AS It. Till CASF OF THE ALAI FERTILIZER SUBSIDY 
IlEMUVAL PROGiAd (A_.-PhiP I), UShID 'WILL LIAISE CLOSELY 
VITH THF *.CR-h1fD LN, ANL IMF ON THE DEVELOPMENT AND 
It'PL.JENTATION OF 'fi{IS SECOND AEP.RP. 

1. .LSO UNIP IS INVCLVED IN TIE PROVISION OF TECHNICAL 
ASSISTANCf TO ALM'ARC. SINC7 TillS TECHNICAL ASSISTANCE 
PRIMARILY INVOLVES ST "NuTHENING ADMARC'S AGRICULTURAL 
,ARf.f"ING FLNClIONS, US.ID ILL E. IESS INVOLVED WITH 

ThE, ON TEhI NiW AiPRP THAN IN 7HE CASE OF THE FIRST 
AEPlP. 

lk,. PLFSi ALVISE SOCNzEoST CF AiD/A'S DECISION RE2GARDING 
THIS PPOPOSIL. 
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SU-JECT: 
 PROPOSED FY-86 MALAWI AFRICAN "ECONOMIC ,POLICY .rJ& t
PIFOPM PROGRAM . 

REF: LILONGWE 1054 ct''? 7 
1. PARAGRAPhS HR E THRU SIX 51.LOW PROVIDE COMMENTS ON -- LTECHNICAL ASPECTS OF R FIEL PROPOSAL. 
 8FFORE GETTING TO '.,THAT, HOWEVkR, MISSION SHiOULD ANCW IT 
IS NOT REPEAT NOT --'J":
LIxELY ThAT iY-Ed FUNDS 
 ILL BE AVAILABLF FOR A MALAWI

FRCGRAM. OTliEP P7IOITILS ARE EXPECTED TO DEPLETE ' 7*"."-i---
FUNDS. FURIBR, I' TS TOO SOON TO SPECULATI ON WHAT
 
CHANCES MIGET BA IOR FY-67. 

2. AFR WOULi 
NOT OiJiCT IP MISSION PROCEEDS TO DEVELOP
 
SUEJ!CT PROPOSAL AS A QUOTE SHELF ITEM UNQUOTEI TO BE

USED IF REPEAT IF AEPRP FUNTS 
BECCME AVAILABLE FOR
 
MAIA I. 
TIGHT fLNLING AND COMPETING HIGh PRIORITIES,
HCWEVER, REQUIR! AN UNLERSTANDING THAT DFV-'LOPMENT OE 
PRCPCSAL DOE:S IMPLYNOT COMMITMENT. 

3. WHILE WE AG.qEE WITH THE OVERALL PROGRAM PURPOSE, WE
RAVI SEVERAL QUiSTIONS AkOUT THE PROGRAM DETAIL AS

PRESENTFD RiFTL, PARAGRAPH fIVE. 
 DCFS THE PROGRAM CALL
 

FCR PRIVAgIZATICN OF ADMARC iCLDINGS OR MERELY TURNING
 
THEM OVER TO A NiiW PiRASTATAL WITh NO MARKETING
 
RESPCNSIiILITIpS7 IT WOLLD i DIFFICULT TO 
FIND SUPPORT
 
IN WASHI1,GTON iOR -, FROGRAiM WnOSi SOLE PlJRPOSl WAS TO
SEPARATE ADt.ARC INViSTMENT AND MARKETING CP.ERATICNS,

HOWEVER LAUDAtLL THAT GOhL MAY SE. 

4. W} ARl. UNCL:oAR AlOUT THi USE Ol TqF PROGRAM iUNDS. 
FEFT1. DISCUSSION RAISES SEVERAL QUESTIONS ABOUT LOCAL

CURRINCY (LC) ASPi.CTS. F'Ohf LXAMPLE: HOW DOES LC
GINEHATICN OCCURY V.dAT ARE THE CRITERIA FOR LC 
UTILIZATICN? ws1Al GUPRANT.'E IS THihl THAT LC WILL 
FIDUC' COVFFE!MiNT CROWDING OUT OF THE PRIVATE SECTOR? 

5. .S YOU ilqO, THf. AiPRPS HAVE 3iEN DI.SIGKFD TO USE
RI.SOURCIS TO SUPPCRT PROGRAM IMPLEMENTATICN. 
ACCCPDrINGLY, Wl WODLL LI&E TO SEE A tOOPE EFFECTIVE USE
 
CY Thr LOCAL CURh.oNCIFS T"HAN MERELY TR.kNSFERRING THEM TO
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IHE GCM. CN, ILEA TEAT. COMES TO MIND IS THISTJ.rLISHMENT 01 SOM! FORM O3 CREDIT FACILITY TO HELP

FINANCE PRIVATIZATION 0 ADMA.iC 
INVESTMENTS. IN THE

FND, ThE LOCAL CURRINCI.NjS WOULD 
i" USED TO LFLP Pi;Y OYF
ALMARC DRIT, AS iN THE MISSION PhOPOSAL, EUT AT THI; SAVE
TIMI THF PROCESS O2 PRIVATIZATION WOULD }E ABETTED. 
WILL POUCh A COPY OF THE RWANDA AEPRP WaERE THAT IDEA

WE
 

HAS BEEN DEVELOPED TO SOME EXTENT.
 

6. THE POLICY IMPACT SECTION OVERSTATES TdE GAINS FROM

lHE PFCPOSED PROGRA M. 
MANY OF THE BENEFITS CL-AIMEL

WCULD BE THi 
 SAVE TdROUGH ANY RESOURCE TRANSFER. THE
ECLICY GAINS COME THROUGd IMPROVEMENT IN THE MAF. ETING
FUNCTIONS Cl ALMARC AND IN 
THE REDUCTION IN FISCAL DRAIN
CN THE TREASURY. WE BELIEVE THAT THE I3RD IS NOT AS
 
CONCIRNE£ AS IT SHOULD El 
WITH RISPECT TO THE EFFICIENCY
CF AIMAPC M.R.ITING OPERATIONS, AND WOULD LIKE TO SFE
THIS PROPOSAL INCLUDE AN EXAMINATION OF THE MARKETING
 
ISSUES.
 

7. SIPT-I. 
WILL PCILOk ON AID/W PARTICIPATION ON DESIGN
 
TEAM. SHULTZ
ET
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E.O. 12356: N/A
SUBJECT: PROPOSED FY-86 MALAWI AFRICAN ECONOMIC POLICY
 
REFORM PROGRAM
 

REFS: (A) STATE 99740; (B) LILONGWE 1054
 

1. APPRECIATE RESPONSE TO REF (2) CONTAINED IN FEF

(A). EVEN THOUGH FINANCING FOR A FY-8a MALAWI PROGRAM

IS UNLIKELY, MISSION WISHES TO PROCEED DURING MAY AND
 
JUNE WITH THE PAA 
 DESIGN FOR A SHELF PROGRAM. PROPOSED

START DATE FOR PAAD DESIGN IS MAY 5, 1986. THIS DATE
 
WCULD PERMIT A WEE&'S OVERLAP WITH THE WORLD BAN&
 
MISSION WHICH IS SCHEDULED TO BE INCOUNTRY FOR THREE
WEEKS BEGINNING APRIL 21. PLEASE ADVISE ASAP OF AID/W

PARTICIPATION ON DESIGN TEAM.
 

2. CONCERNS RAISED IN REF (A) PARAS 3, 4, 5 AND 6 ARE
VERY CONSTRUCTIVE AND WILL BE TAIEN INTO ACCOUNT IN THE 
PEOGRAM'S DESIGN. 
ADAMS
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Te elams: FINANC", Ulongw. 

ITelephooe: Ulongwo 731 311 
Comm-1-1m swAmd be addamMa to: 

m 	tthe Thmw 

MINISTRY OF FINANCE 

P.O. 	BOX 30049 
LILONGWE 

MALAWI 

S"." ...... - July, 1986. 

'
The Mission Director, 	 -
USAID, 
P.O. Box 30455, ...
 
LILONGWE 3. 

-


Dear Sir, 	 i S"...... 

PARASTATAL DIVESTITURE: AGRICULTURAL
 
DEVELOPMENT AND MARKETING CORPORATION -


FY1986 AFRICAN ECONOMIC POLICY REFORM PROGRAM GRANT
 

You will recall that we have recently concluded discussions 
with you on diverstiture concerning the Agricultural Development and
Marketing Corporation. I hereby formally request the USAID for 
assistance of an amount of US $15 - 20 million to assist the Malawi 
Gover.nment in its divestiture programme with the Agricultural
Development and Marketing Corporation. 

Yours faithfully, 

J.R. Phiri 
for: SECRETARY TO THE TREASURN 

A14.5.169 (3-59) 


