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EXECUTIVE~y

Intrcxh1ction

Several Southern African cOill1tries are currently engaged in structural adjustment
programs. Malawi, since 1981, has teen implementing a broad program of
rracroeconcmic adjustment and structural 'fX)licy reforms sup'fX)rted by financial and
technical assistance fran the World Bank, International IVbnetary Fund (IMP),
bilateral and multilateral donors. This is in re8p:)nse to the deterioration of
the \V'alawi econany mainly due to sharp increases to il1lfX)rt prices, severe
droughts I and rising traDS'fX)rt costs caused by disruption of the rail route to
the sea through IVbzambique.

Structural adjustment programs have implications, not only for domestic
agricultural production, but also for investment flows, changing agricultural
canparative advantage, trade and food security, both on a national and regional
basis. As part of the effort to address regional trade issues, this study
analyzes the existing structural adjustment prcgrarris in Malawi to provide
comparative information on liberalization efforts affecting trade and
agriculture. (Similar studies were teing conducted in IVbzambique, Swaziland,
zambia aBd Zimbabwe.)

Mac:roeconcmic Policies

Trade Policy

I!!1IX>rt liberalization. Malawi has been implementing trade liberalization measures
since 1985 in the form of rerroval of import prohibitions and price controls, and
tav:: rat.ionalization. Ircport liberalization was corrpletE:::d by 1992; there are no
quantitative restrictions on imports as well as e:xp:Jrts.

Foreian excbanoe alloc.ation. By early 1991, the prior foreign exchange approval
requirement had l::een renoved for all imports except for a narrOVl negative list
of luxury items. Comnercial Banks became exercising agents for foreign exchange
allocation.

Inport!exI:ort licensing. Import and e::x:p:>rt licensing has been simplified, a
license is granted within tw:> weeks when all formalities required have been
fulfilled. A total of 28 camodities rerrain on the list of import licensing,

~ whereas a total of 13 rerrain on the list of ~rt licensing.

Government has also reduce the range of items requiring an ~rt license.
Currently, there are only 13 ccmrodities rerraining on the list of export
licensing, and there are no restrictions on ~rtation of rranufactured goods.

Tariff reforms. All imports to Malawi, except live animals, are subject to one
or rrore of a variety of custans duties; list of items is varied and long. All
associates of the EC I..orre Convention of African, caribbean and Pacific countries,
member countries of SADe, Pm/C'CMESA, existing and fonrer Cc:mronwealth countries
and OEm countries qualify for rrost - favOred - nation status. Excise duty is
not chargeable on imports, but the surtax is payable on rrost imports at varying
rates.
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Customs duty for rrost items averages 40% (10% for items frem PTA/ca'IIIESA
countries) / and surtax for rrost items averages 20%. Tariffs are expected to be
phased out by year 2000 as Part of structural adjustment.

Exp::?rt incentives. A tax allowance for expJrts has been intrcxiuced (12% on
revenue for non-traditional exports); a duty dravmack system, has been develoPed
and intrcduced; and Exp:>rt Processing Zones (EPZ) have been proposed (EPZ prcgram
to start 1995) i a,.'1d there are no irrpJrt/export rronopolies, no one has exclusive
rronq::oly to irrpJrt or export a Particular comrcdity.

Main organizations responsible for export prarotion include the Malawi Export
PrOlTDtion Council (MEPC) and the Malawi Charnl::er of Cornnerce and Industry (MCCI) ,
which collaborate with other institutions such as the Malawi Investtrent Prorrotion
Agency (MIPA) , Malawi Industrial Research and Technology D=velopment Center
(MIRTOC) and the Reserve Bank of Malawi (REM).

Regional ccoperation. Malawi is a participant in regional organizations such as
SAIX: and C'Q\1ESA. Malawi is current and first Chairman of CCMESA which ccrrprises
23 member states. The private sector is expected to playa critical role in
policy formulation and implementation of CCMESA activities.

Recently, on 1st November1994, Governments of Malawi and Zimbabwe signed a Trade
Agreement to reduce trade imbalance which favored Zimbabwe. ZirnbaJ::1,.;e is
considering to irrport fish, textiles, rubber, tinned pineapples, juice, chili,
biscuits, plastic shoes and batteries fran Malawi, arrong other things. ZirnbaJ::1,.;e
ccrrpanies are also encouraged to go into joint ventures with their counterparts
in Malawi.

Fiscal Policy

Tax :reforms. A major develq:xrent in the fiscal areas has been the tax reform
which began in 1987. The tax base was broadened, government strengthened
collection of income taxes in 1990/91/ and custan duties were rationalized to
minimize the protection level. Direct and indirect taxes were reduced, surtax
base was expanded in 1991/92, and surtax exemptions for domestically produced
gocds were eliminated in 1992/93. The new GoVernrrent abolished the !X'll tax in
1994.

Governrtent expenditure. Faced with declining revenues, gove:rnrrent has to reduce
expenditure. Expenditure :restraint is tightened through freeze on filling civil
service vacancies, cuts in non-wage spending ceilings, strict enforcement of
expenditure m::mitoring procedures, and reduction of fertilizer subsidies.

A public sector management review was carpleted in 1991 and serves as a basis for
improving managerrent. Operational and financial status of parastatals was
improved through restructuring, privatization or divestiture.

M::tnetary Policy

Financial intertred.iation. There are 21 main financial institutions in Malawi.
However, the financial sector is still shallow and relatively undeveloped.
IX::xrestic resource rrobilization is low, Ml and M2 in relation to Gross D:::trestic
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Prcduct ranges retween 8% and 19%. Firo.aDcial institutions are being e.xpili'l.ded.

":..

MOney supply. Interest rates were liberalized in 1987 and direct regulation of
C0rrm2rcial Bank credit has reen discontinued. The Reserve Bank. Act has reen
revised accordingly as a result of these changes. a.rrrent corrmercial bank
interest rate is 36%.

Exchanoe rate. Malawi has pursued a flexliJle exchange rate policy since early
1980s. On 7 Februaxy 1994, the r-talawi K\\'acha (MK) was floated agai...1.St the lJnited
States Dollar (US $). The value of the Kwacha dropped by 25% after 12 weeks of
floatation (US $ 1. 0 = MK7. 0), and as at mid-January 1995 the rate was at about
US$ 1.0 = MK 15.3). Currently, inflation is estimated at 35%.

Invest rrent Policies

Malawi Government seeks to encourage the private sector to assurre the leaCling
role in developing the economy. Thrust of Government's efforts is to facilitate,
rather than regulate, private investment. Investment incentives include: a
ccxrpany tax of 35% (40% for non residents); withholding tax of 5 - 15%; and
general incentives comprising 40% allowance on new buildings and machinery, 15%
allO\'JanGe for investment in designated areas, up to 20% allowance for used
buildings and machinery, additional" 50% allowance for qualifying training costs,
and duty free iITTfXJrtation of heavy ccrrcrercial vehicles. There are additional
incentives for exporters, manufacturing in bond, Export Processing Zones,
horticultural proeticers, and tourism.

Other measures taken include; freedan to invest; simplification of procedures for
ccxrpany formation; elimination of industrial license except for investrrents in
such industries as government may place on a short negative list; streamlining
and acceleration of land transfer procedures; establishment of rrore foreign
exchange dealers; and the establishment of a prarotional agency, MIPA.

Fcxxl and kJricultural sector fblicies

Role and Perform:mce of Agricultural Sector

Agriculture is mainstay of Malawi's economy accounting for: 85% of the total
p:JpU1.ation resiCling is rural areas; 35% of the GOP; 80% of the labor force; and
90% of foreign exchange ea.p1i.ngs, Growth in the" estate subsector has been
significantly faster than in the srmllholder subsector. ll.gricultural GOP per
capital declined during 1973 - 92 "period as the agricultural GOP growth rate
(averaging 1.96%) was less than the annual rural t:oPU1ation growth rate
(averaging 3%) .

Fann level Policies

cash crop allc:x::ation and production quotas. Only tobacco production is
restricted, through a quota system. Since 1980, burley has daninated expansion
of tobacco gro'liing, as it is lucrative, but it was only grown by the estate
subsector. From 1990/91, saTe smallholder farmers were allO!.l1ed to grow burley
tobacco.
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Input subsidies/credit and distribution. Only high-analysis srrellholder
fertilizers (urea and di-arrrnonium phosphate) are currently subsidized. The
subsi&j is being phased out: 11% for 1993/94; 5% for 1994/95; and phase out
conpletely (0%) in 1995/96. Seed subsidies will also be phased out starting
1994/95 season. Prcrluction and rrerketing of hybrid rraize seed was liberalized
in 1993/94.

Until recently, the .srrallholder Agricultural Credit Administration (SACA), a
governrrerlt organization escablished in 1988 1 was the only agency supplying
smallholders with credit through farm8rs clubs I SACA was converted into the
Malawi Rural Finance Cqnpany (MRFC) I a limited liability finance company I on 1st
October 1994. MRFC with later turn into a Rural Bank. MRFC has instituted
rrarket - determined interest rates currently at 40%. T'nere is expansion of
agricultural financial institutions, new institutions serving the sector include
the Malawi Mudzi Financial Service Project (MMFSP) and the Investment and
Developnent Bank (INDEBANK).

High yielding flint TIBize. There was a shift of rraize research focus to develop
high yielding rraize varieties acceptable to fa.:rTrers resulting in development of
t1Hl7 and MHl8 in 1990/91.

land reform rreasures. land rents were increased I though the increase is thought
to be too low I to minimize alienation of land from smallholder to estate
subsector, and estates leaving land idle (32% of estate land was not cultivated
in 1989). Government amended the Land Act to ban further transfer of customary
land to estates, but with exception clauses that effectively minimize any
positive irrpact.

fIIlarket level Policies

Parastatal Trading or Mrrketing Boards

The Agricultural Develcprent and fIIlarketing Ccx:peration (ALMARC), a parastatal,
has been responsible I inter alia I for marketing strategic crops gro'NI1 by
smallholders based on floor and ceiling prices. Agricultural produce rrarkets were
liberalized in 1987 (except cotton and tobacco) I but ALMARC still plays a
significant role.

A Mem:>randum of Understandipg was signed between government and ~RC in
December 1993 I to enable AI:MARC cirrry out its social functions as buyer and
seller of last resort. Divestiture of ALMARC started in 1986 and has stayed on
course.

The Srra11h:>lder Fanrers Fertilizer Revolying Fund of Malawi (SFFRFM),
a trust corporation under governrrent control l has been responsible for providing
fertilizers required by smallholders I managing the fertilizer buffer stock l and
facilitating distribution of fertilizer provided under carm::xlity aid agreerrents.
Input and darestic distribution of fertilizers has been liberalized since May
1993.
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wtput Marketing and Prices

wtput markets. During the 1980' s, government has progressively liberalized its
pricing and marketing policies. Since 1987, agricultural produce markets were
liberalized, except for cotton and tobacco (the marketing restriction for cotton
were lifted in 1991) .

In early 1994, government liberalized the marketing of all tobacco, including
oriental and western tobacco grown by srrullholders. Smallholde:::."s have now a
choice of selling their tobacco directly to auction floors or to an intermediate
buyer, in addition to AD'1ARC.

wtout prices. Government policy has been IIprogressive decontrol" of prices.
Currently, government sets floor and ceiling prices for srrallholde:- maize only,
all other craps have been desch~duled.

Restrictions on cc:mn::xli.ty rroverrent. Only maize is restricted because of its
strategic irrportance. Until recently (1994), export bans had been placed on
groUIldnutS, beans and pulses on ad hoc basis, but they have now been rerroved.

Strategic;; Reserves and Fcxxl security

SFFRFM operates a fertilizer buffer stock scheme of 90,000 tons. Currently,
debate 1S taking place on the corrposition and size of the scheme in the light of
the liberalization of the fertilizer market.

To enhance fcxxl security at national level, Gove:rnment operates, through ACMARC,
a strategic Grain Reserve (SGR) which can hold up to 180, 000 tons of grain.

Other Policies

Public sector Investrrent Program (PSIP)

Transport and carmunication, agriculture, education and health were the main
investment areas in 1993/94. Generally, shares of investment in education and
health have been showing a positive trend and are projected to grow, whereas the
share in transport and ccmm.mication appears to be showing a negative trend and
is projected to continue declining.

I.al:x:Jur Policies

Ethnic quotas. Malawi does not have policies that discriminate laror on the basis
of etr-.nic 9rOUp, region or gender. Gove:rnment would no:mally prefer to restrict
accessibility to jobs at the middle management level and below to IV'alawians.

Business visas/w::>rk permits. It norrmlly takes 4 - 6 rronths to process a business
visa or work pennit. It is recarrrended that an application is made at least 3
rronths before expi:ry of the present pennit or before the applicant enters Malawi.

Wage rolicies. As Part of World Bank/IMF conditionality for a loan, a law was
PaSsed in 1992 to review wages eve:ry 24 rronths or when the inflation rate has
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reached 20*, which ever comes earlier.

With effect fran 6th July 1994, Malawi introduced a two-tier minimum wage system
whereby areas are divided into two broad classifications with different minirm.un
wage rates: (i) Cities (MK 3.SS/day) i and (ii) Other areas irlcluding gazetted
townships and rural areas (MK3. aD/day)

Price Control

On~y three prod.ucts remain on the list of legally price-controlled gcods which
are considered as necessities: (i) fuel (petrol, diesel and paraffin) i (ii)
fertilizers; and (iii) rotor vehicle spare parts.

Policy Perfonrance

Macroeconanic Policy Perfo:rrrance

During the 1988-1991 period, the major macroeconomic objectives ta.--rgeted had been
achieved to a large degree. The average rate of growth had increased
significantly, the inflation rate had decelerated substantially, while the
eAtemaJ.. current account deficit had been reduced in line with the program
objectives. The irrport liberalization program had been completed, while
significant progress had been made in the reform of the tax system, the
restructuring of the parastatal enterprises, and in expanding the role of TTBrket.
forces in resource allocation.

Inplementation of the adjustment program during the 1991/92 - 1992/93 period was
seriously harrpered by exogenous developnents (severe drought, donor suspension
of nonhurrantarian aid, and terms of trade deterioration) and the outbreak of
political and labor unrest. These resulted in significant fall of government
revenue, a large increase in expenditure on emergency food and related social
services, and the granting of substantial wage increases. Real GOP declined in
1992, inflation accelerated, and the fiscal and financial accounts deteriorated
significantly.

Despite the difficult political and external environment, the authorities
maintained the external reforms put in place in during 1988-1991 and continued
inplementation, though at a significantly reduced pace, the inplementation of
many sectoral and structural reform measures.

A revised macroeconomic frarrew::>rk for FY 1993/94 was prepared in 1993. While
virtually all measures incorporated in the 1993/94 program have been inplemented,
attairlrrent of sore targets was eatplicated by unanticipated developments. These
included new expenditures required to fl.md transitional political arrangements
and institutions, and the inevitable outlays related to elections. In addition,
labor unrest erupted seeking, resulting in substantial wage increases.

Sectoral Perfonrance

Progress has been made in many areas in the implementation of sectoral reforms.
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In the agricultural sector, reforms continued with the view to in~roving food
security, smallholder incomes, and e=ficiency of resource use. Restrictions 011

smallholder production of high-value crops are gradually teing lifted, and access
to high yielding inputs are expanded. Private sector participation in marketing
and distribution o:!: agricultural products and iTJ1fDrts has also expanded,
including cotton and tobacco.

In 1992, business registration and land lease procedures were streamlined with
the view to eliminab.iJ.g initial barriers to e."'1try and enIL:=t.YJ.cing investment.
Expansion of domestic financial institutions into wholesale b:mking (e.g.
INDEBANK) has increased corrpetition in the domestic banking sector. The Post
Office Savings Bank (FOSB) has been restructured into a T'-1alawi Savings Bank.

A cornerstone of the parastatal sector reform, the restructuring of the
Agricultural Developnent and fvlarketing CoTp:)ration (ACMARC) , has teen largely
canpleted. To support hl.1ffi3Il resource development, the Government has maintained
increasing expenditure shares for health and educatio:1, expanded child spacing
activities, and support for institutional strengthening in the social sector.

Medium-Term Strategy

Malawi's economy remains fragile, narrowly based and lacking key social services
and infrastructure. After rrore than a decade of stabilization and adjustment
programs, t..l-J.e structure of the fv1alawi economy is still dominated by the
production and export of a limited number of agricultural crops and the
associated processing and distribution of these crops.

Despite the substantial progress in deregulating the economy and creating a rrore
conducive climate for the private sector, the developTIe.1'"lt of the privat€:! sector
and the supply response have rerrained below expectations, constrained in part by
the rronopolistic structures in production and distribution. Furthenrore, the
economy continues to l:Je adversely affected by recurrent droughts and transport
bottlenecks that seriously reduce its ccrrpetitiveness.

Given these structural problems, the adjustment strategy is to place greater
errphasis on policies and structural reforms that lADuld prarote a greater supply
response, accelerate economic diversification, raise average productivity across
all sectors, enhance dcmestic carpetition, and irrprove exte:rnal. ccrrpetitiveness.

Agriculture will continue to l:Je a major source of growth and providing errployrrent
and subsistence for serne 80% of the total population and the main source of raw
materials for the manufacturing sector. The major challenge in this sector will
be to irrprove productivity in the estate and smallholder subsectors, while
vigorously praroting diversification out of tobacco and maize production.

Grc:Mth in the manufacturing sector is expected to l:Je generated by the
liberalization of the exchange system, the rationalization of the external
tariff, and the grc:Mth of output in the agricultural sector. Additionally,
diversification of manufacturing output and increasing ex:POrts of manufactured
goods will also depend on the reduction in transport costs and a substantial
broadening of the ownership base.
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The continued development of h1..lTTBIl resources a"1d improvements in the social and
physical infras~ructure will also constitute critical elements of the
develq:::ment strategy.

x



Many individuals assisted in one way or another in the course of the study. The
author would like to express his gratitude to them all.

The author particularly acknowledges the assistance received from the following:
tJ'.errs 8.2. Jere and LN Kl..llTlINe.'1da of the Ministry of Agriculture and Livestock
Developrrent ; Messrs Mkandawire and Nkankha of the Ministry of Corrmerce, Trade
and Industry; lV1r Kambuto of the Ministry of Lator, ; Mrs M. Nyirenda 0:: the
Ministry of Economic Planning and Developrrent; Mr R. D. Salam3. of Malawi Export
Prarotion Council (MEPC); Mr N. S. S. Nyirenda of Malawi Investment PrOl1X)tion
Agency (MIPA); Mr Kurt Rockem31l of USAID/Malawi; Mr S. Hiwa of the World Bank
Resident Mission; and lastly, but not least, colleagues who were ki.l1d enough to
give their ccxrrrents on the draft report.

The author is solely responsible for any errors that rray be spotted in the
rep:::>rt .

Davies H. Ng'ong'ola, PhD

January 1995

xi



TABlE OF a:N1ENTS
Paae no.

ArnrnYMS i i

EXECJmVE Sll'1"lARY iii

A~ xi

LIST OF 'I7'!.BI.ES .............•........................... , xvi

LIsr OF :MAPS••••••..••••• '.' ••..•••••••.•••.•....•..••......• , . • .. . •..•xvi

CHAPTER 1.0 INTRODOCTICN , 1

1.1 Structural Adjustment in Perspective 1

1.2 The Economic Setting 1

1.2.1 Area and Population 1
_ 1.2.2 Importance of Agricultural Sector 2

1.3 Background to Policy Reforms 2

1.4 Rationale and Objectives of the Study 4

1.5 Organization of the Report 6

~ 2.0 MACROECONOMIC POLICIES 7

2.1 Trade/External Sector Policy 7
2.1.1 Import Liberalization 7
2.1.2 Foreign Exchange Allocation 7
2.1.3 Import/Export Licensing 8

2 .1. 3 .1 Simplification 8
2.1.3.2 Rerroval ......•.................................... 8

2 .1.4 Tariff Reforms 9
2.1.4.1 NUmber of. items subjected to tariffs 9
2.1.4.2 Level of tariff rates 10
2.1.4.3 Cbmpression of tariff rates 10

2.1.5 Export Incentives 10
2.1.5.1 Malawi Export Promotion Council , 11
2.1.5.2 Malawi Chamber of Commerce and Industry 11

2.1.6 Reduction/Elimination of Import/Export M:>nopolies 12
2.1.7 Regional Q:x)peration and Recent Trade Agreement 12
2 .1.8 External Routes 13

2 . 2 Fiscal Policy 13
2.2.1 Tax Refonns 13
2.2.2 Government Expenditure 15

xii

'.



2 . 3 tv"Dnetaxy Policy 15
2.3.1 Financial Intermediaton in Malawi 15
2.3.2 Performance of the Financial Sector 16

2.3.3 i'Iloney SUpply 16
2.3 .4 Exchange Rate 17

2.4 Macrceconomic Policy Implen~ntation and Performance 17

CHAPTER 3.0 INVESTMENT POLJCIES 21

3 .1 Introduction 21

3 .2 Investment Policies 2i
3 .2.1 Freedom to Invest 21
3.2.2 Industrial Licensing and Corrpany Fo:r:rration 21
3 . 2 . 3 Transfer of land 22
3 .2 .4 Taxes and Duties 22
3.2.5 External Transport Routes 22
3.2.6 Availability of Foreign Exchange 22
3 .2 .7 Access to local Financing 22
3 .2 . 8 Lal::or Practices 22
3 .2 . 9 Encouragement of small-scale and

Medium-scale Enterprises 23
3.2.10 Encouragement of Export-oriented Investments 23
3.2.11 Investment Assistance and Promotion 23
3.2.12 Investment Protection 24
3.2.13 Access to International Arbitration 24

3.3 Investment Incentives 24

CHAPTER 4.0 FOOD AND AGRICULTURAL SECTOR POLJCIES 27

4.1 Structure of the Agricultural Sector 27

4.2 Malawi's Agricultural Development Strategy 27

4 .3 Perforrrence of the Agricultural sector 28

4.4 Food and Agricultural Policies and their Status 28

4 .4 .1 Farm Level Policies 28
4.4.1.1 cash crop allocation and production quotas 29
4.4.1.2 Input subsidies/ere.lit and distribution :29
4.4.1.3 Investment grants 32
4 .4 .1.4 Deficiency payments, prc:x:1uction subsidies

and compulsory food requition 32
4.4.1.5 High yielding flint maize 32
4.4.1.6 Land reform measures 32

4.4.2 Market Level Policies 33
4.4.2.1 Parastatal trading and marketing boards 33
4.4.2.2 OUtput marketing and prices 35

xiii



4.4.2.3
4.4.2.4
4.4.2.5
4.4.2.6

Intervention buying 36
Food subsidies to consumers 36
Restrictions on commodity movements a~d trade 36
Quality standards and control 36

4 .4 . 2 .7 Excise taxes 37
4.4.2.8 Strategic reserves and food security 37

CHAPTER 5.0 OTHER POLJCIES 39

5.1 Public Sector Investment Program (PSIP) 39

5.2 Labor Policies 39
5.2.1 Ethnic Quotas 39
5.2.1 Num1:er and Types of Occupation/Activities

Restricted to Nationals and Permitted to Foreigners .. 39
5.2.3 Time Required to Obtain Business Visas/Work

Pennits , 41
5.2.4 Restrictions on lV10Vement of Labor within

Countries and across Borders 41
5.2.5 Wage Policies 41

5.3 Price Controls 42

5.4 Frontier Level Policies 42

Cl1APl'ER 6.0 MArnDEX::I:N:MIC AND SECIDRAL FOIOCIFS, 1993/94 - 1995/96 ..... 43

6.1 Medium-Term Strategy and Objectives 43

6.2 The MaCroeconomic ar~ Sectoral Policies 44
6.2.1 . Macroeconanic Policies 44

6.2.1.1 Fiscal policy 44
6.2.1.2 External sector policy 45
6.2.1.3 Monetary policy 46

6.2.2 Sectoral Policies 47
6.2.2.1 Agriculture 47
6.2.2.2 Industry, finance and energy .48
6.2.2.3. Infrastructure 49
6.2.2.4 Public enterprise sector 49
6.2.2.5 labor rrarket 50
6.2.2.6 Civil service 50

6.3 Human Resource Development 50
6.3.1 Education 51
6.3.2 Health 51
6 .3 .3 Population 51

6.4 Long-Term Development Issues 51
6 .4 .1 Poverty - 51
6 .4 .2 Food Security 52
6.4.3 Women and Gender Issues 52

xiv



6 .4 .4 Environment 52

CHAPTER 7.0 SUMMARY AND CONCLUSIONS 54

7 .1 Intrcduction 54

7.2 Macroeconomic Policy Implementation and Performance 54

7.3 Sectoral Policy Implerrentation and Perforwance 55

7.4 Medium-Term Strategy 60

~ I MALAWI: ECONOMIC STRUCTURE 61

ANNEX II SCM1ARY OF roLICY REFDRMS AND ACITCN TAKEN 62

ANNEX III SCM1ARY AND Tll1E }""'RAME OF AUJUS'IMENT roLICIES,
1993/94 - 1995/96 69

BIBLIcx;RAPHY 76

(~

\ ...'

.
I

.J
I

~I
7:
'"j

i.. ,



",
.'"

i
"

LIST' OF 'I'ABI.ES

Pace no.

Table 1: Main loans/credit supporting the stabilization and
structural adjustment programs in Malawi 5

Table 2: Malawi's economic indicators, 1989 - 93 16

Table 3: Malawi's key macroeconomic indicators, 1989 - 96 19

Table 4: Annual agricultural GOP growth rates, 1973 - 92 28

Table 5: Ten year actual development budget for 1985/86 - 94/95
and projections for 1995/96 - 97/98 40

LIS!' OF MAPS

Map 1: Ports, inland terminals and main transit routes in
Southern Africa " 14



1

1.a llirnOIXJCTICN

1.1 8tJ::uctural. Jl.djustrrent in l?ersf:ective

Structural adjustment is a term used to describe a series of reform prcgrarns
aimed. at changing the structure of the econcmy fran government controlled to
private sector-led. As a strategy for development, structural adjustment has been
pursed by a numJ::::er of less developed countries, including Malawi. Structural
adjustment is expected to create a fr'2e market economy through reforms of
policies that depart fran free market conditions.

A typical structural adjustment process involves liberalization of trade through
the rerroval of tariffs a'1.d in1fXJrt controls 1 the adoption of flexible exchange
rate regimes as a correction of over-valued foreign exchange rates; and
devaluation of local currencies and deflationary measures aimed at reducing
aggregate denand through, e.g., reduction of government expenditure on gcx::ds and
services. These reforms are necessary for efficient allocation of resources. The
theory is that in the absence of protective measures and other free market
constraints, the perforrrance of the economy \.'X)uld be based on the production of
gc:x::xis and services under the guiding principle of carparative advantage. Then,
only inte:rnationally canpetitive industries become viable while those under
protection are justified to die natural deaths.

To canplement domestic oriented reforms, the international econcxnic system is
expected to undertake measures that are consistent with the free market
conditions in an atterrpt to accomrcdate developing countries through reduction
of protectionist measures by increasing the access of exports of primary
corrm:::::dities and nanufactured goods form developing countries. The biggest drive
for structural adjustment of domestic econcxnies to free market conditions has
come fran multilateral lending agencies like the World Bank, the International
fvbnetary Fund (IMF) and other international lending and banking institutiop.8. In
fact, adjustment is a requirement for obtaining financial and investment
resources.

Market-oriented developrent irrplies a reduction of government involvement in
production and marketing. The role assumed by the government is that of providing
incentives to stimulate private sector Performance by ensuring availability of
investment resources through official and private sources by way of concessionary
OOrrcMing and increasing the provision of credit.

Structural adjustment with its irrplied free market approach, therefore, requires
the existence of markets for products, capital and la1::::or, and a guaranteed
availability of the required investment resources and the necessary teclmology
to be errployed in the production of goods and services.

1.2 'The Ecaocxnic Setting

1.2.1 Area and Population

Malawi is a land-locked developing country in Central East Africa, l:ordered by
Tanzania on the north and north-east; fvbzambique on the south, south-east and

.'~...
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south-west; and Zambia on the west. The country lies 1:::etween 9° 45' and 17° 16'
south of the Equator and 1:::etween 33° and 36° east of Greenwich Meridia.'1. Malawi
is about 900km long and 80 - 161km wide, with a total area of 118,484 km2 , of
which 20% (24,208 knh is covered by water. The country is administratively
divided into three Regions; Northern, Central and Southern Regiofl.5.

Results of the last population census in 1987 estirrated [vl.alawi' s totdl population
at about 8 million, giving a growth rate of 3.7% per annum (3.3% excluding
Mozambican refugees) during the 1977-87 intercensal period. Atout 89% of the
people lived in the rural areas, while only 11% resided in urban areas. The
population de.T1Sity averaged 85 persons/krn2

, but showing a wide variation between
Regions with the North sparsely populated and the South densely populated;
densities for the ~orth, Center and South were respectively estirrated at 34, 87
and 125 persons/krn [Malawi Government, National Statistical Office (NSO), 1991] .

1.2 .2 Irrportance of ..Agricultural sector

Agricule.ure is the mainstay of Malawi's economy. It supports about 85% of the
population currently residing in rural areas, accounts for 35% of the Gross
Ibmestic Product (GDP) 1, involves about 80% of the labor force and accounts for
about 90% of the foreign exchange earnings. The other key sectors provide the
following contributions to GOP (1989): governrrent services 15%, manufacturing
12%, and distribution 11.5% (World Bank,. 1994a) . The only major mineral activity
is quarrying of limestone for, the manufacture of cement. SITall-scale coal
production started in 1985 in the Northern Region. several other types of mineral
deposits (including asbestos, bauxite, graphite and uranium) have been confirmed
present, but none of them have so far been ccxrmercially exploited (Economic
Intelligence Unit 1993; Malawi Governrrent, ope, 1991). Armex I gives inforrration
on Malawi's economic structure.

1.3 Background to Policy Refonns

Malawi, was able to achieve irrpressive growth during the first 15 years after
IndePendence in 1964. Real GDP grew at an average rate of 5.2% per annum during
1967-79, well above the population growth rate. The irrpressive GDP growth rate
was rrainly attributable to substantial increases in output from the agricultural
sector, which also fuelled the expansion of secondary sectors such as
manufacturing. Total productive capacity also benefitted from the developnent of
basic infrastructure, in particular, roads, railways and public utilities.
Balance of payments and fiscal positions remained fairly stable, with current
account deficit varying between 7% and 9% of the GOP and the fiscal deficit
averaging less than 8% of the GOP (World Bank, 1994b).

1. Malawi's GDP was estimated at MK10,453 million at current market prices
(MK1,010.3 million at 1978 constant factor cost) in 1994 [Malawi
Government, Office of the President and Cabinet (OPC), 1994J.

US$1.0 = MK15.3 as at Mid-January, 1995.

:>



3

Malawi's economy, however, is r..andicapped by a cornbination of problems, notably
a p::;or resource base, high fDpulation groVvth rate, a.l'1d landlocked
position. The country suffered a major setback in 1979 and, for three years,
Malawi experienced a sharp decline in groVvth and deterioration of the balance
of payments and fiscal fDsitions. GOP fell by a total of 9.5% during 1981/82,

current account deficit rose to 21.2% of GOP in 1980 and fiscal deficit,
J:efore grants, rose to 15.5% in 1981. Between 1984 and 1988, real GOP rose on
average by 2% a year while population grew by 3% per annum. In 1989, GOP per
capita was more than 20% below its level a decade earlier (World Bank, 1994b).

The deterioration of the Malawi economy resulted from a canbination of external
shocks, namely: (a) a sharp increase in imp:::lrt prices; (b) severe droughts in
1980 and 1981; and (c) rising transport costs due mainly to disruption of the
rail route to the sea through Vozarnbique. These exposed structural weaknesses in
the economy, including a narrow exp:Jrt base; a stagnant smallholder agricultural

. sector; heavy imp:::lrt dependo...nce in the industry and energy sectors; and
inefficient public e.Tlterprises and weak public resource management capacity
(Economic. Intelligence Unit, 1993; World Bank, 1994b). In l-esponse to the crisis
and structural weaknesses, Malawi, since 1981, has been irrplementing a broad
program of macroecon()[(1ic adjustment and structural fDlicy refo:rm supported by
financial and technical assistance from the World Bank, IMF, bilateral and
multilateral donors.

The Government formulated a rredium-term stabilization and structural adjustment
program covering 1981/82 - 1985/86. The program was supported by IDA through
three s.ru..s, by IMF through successive standby agreements and special facilities,
and by other donors through co-financing of the SALs and debt rescheduling in
1982 and 1983. Prirrary objectives of the program included: stabilizing the
economy; accelerating agricultural growth; diversifying the export base;
increasing efficiency of irrport substituting enterprises and parastatals; and
improving mobilization and TPanagement of public resources. Arising fran these
measures, a balance of payrrents surplus of MK91. 0 million was registered in 1984;
(US$l. O=MK1.4, then) real GOP grew by over 3% during the 1982/83 period; the debt
service ratio progressively declined to 38% in 1984.

The Malawi econany, however, deteriorated again in 1986, largely due to a
recurrence of external shocks - further declines in export prices of tobacco and
tea, additional droughts in 1986 and 1987, and complete cut off of rail lines to
ports in tJbzarnbique. In response, the Govenurent in 1987 prepared a new strategy,
which is set out in its Statement of Development Policies (DEVPOL) , 1987-1996,
aimed at deepening adjustment reforms. This program was supported by IDA and
other donors through a Supplemental Credit to SAL III, and the Industrial and
Trade Policy Adjustment Credit (ITPAC). The IMF also supported the program
through a standby arrangement and an Enhanced Structural Adjustment Facility
(ESAF) and by further debt rescheduling in 1988.

Although the Malawi C-overnrrent undertook various stabilization and structural
measures in the 1980s, the supply response to these measures was not sufficient
to raise per capita incares appreciably, nor eliminate the need for balance of
payrrents support. This was because a number of policy induced structural
constraints in the econany, particularly in the agricultural sector, remained.

( ,
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This led to irrplenentation of the Agricultural sector Adjustrrent Credit (ASAC),
which sought to address these constraints through a combination of Tfficroecona.Llic
and agricultural ];X)licy reforms. The progr",,"TI, sup];X)rted by IDA, INaS an integral
part of the Gove:rnrrP-Dt' s medium strategy and on-going stabilization and
structural adjustment program for the period 1988 - 91. The prinery objectives
of the program were to achieve sustainable growth and reduce ];X)verty and fcx:xl
insecurity (v]orld Bal:..1<, 1994b).

Growth of Malawi's agricultural sector has primarily from the estate subsector
and not from the srrallholder subsector (see Section 4.3) . The .Agricultural sector
Assistance Prc:gram (ASAP), a US.luD grant, was therefore started in 1991 (expected
cClCtpletion date is September 30, 1998) with the prirrary objective of increasing
agricultural productivity, errployment and incanes through smallholder access to
agricultural inputs, output markets, cash crop production alternatives, and labor
market information. ASAP is designed to assist customary landholders with small
farms and rural laborers and tenants through sup];X)rt for GaM reform initiative.
Given the breadth and ccxrplexity of the reform package, the Program has been
designed in t'NO phases initially organized around four themes (USAID, 1991a): (1)
production and marketing of crops; (2) efficiency of input delivery; (3) equity
in the agricultural sector; and (4) crop diversification. The grant agreement was
amended on September 30, 1994. The Amendrrent cc:mprises a package of agricultural
policy and institutional reforms for Phase II that is divided into t'NO themes
(USAID, 1994): (a) increasing equity and efficiency through liberalizing input

markets; (b) and increasing equity and efficiency through expanding market
cc:mpetitiveness and institutional reform.

An Agricultural Policy Research Unit (APRU) has been established at Bunda College
of Agriculture, a constituent College of the University of Malawi, as one of the
projects under ASAP. The Unit is a facility for research, consultaTlCY and
outreach/training, in which the University, Governrrent and other cooperating
l:xxlies are co-explorers in the search for innovative policies and strategies
geared towards the prorrotion and transformation of agricUlture and rural
developnent in Malawi. ASAP is a grant, and disbursements are effected upon
fulfilling specified conditions. Table 1 gives the main loans/credit/grant to
sup];X)rt the stabilization and structural adjustment program in Malawi.

1.4 Rationale and Objectives of the Study

several Southern African countries are currently engaged in structural adjustment
programs which, in addition to macroeconomic changes, include adjustment programs
in the agricultural sector. These programs include external trade liberalization
as well as internal market decontrol and liberalization programs in the
agricultural sector. The structural adjustment programs have implications, not
only for c:kxrestic agricultural production, but also for investment fleMS,
changing agricultural c01'parative advantage, trade and food security, both on a
national and regional basis.

e,
,.i
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Table 1: rvIain loans/credit supp:Jrting the stabilization and adjustment program
in Malawi

ILoan/credit I Main objectives I FYI I Status
title I L_I

SAL I Diversify exr:ort base; encourage efficient 1981 Closed
(Ln-2026) import substitution; ensure appropriate 8/12/82

prices and incane p:>licy; improve public
sector's financial perfo;:'.lBDce; strengthen
GCM's economic planning and rronitoring
capability.

SAL II Diversify export base; encourage efficient 1984 Closed
(Cr-1427) import substitution; ensure adequate 6/30/85

incentives; improve public sector's
financial performance; strengthen p:Jlicy-

- making capability.

SAL III Diversify exp:>rt base; prorrote export; 1986 Closed
(Cr-1644) strengthen a::M policy-rra1<:ing capability; 9/30/88

improve perforrrance of development
institutions.

SAL III Expand role of private sector in marketing 1987 Closed
SUpplerTP..Jlt of srrallholder crops; improve financial 9/30/88
(Cr-A-9) perforrrsnce and operational efficiency of

AIMARC; strengthen food security planning
capability

IITPAC2 Improve p:>licy environment for the 1988 I Closed
(Cr-1920) manufacturing sector to increase efficiency 6/30/93

of resource use and expand employrrent and
and exp:>rts.

ASAC3 Achieve sustainable growth; reduce p:>verty; 1990 Closed
(Cr-2121) and reduce food insecurity. 12/31/92

ASAP4 Increase agricultural prc:ductivity, employ- 1991 On-going
(NPA: ment, and incanes by increasing smallholder
612-0239) access to agricultural inputs, output

markets, cash crop prc:duction alternatives,
and labor narket information.

1. Fiscal year effected.
2. Industrial and Trade Policy Adjustment Credit.
3. Agricultural Sector Adjustment Credit.
4. Agricultural Sector Assistance Program.

Sources: World Bank (1994b) i USAID (1994a).
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As part of the effort to address regional trade issues and the linY8 to food
security, this study was carried out with the illlderlying objective of analyzing
the existing structural adjustment progra:ns in Malawi to provide carparative
infomation on the progress with regard to general economic literalization
efforts as well as specific li.l::>2ralization measures affecting trade and
agriculture. This infomation will enable understanding of where Malawi stands
relative to its neighl::ors with regard to current status of adjusttne..nt, trade
barriers and regional carpetitiveness. Similar studies are reing conducted in
M8zambique, South Africa, Swaziland, Zambia and Zimceb.,.le as part of the Southern
African Structural Adjustment Programs Analysis.

Specific objectives of the study, which were in line with the study's terms of
reference, were:

1. To provide a detailed list and progress of policy, regulatory and
institutional reforms;

2. To indicate plans for additional reforms to re lli'1dertaken in 1994 and
_1995;

3. To provide any baseline infomation on bilateral trade agreements and
trade with Southern and Eastern African Countries'; a"ld

4. To provide any policy pronouncements and/or specific activities
rrounted in support of regional trade activities.

Secondary sources (see Bibliography) and discussions with officials in relevant
ministries and donors were used as the main sources of infomation.

1.5 Organization of the Report

Chapter 1.0 provides background information to the study covering an overview of
structural adjustment; Malawi's econanic setting including the inportance of the
agricultural sector to the econany; a background to policy reform in Malawi; and
the study's rationale and objectives. Olapter 2.0 examines the mac:roeconanic
policies including trade, fiscal and rronetary policies. Olapter 3.0 covers the
investment policies whereas food and agricultural sector policies are covered in
Chapter 4.0. Other polici~s including labor policies are covered in Chapter 5.0.
Chapter 6.0 presents the mac:roeconanic and sectoral policies for the period
1993/94 - 95/96 including the medium term strategy and objectives, and Chapter
7 . 0 presents the sunmary and conclusions.
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2 . 0 MA.CROE:CI:N:MIC roLICIFS

[Vlacr02conamc reforms focus on increasing the corrpetitiveness of ~rts and the
efficiency of industrial and public enterprises, as well as improving public
resource utilization. To this end, reforms in the management of trade or external
sector and public finances are implemented. The 1'TB.Cr02COnamc policy reforms can
b2 divided into three lIBjor categories: trade or external sector policy; fiscal
policy i and rronetary policy.

2.1 Trade/Exte:rnal sector Policy

Trade policy in Malawi has gone through a number of strategies since the early
1970s. Between 1973 and 1980, trade was virtually unirrpeded characterized by free
rroveID"'-Ilt of goods and services and lower tariffs. Between 1980 and 1987, due to
fiscal imbalance and balance of payments problems, the economy adopted
protectionist measures through rationing of foreign exchange and higher tariffs.
Since 1985, the country has been implementing trade liberalization measures to
restore the open econcmy enviroruTlP..nt. The economy has undergone transfor1'TB.tion
from a QontroHed economy to a rmch rrore liberal economy [Malawi Investment
Prorrotion Agency "(MIPA), 1994].

Trade liberalization aims at improving resource allocation, expanding economy's
output and accelerating economic growth. Trade liberalization in Malawi has been
implemented in the form of rerroval of irrport prohibitions, price controls, and
tax rationalization. Major programs to support the initiative included SAL II in
1984, SAL III in 1986, ITPAC in 1988, ASAC and Entrepreneurship Developrent and
Drought Recovery Prcgrarn (EDDRP) by the World Bank; the IMF standby arnngement
in 1988, and subsequent the IMF Enhanced Structural Adjustment Facilities (MIPA,
1994) .

2 .1.1 Irtp:)rt Liberalization

ITTp:lrt policy has been forrmlated by the Ministry of Comnerce, Industry and
Tourism. The last stage of irrport liberalization was conpleted under ASAC.
Currently there are no quantitative restrictions on l:oth.irrp::>rts and exports.
ITTp:lrt liberalization has not benefitted every enterprise equally. Entities which
enjoyed rronopoly ren.ts found their share being eroded, forcing some of them to
close da.-m. '!his developnent had repercussions on income distribution and
unemployment (MIPA, 1994).

2.1.2 Foreign Exchange Allocation

By early 1991, the prior foreign exchange approval requirement had been rerroved
for all irrports, except for a narrow negative list of luxury items. Allocation
of foreign exchange had been devolved to the ccmnercial banks by the end of ASAC.
Thus, for the 'first tirre the ccmrercial banks became exercising agents for
foreign exchange allocation.
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2.1.3 ExpJrt/Imp::lrt Licensing

2.1.3.1 Simplification

The Ministry of Comnerce, Industry and Tourism is also responsible for issuing
of import and export licenses. Imp::lrt and e<p:)rt licensing was simplified by
shortening the bureaucratic line of processing the applications such that whe.'1
all the formalities required have been fulfilled, a license is granted within two
weeks.

2.1.3.2 ~

IrtpJrt licensing. A total of 28 gcx::ds, whatever the origin, require the authority
of an Import Licence for their importation in Malawi:

1. Clothing and uniforms, designed ror military, naval, airrorce or
police use;

2. Used clothing, oth:.r than the personal effects or an individual;
3- Gold including unrranufactured gold, any article or substance

containing gold (not a gold coin, a.."1 art of corrmerce, a work of art,
or of archaeological interest), and gold derived fran smelting or
treatment of any manufactured article containing gold;

4. SUgar;
5. Any knife;
6 . Radioactive substances;
7 . Garre traps;
8. Mist nets for the capture of wild birds;
9 . wild anirrals, wild anirral trophies and wild anirral products

(including birds and reptiles and their eggs);
10. Live fish, including the eggs and spawn thereof;
11. Bees, honey, manufactured beeswax, foundation canbs, used bee-

keeping accessories and appliances;
12. Beans;
13. Eggs of poultry, whether in shell,pulp or dried form;
14. Grams and dhalls; .
15. Groundnuts;
16. Maize including rraize grit, rraize cones~ hominy chops, rraize offals,

and processed rraize meals with or without additives;
17. Oil seeds, oil meal, oil cake, offals and residues fran oil seeds;
18 . Irish potatoes;
19 . Live poultry including day-old chicks;
20. Rice;
21. Rupoko, rupoko meal (finger millet) ;
22 . Bananas;
23 . Meat except all tinned meat, all potted meats, meat soaps, meat

pasties, edible meat fats, talla,.,r, and all cooked or cured meats
other than cooked pork ham and bacon;

24 . Exercise l:x:oks;
25. Fertilizers;
26. Dieldrin;
27. Aldrin; and
28. Kitchen and table salt.
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Countries from which goods must be licensed in every case are: Afghanistan;
Bhutan; Bolivia; Colu~ia; Iraq; Laos, People's Derrocratic Republic; Lebanon;
Nepal; Costa Rica; El Salvador; Guateoola; Honduras; ~l.L."1gary; Iran; Panaoo;
Paraguay; People's Republic of China; Venezuela; aTld Vietnam [Malawi Exj;;ort
Prorrotion Council (MEPC), 1989).

E?q:ort licensing. Malawi Govemrrent policy on export lice.Tlsing, based on the
Control of Goods Act (Chapter 1808) of the Laws of Malawi, is aimed at ensuring
that the present licensing arrangement should be as liberal as possible and as
exclusive as the need might derrand from time to time. Export licensing is
essentially an instrument for monitoring exportables which are of strategic
iTTIp:)rtance to the nation "(MEPC, 1989).

The governrrent has reduced the range of goods requiring an export license. In
1987 and 1994, a total of 4 and 9 goods were removed from the list of export
licensing respectively. CUrrently, there are only 13 goods TI~ooiningon the list,
and consideration is being given to the removal of more goods from licensing:

2.
3.

4.

5.

6.
7.
8.
9.
10.
ll.
12.
13.

Implements of war, atomic energy materials of strategic value, and
items of strategic significance used in the production of arms and
arnnunition and other implements of war. These include beryllium,
cobalt, columbite, gerrranium, lithium, nickel, nickel alloys,
niobium (columbium), tantalum, thorium, titanium and uranium, and
any materials containing such metals;
Petroleum products;
Wild anirrals, wild animal trophies, and wild animal prcx::1ucts
(including birds and reptiles and their eggs);

Maize including dried maize on or off the cob, crushed maize or
starrp, but excluding green rraize on the cob;
Maize meal including maize grit, maize cones, maize offals, and
hominy chop;
Rice;
Seeds for planting in quantities of more than 90kg;
Unmanufactured tobacco;
Live fish including the eggs and spawn thereof;
Crocodile skins i

Gemstones, unmanufactured;
Tea including tea seeds; and
Cassava.

;:~~~::~: .:".:,....: .

2.1.4 Tariff Reforms

2.1.4.1 Number of items subjected to tariffs

All imports to Malawi, except live anirrals, are subject to one or more of a
variety of customs duties. Thus, the list of items subjected to tariffs is varied
and long. Assessrrent and collection is controlled by the Departrrent of Olstoms
and Excise. Malawi is trember-nation of General .AgreeIrent of Tariffs and Trade
(GA.'IT) and goods are classified ~or custcms duty pu:q:x:>ses under the standard
Brussels SITe system of narenclature, and the basis for valuation follows the
reccmrended basis of fair value added cost (i. e., including the very high freight
elem:nt of most ~rts to Malawi) .
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All associates of the Europ:;an Carrnunity (EC), I..c::m2 Convention of African,
caribl::ean and Pacific countries (ACP) I the rr.ember countries of Southern African
Developnent Cc::mTIUIli.ty (SAIX:) I CamDn M.arket for Eastenl and Southern Africa
(O::::(\1ESA) I GATT, all existing and former Cornronwealth COlJIltries and the
Organization for Economic Cooperation and 8evelopment (OEm) countries qualify
for ITOst-favored-nation status. The vast tn3.jority of Mala\'Ji' s irq:;orts attract:.
dut.} discounts at va1.ying levels. ReilTlfOrts are lTOStly e..xempt fn-An duty but lead
to reimbursement of any duty draVJback claimed at the time of exp::>1L..

Excise duty is not chargeable on ilTlfOrts, and on a Stn3.11 range of gcx:xis this ca.."l
result in canparative advantage.

Surtax (sales tax) is payable on lTOst ilTlfOrts at varying percentages of the CIF
cost plus duty. J:Vbst of the basic fcx:xistuffs, capital gcx:xis, raw tn3.terials and
intermediate products for further rranufacture are exempted fran surtax duties to
importers (MEPC, 1989).

2.1.4.2 Level of tariff rates

Tariff rates are set by Act or Order of the Minister of Finance and are subject
to not-infrequent changes as part of the structural adjustment changes. The rates
vary enormously with low rates applying to raw materials and industrial capital
goods, and the high rates applying mainly to luxury consumables and consumer
durables particularly larger lTOtor cars and spares for them.

According to the 8epartment of Custans and Excise, average rates for lTOst items
in Malawi are as follows:

Import/custan duty
o::::tv1ESA countries
Surtax
Live animals, birds, etc

40%
10% (range 1 - 20%)
20%

0%

Import/custom duty averages 40% for \lOst items and those fran CCMESA countries
attract special lower custan rates averaging 10%. J:Vbst imports also attract a
surtax averaging 20% for trost items. Imports of live animals do not attract any
tax.

2.1.4.3 O:npression of tariff rates

'The tariff rates are expected to be phased out (reduced to 0%) by year 2000 as
part of structural adjustment program. '!his is likely to adversely affect
gove:rnrrent revenues of countries like Malawi which significantly depend on
tariffs as a source of revenue.

2.1.5 Export Incentives

To pran::::>te exports, government has also intrcduced a tax allowance for exp:::>rts.
Other steps taken to improve incentives include the developnent and introduction
of a duty drawback system based on widening the coverage of eligible gcx:xis and
streamlining the procedures for refunds, and initIating a new exp:::>rt credit
guarantee system. Unfortunately, the duty drawback system designed was
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adninistratively very corrplex, and thus, did not become effective lL."1til very
recE:.L"1tly.

No custan duty of any form is iT11J?Osed on exports. A cess, an exr::ort levy, is
however collected on certain exported goods and placed in special funds whose
obj ect is to stimulate and encourage growth of the industry concerned. For
ip£ta~ce, a tobacco cess, hide and skins cess, tLmg cess are collected.

The Investment Prarotion Act of 1991 provided for special incentives for export
manufacturing in the proposed Exp::>rt Processing Zones (EPZ) and general ones for
the non-traditional exp:>rts (mainly manufacturing) (see Section 3.2.13).

2 .1.5 .1 Malawi Exp;:>rt Prorotion Council

The Malawi Export Prarotion Council (MEPC) , is a government statutory b::::d:y which
was created in 1971 by Act of Parliament No. 32 - The Export Prarotion Act. (MEPC,
1982). Main functions of the Council include:

- _to prarote the exr::ort of agricultural and manufactured goods from
Malawi;

- to gather, collate and make available to exporters i.~ Malawi
information and statistics of export rrarketing and export marketing
trends;

- to co-ordinate the operations of statutory b::xlies and other persons
directed towards the export of Malawi products;

- to co-operate with government departments, universities, technical
colleges and persons in export rrarket research;

- to organize and operate trade fairs inside and outside Malawi;

- to organize or assist in the organization of export prarotion missions
abroad;

- to assist and facilitate buying missions caning to Malawi from abroad;

- to make available to Malawi CCll11'ercial firms and potential exporters
fran Malawi, advice and assistance in relation to international trade
and all aspects of such trade;

- to publish fran time to time such technical and comnercial information
as is deerred necessary or expedient for prarotion of exports; and

- to implerrent gove~t export policy.

2.1.5.2 Malawi Olarriber of O:xmerce and Industry

The IVIalawi Chamber of Cc:mnerce and Indust:ry (MCCI) is a partnership of
enterprises and associations representing all sectors of the Malawi econcxny. The
Chamber, established in 1892, has been in the forefront of Malawi's private
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sector developrrent efforts for over 100 years. MCCI, inter alia,

- monitors and advises government fu~d the private sector corrnRll1ity on
business related issues such as iIT1fX)rt duties and tax races, capital
Market development, and short and long term credit facilities, Export
Processing Zones, e.;q:;ort credit guarantees, pre- and post-e:xp::::>rt
financing, investment incentives, etc i

- issues trade and transport documents such as the Malawi Certificate of
Origin, the PTA Certificate of Origin, the Generalized System of
Preferences Certificate of Origin and the Custcws Tra."'1Sit Declaration
Form; and

- organizes and operates the annual Malawi International Trade Fair,
which provides a forum for local and foreign businesses to investigate
business and trade opp::>rtunities, market prcrlucts, share technologies
and assess trade developments.

The Chamber ma.intains ongoing contact with organizations such as Malawi
Investment Pr()f(Otion Agency (MIPA), Malawi Export Pr()f(Otion Council (MEPC),
Malawi Industrial Research and Technology Development Center (MIRTCC), and the
Reserve Bank of Malawi, as well as relevant government ministries (MCCI, 1994)

2.1.6 Reduction/Elinrination of Inport/ExfX)rt M:>nopolies

There are no irrport/e.;q:;ort monopolies. No one has an exclusive monq::oly to import
or export a particular camodity following gove:rnment policy on trade
liberalization. The liberalization progra'Tl is aimed at encouraging corrpetition
in cCllTl'rerce.

2.1.7. Regional Ccx:lperation and Recent Trade 1'lgreement

Malawi is an active participant in regional organizations being a member of
C'CMESA, formally kna.m as the Preferential Trade Area (PTA), and SAOC. Malawi is
the current and first Cbainnan of CCMESA after hosting the first COVlESA surrmit
in Lilongwe, 8 - 9 December, 1994. CCMESA cc:xrprises 23 rrember states I namely:

Angola; Burundi; caroro; Djibouti; Ethiopia; Eritria; Kenya; lesotho;
Madagascar; Malawi; Mauritius; Ivbzambique; Namibia; Rwanda; Seychelles;
Banalia; South Africa; Sudan; Swaziland; Tanzania; zambia; zaire; and
Zill1ba.bNe (South Africa and zaire were accepted to beccme members at the
Lilongwe surrmit) .

The rrember states are urged to deepen the process of econcmic integration within
the region to create new investment opportunities, prcduction and trade. The
private sector is expected to play a critical role in the policy fo:rmu1.ation
process and ircplementation of a:MESA activities (a whole chapter of the CCMESA
Treaty is devoted to the role of the private sector) .

On 1st November 1994, the governments of Malawi and zirnbabNe signed a trade
agreement J:.o reduce the trade imbalances between the two countries which is
currently in favor of ZimbabNe. To reduce the imbalance, ZirnbabNe is considering
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the ilT1fOrtation frem M3.lawi of go:xls like fish, textiles, rubber, ti.'1I1ed
pineapples, juice, chili, biscuits, plastic shoes aDd batteries a~ng others.
ZirrbabvJean c~ies will also be e..'1cour'1ged to go into j oint ventures with their
COlli'1terparts in M3.lawi (The Nation, 3 November, 1994).

2.1.8 External Routes

Although Malawi is landlocked, it is linked to overseas and regional markets by
rail, bitumen (all weather) roads and air:

(a) Rail:
- via Nsanj e to Mozambique port of Beira;
- via Nayuchi to Mozambique port of Nacala; and
- via Lilongwe to the zambian border at Mchinj i .

(b) Road:
- via Mwanza to Tete (Mozambique) to Zimbabwe and South Africa port

of Durban;
via Mchinji to zambia and South Africa;

- via Karonga to Mbeya (Tanzania) to Dar-es-Salaam;
- via other outlets at Chitipa, Lundazi (Zarrbia) and Milanje

(Mozambique) as well as Lake M3.lawi ports.
(c) Air:

- via Kamuzu International Airport (Lilongwe) to all wajor cities of
the world.

Map 1 shows the ports, inland terminals and wain transit routes for f'Jl.alawi in
Southern Africa.

2.2 Fiscal Policy

Trade or external policy reforms are expected to be accarpanied by complementary
fiscal and monetary policies in the domestic economy. Objectives of the fiscal
policy are to contain inflation, inprove efficiency in the use of public
resources, ease pressure on balance of payments, and release resources to the
private sector nainly through; (a) tax reformsi and (b) reducing gOVerrJITent
expenditure .

2 .2.1 Tax Refo:r:ms

A najor develofXIeIlt -in the fiscal area has been the tax reform. This began in
1987 and was airred. at improving equity, efficiency, administration and compliance
in the system. The tax base was broadened. In 1990/91, governrrent strengthened
the collection of incare taxes and the extension of taxation of
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fringe benefits. Incidence of taxation was shifted towards consurrption and custom
duties were rationalized with the view to rninimizing the level of protection. In
the case of corp:xation tax, a system of advance payment was introduced and the
tax "JaS extended to cover parastatals. Other measures included the reduction of
direct al1d indirect tax rates, expansion of the surtax base in 1991/92,
elimination of surtax exerrptions for darestically produced gcxxis in 1992/93, al1d
reduction of the tax exemption period for tonded irnp::lrts. The new C-overnment
brought into power by the May 17, 1994 general elections has since abolished the
poll tax with effect from last year.

2 .2 .2 GcJve:rnrrent Expenditure

Faced with declining revenues resulting from exterTl.al factors such as the closure
of trade routes through J.Vbzambique, Government had to cut several low priority
investments (in areas such as roads and telecomnunications) and sane recurrent
expenditures. Government yJaS to continue reducing the budget deficit and keep it
within the limits set by the available extexnal grants and concessional loans.
Goverr~t was required to maintain deficit for 1990/91 at a level satisfactory
to IDA. ~etween 1989/90 and 1991/92, current expenditure as a proportion of GDP
was reduced from 21.6% to 17.4%. Expenditure restraint was tightened through a
freeze on filling civil service vacancies, cuts in non-wage spending ceilings,
strict enforcement of expenditure lIDnitoring procedures, and reduction of
fertilizer subsidies (see Section 4.4.1. 2.1) . A public sect.or rranagement review
was completed in 1991 and serves as a basis of improving economic rranagement in
the current tight fiscal environment. Measures were also taken to irrprove
operational and financial status of cc:mnercial Parastatals such as Malawi
Railways, AIlVJARC, and Wood Industries Corporation (WICO) tP.rough restructuring,
privatization or divestiture. :As a result of these actions, the overall budget
deficit (excluding grants) was brought down to 5.7% of GOP in 1991/92, fran 9%
in 1988/89 (Table 2) .

2.3 JIobnetary Policy

2.3.1 Financial Inte:mediation in Malawi

The main financial institutions include the Reserve Bank of Malawi, National
Bank, Cornnercial Bank of Malawi, Leasing and Finance Company, FINCXM, National
Mercantile Credit, Carrrercial Bank of Financial Services, New Building Society,
Malawi Development Corporation (JVUX::), Investment and Development Bank (INDEBANK),
Investment and Developrent Fund (INDEFUND), SEIX:M, National Insurance Ccnpany
(NICO), Old Mutual, National Eirployers Mutual, Royal Insurance, Protea :Assurance,
Cornnercial Union, Munich Reinsurance of RSA Limited, GJardian Insurance and
Indetrust (MIPA, 1994).

The financial market is still shallow and relatively underdeveloped. Financial
assets held by the public are essentially limited to cur.rency and deposits. The
inter-bank market is virtually non-existent and the capital market is lIDstly
dcminated by the Gove:rnrrent local registered stock, treasury bills and private
issuance of shares (MIPA, 1994).
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Table 2: Malawi's economic indicators, 1989-93

Indicator

Real GOP growth
Agricultural growth

Smallholder production
Growth of merchandize exports
External account deficit
Fiscal deficit (%GDP)

1989 1990 1991 1992 1993 1

oo ...................... % ........................
4.1 4.8 7.8 -7.9 11.2
2.4 -0.2 12.8 -25.7 40.0
0.2 -3.4 14.8 -34.4 63.5

-1.3 51.4 18.7 7.1 5.3
13.0 7.8 12.0 12.2 10.6
-9.0 -6.7 -6.5 -5.7 -12.3

1. Estiffi3.tes.
Source: World Bank (1994b).

To prom:::>te greater carpetition in the banking system, INDEBANK was licensed to
accept corporate deposits, and applications of foreign banks to conduct business
in Malawi tegan to re considered. The Po~;t Office Savings Bank (POSB) has reen
restruct-ured into the Malawi Savings Bank (MSB) so as to reduce its reliance on
Government. The refonns are aimed at increasing the munrer of institutions irl the
formal financial sector and increase the range of financial instruments and
services supplied.

2.3.2 Perfo:rmance of the Financial Sector

r'lalawi's dorrestic resource rrobilization is low carpared to some sub-Sa...~an

countries. In Malawi, M1 and M2 in relation to GOP ranges between 8% and 19%,
cc:xrpared to an average of 30% for other less developed countries. This is due to
restrictions on the expansion of domestic credit to the private sector, and
limited expansion of credit by the carrnercia1 banks which has restricted growth
of the banking system and reduced its potential for resource rrobilization.
Generally, performance of the financial system has not kept pace with the private
sector requirements (MIPA, 1994).

2.3 .3 M:>ney SUJ;:p1Y

Objectives of the rronetary policy are to contain inflation through irrproving
monetary ffi3Ilagercent, aT'J.d to enhance efficiency in the allocation of financial
resources through intrcxiuction of a more market based monetary and credit system.
Refonns included an irrproverrent in the regulatory framework; a switch fran direct
controls on liquidity (e.g., through credit ceilings) to use of indirect
instruments (e. g ., changes in reserve requirercents) i and a rrove frem administered
interest rates to those determined by market forces and changes in the Reserve
Bank's discount rate. The bank rate, introduced in May 1990, was to be linked to
an auction rate for official bills, and the first monthly auction of Reserve Bank
of Malawi (REM) bills took place in November 1990. Direct regulation of
carrnercial bank credit has been discontinued. The Reserve Bank Act was revised
to reflect these changes which enabled it to carry out the traditional central
banking functions, such as open market operations and being the lender of last
resort. .
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2.3.4 Exchange Rate

The !VJalawi Kwacba (lVlK), which is divided into 100 taTTbala, teca'T'e f"1alawi's
currency in 1971. It was pegged to the Special Drawing Rig:lCS (SDR) of the
International !Vbnetary Fund (IMF) from 9th Jtme 1975 tmtil 17th January 1984. The
currency was then pegged to a basket of seven C1.LYJ:.-encies rrore representative of
the COtmtry's external trade ccmprising the US Dollar, Sterling, Rand, D2utsche
Mark, Yen, French F:!:.-anc and the Dutch Guilder.

The country has pursui~d a flexible exchange rate policy since the early 1980s,
devaluing the Kwacha agaiIlst the SDR by 15% in April 1982, and by a further 12%
in September 1983. Switching from the SDR link to a basket of currencies resulted
in a further 3% drop in value. Armual devaluations of between 10% a'1d 20%
occurred between 1985 and 1988 in response to balance-of -payments pressures. To
pursue the goal of restoring eA.ternal ccrrpetitiveness and to support import
liberalization, the Malawi Kwacha was devalued several times against its basket
in 1990, 1991 and by 15% and 22% in March and Jtme 1992 respectively. Tne 1992
devaluations restored eA.ternal ccrrpetitiveness to leveL:> equivalent to 1987/88
(Econo:ruc Intelligence Unit, 1993). On 7 February 1994, a l1'anagedfloat e..xchange
rate system was adopted with the Malawi Kwacha being floated against the United
States mllar. The Kwacha's rate is determined by the supply and demand at weekly
wholesale auctions. After 12 weeks of flotation, the value of the KltJacha relative
to the dollar effectively fell by 25% at US$l=MK7, and as at mid-January 1995,
the rate was at about US$1=MK15.3. Inflation is currently estimated at 35%.

The current policy allows exporters to open foreign currency accounts, which is
useful incentive of the new system. Importers are, however, ad"versely affected
by the system. Due to perceived shortage of foreign exchange, foreign suppliers
and trade financing firms are not keen to extend credit to importers. To finance
imports upfront has become rrore exj?"'....nsive because of the higher price of foreign
exchange. Srna.ll and medium scale enterprises are probably significa.'1tly affected
(MIPA, 1994).

In an import-dependent economy like that of Malawi, one medium-term effect of the
foreign exchange liberalization If.Duld be an increase in the current account
deficit arising frcm importation of raw materials, capital equiprrent and
inte:rtrediate products for darestic industry as well as finished products for
consumption. This If.Duld occur because of the instant increase in the cost of
imports which are difficult to cut down. On the export side, volurres If.Duld take
time to adjust because of the narrow export base largely linked to seasonal
agriculture.

Annex II gives a surrrna..'Y of the macroeconcmic policy reforms and the action
taken.

2.4 M3.croecarx:mic Policy Irrplenentatian and Perforrcance

During the 1988 - 1991 period, major objectives targeted had been achieved to a
large degree. The average rate of grcMth had increased significa...""ltly, the
inflation rate had decelerated substantially, while the exte:r:nal current accour.t
deficit had been reduced in line with the program objectives. Regarding
structural policy irrplementation, the irrp::>rt liberalization program had been

( .•..
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completed, while significant progress had been made in the reform of the tax
system, the restructuring of Parastatal enterprises, CL.':.d in expanding the role
of market forces in resource allocation (IBRD, 1994).

Implementation of the adjust!Tl2Ilt prcgrarn during the 1991/92 - 1992/93 period waS
seriously h.arrpered by e.xogenous developinents and the outbreak of political and
laror unrest which led to substantial deviations from the program objectives and
targets. Arrong the e.xogenous factors was the severe drought, which affected the
whole of Southern Africa, leading to a significant fall of GovernTent revenue,
and a large increase in e:xpo-nditure on emergency food and related social
services. At the saIne time, extelnal donors decided to suspend nonhumantarian
balance of payrnents assistance due to concerns related to governance.
Furthernore, the fiscal and external funding situation was aggravated by the
outbreak of social and labor unrest, which was temporarily addressed by the
granting of substantial wage increases and the initiation of a process of
political reform. These factors were, in addition, exaced:Jated by the continued
deterioration of the terms of trade, with tobacco expJrt unit values declining
by 50% ( in us dollar terms) between 1991 and 1993.

-
As a result of the above developments, real GOP declined by nearly 8% in 1992,
inflation accelerated, and the fiscal and financial aCCOll.nts deteriorated
significantly. The overall FY 1992/93 fiscal deficit (excluding grants) rose to
nearly 16% of GOP (9% excluding drought related operations) compared to 6.3% in
FY 1991/92 and to 5.7% envisaged under the program. The external current account
deficit rose 14.7% of GDP (excluding grants) from 11.7% in 1991, reflecting, in
part, a substantial decline in the tenns of trade . Consequently, e.xternal
reserves declined from the equivalent of 3 rronths imports at end-1991 to about
one rronth at end-1992. The rate of inflation rose to 23.1%, reflecting, in part,
two devaluations of the fv"alawi Kwacha undertaken during 1992. Despite the
difficult political and external environment, the authorities maintained the
external reforms put in pl",ce in during 1988-1991 and continued irrplerrentation,
though at a significantly reduced pace, the implementation of many sectoral and
structural reform measures (IBRD, 1994). Table 3 gives Malawi's key macroeconomic

, indicators for the 1989-96 period.

During April/fv1ay 1993, the authorities prePared a revised macroeconomic framework
for IT 1993/94 centered on a tightening of fiscal and lIDnetary policies and the
acceleration of structural policy reforms. While virtually all measures
incorporated in the 1993/94 macroeconomic prcgram have been
implemented, attainment of some of the program targets was complicated by
developments that were not anticipated at the time the revised rracroeconomic
framework for 1993/94 was made. These developments included new expenditures
required to fund transitional political arrangements and institutions, and the
inevitable outlays related to forthcaning elections. In addition, after a period
of restrained wage bargaining, labor unrest eIUpted seeking, in part, to benefit
from the changed political circumstances and political liberalization, resulting
in substantial wage L"'1.creases. With these developrents, it becarre necessary to
again revisit the macroeconomic framelNOrk for J.993/94 (lBRD, J.994).

TIle revised overall deficit target (before grants) of 7.9% of GOP is expected to
be attained in FY 1993/94. After grants, the overall deficit is projected to
slightly exceed the revised prcgram target of 3.4% of GDP. In response to tighter



19

,-

Table 3:. MqJ.awi I s key macroeconomic indicators, 1989 96

"

1989 1990 1991 1992 ' 1993 129-\ 1995 1996
Prcl. Projections

(Annual percentage change)

GOP crowlh rate (factor cost) 4.1 4.8 7.8 -7.9 11.1 1.9 4.6 4.5
CPI change 15.7 11.5 8.2 23.2 22.1 19.8 6.9 5.0

(In percent. unless otherwise specified)

Debt service (millions of SDRs) 1/ . 92.0 76.7 79.4 73.3 61.9 65.5 67.7 76.7
~r which: interest (31.0) (30.4) (28.5) (25.9) (22.6) (23.3) (23.6) , ,(25.2)

Jl service/exports of a- & s 39.5 23.3 21.2 24.3 25.8 23.2 22.1 23.2
Dcot scrvice/XGNFS, (after debt relief) 33.6 23.3 21.2 24.3 25.8 23.2 22.1 23.2
Deot service/GOP 7.4 5.6 5.0 5.6 4.3 5.0 4.8 5.0

Gross investment/GOP 2/ 20.2 19.1 20.0 ]8.8 12.9 15.4 17.2 17.9
Private fixed InvestmerllJGDP "J./ 10.7 11.3 8.7 6.7 3.2 4.6 5.2 5.9
Government fhed Investment/GOP 5.2 4.8 B.O 9.4 7.4. 8.7 9.8 10.0
Slockbuildlng/GD P 4.3 3.0 3.3 2.7 2.2 2.2 2.1 2.0

Fixed investmentJGDP 15.9 16.1 16.8 16.2 10.7 13.2 15.1 15.9

Domestic saving/GOP Y 4.5 9.4 7.9 1.8 5.1 6.8 10.7 12.8
I

Government saving/GOP 2.6 4.6 3.7 -0.6 3.2 '5.0 5.2 .!I ;.;-

Private saving/GOP 1.9 4.8 4.2 1.8 5.6 3.7 5.7 7.6 'I,

National saving/GOP 6.9 11.4 . 8.0' 0.2 4.7 4.0 7.4 9.5 . li
Marginal domestic saving rate -0.1 0.4 -0.7 0.1 0.1 0.4 0.3

tMarginal national saving rate. -0.1 0.4 -0.1 -0.9 0.2 0.4 0.3

Government revenue/GOP ~/ 21.8 19.5 18.8 17.6 16.5 17.9 19.0 ,19.2·
Government cxpenditureJGDP ~/ 29.5 25.7 24.4 26.5 23.1 23.8 22.2 21.7
Fiscal deficit excluding grants/GOP ~/ 9./ . -6.6 . -6.7 -6.3. -9.0, . -6.6 -5.9 -3.2 -2.5
Fiscal deficit Including grants/GOP ~/ §.! -2.0 -4.6 -3.0 -7.0 -2.4 ..(J.9 -1.0 -0.3·

r:r.port volume growth (merchandise) 11 -10.0 45.7 4.6 -1.3 -2.9 6.5 3.1 4.6
(ports/GOP 16.9 22.1 ' 21.9 21.5 15.3. 20.1 20.1 20.4

Import volume growth (merchandise) ji/ 11.6 . 13.3, 15.1 .5.4 -12.5 1.4 -0.5 1.3
Imports/GOP .!V 25.5 26.4 27.1 35.2 25.4 27.9 25.8 24.6

Current account (millions of SDRs) ~I -165.8 -106.6 -185.5 -242.5 -180.2 ·150.6 -138.8 -127.3
Current account/GOP !i/ -13.4 -7.8 -11.7 -14.7 -8.7 -11.4 -9.8 -8.4
Current a~count Including grants/GOP 9./ -8.7 -3.4 -8.9 -12.0 -5.8 -8.4 -8.0 -6.5

Eltlernal reserves (millions of SDRs) 18.5 95.5 102.7 33.4 29.2 61.3 76.4 93.8
. In months of non-maize Imports 11/ 3.0 3.2 2.9 1.2 1.1 2.0 2.5 3.0

.
<

11 Before debt relief: excluding debt conversion: Including Interest on shol1-term debt.
21 ExclUding purchase of an aillllane by Air, Malawi In 1991. which amounts to SDR 18.8 million. , ,-
;j.l Statutory bodies not included in the central government budget are included In private sector Investment.
11 S~ving eXclude~ emergency grants and imports related to displaced ~ersons ..

. ~I FIScal year begll1ning In April of the year Indicated; excludIng special drought-related operations In 1992/93 and
1993/94. . \ '
. §/ Includes statistical adjuSlment to revenue and expendllure figures. ' .

21 Figures In 1989-92 are affected by substantial SlaCKS carried over at end-1989 and, lo'a lesser exlent, at end-1990 and
end-1991. .

~I Excluding purchase of lhe airplane in 1991 and drought-related maize In 19~2-93. '
2.1 Excluding purchase of Ihe alrplane In 1991: Including drought-related malle Imports and linanclng (which Includes

drought-related IDA) for 1992-93.

~n,,,,....,...n. T ...... ~,.., __ ......... ~ ........ _., ....,.
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nnnetary ty:)licy and iroprovemeI1ts in the supply situation, annual rate of
inflation decelerated substantially to al:Dut 18% as of end-NoveJ111::er 1993 ccxnpared
to 34% at end-January 1993. Total exfOrts declined by 21% in SDR tenns, and the
value of irrports declined by 20% in SDR terms largely reflecting a decline in the
volume of irrports. Thus, the current account deficit (before grants and excluding
drought-related maize imp::lrts) declined to 8.7% of GDP. HOtJever, the overall
balance of payments registered substantial surplus equivalent t.O 1.5% of GOP as
a result of increased disbursement of balance of payments assistance during the
last quarter of the year.
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3.0 llilVES"IMENI' EDLICIES

3 .1 Irlt.rcx:luction

The t.'Jalawi Q)verI1l11eTIt seeks to e..ncourage the private sector to assume the leading
role in developing the national economy. The thIust of C.,ove:mrnent' s efforts is
to facilitate, rather than to regulate, private investrr.e."1t. The Industrial Policy
states that (Malawi Government, OPC, 1987)

II The Gove.....""'"IlIT'eIlt will be conce:rned with prcrcoting, g:rc:Mth,
efficiency, stability, and equity by rreans of a range of instrurrents
including the provision of infrastnlcture, the utilization of
dcnestic and international institutional arrangerrents, and a mixture
of incentives and control"

To create a trore conducive investment clinate, the Government will continue to
pursue stable nacroeconomic FOlicies by exercising fiscal and tronetary discipline
and naintaining a realistic exchange rate. Specific measures to deregulate the
private sector and create new investment opportW1ities have already teen e..nacted,
elimination of price controls, termination of irrport restrictions and the
accompanying need for irrport licenses, divestiture of state-owned ccrnpa."'1ies and
steps to rectify the external transport situation (f'II.alawi Govemment, OPC,
Undated) .

3.2 Investment Policies

To further encourage and assist private investment, the Government
announced/implemented initiatives related to; freedom to invest; industrial
licensing and carpany fornation; transfer of land; taxes and duties; external
transport routes; availability of foreign exchange; access to local fip.ancing;
labor practices; encouragement of srrall-scale and medium-scale enter.t?rises;
encOuragement of export-orient:ii investments; investment assistance and
prarotion; investment protection; and access to international arbitration (Malawi
Gove:rnment, OPC, Undated).

3.2.1 Freedan to Invest

Investors, toth dcmestic and foreign, nay invest in any sector of the economy,
with no restriction on ownership. Thus, there are no targeted sectoral
restrictions. Additionally, there are no restrictions on the size of investment
(hence, no minimum investment levels), the source of funds or whether products
are destined for export or the d.anestic rrarket. rxxnestic investors are encouraged
to join with foreign investors to pursue investment opFOrtunities in f'II.alawi.

3 .2.2 Industrial Licensing and Q:xrpany Fo:ma.tian

The industrial licence been eliminated, except for investments in such industries
as the goverrurent may place on a short negative list. Procedures for carpany
formation and business registration is simplified to prompt establishment.
Investors are only be required to provide the Registrar of Corrpanies with the
basic information on proposed business activities.
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3.2.3 1ransfer of Land

Government has stl-eamlined and accelerate land transfer procedures so as to
reduce the time required to ccrrplete land transfer process from the date of
application to the date of lease offer, tr~£fer or sublease to within 90 days.
In addition, industrial sites are provided with basic facilities - electricity,
water, sewerage and traI1SpJrt infrastructure. However / there is need to provide
serviced land to investors and the necess~/ framework to be put in place to
enable private developers to develop industrial sites, including sub-leasing to
investors (MIPA, 1994).

3.2.4 Taxes and Duties

Government is carrnitted to continue the process of reducing rates of taxes and
duties, and direct and indirect tax rates have been reduced have been reduced as
part of the tax reform (see Section 2.2.1) .

3.2.5 External Transfx:Jrt Routes

Gove:rnment is taking a number of initiatives to improve access to efficient and
secure transport· routes, including the expansion of danestic transportation
netlNOrk, a..'1d the rehabilitation of the Nacala Railway Line.

3.2.6 Availability of Foreign Exchange

Goverr>..rrent recO':3r1izes that availability of foreign e:<change is critical to
investors. It will, thus, ensure that foreign exchange is available for business
transactions and remittances. There are currently a total of 11 authorized
foreign exchange dealers. 2

3 .2.7 Access to Local Financing

Gove:rnment has embarkect on a reform program to rrodernize and liberalize the
financial sector. With the enactment of the capital Market Developm?..nt Act, 1990,
both foreign and dcxnestic investors will have greater access to sources of local
financing. Government is cornnitted to foster corcpetition in the banking sector,
including establishment of new banking institutions.

3 .2 . 8 labor Practices

Government will not interfere in employers choice of INOrk force. Additionally,
government recognizes that investments may require expertise not available in
Malawi, thus, will make Terrporary Enployrrent Permits readily available for key
positions in these investments.

2. 7 out of the ~~ dealers are foreign exchange bureaux' CLC Forex Bureau.
Lloyd Forex Bureau. Fara Forex Bureau. Globe Forex Bureau, Interocean
Bureau de Change. The Money Bureau. and FRX Exchange Bureau; and the rest
are conunercial banks . Conunercial Bank of Malawi, National Bank of Malawi,
Finance Corporation of Malawi, and INDEFINANCE .

';.::.;" .
....;....



23

3.2.9 Encouragerrent of Small-scale and M=dium-scale Enterprises

IValawi's srrall-scale and medium-scale enterprises hold great r:otential for rapid
economic growth and errployment creation. GovernrTl""-..nt is therefore dedicated to
continuing with various prcgrarns to assist these enterprises, including
entrepreneurship training, technical and financial assista~ce.

3.2.lD Encow.:agenent of Exp:lrt-oriented Investrrents

To encourage expJrt-oriented investment, governrnent will offe!" incentives
corrpetitive to those found in other countries. These include: (a) an income tax
allowance based on export sales of non-traditional prcxiuctsj and (b) rebates of
irrport duties, surtaxes and local taxes on rost inputs used in prcxiuction for
exports (see Section 3.2.13 for investment incentives for export) .

3.2.ll Investnent Assistance and Prarotion

In order to increase awareness of the investment opportunities in Malawi, as well
as provi-Ele greater assistance to e..xisting and potential investors, the Govenrrnent
established the Malawi InvestnEnt Prarotion Agency (MIPA) through the Investment
Prom::>tion Act of 1991 (Act of Parliament No. 28). MIPA is given sufficient
authority and operational autonomy to fulfill its mandate of prorroting investment
and assisting investors. Pararrount .is MIPA's responsibility to prorrote, attract,
encourage and facilitate local and foreign investment in Malawi by:

- facilitating all aspects of the investment process in ~alawi

including, but not limited to, the timely receipt of gove:rnment
approvals, pennits, licenses, registrations and the fulfillment of any
other regulatory authorizations;

- providing courtesy services to investors j

providing informa.tion relating to investment in Malawi;

- identifying partners in or outside Malawi for joint venture business
opportunities;

- working with local and international financial institutions for the
benefit of investors;

- encouraging the existing investors to expand or start new investrnents;

- developing a favorable investrnent image of Malawi regionally and
outside the region;

- undertaking inv""estrnent prcxrotion missions;

- recamending to goveI!1lTleIlt changes in the statutory and administrative
framework relevant to the investment climate; and

- consulting with private sector entities so that better infonred
recattrendations concerning the investrnent climate can be made .

.. ..,...
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Other institution.s providing investment support and praroting business include
the ~Blawi Develo;ment Corporation (MOe), the Elect~icity Supply Commission of
!'1alawi (EScavI) , Post and Telecarmunications, !'1ala1t,ri C'13..rnl::er of Carmerce and
Industry (MCCI) , r/alawi Export Prorrotion Council (MEPC) , fVl.alawi Bureau of
Standards (Iv1BS) , &rall Enterprise D2veloprent Organization of Malawi (SECQI1) ,
Development of fvlalawian Traders Trust (DH1ATT) I and che I'1Jalawien Erltreprenew-s
Developrrent Institute (MEDI).

3.2.12 Investrrent Protection

Government reccgnizes that security of assets is of prirncL."Y importance to
investors. The Malawi constitution and eY..isting laws and regulations provide
assurance that investors' assets are protected. In addition, Malawi is a member
of the Multilateral Investment Guarantee Agency (MIGZI,.) I a'"1d is an eligible
country under a numter of other investffiO'l.t insurance prcgrarrs.

3 . 2 .13 Access to International Arbitration

Parties J:o disputes rray agree to pursue arbitration and choose an appropriate
fo:t:1lffi, includiIlg inten1ational arbitration. The Government is a member of the
International Center for the Settlement of Investment Disputes (ICSID)

3 .3 Investrrent Incentives

The following are the investment incentives in Malawi (MIPA, 1994):

Ccrcp3ny Tax: 40% non-residents
35% for residents

Withholding Tax: 5 - 15%

Incentive SCherres:

General Incentives:

(a) 40% allowance on new buildings and rrachinery;

(b) additional 15% allowance for investme.'"1ts in designated
areas;

(c) up to 20% allowance for used buildings and rrachinery;

(d) an additional 50% allowaI1..ce for qualifying training
costs;

(e) allowance for manufacturing corrpanies to deduct all
operating expenses incurred up to 18 rronths prior to the
start of operation;

(f) indefinite loss carry fo:rward to enable ccxtpanies to
take full advantage of their tax allowance;

.. '....
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(9) duty free irrportation of heavy corrrnercial vehicles; and

(h) provision for duty remission on irrportation of capital
equipnent.

Additional Incentives:

Exp:::?rters:

(a) 12% expo1."t tax allowance on export .revenues for
non- traditional e..'CJ?01."ts;

(b) 25% transport tax allowClIlce for non-traditional
exporters for international tranS];X)rt;

(c) no value-added tax;

(d) duty drawback scheme on imports of rat.v ITaterials
and packaging materials;

(e) 90% retention of forex for traditional exporters
and 100% for non-traditional exporters; and

(f) operation of foreign currency accounts.

Manufacturing in Bond: In addition to the above,

(a) duty free importation of raw materials and capital
equipnent;

(b) no excise taxes on raw materials and packaging
materials made in tJI.alawi;

Expprt Processing zones: In addition to the above,

(a) corporate tax rate of 15% i and

(b) no withholding tax on divide.T1ds;

Horticultural PrOOucers:

(a) 100% duty free importation of raw materials and
equip:nent for those exclusively engaged. in
horticultural prcx:luction for export.

Tourism:

(a) irrportation of hotel irrplernents at concessionary
rate of duty.

.;. ...
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According to MIPA (1994) , fYl.alawi' s incentive structure is competitive in relation
to those of the regional countries, except for the EPZ incentives where the legal
and administration framework is being worked out. Malawi, however I can do better
by offering other incentives to develop targeted sectors such as small and medium
scale enterprises.

Annex II gives a surrmaJ::Y of the investment policies and the action ta1<en.

(~
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4 . 0 FCOD AND AGRICULTURAL SECIDR ffiLICIES

4.1 Structure of the Agricultural sector

Malawi's agricultural sector is cOlllp:)sed of two lTB.in groups of farms:
smallholders and estates. Estates are those farms which occupy leasehold or
freehold land. In order to register as a~ estate, it is necessaLY}' to rBve a
mi.1imum of 10 ha. In 1988, there "Jere a total of 4,100 estates (74% of which were
burley estates) covering about 0.605 million ha. This subsector is the nation's
princip..tl foreign exchange earnerj while it contributes only about 20% of total

I national agricultural production, it provides about 80% of agricultural e.."'qX)rts
rrainly from tobacco, sugar and tea and to a lesser extent from tung oil, coffee
and ma.cadarnia nuts.

Smallholders have customary use-rights to the land they cultivate, 79% of the
total land area of 9.41 million ha is under customary tenure. The smallholder
subsector comprises an estima.ted 1.8 million smallholder farm families
cultivating about 4.4 million h., and producing about 80% of Malawi t s food and 10%
of its exports. About 25% of the srr~llholders cultivate less tP3ll 0.5 hai 55%
less than 1. 0 ha; 31% between 1. a and 2. a ha; and 14% rrore tlo3ll 2. a ha (World
Bank, 1994a). However, it should be noted that there is a considerable variation
within each of the two subsectors, and that differences between them are becexning
increasingly blurred.

4.2 Malawi's Agricultural I);:velcprent Strategy

The objective of Malawi's agricultural development are outlined in the DEVPOL
1987-1996. They are: (1) improving and lTB.intaining food self-sufficiency; (2)
expanding and diversifying agricultural e:xpJrts, while conserving natural
resources; (3) raising farm incomes and praroting econexnic growth; and improving
social welfare (Malawi Government, OPe, 1987).

The newly elected Goverrurent is pursuing these objectives within a broad
framework of praroting private sector involveTl'lel1t; improving incentives through
liberalizing pricing and marketing; increasing prcxiucer prices for export crops;
and rehabilitating rural infrastructure. The MoALD draft Agricultural and
Livestock Developrrent Strategy and Action Plan outlines four main thrusts to
pursuing the above objectives:

- increase productivity of food crop production, and widen range of food
crops groN!1 and marketed;

- smallholders will be given the opportunity to grow burley tobacco;

- fanners in general, large farms and estates in particular, will be
encouraged to diversify their activities to broaden the base, and
increase the output of export and high value-added crops; and

- expanding livestock activities and integrating them into existing
farming systems.
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The GovernrtY.:.:..'lt' s draft strategy gives errphasis to key comn::x::lities, ccmplemo....I1ted
by sector-wide strategies airred at providing the necessax)' policy, legislative
and institutional framev;ork, and supported by continuous generation and
dissemination of appropriate and profitable technologies, the provision of
necessary inputs and services, and the irrprovement of human capital and physical
ii.£rastructure (fI1alawi Govell'..11s1t, f'.'bALD, 1994).

4.3 Performance of the Agricultural sector

Agriculture has been a contributor to econanic growth and macroeconanic stability
in Malawi. Since Independence in 1964, growth in agricultural GOP has varied,
averaging about 5% during the 1970s, 1% during the early 1980s, and 4.1% during
1987-91. During 1973-92, annual grovlth in agricultural GDP has averaged aCout
1.96%. During the same period the rural population has grown by rrore than 3% per
year, indicating a decline iIl agricultural GDP per capita. .

Throughout the 1970s, 1980s and early 1990s, growth in the estate subsector has
been significantly faster that"! in the smallholder subsector, e..xcept in four years
(1976, 1978, 1984 and 1991). The share of estate subsector in total agricultural

GDP rose steadly fran 13% in 1973 to 35% in 1992. During the past 20 years, 60%
of agricultural growth has been in the estate subsector. Smallholder subsectoral
growth rates have been low, despite government's }Xllicy emphasis on smallholder
development (World Bank, 1994a). Table 4 gives annual growth rates of
agricultural GDP by subsector from 1973 to 1992.

Table 4: ~..nnual agricultural GDP growth rates, 1973 - 92

sector 1973-80 1973-92 1980-87 1980-92

------------------- %-------------------

Estate subsector
Smallholder subsector
Agricultural sector

Source: World Bank (1993).

8.64
3.99
4.72

5.89
0.90
1.96

4.21
1.96
2.41

5.65
0.67
1.90

4.4 Fcx:xl and Agricultural Policies and their Status

This section describes the food and agricultural policies for Malawi and their
status. The policies are divided into: fann level •}Xllicies; and market level
p::>licies.

4 .4.1. Farm level Policies

These set of policies are further divided into: cash crop allocation and
production quotas; input subsidies/credit; investrrent grants; and deficiency
payrrents, p:rod.uction subsidies and conpuJ.sory food requition.o
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4.4 .1.1 Cash Crop Allocation and Prcx1uction Wotas

Only tobacco production is restricted by the Government, through a quota system.
Tobacco is the domina.'lt traditional cash crop for Malawi, accounting for over 30%
of the GOP and nearly 70% of the total domestic export earnings. Twu separate
mecha.'1.isms are errployed for registration of tobacco licenses and production
quotas on yearly basis: (1) ADMARC annually registers and issues lic~JSes to
smallholder tobacco growers for dark-fired, sun-air cured and oriental tobacco;
and (2) MoAlD annually issues licenses and production quotas to estates against
annual production target issued by Tobacco E>cporters Association of Malawi (TEAM)
to the Tobacco Control Camrission (TCC) . (Se Section 4 .4 .2.1 for details on TCC) .

Since 1980, burley has daninated the expansion of tobacco growing in Malawi. The
area under burley in 1992 was estimated at over 130,000 ha, representing about
5.5% of Malawi's arable land, the highest intensity of tobacco cultivation for
any country. Production during the was estimated at 99,224 tonnes , accol.mting
for nearly 72% of the total production which was estimated at 137,884.

Before 1990/91, flue-cured and burley quotas were allocated only to estate farms
where tenant farmers were u.sually utilized to produce the crop. In 1990, a
Smallholder Burley Scheme was initiated that allocated licenses for production
of 1,500 tons of burley for srrallholders on custcmary land. The burley allocation
was increased to 3, 000 tons in 1991, and to 7,000 tons in 1992. The objective of
the scheme is to allON srrellholders access to a broader means of increasing their
incomes, in order to reduce poverty and, simultaneously, provide farmers with a
means of financing the intensification of their maize production. Both ASAC and
ASAP had conditionalities to effect this.

The smallholder burley pYCf:3TIll1l has been a success. Smallholders have delTOnstrated
their ability to produce high quality tobacco at low cost. Burley which AC\vlARC
sold on behalf smallholders in 1990/91 fetched an average price of MK7.29/kg,
corrpared with a national average auction floor price of MK6. 87/kg. In 1991/92,
the first year smallholder clubs were allowed to market directly to the auction
floor, they received an average price of MK6 .19/kg carpared with a national
average of MK6.52/kg. In 1992/93, they received MKS.28/kg, while the national
average was MK4.89 (World Bank, 1994b).

However, there aH~ a number of issues related to the growth of smallholder burley
production: the current quota system is inequitable and inefficient as it
excludes very efficient producers; M::::lALD staff is already thin and may not
adequately rranage the anticipated growth of the smallholder burley production;
there were no data available to prove that the licensed smallholder producers had
less than 1. aha (for targeting smallhollders) (World Bank, 1994b).

4.4 .1.2 Input SUbsidies/Credit and Distr:il:ution

4 .4.1.2.1 Fann input subsidies and distrib.ltion

Fertilizers and hybrid maize seed for the smallholder subsector have been
subsidized the past years, but Govenunent policy has been to phase OUi: the
subsidies. Govenunent carmitments under ASA.C were that the overall subsidy rate
on fertilizers was not to exceed 30% in 1990/91, 25% in 1991/92, and 20% in
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1992/93, while total subvention as a proportion of total goverr.rrent expenditure
was not to execeed 2% in 1990/91, 1. 6% in 1991/92, and 1. 3% in 1992/93.
Government has teen meeting these targets, but for 1992/93 season, facing rrore
adverse circumstances than anticipated, it negotiated an allocation of MK25
million for the fertilizer subvention, an estirrated 1.4% of government
expenditure, slightly above the target previously set. Currently, only the high
analysis fertilizers [urea and di-arrrronium phosphate (DAP)] for the srrallholder
subsector are teing subsidized, but the subsidy is being phased out; 1993/94
subsidy rate for the fertilizers was 11%, planned rate for 1994/95 is 5%, and
subsidy will te phased out completely in 1995/96 (World Bank, 1994a). SUbsidies
for law-analysis fertilizers (e.g. CAN) were completely phased out. Rerroval of
the fertilizer subsidies has teen effected through implementation of the
Fertlizer SUbsidy Removal Program (FSRP).

Government has also agreed in principle to' eliminate all subsidies on hybrid
rraize seed, and this is likely to te effected this season (1994/95). Only the
core p:::x:>r will te provided free seed and fertilizer under the Drought Recovery
Program this agricultural season. The Agricultural I::leveloprrent and Marketing
Corporat~on (AI:MARC) is the rrain organization distributing fertilizer and hybrid,
composite and improved local ~-ieties of seed to smallholders.

Inputs for the estate subsector are not subsidized all.d this has contributed to
the leakage of sane of the subsidized fertilizer intended for the smallholder
subsector (8% - 10%) to the estate subsector. Uhsubsidized fertilizer for the
estate subsector is supplied by private companies through direct imports or from
a limited number of private local carpani.es, OPI'ICHEM and Norsk Hydro.
The supply of seeds and agrochemicals to estates and smallholders originates in
the private sector. The National seed Corrpany of Malawi (NSCM), in which Cargill
International has a majority share, is the main supplier of certified hybrid
tobacco and maize seed, 90% of which are then distributed by ACMARC, with the
rerrainder being distributed by private retailers. A second private finn, lever
Brothers, entered the supply of hybrid seed in 1991/92. The Goverr:urent
literalized the prcduction and marketing of hybrid maize seeds in 1993/94,
however, the market remains far from competitive. A number of private carpani.es
also supply imported pesticides and herbicides, which Malawi does not produce.

4.4.1.2.2 Agricultw:al credit

'!he SrIa1.lh::>lder .Agricultw:al Credit Jl.drn:i..nistrtion (SACA) , a goverr:urent
organization established in the M;)AlD in 1988, was the only agency involved in
supplying smallholders with credit through fanners' clubs. The lean recovery
performance was arrong the highest in the third w:>rld, averaging 90% Partly
because of the strict enforcerrent of 100% recovery of the group's previous loan
as a condition to a new loan. However, in 1991/92 , SACA loans were MK90.0
million and recoveries dropped to 25%. In 1992/93, loan levels expanded to MK
144.3 million and loan recoveries were only 16% (World Bank, 1994b). As a result,
Malawi is currently facing severe smallholder credit recovery problem. Factors
identified to have contributed to the problem include: the breakdown in recovery
system; credit design and administration; law gross margins; p::>litical
dispensationj the 1992/93 drought; and the delinkage of extension and credit
activities (Center for Social Research, 1994).

'...
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The Malawi Rural Finance Carpany (MRFC). To overccrre some of the atove credit
problems, S:D,.CA. has now been converted into the MRFC, a limited liability finance
ccmpany, thereby eliminating heavy depoJ1dence on Governrr:ent supp::>rt and
accelerating privatization of the rural credit system. f"lP-FC started its
operations in 1st October 1994. The second phase will be to privatize and
transform the co-.pany i..."lto a ru_ral bank. J'o'k~C has a line of credit co-rp:::ment to
finance rrostly short-term cred~!: over a three-year period. The IT'ain market niche
is smallholder far:ers (through fanners' clubs), roall estates (up to 30 ha), and
micro-, small- and medium-scale enterprises (MSEJIIlEs) with average annual turnover
of up to MKSOO, 000. Repayinent of lAOrking capital and seasonal loans ranges from
6 - 18 rronths. Repaym='Jlt for loans for investment p1..lJ:1X)ses are spread over a
maximum of 60 rronths, including grace period.

SACA has been charging the smallholders lower interest rates tr.an the market
rates, thereby subsidizing the srna.llholder credit rates. The MRFC, on the other
hand, will institute market-determined interest rates to ensure availability of
credit and adequate profitability for the financial intermediary. Currently, MRFC
charges an interest rate of 40% ,Interest rates were decontrolled in 1987 to make
it }?OssiPle for banks to cover the full costs of their rural operations.

Conversion of SACA into a private corrpany, however, is unlikely to improve access
to financial servi:es of resource-I?OOr fanners. Government lTRlst help them form
savings and credit groups and provide incentives (such as guarantees) to
financial institutions to lend to such groups at carrnercial rates. Government and
IFAD have finalized the design of a Malawi Mudzi Financial services Project
(M1FSP) which wil~ be financing developrrer1tal costs related to group formation
and training. The MRFC will manage a window designed for this group and it will
be appropriately corrpensated, while being insulated from the inhere.Dt risk of
lending to resource-I?OOr households (World Bank, 1994b).

The Invest:Irent and D:!velcprent Bank (INDEBANK) has recently been issued a banking
license. It is expected that this will increase carpetition in financial markets
and facilitate developrrent of linkages between fonnal and informal institutions.
RUral traders and input suppliers could forge the latter through borrowing and
on-lending frem the forrral sector.

Other sources of credit available to the smallholder subsector including the
folla'1ing: Smallholder Crop Authorities which provide funds to finance inputs for
their particular crops (coffee, tea, sugar cmd tobacco) i Srrall Enterprise
Developrent Organization (SEI:X:M) which provide loans for developnent of
smallscale rural industries and agro-industries i Malawi Union of savings and
Credit CcqJeratives (MUSCCD) i and informal sources (such as local rroney lenders,
relatives and friends) which provided about 73% of the total credit amount of
credit in 1988 (Chipeta et .. al., 1992). Smallholder fanners have not ~
receiving credit frem the carmercial banks.

The rrain financial institutions providing credit to the estate subsector are the
two ccmrercial banks i the National Bank of Malawi, and the Comercial Bank: of
Malawi, which charge an interest of 36%. They are rrainly concerned with seasonal
credit although they also provide medium- and long-term credit to custaTerS with
proven track records. J:NDEBAWt< also provides medium- and long-tenn loans to
agricultural estates and ago-processing entezprises. The Investment and

'.
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Development Fund (INDE..J:;'(Th.TI), a subsidiary of INDEBANK, provides medium-term
investment (i .e. for projects from MK75, 000 - 1VlK250, 000) credit for agricultural
production and agro-p:r:ocessing.

4.4.1.3 Investment Grants

ASAP is one of the investment grants by USAID in the agricultural sector (see 1. 2
above), to the tune of US$ 20 million. The Program has the following carponents:
Agricultural Policy Research Unit; Agroforestry Extension; Fcxx1 Security;
Environmental fVbnitoring Unitj Studies, Irrplementation and Management; and
Monitoring, Evaluation and Audit (USAID, 1991a). As noted ealier, disbursements
from the grant are effected after meeting specified conditions.

The Japanese Government also provides grants in form of fertilizer, chemicals,
sprayers and other inputs, but these are sold to famers by .AaV1AR:. There are no
grants per se for srrallholders.

4.4.1.4 Deficiency Payrrents, Production Subsidies and
_ Cgrpulsory Food Reguition

Malawi has no policies. on deficiency payments, production subsidies and
eatpulsory food requition in the agricultural sector.

4.4.1. 5 High Yielding Flint Maize

One of MAC's conditionalities was to shift maize research focus and irrplement
a 5-year action plan to develop high yielding maize varieties acceptable to
farmers. This exceeded expectations. Tho hard endosperm (or flint) high yielding
maize varieties (MH17 and MH18) were developed by MoALD and released in 1990/91.~':-::;'.
Partly as a result of releasing these varieties, hybrid maize has substituted for
local maize in production since 1990/91.

4.4 .1. 6 land Reform M:ssu:res

Over the past years, the Governrrent has permitted the estate subsector to expand
rapidly, leasing large areas 0f what has been. customary land at low rentals.
Often the new estate owners did not have the qanagement or financial resources
to exploit their holdings. In 1989, an estimated 32% of leasehold land was not
cultivated (cropped or under short-term fallow), although half of this was
cultivable (World Bank, 1994a). The result has, therefore, been that in some
areas increasing pressure on the remaining custanary land exists .IlC'-Xt to heavily
underutilized estate lands. land available to smallholder households, especially
in the Southern and Central Regions, is decreasing as high population growth
rates and transfers of land to the estate subsector continue.

Estate leases have precise convenants on such matters as land utilization,
husbandry practices, soil conservation, and tree planting. One concern in lease
ccxrpliance has been enforcing the standard convenant that 10% of the hectarage
should be devoted to forestry. This is one important strand in the priority
policy of tryjng to reverse the deforestation of Malawi. However, the resources
available to Governrrent to police the convenants are limited. Another strand is
to encourage one of the major consurrers of fuel\'XXXl, tobacco estates, to irrprove
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the efficiency with which they COI1SUll"'le the resource.

ASAC atterrpted to address the arove issues through the following
conditionalities: the Governrre!1t to amend the Land Act to ban fm'ther transfers
of custcma.ry land to the estate subsector i the Governlnent to amend Land Act to
enable adjutment of estate la",ld lease rent at intervals of not m,:.:.ce than 3 years i

annourlce aD increased estate land lease rent of at least MK20jhai linplement a
system to collect estate lease rents through tobacco auctions i undertake a study
to est,ablish a basis for differentiating estate land lease rent according to land
quality; introduce differentiated land rents; establish estate extension service
as an autonarous trust l::x::dyi and strengthen inspectorate staff of Department of
Lands to enforce establishment of woodlots by estates.

Government did amend the Land Act, but with exerrption clauses that effectively
minimized any fX)sitive irrpact. The provision that srrallholders can grow and
market burley tobacco has probably done more to slow down the transfer process
than the arnenclrr¥=>-..nt banning transfers. In 1990, the Estate EXtension Service Trust
(EEST) was established, with aDA assistance, as an autonarous trust under the

Tobacco ...Association of Malawi (TAMA). While lease rents were increased from
!V""1lGOjha to l\1K3ojha, they are still thought to be too low to have any noticeable
impact on the estate land use. 11oreover, although under-utilization is probably
influenced by the low cost of establishing estates CL.'1d the annual lease rents,
inadequate access to capital appears to be the main constraint on more extensive
utilization. The provision to collect estate lease rents fran the tobacco auction
has l:een successful in irrproving revenue collection from roth current and past
accounts (World Bank, 1994b).

4.4.2 Market level Policies

4.4.2.1 Parastatal Trading or. Marketincr Boards

4.4.2.1.1 Agricultural Dzvelogrent and Marketing Cbrp;:?ration (ALMARC)

AI:MARC has been responsible for distributing fertilizer and hybrid, composite and
irrproved local varieties of seed to srrallholders 1 managing Malawi 1 s strategic
reserves of maize, and marketing strategic crops based on floor and ceiling
prices .. Agricultural pro::iuce markets were then liberalized, butAIMARC continues
to playa daninant role , especially in the maize market. The parastatal has also
had an effective monopoly over retailing fertiliz~ and 90% of hybrid and
composite seed sales to the smallholder subsector.

Since pricing and marketing policies are being liberalized, the Govemrrent has
refined the role of ALMARC as a buyer and seller of last resort for staple focxi
crops. A Memorandum of Understanding (MJU) was prepared which outlines the
principles for identifYing the social roles undertaken by ALMARC and calculating
the costs of these roles. It specifies the arrangerrents for ADv1ARC' s
reimbursement by Treasury for fulfilling social roles and defines specific
performance targets to ensure that ALMARC is efficient in carrying out its social
functions (World Bank, 1993b). Though the MJU was only signed in December 1993 ,
its irrplerrentation began before then in 1990/91. Nonetheless, this area had been
prolonged and delayed due to difficult and lengthy negotiations. 'Th.D major causes
appear to have caused the delay: the cost to Government of ACMARC's interventions
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on its eehalf i and AI:MARC' s lack of confidence that it would indeed be reirrbursed
in full for the losses it inCUlTed (World Bank, 1994b) .

.ACMARC also irrplemented a divestiture prcgram. The prcgrarn has stayed in course,
USAID assisted ACMARC in the design and irrplementation of the program. At one
time, AIMARC's operations included fcu:ms, sugar estates, tea and macadamia
estates, banks, rice and oil processing, flour milling, fishing, meat processing,
fertilizer processing, tea processing, cloth manufacturing, cotton gin.'1ing,
freight forwarding, and others. Beginning 1986, AIMARC divested itself of ffi3.."1y
of these holdings. The program is continuing with the assistance of USAID (World
Bank, 1994b).

AIMARC atterrpted to implement a ccmnission agent system for markets that are not
financially viable, but despite attractive offers to sell or rent warehouses,
they found little interest arrong private traders, and the program was
discontinued. In 1993, AI:MARC operated 40 depot delivery markets and over 1,000
seasonal markets. While sane AIX"':f'.RC mal.-kets were closed in 1987/88, others were
opened and sare of the closed ones were subsequently re-openedi the reductions
in the nm-kets was about 125.

4.4.2.1.2 Smallholder Farners Fertilizer Revolying Fund of Malawi (SFFRFM)

SFFRFM, established in 1983, has been responsible for procuring fertilizers
required by smallholders, managing the fertilizer buffer stock and facilitating
the distribution of fertilizer provided under carm:::xti.ty aid agreements. SFFRFM
used to operate as a separate unit within AIMARC, but was transfered into a trust
corporation under governrnent control in 1988. SFFRFM fertilizer imports have
increased fran 77,500 tons in 1987/88 to 136,251 tons in 1992/93 (12.5% average :" ...
annual increase) .

Under ASAC, a 5-year projection of fertilizer requirements as well as operational
guidelines for the management of buffer stocks were supposed to be prepared.
Governrrent was to continue reducing subsidies and take actions to facilitate
private sector participation. Preparation of the rolling S-year requirement
projection was CCtTpleted and incorporated into the mc fertilizer support project
along with measures to irnprove the financial arid managerial efficiency of SFFRFM.
Additionally, the Goverrlrrent- established a code of practice for drawing on buffer
stocks, ensuring that buffer stocks would not be reduced below the equivalent of
90, 000 tons. In May 1993, Governrrent finalized and publicly announced its policy
to open up smallholder fertilizer markets to the private sector, i. e., Government
liberalized the irnport and dc:m=stic distribution of fertilizers. Members of the
general public are now allONed to purcha..~e fertilizers fran the SFFRFM on
wholesale for retail.

4.4.2.1.3 Toba.ca:> Cbntrol G:::mni.ssion (TCC)

Tee is a Government Statutory Body appointed in 1938 by the Minister of
Agriculture under the Control of Tobacco Auction Floors Act. Cap. 65.03. TCC is
financed by the tobacco growers through a levy on the auction floors and consists
of 7 rrembers fran the following organizations: 2 frc:m Tobacco Association of
Malawi (TAMA) j 2 frc:m TEAMj 1 frc:m AIlvlARCj and J. frc:m 1"bAI.D. The TCC is
responsible for all aspects of tobacco marketing.. It organizes and supervises
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auction sales for all types of tobacco except oriental; issues licenses to
auction floors, to buyers and to carrnercial graders; sets the rules for
packaging, presentation, and sale of each type of tobacco; collects and
distrib.ltes statistics to producers and buyers; and issues certificates of origin
for export of Malawi tobacco. All tobacco farmers are required to register with
the TCC to receive a ma2-keting quota; to ensure orderly thrOUg0~ut and avoid
congestion. Tee also issues deliveI}' quotas to all ~-owers.

4.4.2.2 OJtput M:-rrketing and Prices

4.4.2.2.1 Output marketing

During the 19808, GoverTlID2nt progressively liberalized its pricing and marketing
policies for smallholder crops. Since 1987, private traders have been allowed
to buy and sell all smallholder crops, except cotton and tobacco. The rrarketing
restrictions for cotton were lifted in 1991 (World Bank, 1993b). At the same
time, the strategy was intended to enable AIMARC to narrow its participation in
these markets and increasingly focus 0:1 price stabilization and the mmage111""J1t
of the..country's strategic grain re.?>erve. In 1990/91, AD'1ARC reported 605
registered traders although private trader registrations do not reflect the total
number of traders since rrany other traders operate without a license. lack of
infrastructure and credit are arrDng the factors t.b.at continue to constrain the
growth of private agricultural trading in Malawi.

In 1994, the Government liberalized the marketing of all tobacco including
oriental tobacco and Western tobacco grown by srrallholders (Northen Division dark
fire-cured, Southern Division fire-cured, and sun/air cured tobaccos). Farmers
ncJ.N have the choice of selling their tobacco directly to auction floors or any
other intermediate buyer, in addition to AIMARC. Previously, AL'MARC was required
to purchase all fire-cured and sun-air cured tobacco offered by smallholders.
AIMARC operates buying stations in the producing regions for purchasing tobacco.
After grading, AIMARC sales the tobacco at the auction floors. AIMARC also buys
burley from· srrallholders who do not hcl.ve access to transportation to the auction.

4.4.2.2.2 OUtput prices

The official policy of the M:::lALD has been "progressive decontrol" of prices.
Olrrently, Government sets floor and ceiling prices for smallholder rraize only,
but all other crops have been descheduled. Prices of rraize will probably continue
to be set for SCXIE time to cane given the crop's vital role in food security.
Maize producer prices are detennined primarily with the objective of stimulating
production as part of Malawi's food security efforts and to equate supply and
derrand.

Before descheduling the other crops, their prices were suPfXJsed to be determ.i.ned
on the basis of export parity principles. This was not the case. For instance,
ncminal protection coefficients show that smallholder prcducer prices for rice,
groundnuts and cotton were further fran their export parity levels in 1991/92
than they were in 1987/88, and that although the situation had irrproved with
respect to tobacco, producer prices were still SCXIE way fran the export parity
levels. Thus, although price reviews had been sent annually to the World Bank,
and ccmrents have provicL"'Ci to the G:wernrrent in response, it is not clear that
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this process had an impact on the economic efficiency of the official pricing
regime or on improving the smallholder incentive frarr:e\\Qrk.

One of the principal actions of lISAC, along with allowing smallholders to grow
burley tobacco, was to ensure that AIMARC's tobacco buying prices were brought
into line with their border equivalents by irrplementing a t\<lO-payment price
system. ASAC conditionality required a first price of not less than 45% of a
rolling 3-year average of auction floor prices to be paid on delivery at ACMARC
rrarkets, with a second payment at the end of the season (ronus payment) of at
least 65~ of ADMARC's net profits from sales of tobacco. In the past, ADMARC
purchased tobacco (not burley, but sun-air cured and dark-fired) from
smallholders at fixed prices which were rarely \TOre thar1 30% of the price AtMARC
received in selling these tobaccos on the auction floor. In addition, the
Government initiated a freer marketing system for burley tobacco, supported by
the USAID funded ASAP.

The establishment and implementation of the two payment system for tobacco
prcxiucers has ensured that a larger proportion of the profits is retm;ned to the
srrallholders . Now that even smallholder marketing of tobacco has been
liberalized, with.AI:.l\1ARC operating in competition with other buyers and direct
sales to auction floor, the issue of AIMARC pricing b?:comes less important.

4.4.2.3 Intervention Buying

Intervention buying is not practiced in Malawi. .AI:.l\1ARC prices are Pan-seasonal
and pan-territorial. Although local market price inforrration is collected by the
MoALD, intervention buying is not practiced.

4.4.2.4 Food SUbsidies to Consurrers

Food subsidies to consumers have been phased out. Previously, the subsidies were
effected through .AI:.l\1ARC, but now .AI:.l\1ARC sets prices in such a way that it just
breaks-even. HOIrlever, it may be argued that ACMARC indirectly subsidizes the
consumers in the sense that its consumer prices art:! lower than the local market
prices.

4.4 .2.5 Restrictions on e:t:mn:rlity M::Jverlent and Trade

Only maize is restricted, Le., cannot be ex.POrted by private sector, because of
its strategic importance. Until recently (1994), ex.POrt bans had been placed on
groundnuts, beans and pulses on adhoc basis, but the restrictions on these crops
have llCM been rerroved.

4.4.2.6 Quality Standanls and Control

Malawi Bureau of Standards· (MBS) is the main organization responsible for
checking and controlling quality standards of traded cOlllcdities. The Bureau, a
statutory body forrred in 1972, is erepowered to prarote standardization in
industry and carmerce, thereby praroting quality of goods for the local and
export market. Am:::>ng other things, the Bureau provides export related services
which include export-quality control, pre-shiprent inspection and issuing of I
certificates of ccrrpliance with standards/requirements abroad. . I

I
-,
I
j
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4.4.2.7 Excise Taxes

Excise taxes are charged on iTrpOrted farm implements and chemicals such as those
for spraying cotton. Taxes are not levied on iTrpOrted feltilizers.

A cess is collecte~1 for certain e:x:p:lrted agricultural comrcdities such as
tobacco, hides al1d SkLIS, and tung.

4.4.2.8 Strategic Reserves and Food Security

With one of its primary objective being to enhance fced. security, ASA.C included
a component to strengthen Government capacity to TIDnitor the impact of the
adjustment program on the vulnerable and resource-poor group. In addition, the
Governrr~nt committed itself to: (a) ensure that at least 50% of fertilizers
supplied by SFFR..Bv1 w::Juld be packaged in bags of not TIDre than 25kg; (b) setting
fertilizer prices to provide a higher rate of subsidy on high rather than low
analysis fertilizers; (c) locating the S1ffillholder burley prcx:luction schemes in
areas wher~ at least 75% of landholdings are less than 1.0 ha; and (d) initiating
implement-ation of the UNDP- funded project to test various 'ways to targeting
agricultural credit and fertilizer subsidies to the fced. defiecient households.
Finally, to enhance fcod security at natiorn.l level, the Government agreed to
implement a plan to irrprove operational guidelines for the management of the
Strategic Grain Reserve (SGR). 'The SGR can hold up to 180, 000 tons of grains and
is rranaged by AD.\'lM.C.

Fertilizer subsidy reduction policies al1d targeting burley prcx:luct:ion quotas have
been irrplemented a.."1d have been addressed atove. SFFRFM, in an atterrpt to meet the
requiretnents of the poorest S1ffillholders in procuring fertilizer, initiated a
pilot sch~me for distributing fertilizers pacakaged in bags of up to 25kg.
Several options were tried, including bags of 10, 15 and 25kg. Demand for 25kg
bags was indeed high and distribution was reported to l:e successful. Demand for
smaller bags was negligible, and cost of unbagging and rebagging proved
prohibitive. Thus, SFFRFM discontinued the distribution of 10 and 15kg bags. As
noted earlier, SFFRFM operates a buffer stock scheme (90,000 tons). CUrrently,
debate is going on the composition and size of the scheme in the light of the
liberalization of the fertilizer market.

The UNDP-funded targeting project was initiated in November 1990, but was
discontinued in January 1993 since it could not deliver its designed outputs
because of a number of obstacles encountered during implementation.

The SGR has proved its usefulness even before ASA.Ci in 1987/88, it provided large
infusions of food at a very critical point and helPed meet dcmestic needs when
food supplies were reduced by localized drought and the cassava mealy bag.
Although there was a wide gap between AI:MARC consumer prices and open market
prices, the situation would have been far worse without the maize fran the SGR.
In the drought of 1992, the SGR stocks also proved critical to the nation's food
security. Of the total of about 300,000 tons of cc::rnrercial maize supplied to the
market by AI:MARC, one-third carne fran SGR stocks. However, better information
atout the structure of roth supply and demand, and pragmatic research on the
lessons of the drought will pe:rmi.t improveTreIlts in the m:x:lels developed to help
guide decision-making on the size and management of the SGR. 'Thus, while the
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SGR has helped reduce the adverse effects of pericxlic shortages on food. security,
there appears to be rcom for further improvement in the r.anagerrP-Dt (vJorld Bank,
1994b) . The Government intends to restock the SGR to the full 180, 000 to:1 level
during 1993/94 and 1994/95 (IBRD, 1994).

A."l.."1e.x II surrrnarizes the food. and agricultural sector policy reforms and the
action taken.
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5 _0 OTHER EDLICIES

5.1 Public sector InvestIrent Prcgram (PSIP)

The PSIP ia a 3-year rolling plan developed by various line ministries and
ccx::>rdif1.ated by the FJinistry of Economic Planning and Developnent. The PSIP is
intended to serve as a screening mechanism to ensure that the profX)sed invest:ment
projects are in harrrony with agreed gove:rnrnent priorities and that scheduling of
investments is consistent with the overall expenditure ceilings and the
absorptive capacity of the individual sectors. Ministries are furnished with
inforrration on financial ceilings at the l:::egiTh-ung of the budget process to
assist with planning of the investment projects.

Table 5 gives r1alawi's ten-year development budget for 1985/86 - 1994/94 and
projections for 1995/96 - 1997/98. Transport and communication, agriculture,
education and health ~~re the main investment sectors in 1993/94. Generally,
shares of investment in education and health have been showing a p:)sitive trend
whereas that in transport a'1:::l. commmication appears to be showing a negative
trend. Srares in agriculture, education, and health are projected to increase
during the 1995/96 - 1997/98 period, whereas the share in transport and
corrmunication is projected to continue declining.

5.2 I.al:or Policies

5.2.1 Ethnic Quotas

Malawi does not have IXllicies that discriminate labor on the basis of ethnic
group, region or gender. Malawi is a member of the Geneva Labour Convention and
signed a total of 23 covenants, one of which prohibits discrimination of labor
based on ethnic group, region or gender.

5.2.2 Number and TypeS of OCCUpation/Activities Restricted
to Nationals and Permitted to Foreigners

The Gove:rnrnent ~uld nonnally prefer to restrict jobs at the middle management
level and below to tv1alawians. SUch jobs. ~u-ld include, for instance, retail
managers, electric teGhnicians, rrechanics and other tradesmen. Foreigners ~d
norrrally be pennitted to take up top management IXlsitions requiring higher skills
scarce in Malawi, such as General Manager, Managing Director and Financial
Controller. Afterall, firm owners in trOst cases prefer to have their own
representatives occupying such top IXlsts and appointments for the IXlsitions are
normally made directly by the firms without the Government having much say. The
situation is nevertheless fluid in that there are some foreigners, particularly
in private firms, ~rking at the middle management level or below, and there are
Malawians ~rking at the top managerrent level as General Managers, Managing
Directors or Financial Controllers.
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Table~ 5: Ten year actual development budget for 1985/86 94/95 and projections for 1995/96 97/98

'. ._.___85~_ 86ii7 94~95 95/96 96197 97/9887/88 lIS/Jl9 89/90 90191 91/92 92/93 93/9~-,----
UEVELOPMENT BVOCET (Mil.. MK) 160.22 189.78 207.40 342.07 295.29 311.62 314.82 467.71 51134 700.10 750,45 839.11 943.23
GDP (BILLION MK) 1.95 2.19 2.76 3.55 4.53 5.07 5.97 6.1d 6.18 11.20 12.51 13.99 '15.72
DE\'. BUDGET GROWTH RATIO(%) 1S.78 18,45 9.28 64.93 ·13.68 5.53 1.03 48.56 933 36.91 7.19 11.81 12.41
aDP SHARB (%) 8.22 8.66 7.52 9.63 6.52 6.15 5.27 7.66 8.28 6.25 ' 6.00 6.1.;-0 6.00

. SECTO~ ALLOCATION (m11l1od MK)

iAgricuItmo 25.88 50.44 57.17 72.09 5532 62.22 78.92 91.55 l!5.51 177.44 190.20 212.67 239.06

Bdacstion 20.65 18.71 14.59 31.21 25.81 40.22 58.65 7J.83 l!0.64 127.42 150.24 184.77 226.56
lIeallh 2.75 5.66 8.93 22.79 21.37 25.86 35.92 39.26 75.69 111.86 119.91 134,07 150.71
ColTl1T1U11ilY Dcvclopmml 0.13 0.13 1.90 1.80 0.80, 435 4.04 7.15 18.69 21.04 22.5G 25.22 28.35
\ValeT &:. Swil3tion 5.78 6.07 22.59 22.11 23.26 15.63 36.36 64.07 44.67 44.58 47.79 53.-14 60.07
TolJll Soda1 Su:IQr '. 29.31 30.57 ~s.ol 77.91 7l.24 86.06 134,97 134.31 219.69 304.90 :HO.SO 397.50 465.69

Tt2nsport .t; ComD11lnicaIiOTIS
:

65.10 71.99 69~9 IG3.81 136.80 121.86 49.58 134.59 113.10 ' 127.65 136.83 153.00 171.98

OOla' 39.93 36.78 32.83 28.26 31.93 41,48 51.35 57.26 93.04 90.11 82.92 75.94 66.50

TOTAL 160.21 189.78 207.40 3~2.07 295.29 311.62 314082 ~67.71 511.34 700.10 750.45 839.11 943.13
SECTORAL SUARE (%)

fAgricuIbIrO 16.15 26.58 27.57 21.07 18.73 '19.97 25.07 1)1.57 16.72 25.34 25.34 253-4 25.34

Education 12.89 9.86 7.03 9.12 8.74 12.91 18.63 1S.79 15.71 18.20 2o.oi 22.02 24.02

Health 1.72 2.98 431 6.66 7.24 830 11.41 8.39 14.80 15.98 1.5.98 15.98 15.98

CornmurDly DcvcloplTlCl1l 0.08 0.07 0.92 0.53 0.27 1,40 1.28 1.53 3.66 3.01 3.01 3.01 3.01
Water et. SUTitation 3.61 3.20 10.89 6.46 7.88 5.02 11.55 13.70 8.74 6.37 6.37 6.37 6.37
T.lJll Sods! Sedor 11.30 16.1l .23.15 .22.77 2-C.13 17.63 42.87 39.41 ,(2.97 ./3.56 ,(5.33 H.3~ -'19.38

Irtanlp<7rt a: Cormmmicatiolil 40.63 37.93 33.46 41.90 46.33 39.11 15.75 28.18 22.12 18.23 18.23 18.23 18.23

OOlef 24.92 19.38 15.82 8.26 10.81 J3JJ 1631 12.24 18.20 12.87 Jl.OS 9.0S 7.05
'.

TOTAL 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00

Source: Ministry of Economic Planning and Development

'.~\

~
o
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5.2.3 Tine Required to bbtain Busmess Visas/Vbrk Permits.

According to the Ministry of labour, it norrna.lly takes 4-6 nDnths to process a
busmess visa or \\.Drk permit. It is reccmnended that an application is made at
least three rronths before expiry of the present permit or .tefore the applicant
enters IValawi. Applicants sulxrit tb.eir applications to the Irrmigration Department
which are then forwarded to the Ministry of labor for further processing. Delays
are normally experie..Tlced when all relevant documents are not initially sul:mitted.
Request to firms for sul:mission of additional information made by Ministry of
Labor are routed through the Irrmigration Department.

5 .2.4 Restrictiolls on M:Jverrent of J..al:x)r witbin CoLmtries and across Borders

With the advent of multiparty derrocracy m May 1994, people are free to seek
errployment both withlil and outside the country. This was not the case un,der
single party rule when, in 1989, Governrrent officers were instructed not to
assist anyl::ody trying to seek employment outside the country. Additionally,
security-clearance was required for one to nove into and outside the country, but
this was abolished by the General Amnesty Act.

5.2.5 Wage Policies

The Ministry of labour is a Secreteriate to the Wages Advisory Board and six Wage
Advisory Councils. The Eoard, inter alia, fixes new wages which are based on the
inflation rate. In 1989, the minimum wage was raised by over 100%' based on a
"basket of camodities" for a family of five, using the cost price index of the
cornrodities. The same metho::l has been used ever since. A law was passed in 1992,
as part of World Bank/TIvlF conditionality for a loan, to review wages every 24
nonths or when the inflation rate has reached 20%, whichever comes earlier.

With effect fran 6 July 1994, Malawi introduced a two-tier minimum wage system,
again a/World Bank/IMP conditionality, whereby areas are divided into two broad
classifications with different minimum wage rates: (1) Cities (including one
Municipality) - MK3. 55/daYi and (2) Other Areas (including gazetted townships and
rural areas) - MK3. OO/day. Malawi was using a three-tier system before the change
in July 1994.

Ministry of Labor is also required to provide protection to tenants as a
conditionality for a loan, and was required to release a "Policy Statement on
Social Protection of Tenants" by 30th september, 1994. The Statement was released
on 29th september, 1994. The Ministry is now working on the necessary Law in
conjunction with the Ministry of Justice which should be debated in parliament
in March 1995, as another World Bank/IMF conditionality.

The MLTlistry was also required to liberalize the labor market, as another
condition for the World Bank/IMF loan, and thus published a "Policy Statement on
Trade Unions and Collective Bargaining on 31st August 1993. Employees are free
join Unions of their choice, and through the Unions, errployers and errployees can
negotiate wage levels.

,',
~

.', .'
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5.3 Price Controls

Most commodities b~ve their prices decontrolled. There are only three product
groups rerraining on the L.st of legally price-controlled goods. These comn::xlities
are to be ne::essities. TIle product groups are:

(a) fuel (petrol, diesel and paraffin) ;

(b) fertilizers; and

(c) rrotor vehicle spare parts.

5.4 Frontier Level Policies

According to the Ministry of Ccmnerce, Trade and Tourism, there are no irrport
quotas in Malawi I and there has never been a system of irrport quotas in the
country. The rrajor non-tariff barrier has been the irrporr and export licensing,
which are gradually being rerroved over the years.
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6.0 MAffiOECIN:J.'v[IC AND SECIORAL FOLICIES, 1993/94 -1995/96 3

6.1 M2dium-Term Strategy and Objectives

Malawi's economy remaiIl..s fragile, n:rrrowly based and lacking key social services
and infrastructure. After nure than a decade of stabilization and adjustment
programs, the structure of the Malawi econcrny is still dominated by the
production and e:xr:ort of a limited number of agricultural crops and the
associated processing a"1d distribution of these crops. Despite the substantial
prcgress in deregulating the economy and creating a IrOre conducive climate for
the private sector, the developnent of the private sector and the supply response
have rerna.ined below expectations, constrained iII part by the llDnopolistic
structures in production and distribution. Furtherrrore, the economy continues to
be adversely affected by recurrent droughts and transport bottlenecks that
seriously reduce its cCXTlfl2titiveness.

Given these structural problems, the adjust~!t strategy is to place greater
emphasis on policies and structural refoDns that lNOuld prCITOte a greater supply
response; accelerate economic diversification, raise a'lerage productivity across
all sectors, enhance domestic cCXTlfl2tition, and improve external cc.:lr.'petitiveness.
Agriculture will continue to be a major source of growth and providing employment
and subsistence for some 80% of the total population and the main source of raw
materials for the Tl1i3Ilufacturing sector. The major challenge in this sector will
be to improve productivity in the estate and smallholder subsectors, while
vigorously prCITOting diversification out of tobacco and maize production (IBRD,
1994) .

Growth in the Tl1i3Ilufacturing sector is expected to be generated by the
liberalization of the exchange system, the rationalization of the external
tariff, and the gro.vth of output in the agricultural sector. Additionally,
diversification of manufacturing output and increasing exports of manufactured
goods will also depend on the reduction in transport costs and a substantial
broadening of the ownership base. The continued development of hUl'nan resources
and improvements in the social and physical infrastructure will also constitute
critical elements of the developner1t strategy (IBRD, 1994).

Against this background, the overall macroeconomic objectives for 1993/94 
1995/96 are (IBRD, 1994):

1. a real gro.vth rate rising to 4.5% by 1995/96 i

2. a deceleration in the rate of inflation to 5% by the end of the
program pericx:li

3. a further reduction in danestic and external imbalances with a view
to attain a sustainable balance of paym=nts position by the end of
the program period; and

3. This Chapter is largely drawn from IBRD (1994).

,.,
,
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4. to ensure economic security for the vulnerable social groups, and
poverty alleviation.

The attainment of the growth objectives will necessitate an increase in the rate
of investment, particularly of the investment from the private sector, and
substantial ~nprovement in the quality of investment. It is projected tr~t the
investment/GOP ratio would rise from 13% in 1993 to 18% in 1996. A significan~

proportion of public investment will continue to re finaIlced by external
assistance. However, over the medium term, domestic savings are expected to
finance an increasing share of the total investment. The d<:xrestic savings/GDP
ratio is projected to rise from 2% in 1992 to 13% in 1996 (Table 3) .

Exports are expected to be favorably affected by continued implementation of
trade liberalization, particularly the envisaged elimination of exp:>rt licensing,
which is expected to spur the growth of nontraditional exports. Export unit
values aye projected to increase at an average 4% per year in SDR terms; the
volume of exp:>rts is projected to increase at an average annual rate of 4.9% over
1994 - 96; and the volume of itnp::)rts is projected to increase in line with the
increase-in real GOP. The external current account deficit (excluding grants) is
expected to decline gradually from 11.4% of GOP in 1994 to 8.4% in 1996. The debt
ratio is projected to stabilize at an average of al::xJut 23% of exports of gc::x::rls
and nonfactor services over the medium term. The program aims at increasing
external reserves fro.-n the equivalent of 1. 2 rronths of itnp::)rts at the end of 1993
to three rronths by end-1996 (Table 3) .

6.2 The Macroecananic and Sectorcl1 Policies

6.2.1 Macroeconanic Policies

6.2.1.1 Fiscal Policy

Fiscal policy will continue to play a critical role in re-establishing and
sustaining macroeconomic balance and increasing domestic savings. Underlying
strategy will errphasize fiscal discipline and the consolidation and extension of
structural policy reforms. Thus, overall government budget deficit (before
grants) is targeted to decline from estirrated 7.9% of GDP in 1993/94 to 3.2% in
1995/96; after grants, the deficit is projected to re reduced substantially by
1995/96.

Gove:rnment plans to consolidate and extend the tax reforms implemented since the
1980s aimed at reducing tax distortions in pro::iuction, trade and invest.rrent, and
carplete rationalization of the external tariff. For tho:: surtax, the objective
is to nove to a uniform rate for gcx::lds and services I building upon the progress
made during 1991/92 - 1993/94. The next review of excise duties and surtaxes will
focus on further harrronization and sinplification, consistent with p:rc:grarmed
reduction in external tariff rates I expected to be accarplished in stages during
1994-96. The Tax Policy Unit will be strengthened, training programs will be
continued in the Incare Tax as well as Olstcms and Excise DeparttreI1ts in the
areas of auditing and collection, managerrent and tax analysis. The managerrent
infonnation system will be irrproved and tax arrears reduced. A broad review of
the tax system will be carried out during 1994, and an action plan to irrprove tax
effort will be develOPed. and irrplerrented soon thereafter. With these policies,



45

ratio of revenue to GDP is expected to rise from atout 16.5% (excluding grants)
in 1993/94 to an average of about 18.5% during 1994/95 - 95/96.

Current expenditure is ta.vgeted to decline from 19% of GDP in 1993/94 to an
average of 17% in 1992/93 -93/94. Particular attention will be paid to growth of
civil service wages and salaries to ensure that fw:ther ir:.c:cea.ses are sustainable
and consistent with revenue growth and overall rrecroecono:nic stability. The ratio
of \vages to GOP is projected to decline from arout 5.6% in 1993/94 to about 5.2%
in 1995/96. With the canpletion of the Malawi Railways, its reliance on budget
subsidies is also e.'<;P8cted to be phased out over the same period. Priority
expenditures on education, health, v,>ater, sanitation, and road ma.L."1tenance are
expected to increase relatively faster than total current expenditure. These
policies will allow development expenditure to be increased from 6.2% of GOP in
1994/95 to 6.5% in 1995/96, in line with the Govel:T'.ment' s irrplernoJltation
capacity.

The Public Sector Investment Program (PSIP) will continue to be carried out
within the context of a three-year rolling plan which will incorporate parastatal
investments. Sectoral priorities and annual investment expenditures in the public
sector and their current cost irrplications will be reviewed annually. The PSIP
will give priority to projects and programs that will ew.ance the diversification
of the Malawian economy. Distribution of investment e:xp"'Jlditure will therefore
continue to give high priority to rural developrnent (at least 20%), education (at
least 23%), and health (at least 18%).

6.2.1.2 External sector Policy

External sector policy will continue to focus on the rraintenance of external
carpetitiveness and the attainment of rredium-term balance of payments viability.
A rrar'ket-based exchange system was adopted. The exchange rate for the Malawi
Kwacha is determined on the basis of supply and demand for foreign currency.
Authorized exchange dealers and market participants are free to buy .and sell
foreign currency at freely determined exchange rates. To broaden the market and
encourage carpetition, the Reserve Bank holds a weekly wholesale fixing session
at which offers to buy and sell foreign exchange are rratched to an-ive at a
market clearing rate. Foreign exchange bureaux and brokers are allowed to take
part in specified foreign currency transactions. Orders and payments are no
longer subject to prior approval of the Reserve Bank, except for temporary
specified list of services.

Requirements for residents to surrender foreign exchange to authorized dealers
was abolished, except for tobacco, tea and sugar exporters, who have to surrender
10% of their export eanrings to the Reserve Bank. at the m::::ment. Limits on the
arrount of foreign exchange which could be purchased for foreign travel (holiday,
medical, business) were raised and administered flexibly. The authorities intend
to refine the new exchange system as it evalves and as the financial system
becanes nore carpetitive. The final objective is to rrove gradually to a free
interbank market in foreign exchange by end-1996. These reforms are expected to
contribute greatly to increased confidence and to a nore efficient and
depoliticized exchange rate policy.
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The Ministry of Ccmmerce, Industry and Tourism has reviewed the list gcxxls for
which import and licenses are required. With effect from 1st April, 1994, the
list of comrcdities subje2t to export licensing is to re reduced. by ten items
including groundnuts. Consideration is reing given to a parallel reduction in the
number of items subject to import licensing. Further reductions in the number of
comrodities subject to export and import licensing will be made during the
program pericxi. As a measure to attract foreign investtn2."1t, current p:>licies
allowing the repatriation of dividends and profits will re continued during the
program pericxi.

The program of tariff sirrplification and rationalization will re continued and
is expected to l::e completed by IT 1995/96. The tax reform is intended to bolster
and carplement other p:>licies in the external sector by reducing the level and
dispersion of domestic protection and prcxroting exports and efficient import
substitut.ion. The next stage of the reform will involve the reduct.ion in tariff
rates fran 11% to 5%, the gradual reduction in the maximum import tariff rate,
fran 45% to 40% in 1994/95, and to no rrore than 35% in 1995/96, and the revision
of the remaining tariff rates such that an average statutory tariff rate of 15%
is achieyed by 1995/96. A review of customs duty exemptions supp:>sed to l::e
undertaken by end-June ·1994, with the view of limiting such exemptions to the
absolute minimum. Thus, the exemptions granted. under the p:>licy of industrial
rebates was supposed to l::e phased out by end of IT 1993/94. The Government
intends to set up the necessary technical \IOrking parties, which will elaborate
the rrodalities and the timetable for measures to prcxrote the objectives of the
Cross Border Initiative for countries in East and Southern Africa.

6.2.~.3 MOnetary Policy

Monetary policy will continue to l::e aimed at achieving and sustaining a low rate
of inflation consistent with the overall growth of balance of payments
objectives. In recent years, the rronetary authorities have taken a series of
rreasures to rrove fran a direct to an indirect system of rronetary control. These
measures included the rerroval of controls on interest rates, new legislation
facilitating the developrent of rroney and capital markets, the intrc:duction of
rediscount and repurchase facilities at the Reserve Bank of Malawi, and the
abolition of credit ceilings.

In the short-term, rronetary policy will play a critical role in reducing
inflationary expectations and restoring a viable balance of payments position.
The Reserve Bank will thus continue to pursue a restrictive rronetary stance
through tight control of the liquidity position of CClltT"C¥:rcial banks, the
maintenance of a positive real interest structure, and the great~r use of market
based intervention policies.

In the rredium and long-term, the objective will be maintain a flexible rronetary
policy in close coordination with fiscal and exchange rate policies, accarpanied
by appropriate refonns in the financial sector designed to foster financial depth
and increased ccnpetition. The Reserve Bank will be restructured to enable it to
improve its efficiency in rranaging the change. Continued liberalization of the
darestic financial system and the exchange system will call for substantial
improvements in the Reserve Bank's supervision capabilities, adaptations and
improvements in the payments and clearing systems, and innovative rranagement and
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leadership in prcrroting the growth of dO:n2sLic and capital 11'al"kets"

6.2.2 Sectoral Policies

6.2.2.1 Agriculture

Agriculture will remain the mainstay of econcmic growth in Malawi" The sector has
substantial lliltapPed potential for gr01tlth that can re rrobilized through the
eEmination of the remaining formal and informal barriers to entry" Therefore,
the Government is ccmnitted to accelerating structural refo:::ms in order to rerrove
the rernaining constraints to production and rrarketing of agricultural
ccmrodities, increase domestic ca~tition, and al:::olish the rronopoly power of
public erlterprises by praroting private sector activity. Such a strategy will
help achieve the goals of higher output of traditional crops and agricultural
diversification into non-traditional ones.

In the smalTholder subsector, the primary objectives are to enhance food
security, raise incernes, and e..xpand the proportion of corrmercial smallholders.
Special_emphasis will be given to irrproving the situation of food deficit and
female-headed households. Increases in food production will be achieved through
higher crop yields, attained through increased fertilizer use and adoption of
high-yielding crop varieties, with emphasis on newly developed maize varieties.
T'ne Government is corrrnitted to expanding srna.llholder access to burley production;
by 1994/95, at least 25 million kgs of burley tobacco will be allocated to
smallholders, with a significant proportion of the quota allocated to
smallholders in high population density areas. C-overnrnent intends to put in place
adequate infrastructure to facilitate efficient marketing and to ensure
continued high quality of smallholder tobacco.

Gove:rr.rrent has deregulated all srna.llholder crops, except maize, such that prices
and marketing arrangements are determined principally by rrarket forces. The
improved price incentive system for nontraditional smallhol¢ier crops will
facilitate diversification away f~-om maize and tobacco. Government has also
liberalized the rrarketing of all varieties of tobacco.

As regards input pricing, the Governrrent is ccxrrn.i.tted to the general principle
of full cost recovery for smallholder inputs to prcrrote efficient allocation.
As noted elsewhere, Government is planning to phase out fertilizer subsidies by
1995/96. To prorrote fertilizer use by poor smallholders, the authorities plan to
enhance the targeted input program over the program period.

Private sector participation in smallholder agricultural marketing and input
distribution will be praroted. In 1992, Government lifted restrictions on private
sector marketing of smallholder burley and seed cotton. All darestic marketing
restrictions on other smallholder crops, including groundnuts and pulses, were
re.-roved this year (1994). The fertilizer reform program to liberalize fertilizer
irrportation and distribution started in 1993/94, and SACA has been incorporated
into the MRFC.

In the estate subsector, Government's strategy is to enhance productivity and to
improve efficiency in resource use, with errphasis on expansion and
diversification of agricultural and agro-industrial exports. These objectives
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will be achieved through rerroving policy and institutional constraints to
diversification, furc:.her strengthening of the estate extension services,
increasing access to seasonal and medium-term credit, and implementing an
appropriate land utilization policy. The authorities intend to: (i) establish a
cost-effective rronitoring systp.m for agricultural land use as a basis for
e.'1.forcing land COVeTIa..'1.ts in 1994; (ii) liberalize fuelv.'OOd marketing and prices
in 1994: (iii) intrcduce opportunity-cost based land rents system; and (vi)
increase land rents to a level consistent with Goverrunent objective of
mai.ntaining land rents at least equal, in real terms, to those rates prevailing
in 1985. By 1995, Government will lift existing restrictions on agricultural
exports and will allow access to Malawia11.S of all ethnic background to engage :L.
prcduction and trade of nontraditional export crops. Starting 1994, Government
will liberalize sugar marketing, and rerrove restrictive wholesale licensing.

6.2 .2.2 Indust:ry, Finance, and Energy

Government's developrrent strategy for the industrial sector will emphasize the
rerroval of constraints on private sector activity and the maintenance of a
market-d~tennined pricing system. Government will consolidate the investment
enhancing measured introduced with the Investment Prorrotion Act and will ensure
that cumberscme administrative steps, such as obtaining land leases and approval
of duty drawback, are rapidly eliminated. Industrial supply response will be
accelerated by reducing high level of ownership concentration in trade,
distribution, manufacturing and finance sect.ors; enhancing domestic canpetition;
and addressing the issue of restrictions on business activity by ethnic
minorities.

In the rredium-term, Government's strategy is to broaden the overall ownership
base in the industrial sector through attracting rrore dcmestic and international
investment. Reorientation of the existing large conglomerate and new entrants
toward export production will be encouraged through further streamlining of
export incentives, such as export duty drawback, export credit guarantee scherres,
and inl:::ond manufacturing. Government plans to establish one or several Unit
Trusts to facilitate broad-based participation of Malawians.

The Gove:rnrrent intends to improve. the investment and operating environment for
small businesses, whi,ch are expected to play a significant role in the future
growth of employment "and incare as well as in rural and urban poverty
alleviation. Governrrent will also continue to establish and expand, as needed,
business areas in traditional housing areas and in high density rrodern
residential developrrents. In 1994/95, Government intends to implement an action
plan to ensure that the rrost support institutions serving srnall- and medium-scale
sector (e.g., .sEI:XXv1, INDEFUND DEMA'IT) will achieve cost recovery, while those
that cannot attain carmercial viability and provide poor services are phased out.

A number of policy reforms to deepen financial markets and improve the efficiency
of financial inte:rnedi.ation and resource rrobi1ization have been initiated. In
1994, the Governrrent intended to identify ways of broadening the or.tm.ership
structure of the ccmnercia1 banking sector and accelerating divestiture of public
sector equity in the carmercial banks. In 1994/95, the Governrrent will continue
with the restructuring of the Malawi Savings Bank (MSB), forrrerly called the Post
Office savings Bank (FOSB), including (i) the gradual revision of the tax-exempt



status for the ~SB deposit interest ~~d (ii) the expansion in the authorized
investment of its funds in a wider range of financial instruments.

Government recognizes the necessity of encouraging the most effecient use of
p:::>wer and petroleum products. The Electricity SUpply Corrmission of Malawi (EScaVI)
will commence the phased implerrentation of the Kapichira Hydroelectric Scheme,
which will provide additional power to meet the growing demand and raise living
standards by expanding current low level (3%) household access to electricity
through extending the network to peri-urban and rural areas. Government will also
ensure that domestic prices of petroleum prcx::lucts reflects a full and timely
pass-through of import and domestic distribution costs and taxes. It will
continue to follow the policy of adjusting electricity tariffs in a timely manner
on the basis of long-run rra:rginal costs of production.

6 .2 .2 .3 InfI.-astructure

Government is corrmitted to en...'1.ancing the allocation of freight traffic to more
economical routes. Government also intends to impleITPJlt policies that will
enhance ~ffective c01<petition in the transport sector arrong Malawian-ov.'I1ed and
foreign-owned operators. Thus, in 1994/95, Government will change legislation in
such a way that roth operator groups will be treated equally with regard to
imports of equipment and payment of tariffs in foreign exchange. To prorrote
efficient resource allocation, Gove:rnmen.t intends to deregulate trucking and
passenger fares, liberalize sector entry, and lift restrictions on direct imports
of trucks, equipment and SPare Parts, roth new and second hand. Price control on
spare parts will also be rerroved.

The restructuring or privatization of unprofitable transPOrt Parastatals is a key
strategy for transport sector. Gove:rnmen.t intends to implement restructuring
plans for !"Ialawi Railways and Lake services, which will e..."1Sure camercial
viability of rail freight traffic. Gove:rnmen.t will also ensure that Air Malawi
investment program remains consistent with the airline's debt service cpapcity
a-~d its financial viability.

Gove:rnment will place particular emphasis on water resource management and road
naintenance, and rehabilitation to preserve the current stock of road
infrastructure. Urban water supply will be expanded where financially viable. In
rural areas, the rehabilitation of boreholes and gravity-fed water supplies will
be errphasized as a safeguard to reduce the ircpact of supply shocks fran future
droughts. Of particular importance is the development of pilot projects for
snallscale irrigation. Government will amend Water Resources Act with a view to
inproving water resources management and efficiency in the use of this valuable
resource, and mitigating the adverse environrrental irrpact of waste waters.

6.2.2.4 Public EnteIpri.se Sector

'The Government has inplemented a carprehensive restructuring of the payastatal
sector since 1987, carprising rem:ganization, divestiture, cost reduction, and
regularization of financial flows, which have led to strong financial
perfonnance, irrproved operating efficiency, and reduced budgetary transfers.
Follow-up steps t6 the divestiture program of ACMARC include the transfers of
subsidiaries into a unit trust for which funding needs to be secured. The



Government will ensure that AI1V1ARC's net use of seasonal corrmercial b:mk
overdraft in any year will :be zero by end-year.

Malawi Railways (MR) is committed to restructuring its operations to achieve
commercial viability through (i) the discontL~uationof lLnprofitable rouces and
services, (ii) the limitation of investment ot targeted replaceffi2nt of obsolete
assets, (iii) the rationalization of tariff levels, (iv) the reduction in
administrative costs, and (v) restructuring of Lake Services, an unprofitable
division of MR. Irrplementation of the corrprehensive restructuring plans for roth
services will commence in 1994.

As regards the rest of the parastatal sector, the Government will (i) further
strengthen the regulatory framework for parastatal management by expa'1ding the
institutional capacities of the Department of Statutory Bc:dies (DSB) , (ii) draft
an action plan, by end of 1994/95, for privatization of selected ca~rcial

parastatals, and (iii) review the scope of transferring purely develcpner1tal
parastatals fran DSB to Parent ministries.

6 .2.2 . 5 _ Lal:xJr Market

Government is carmitted to irrplementing the recorrmendations of the 1993 Lal:xJr
Market Review with a view to stabilizing the laJ:::or market conditions and
facilitating investment response in laJ:::or-intensive activities. The lTDst
important ccmponents of the action plan are: (i) with the 1994/95 budget,
reduction of the minimum wage structure to two levels (a rural minirrn.nn \'age and
an urban minirrn.nn wage), which has already been irrplemented; (ii) St.1p;'Ort of
developments in collective errployer-errployee v·age bargaiI1.ing as a step to give
autonOllTy to decentralized laJ:::or negotiations; and (iii) support of economic
activities and policies to increase the productivity of labor, especially
policies that enhance economic activity in the infornal and rural sectors.

6.2.2.6 Civil service

Government is carmitted to achieving increased efficiency and effectiv~"1ess in
the civil service, and will place errphasis on the core personnel, budgetary and
financial T1'lCL.J.agement functions so as to reduce the share of wages and salaries
in total current expenditures. A five-year Institutional Developement/Civil
service Refonn project will be effective in 1994/95 to improve pesonnel
management and control, accountability and transparency, budgeting and financial
management, and enhancement of nanagerial skills , especially through the training
and consulting activities of the established Malawi Institute of Management.

6.3 Human Resource Develcprent

Gov~i"nrrentwill continue to irrplerrent a carprehensive prc:gram to strengthen hurren
resource developrent in conjuction with its stabilization and structural
adjustment policies. sane social indicators remain unfavorable, particularly with
regard to nutrition, school enrollment, literacy and infant and rraternal
rrortality levels. Governrrent will also rraintain and expand existing initiatives
to support social developernnt, with particular errphasis on the rrost vulnerable
and disadvantaged groups.
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6.3.1 Education

The education sector is confronting a real dilelTIlB. in expanding enrollment beyond
the population growth rate, e..rlhancing the quality of education, and establishing
effective informal education progr~~~ for out-of-school youth and illiterate
adults. C-oveDl.me..l1t' s strategy is aiming at irrproved efficiency in education
m:magerrP-llt and a-pansion, and quality enhancement of prirr.:rry education. Special
attention will be paid to increased access and retention rates for girls.
GoveIT1IIlent will continue to increase budgetary alloaction for education fran 15%
in 1993/94 to 18% in 1994/95 and 20% in 1995/96 in line with the implementation
capacity of the ministry. Govern'T'!2Tlt is comnitted to increasing the share of
primary education in the total sp"'.J1ding for education from 35% in 1993/94 to 40%
in 1994/95 and 45% in 1995/96.

6.3.2 Health

The health status of Malawi's population continues to be low, as evidenced by
wide spread pattern of rrorbidityand chronic rralnutrition. The rural population
is poorl¥ covered by health facilities, health workers, and health inforrration.
Govel."11ITleJ.'1.t will pursue an appropriate manpower initiative that prioritizes women
in various aspects of health care and fa-nily planning. In particular, Governrrent
will focus on the serious health problems caused by AIDS, rralaria, respiratory
infections, and diarrhea and will prorrote related health education activities.
Gove:rn.rrent will increase the proportion of the total revenue budget allocated to
the Ministry of Health (MJH) from 8.6% in 1993/94 to 9.1% in 1994/95; and
increase relative funding for peripheral health services by at least 2% p=>....I year
in 1994/95 - 1995/96.

6.3.3 Papulation

Malawi is one of the rrost densely populated countries in sub-SaP.aran Africa, with
a current annual population growth rate of 3.3%. TIle rapid population growth puts
extreme pressure on the country's land resources, national focx:i security, labor
rrarket, and provision of education and health services. Governrrent will continue
supporting the Population Planning Unit and the Family Welfare Council whicll will
prarote family planning, development of a comprehensive strategy for family
planning activities, expansion of family planning services in the Maternal and
Child Health Prcgram, including contraceptives, and population planning education
in school curricula. The C-.overnment has adopted a National Population Policy
aimed at propagating family planning and irrproving accessibility to family
planning services.

6.4 I..ong-Term Develc:::prent Issues

In addition to pursuing policies and pJ:'CX3raffiS designed to ameliorate structural
constraints to growth in the short and medium term, the Government is also taking
steps to address longer-term developmental problems.

6.4.1 Poverty

Ivlalawi's central problem is poverty, and consequently, poverty alleviation forms
the core of development agenda for the 1990s. r-bre than half of the population



lives relow the poverty line, allTOst e..'!.tirely in rural areas. Principal factors
rehind the pervasive problem are: limited employrTPJlt opportunities; low physical
productivity of land a'1.d labor in agriculture; low levels of hl1'1BIl capital; and
rapid IXJPulation growth. Governrre.Dt is integrating roverty reduction into its
overall strategy, which is based on a tlrree-tier approach: (i) expanding
employment oprortunities through a liberal enviroI1JTent for private sector
entrepreneurshi.p and initiative, expanded access to capit.al, and ~licies and
prcgrarns that encourage laror-intensive activities and participation by 1NCfT1eI1;

(ii) enha'1.cing smallholder agricultural productivity for poor, srrall fa...1'1Tlers, and
ensuring sustainable use of land resources; and (iii) expanding access to human
capital through increased public expenditu::"es for education, health and other
social services.

The arove approach is further supported by an integrated family planning strategy
to curb rapid population growth and reduce overall fertility rates, targeted
agricultural and nutritional transfers prcgrarns, and grater involvement of non
governmental organizations in poverty reduction.

6.4.2 Focrl security

The poverty situation has been exacerbated by widespread food insecurity, the
problem is particularly significant at the household level. It is estimated that
·55% of all smallholders are u.l1able to meet minimum caloric requireme..Tlts from own
farms, and thus seasonal food deficits. Government is expanding the scope of
agricultural interventions to ensure that fal.1ners with less than 1.0ha gain
access to credit, inputs and exte.'1Sion services so as to increase· home
proouction. Governrnent also intends to increase adoption rate of
fertilizer/hybrid maize seed teclmology fran currently 30-40% to 60% of all
smallholder households. Authorities are also reorienting research and extension
to meet specific needs of smaller fal1'llers. In addition, Government is
intensifying nutrition intervention efforts to raise nutrition levels arrong the
trost vulnerable groups, including the expansion of feeding prcgrams at health
clinics and hospitals and strengthening of nutrition education prcgrarns.

6.4.3 Wcrcen and Gender Issues

Government recognizes w:xren's sociological and cultural role in the context of
poverty alleviation. Reaching, organizing and irrproving the lot of w:::rnen have
becane integral to Malawi's developrreIlt goals. There has been increased support
to organizing women's groups to bJost their access to technical information and
credit in agriculture and smallscale enterprise sectors. A strong institutional
framet,.,Qrk has been developed with the establishrrent of the National Camri.ssion
for Women and a special WID Departrrent within the Office of the President and
Cabinet. Several ministries have established WID prcgrams, including Ministries
of Agriculture, Ccmnunity Services and local Developnent.

6.4.4 En.vi..ro.nm::mt

Given the central role of natural resources in poverty alleviatio:1. and the
econany, the Government has becane increasingly concerned a1:x>ut environmental
protection and natural resource managerrent. The rapid population growth and the
10'\1V prcx:1uctivity of existing agricultural technology have led to an increasingly
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unsustainable derrand on land and forest resources, evidenced by tf1.e growing soil
erosion rates, declining soil fertility, and widespread deforestation. Other
envrorrmental problems include increasing scarcity of potable water in celLain
areas, water degradation, and over-fishing in Lake Malawi.

It is Gove:::r.rne...l1t' s r:olicy to strengthe.'1 na.'1agement of natural resources, with
errphasis on indigenous forest rranagement, afforestation, fisheries and soil
conservation. GoveD1lTleI1t was suPr:osed to finalize a National Envirop.mental Action
Plan in June 1994. Policy reforms to l:::e irrplemented from 1994/95 onwards include
(i) frequent adjustment in fuelw:::cd. rates and urban and district "water tariffs,
(ii) stricter enforcement of estate conservation and afforestation ccvenanLS,
(iii) strengthening of regulatory framework for pesticide use and industrial
p::>llution, (iv) development of new soil conservation measures, and (v)
institutional strengthening in environmental policy formulation.

Annex III surrmarizes the adjustment r:olicies to l:::e carried out during the 1993/94
- 1995/96 period and their time frame.



7. 0 .5lM'-1AR.Y AND CINCWSICNS

7.1 Intrcduction

Since 1981, Malawi has reen implementing a broad prcgrarn of ma.croeconcmic
adjustment and structural policy reforms supported by financial and technical
assistance frcm the Horld Bro'"1k, Interr.atio:1al r·t::metary Fund (IMF') / bilateral a'l.d
multilateral donors. This has reen in response to the deterioration of the
Malawi economy mainly due to sharp increases to import prices, severe droughts,
and rising transport costs caused by disruption of the rail route to the sea
through Mozambique.

Structural adjustment prcgrams have irrplications, not only for dcmestic
agricultural production, but also for investment flows, changing agricultural
canparative advantage, trade and fcx:d security, toth on a national and regional
basis. ]Is part of the effort to address regional trade issues, this study
analyzes the existing structural adjustrrent programs in Malawi to provide
canparative information on literalization efforts affecting mainly trade and
agriculture. (Similar studies were reing conducted in fvbzarrbique, Swaziland,
Zambiv. and zimbabwe.)

7.2 Macroeconcmic Policy Irrplerrentation and PerfOrm3Ilce

During the 1988 - 1991 period, the major macroeconcmic objectives targeted had
been achieved to a large degree. Tne average rate of growth :bad increased
significantly, the inflation rat.e had decelerated substantially, while the
external current account deficit had reen reduced in line \vith the program
objectives. Rega"-.Uing structural policy implementation, the import liberalization
program had been carpleted, while significant progress had reen made in the
refo:rm of the tax system, the restructuring of parastatal enterprises, and in
expanding the role of rrarket forces in resource allocation.

Implementation of the adjustment program during the 1991/92 - 1992/93 period was
seriously hampered by exogenous developnents and the outbreak of political and
laror unrest which led to substantial deviations frcm the program objectives and
targets. Arrong the exogenous factors was the severe drought, which affected the
whole of Southern Africa, leading to a significant fall of Government revenue,
and a large increase in expenditure on eTTErgency food and related socio.l
services. At the sarre titre, external donors decided to suspend nonhumantariCi!"1
balance of payrrents assistance due to concerns related to governance.
Furthenrore, the fiscal and external funding situation was aggravated by the
outbreak of social and labor unrest, which was terrporarily addressed by the
granting of substantial wage increases and the initiation of a process of
political refo:rm. These factors were, in addition, exacerbated by the continued
deterioration of the terms of trade.As a result of the above developrents, real
GOP declined in 1992, inflation accelerated, and the fiscal and financial
accounts deteriorated significantly.

Despite the difficult political and exte:rnal environment, the authorities
maintained the external reforms put in place in during 1988-1991 and continued
implerrentation, though at a significantly reduced pace, the implementation of
many sectoral and structural refo:rm measures.



A revised macroeconomic framework for FY 1993/94 was prepared in 1993. While
virtually all measures incorporated in the 1993/94 macroeconomic program have
been implemented, attainment of some of the program targets was complicated by
UTIaJ.'1ticipated developrrents. These developrrents included new expenditures required
to fund transitional political arrangements and institutions, a"'ld the inevitable
outlays related to forthcoming elections. In addition, after a period of
restrai"'led wage bargaining, labor unrest erupted seeking, in part, to benefit
frcm the changed political circumstances and political liberalization, resulting
in substantial wage increases. The macroeconomic framew:Jrk was, thus, revised
again.

7.3 sectoral Policy Irrplerrentation and Perfo:rmance

Progress was made in rrany areas in the irrplementation of sectoral refonns. In the
agricultural sector, reforms continued with the view to irrproving fcx:xi security,
smallholder incanes, and efficiency of resource use. Restrictions on smallholder
production of high-value crops are gradually being lifted, and access to high
yielding inputs was further expanded . Private sector participation in marketing
and distribution of agricultural prcducts and irrq;:orts was also e.'<:pa!1ded,
including cotton and tobacco.

In 1992, business registration and land lease procedures were streamlined with
the view to eliminating initial barriers to entry and enhancing investment.
Expansion of danestic financial institutions into wholesale ban1<:ing (e.g.
INDEBAJ."\JK) has increased competition in the domestic banking sector. The' Post
Office Savings Ban.1<: (KL~) has been restructured into a Malawi Savings' Bank.

A cornerstone of the parastatal sector reform, the restrLlcturing of the
Agricultural Developnent and f'Ilarketing Corporation (AIMARC) , has been largely
canpleted with the sale of two subsidiaries and partial divestiture in tIM:) others
during 1991 and 1992, a rett.iJ:n to net profitability during the past 5 years, and
the transfer of AIMARC' s investment portfolio into the ACMARC Holding Carpany in
August 1993. To 8Up:fX)rt hUIl1an resource development, the Government has maintained
increasing expenditure shares for health and education, expanded child spacing
activities, and 5UpIX)rt for institutional strengthening in the social sector.

Table 6 SUJ'llllarizes the Train :fX)licy reforms and their progress or status.



Table 6: Su~ of main policy reforms and their progress in ~tilawi

Policy Reform

~B~~orr~C Policies'

Trade Policy

Impol~ liberalization

Foreign exchange allocation

Import/e.xp:>rt licensing

Tariff reforms:

Custem duty

Surtax

Export incentives

Fiscal Policy

Tax reforrrs

Gove:rnment expenditure

Public sector management review

Parastatals

( ,

Progress/Status

- CO'l1pleted 1992

- Removed in 1991 for all imports for
narrow list of luxury items

- Sirrplified, liceDBes granted within 2
weeks after fulfilling all formalities

- 28 commodities left on list of import
licensing

- 13 commodities left on list of export
licensing

10% on average for imports frem CCMESA
- 40% on average for imports frem other

countries

- 20% on average for most items

- See Investment incentives

- Began 1987
- Tax base broadened

Income tax collection strengthened in
1990/91

- SUrtax base broadened in 1991/92
- Poll tax removed 1994

- Restrained through
freeze on filling vacancies
cuts in non-wage spending ceilings
strict enforcerrent of ~ture
rrcnitoring procedures

. reduction of fertilizer subsidies

Ccrrpleted 1991

Operational and financial status
inproved through restructuring,
privatization and divestiture
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M:::metary Policy

Financial intermediation

Domestic resource mobilization

Interest rates

Exchange rate

Inflation

Investrrent Incentives

Corporate/canpany tax

Witrllolding tax

Incentive schemes:

General L'1.ce..'l.tives

Additional incentives:

Exporters

- 21 main fin~~cial institutions

- M1 &~2 in relaticn·to GOP ranges 8 - 19%

- Liberalized 1987

- Flexible exchange rate pursued since
19805
Malawi Kwacha fl8ated against US$ in
February 1994

- US$ 1.00 = MK 15.3 as at mid-Jm1. 1995

35% as at mid-January 1995

- 35% for residents
40% for non-resider£s

- 5 to 15%

- 40% allowa.'l.ce on new buildings and
machinery

- 15% allowance for investment in
designated areas

- Up to 20% allowa.T1ce for used buildings
and macrJinery

- 50% allowance for qualifying training
costs

- Allowance for mmufacturing cc:npanies to
deduct all operating expenses incurred
up to 18 months prior to start of
operation

- Indefinite 16S8 carry forward to enable
canpanies take full advantage of their
tax allowance

- D..1ty free importation of heavy
carrnercial vehicles

- Provision for duty remission on
importation of capit<11 equipnent

- 12% tax allowance on export revenues for
non-traditional exports

- 25% transport tax allowance for non
traditional exports for L'1.ternational
transport



Export Prorrotion ZOnes

Manufacturing in Bond

Horticultural producers

Tourism

- No value-added tax
- Duty drawmck scheme on in1fDrts of ravv

ITaterials and packaging ITaterials
- 90% retention of for~x for traditior2l

e.JqX)rters and 100% for non-traditional
exp:Jrters

In addition to the arove
- 15% corporate tax
- No withholding tax on dividends

In addition to the aOOve
- Duty free ilTlfX)rtation of raw

materials and capital equipment
- No excise duty on raw materials and

packaging materials made in Malawi

- 100% duty free iITlfOrtation of raw
materials and eqllip~~t for those
exclusively &'1.gaged in horticultural
production for exports

- Irrportation of hotel irrplernents at
concessionary rate of duty

Fcxxl and Agricultural sector Policies

Farm level Policies

Production quotas

Input subsidies

Credit

- Only tobacco production is restricted
through a quota system

- Smallholders allowed to grow burley
tobacco since 1990/91 season

- Being phased out
- 5% on average for smallholder fertilizer

in 1994/95 season and to be completely
phased out (0%) in 1995/96

- Phasing out of seed subsidies stcirts
1994/95

- f'IIalawi Rural finance Carpany (MRE'C)
established 1st OCtobP-r 1994 and has
taken over resp:lDsibility for
srrallholder credit

- r.1RFC charges 40% interest rate
- Estates obtain credit mainly from

ccxtTTercial banks
- Ccmrercial banks charge 36% interest

rate

C\
.~



Input distribution

Research

land reform

Mar~et Level Policies

Parastatal trading

Output J11a.rketing & pricing

Strategic Reserves &
Fcx:xi Security

Labor Policies

Ethnic Quotas

Business Visa/Work Pennit

Wage Policies

Production and marketing of maize seed
liberalized in 1993/94

- Import and distribution of felLilizers
liberalized in ~BY 1993

- High yielding hybrid rraize Ilarieties
(MHl7 & MHl8) developed, and released in
1990/91

- Land rents L.'1creased fra'll MKlO/ha to
MIGO/ha

- Land Act amended to ban further transfer
of customary la~d to estates

- Divestiture of AD~C started in 1986
and has stayed on course

- rJ1errorandum of Understanding signed
between AIMARC a.'1d Government to enable
AilVIARC operate as buyer and seller of
last resort

- Agricultural prcduce rrarkets (e.,'{cept for
cotton and tobacco) liberalized since
1987

- Marketing restrictions for cotton lifted
in 1991

- Tobacco rrarketing liberalized in 1994
- Private exports of gr01.U1Onuts, beans &

pulses unbanned in 1994
- Only maize exports are restricted

because of its strategic irrporta'1ce
- Progressive decontrol of produce prices,

Gove:rT'.ment sets only srrallholder maize
prices

- Gove:rnrrent, through An'\1ARC, operates a
Strategic Grain Rese:rve which can hold
up to 180,000 tons

- S~JM operates a fertilizer buffer
stock scheme of 90,000 tons

- Not applicable

- Take 4 - 6 montb$ to process

- Law to review wages every 24 months or
when inflation is 20% passed in 1992



Minimum Wage Rates

Price Controls

7.4 M:rlilIDl-Te:r:m Strategy

- Two-tier minimum v2ge system introduced
in July 2.994

- MK3.55/day for Cities
- ~lli3.00/day for other areas

- Prices of only 3 commodities controlled:
fuel (petrol, diesel & paraffin) i

fertilizers i and rrotor vehicle spare
parts

Malawi's economy remains fragile, narrowly based and lacking key social services
and infrastructure. After rrore than a decade of stabilization and adjustffiPJ1t
prcgrams, the structure of the Malawi economy is still daninated by the
product:lon and export of a limited nurnl:::er of agricultural crops and the
associated processing and distribution of these crops. D=spite the substantial
progress in deregulating the economy and creating a rrore conducive climate for
the private sector, the development of the private sector and the supply response
have remained below expectations, constrained in part by the rronopolistic
structures in pro::1uction and distribution. Furthenrore, the economy continues to
be adversely affected by recurrent droughts and transport bottlenecks that
seriously reduce its ccmpetitiveness.

Given these structural problems, the adjustrrent strategy is to place ~:eater

errphasis on policies and structural reforms that would prorrote a greater supply
response, accelerate econanic diversification, raise average productivity across
all sectors, enhance domestic ccmpetition, and improve exterr1al ccrrpetitiveness.
Agriculture will continue to be a major source of growth and providing employme.Tlt
and subsistence for sane 80% of the total population and the main source of raw
materials for the manufacturing sector. The major challenge in this sector will
be to improve productivity in the estate and smallholder subsectors, while
vigorously praroting diversification out of tobacco and maize production.
Growth in tb.e manufacturing sector is e:xpec::ed' to be generated by the
liberalization of the exch.ange system, the rationalization of the exterrlal
tariff, and the growth of output in the agricultural sector. Additionally,
diversification of manufacturing output and increasing exports of manufactured
gcx::ds will also depend on the reduction in transport costs and a substantial
broadening of the ownership base. '!he continued development of human resources
and improvements in the social and physical infrastructure will also constitute
critical e lerrents of the developrent strategy.



ANNEX I

MALAWI: ECONOMIC' STRUCTURE

Economic Incll ell. tors 1989 1990 1991 1992 1993

GD? at market prices I..H~ m 4,3BB 5,079 6,144 6,669 B,918

Real GDP growth % -1.3 4.8 7.8 -7.9 9.3

Consumer price Inltallon' % 12.5 l1,(l 12.7 22.7 23.5 b

Population m 7.98 8AC' 8.70' 9.02< 9.3<

Exports fob S m 269 412 476 396 311

Imports lob S m 251 304 37-1 391 30B

Current ~ccount S m -138 -64 -194 -223 -116

Relerves excl gold S m 100.3 137.2 153.2 40.0 2B.7

Tot~1 external debt S m 1,424 1,564 1,675 1,699 1,649b

External debt-service ratio % 30.3 23.7 25.0 24.3 26.0b

Tobacco production m kg 86.1 101.2 118.5 136.1 122.4

Exchange rate (a7) MK:S 2.760 2.729 2.803 . 3.603 4.403

\
\

OrigIns of grou domestic product 19?_~

Anclculture

Manufacturing

Utilities H constructIon,

Transport &. diwibutlon

Government services

Other

GOP lit rllctor COlt

Principal exports 1993

Tobacco

Tea

Sugar

Main destInations of exports 1992

Germany

lapan

USA

UK
South Alrlca

D/D or total

37.6

13.0

6.2

17.3

13.6

12.3

100.0

~m

206.7

34.8

19.1

DID of tobl

20.6

14.0

13.0

7.9

6.0

Components of grou domestic product 1993

Government consumption

Private consumptIon

Gron nxed capital (ormation

Change In ltocks

Net exports of goods H services

GOP lit mll.rket prices

PrIncipal Imports 1990

Industrial Inputs

Plant H equIpment

Transport equipment

Commodities

Consumer goods

Main origins of Imports 1991

South Africa

UK
Japan

Germany

76.1

-7.8

100.0

S m cit

206

76

n
66

57

~'D ot tot,,1

33.2

7.-1

7.1

6.0

,.,

a Composite price Index, 1980;)00. b EIU estImate. < Year-end, excluding Mozambican reru.gees.

Source: Economic Intelligence Unit (1994)
..

rr.:~T AVAILABLE COpy



ANNEX II

ST.J"'MMARY OF EDLICY REFDRMS MTD ACI'ION TAKE::l'T

EDLICY REFDRM ACTION T.lI.KEN

MAIT'~ECXN::MIC fOLICI2S:

Trade/External Sec~or Policv

Irrplerrent final stage of ilTFOrt liberalization
covering non-industrial equipment and certain
con.surrer products for which there is domestic
cCXTIpetition.

Retrove the requirement of prior approval of
foreign §Xchange for all irrports except for
a short list of items satisfactory to IDA.

Sirrplify import/export licensing

Redllce range of corrrrcdities requiring export

Develop and initiate implementation of duty
drawback system for exports.

Initiate export credit guarantee scheme

Review tariff structure and reduce levels.

Fiscal Policy

Maintain fiscal deficit for FY 90/91 at levels
satisfactory to IDA

Expand sw:tax base to include certain services and
utilities at appropriate rates

Reduce sw:tax exemptions and suspensions in phased
marmer

Irrplem::mt m:::xlified tax system on fringe b=>...nefits

Reduce direct aP..d indirect tax rates

Irrplemented

IrrpleTT'F'..J1ted

Irrplemented (licences
obtained" within 2
weeks)

On-going (13
co.mo::iities remaining
on list of export
licencing)

Irrplemented

Irrplemented

Irrplemented

Irrplemented

Implemented

Irrplemented

Implemented

Irrplemented



Rationalize custom duties to minimize level
of protection

Strengthen governrnent audit capalJilities to
inprove tax corrpliance

Revise income ta2~ structure, including rates aDd
depreciation policy

Strengthen expenditure control process in line
ministries

Review expenditure priorities a...'1d revise expenditure
allocations to meet sectoral targets

Review public sector ID3Dagement policies

Develop...restructuring plan for rtB..lawi Raihlays

Facilitate privatization of WlCO

Monetary Policy

Hanronize the rrovements of the discount rate and
the auction rate for Reserve Bank. of Malawi bills

Decontrol interest rates

Revise Reserve Bank of Act to reflect refonns
and present to parliament

Maintain exchange rate at levels satisfactory
to IDA

Finalize restructuring plan for Post Office
Savings Bank

Establish Technical Committee to facilitate
development of capital markets

lNVESIMENI'/INI:xJS'IRY roLICIES:

Introduce new Investment Policy Statement

Simplify procedures for carpany fornation

Eliminate industrial licensing requirerrent

Irrplerrented

Irrplemented

Implement.ed

IIq)le~nted and
on-golr:g

Irrplemented and
on-going

Irrplemented

InplelT'P-l1ted

Irrplemented (WICD is
now privatized)

Irrplemented

Implemented

Implemented

Implemented. Malawi
Kwacha now floated
agaist the US Ibllar
since February 1994

Implemented

Implemented

Implemented

Implemented

Implemented



64

Streamline and accelerate procedures for land
transfer

Establish investment promotion agencf

Expand access to credit for smallscale enterprises

FCOD AND ArnICIJL1URAL SECTOR FOLICIFS:

OUtput Prices

Gazette a tlNO-payment price system for smallholder
tobacco, with prepla~ting price of not less than
45% of a rolling 3 years average auction prices,
and a second payment at the end of the ma.rketing
season.

Continue- annual price review and suhnit
recorrrnendations of the review t9 the Bank for
conme.nts at least 21 days refore the announcement
of revised prices.

OUtPUt Marketing and lnout Distribution

Increase the margin provided at AIlVIARC receiving
ma.rkets to at least 20%, increasing the number of
receiving ma.rkets to 35.

Differentiate fertilizer prices to provide a
trading nargin of at least 5% for a minimum
of 200 kg purchased fran ACMARC receiving ma.rkets,
and allowing bonafide groups of smallholders
(or agents appointed by such groups or by ACMARC)
to buy fertilizer at the differentiated price for
their own use or for selling to other smallholders.

Conduct a study to identify ways to facilitate
participation by private sector in seed cotton
marketing.

Allow private sector's participation in seed
cotton ma.rketing.

Fertilizer Procurement and Financinq

Continue preparation of S-year fertilizer
requirerren.t projection.

Introduce quarterly payments of budgetary
subventions to SFFRFM for fertilizer subsidies
due frc:m Gove:rrurent.

Irrplemented

Irrplemented

On-going

Irrplemented

11T9lemented

Irrplemented

Not implemented

Not carried out

Irrplemented

Irrplemented

Irrplemented



u;.;

Canplete and subnit to IDA for review a study
to irrprove TT'anagement of SFFRF11 as rray be n~cessary.

Expand supply of fertilizer in srrall packets

Maintain econanic rate of fertilizer subsidies
at a level not exceeding 30% and total subsidy
subventions at no ITDre than 2% of total Govel"11J1ll='Jlt
expenditure in 1990/91.

Reduce econanic rate of fertilizer subsidies to
levels not exceeding 25% in 1991/92 and 20% in
1992/93, and total subsidy subventions to not
ITDre than 1. 6% of total government expenditure in
1991/92 and 1.3% in 1992/93.

Rationalization of ll..I:MA.'RC Fundina and Functions

Continue AIMARC's divestiture ·program.

Irrplement agreement between AIl'v1ARC and Government
under which the Goverriment will take over the
financing of AIlvlARC's functions related to
Government's development of fcx::d security objectives.

Set prices of crops handled by AIl'v1ARC so tb.at
AIlvlARC' s individual crop accounts at least
breaks even on average over a pericxi of three
years.

Implement a corrrnission agent system for ALMARC
market centers that are financially inviable
due to low throughput and which can be made
financially viable through such a system.

Maize Research Focus

Shift maize research focus and budget and implement
the 5-year action plan to develop high Yielding
flint maize.

cash Crao Allocation

Arrend tobacco growing and selling regulations to·
allow smallholders to grc:M burley tobacco under
custcmary land tenure.

License at least 5, 000 smallholders to grew burley
tobacco in areas where at least 75% of the farmers
have land less than 1 ha.

Irrplemented

IrrplelT'ented for 25kg
packets, 10kg and 15kg
packets discontinued

Irrplerne..'1ted

Inplemented

Implemented

IVDU only signed in
Dec. 1993, implenta
tion progress thus
uncertain.

To be verified on basis
of results for 3-year
pericxi.

Not implemented because
of lack of interest on
the pa:t.t of private
traders.

Irrplemented

Implerrented

Implerrented



Reach agreement with IDi'\ on the m:rrketing system for Implemented
srrallholder tobacco.

Design, announce and implement interim burley Implemented
registration system for custanary landholders
in 1991/92.

Allocate not less than 3.5 million kg of burley Implemented
tobacco production quotas in 1991/92 to customary
landholders (as registered quota holders in their
own na.'Tle) and which enable sale of production to
any legal marketing entity.

Issue official'individual production quota Implemented
certificates, recognized by any legal ~arketing

entity, to 1991/92 customary land holders in a
total arrount of not less than 3.5 million kg of
burley tobacco.

Implement credit plan that provides full details Impleme..Tlted
concerni.ng the provision of necessaxy credit to
1991/92 customary land burley tobacco growers.

Implement plan that provides full details conce:ming Implemented
the timely supply of fertilizer and seed sufficient
to meet the requirem=>...TIts of 1991/92 custOl'IlQIY land
burley growers.

Adopt and announce second payment plan for 1990/91 Implemented
custanary land tobacco growers (who produced burley
under the World Bank-sponsored pilot smallholder
scheme) which provides sufficient resources to repay
loans assumed for burley production.

Legalize and publicly announce that custcmary Implemented
landholder burley can be legally purchased by
quota-holding burley estates., within the limits
of those estates' own quotas.

Implement Public inforrration program on timely Implernented
collection and dissemination of cacm::x:li.ty prices
on ADD basis.

Implement plan for nonitoring the environrrental Implernented
impact of refonns implemented as part of ASAP

Issue individual srrallholder burley production
quota certifcates for 7 million kg in 1992/93
recognized by any legal marketing entity.

By 1 september 1992, design, announce and implerrent
pennanent burley registration criteria/procedures

Implemented

Implemented



. 'I

for customary land holders.

For registered smallholders, legalize and annOlli~ce

marketing of smallholder burley both by estates,
in addition to estates' ow11 qJota, and by other
acceptable nurketing entities in 1992/93

Pe:r:mit smallholder purchase of burley seed fran ATe,
NSCM r AU-1ARC r and other legal entities in 1992/93.

By 1 September 1992 r complete evaluation of 1991/92
smallholder burley scheme including irrpact on
bo--neficiaries.

land Allocation ani Use

JI..IT'rEind land Act to halt transfer of land frcm
customary areas to estates r except in areas of low
population density and experimental farTI"'s beneficial
to smallholders; and cases involving conversion of
established customary rights to formal rights.

Amend land Act to enable adjustment of estate land
lease rent at inte:rvals of not rrore than 3 years.

An.~ouncer through the official Gazette r an increased
estate land lease rent of up to at least MK20/ha
to be effective in April 1991.

Implement a system to collect estate land lease
rents through tobacco auctions.

send bills to estates for the payment of increased
rent of MK20/ha with effect from April 1991.

Undertake a study to establish a basis for
differentiating estate land lease rent according
to land quality.

Introduce differentiated estate land rents at a
weighted average at least equal to the 1986 level
in real te:r:ms.

Establish estate extension service as an
autonarous tnISt body under the auspices of
Tobacco Association of Malawi.

Establishing of Woodlots

Strengthen inspectorate staff of Departrrent
of Lands to enforce establishment of woodlots

Implerrented

Implemen.ted

Implerne.'l.ted

Implemented (but
'.vith caveats)

Implemented

Implemented

Implemented

Implemented

Not carried out

Not implemented

Implemented

Not irrplemented



by estates, except in cases where estdtes are
able to obtain fuel"wood from forest plantations
and p~ivate sources.

Fc:x:x::1 Security

Initiate implementation of the UNDP-funded pilot Implemented
schemes to best ways of targeting ferilizer
subsidies and agricultural credit to the food deficic
households i and locating the growing of burley by
smallholders in areas where at least 75% of farm·
holdings are less than 1. 0 ha.

Ensure a higher rate of subsidy on high analysis Implemented
than on low analysis fertilizers.

Package at least 50% of fertilher supplied by Implemented
SFFRFM in bags of not rrore than 25 kg.

Improve operational guidelines for SGR. ImplelTP--I1ted

Monitoring Social Impact of Adjustment

Strengthen capacity to rronitor and analyze
impact of adjustment program on the poor.

Implemented



ANNEX III

TMENT POLICIES, 1993/94 - 95/96
SUMMARY AND TIME FRAME OF 1\DJUS ..

Sec lor Objectives and Policies Timing

" b. T.riff system Minimize level of and dispersion

111 domestic protection.

c. EXlemd debt Improve profile of external public

debt.

d. Foreign Promote foreign direct

Inveslment Investment.

EXien131 Seclor
~. Eachange rale

Inti tude
system

I.

e. EXlernal
reserves

hbinlain e.'lema! cnmpelitiveness
alld encourage eaport
diversification.

Gross orncia1 reserves covering 2
mcnths o( imports by end·1994

Ir!d 2.5 months by end·199S.

PUrl"er libeulize exchange system.
I",plcment • markel-based exchange
system.

Abolish lhe neg alive Import lisl with
prior .pproval of foreign exchange.

Successively remove lhe items from the
list of goods subjeci 10 eaport conrrols.

Implement cascaded LarifT slrucrure with

IS r. Iverage lariff rile and 351
muimum Lariff rile.

Limit contraction or debito largely
cOllcessional long·term lOins.

MalllLain polley of free rellalriation of
• dividends Ind proliLS or foreign

(nveslors.

Develop I llroaclive policy to allract
foreign Investment.

Tighl monetJIry Ind fisc~1 policies and
liberal exchlnge system.

L.st Q.u.ner of
1993/9·\ onwud

Lasl quaner of
1993/94

1994195 onward

1994/95·1995/96

1994/9.5 onward

Ongoing

1994/95

2. Public Finance

Enhance pre-shipment Inspecllon system. 1994
by linking It directly to CUSloms

.l'hue oul InduSlrial rebate oplion. 1994/95
Revlsh the arrangement of bonded
warehouse·storage with dUry exemption.

Increue Sl:lffing lnd tnlning of Tu 1994/950nwlrd
Policy Unit in the Ministry of Finlnce,
Cusloms Ind Excise. I~d Income Tlx
Department. Compulerize dal:lbues
for Income Tall and Cusloms and
Ellcise Departments.

Reduce I:lll Irrears Ind deOclencles. Ongoing
Exp.nd tu~ble bue and Increasingly
Include the Inform.l sector and
businesses In semiurban deas.

Maintain p.ymenu into l'etroleum 1994/9.5
Stabiliution Fund at levels It lelSt
equivalent 10 (1993/941 In real lenns.
Revisit the level of departmenl:ll levies
Ind charges.

'f

.. Revenue ReSlore the revenue/GOP nlio 10

the pre.drought level o( Ibout
1970 by improving e(fidency,
equiry. and Idmlnislration of IIX

syslem with technical ISslsl:ln~e.

Strengthen nonl:lx revenue
perfonnance.

Complete move 10 uniried SUiUX nle
(or III goods and services.

Ongoing

"
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Sector Objeclives and Policies Siralegies and Measures Timing

b. Expenditures Improve budgetary allocation Develop and implement action plan to 1994/9.5 on""arJ
process and expenditure control. redres~ expenditure slippage and

improve expenditure monitoring
system.

Review expendinlTC priorities in key 1994/95, onward
economic and social sectors and revise
expenditure allocations 10 meet intn-
sectoral targets as well as inler-sector.ll
targers.

Improve e,~penditlJre control. Develop and implement Action Plan. 199~/95

Introduce II tax-inclusive budgeting 1995196 onward
sySlem.

Ensure consistency of Consult with World Bank on 111Tee-year Ongoing
development and expenditure rolling PSII'. including pm.statals, and
bUdgel with resource availabilicy. share PSII' with donor community.

Control Lite growth of civil Census of civil servants. September 1994
service wages and salaries.

lmr,iemenulion of Iction plans December t 994
onward

Freeze ncant posts. wages, salaries. Ongoing
Ind benefits until action plan is fully
Implemented.

Reduction in subsidies. Phase OUI fenilizer subsidy IS agreed 1994/95 onward
with World BaM.

Sharp reduclion in subsidies 10 t995/96 budgel
pansuuls following the restructuring
of MalawllUilways 10 reach

I commercial vlability.
I '- 3. Monetary Policies Promote efficiency in the Enhance use of marKet-based moneury Ongoingi alloc~lion of financial resources. policy insrruments (e.g .• discount nlte,

1

reserve requirement).

Maintenance of a positive real interest

I nte slruclUre., Achieve and sustdn low rate of Flexible monetary policy In close Ongoing
Innuion conslslent with the coordination with fiscal and exchange
ovenlll growth and balance of nile policies.
payments objectives.

lmplemem comprehensive t994/95 onward
modemiution prognm In the Reserve
Bank or Malawi Including, Introduction
or managemenl informarion system.
reform of the payment and clearing
system, adaplion or bank supervision
procedures to the new exchange system.
and upgrading of the accounting
system.

.i

Continue developing the securities Ongoing
market for Treasury and Reserve Bank
bills by holding periodic auctions.

" ,



Seclor Objectives and Policies SIl.legies and MeHures Timi"g
----------------- --------_...:=----
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Seclor Obj:ctives and Po:icies Strategies lnd Measures Timing

Expand r:trgeled feeding prognms al Ongoing
health clinics.

5. Industry. Finance lnd
Energy

... Industry Surrort development of small- Establish and expand busineS.l areas in Ongoing
scale and indivi'lud enrervrises. tndilional housing areH and in high

densiry modem residential
developments.

Review the f\IIlClions and effectiveness 1945/9.5-1995/96
of SME suproT1 institutions willi I view
to r.ltionalile Ind commercialize lIIeir
services.

Accelenle induslrial supply Develop long·term slr.llegies TO redress 1994
response and broaden ownership Industrial monopolies
base

Ease entry lnd exit. Consolidate measures under Investment 1994/95 onward
Promotion Act, such u access to land.
flcilitation of duty drawback s~heme.

Review restrictions on business activity 1994
by cOmic minorities.

b. Finlnce Deepen fmanc:ld mnkeu lnd SUppoT1 enlTY of new financial 1994/9.5 onward

I,
Improve efficiency of financial instituriOtls.

I Intermediation lnd resource

\ mobiliution. Identify wlyS to broaden ownership 1994

\
base of commercial banking sector Ind
Iccdente divestiture of public sector

\
equity in commercld banks

Complele implement.1llon of 1994/9.5·1996/97
restructuring plln for Posl Ornce
Savings Blnk.

Support the development of a Unit Ongoing
Trust Fund.·

c. Encrgy Promote efficient investment in Consull annually whh World Bank on Ong\'ing
power seClor consislenl willi ESCOM's investment program.
overall expenditure priorities.

Adjust electricity tariffs consistent with Ongoing

=j
long-run muginll cost of production.

Review household energy stTltegy Ind 1994/95·1996197
Issess medium·tenn energy sector

:.
stratcgy.

PromolC efficient consumption of Review petmleum supply and 1994195
pelroleum. procurement pr:actices

Set prices for petroleum products to Ongoing
renect full and ti",Iely pus.through of
impen Ind distribution cosu.

6. Infrastructure

a. Tnnsport Enhance efficient resource Revise Rnad Tnffic Act. inclUding 1994/95
allocation Ind effective derellul:ation of trucking tariffs and
competition in the tr:anspon passenger fllu. liberaliution of sector
sector. enl!)' •

>.



SeelUr Objectives alld I'olieie~ Str~tcgic~ ami Measures Timing

b. Water Expand service and strengthen
financial viability in water
supply.

Impro\'e waler supply
management

Lin restriclions on direct imports of 1994/95
spare pans. equipment, second hand
pans and vehicles.

Faeilitale equal treatment of foreign and 1994/95
Malawian-owned operators with regard
to payment of urirfs in foreign
currency.

Remove price controls on spare parts 1994/95

Increase waler board and DWSF uliffs Ongoing
to ensure financial viability.

Rehabilitate boreholes and gravity·fed 199·~/95 onward
water supply. develop pilol scheme for
small scale inigalion

7. Public Enterprises

a. Commercial
parasuuls

Improve operational and financial
perfonnanee.

Implement restrucruring pbn for
Malawi Railways Ind Lake Services.

Adopt Memorandum of Understanding
between Minislry of Finance Ind
ADMARC.

1994/95

January 1994

b. Treasury funds Strengthen organiutional
framework.

Ensure that ADMARC's net use of 1994195 onward
seasonal commercial bank overdraft In
any year will be zero by end year.

Adopt action plan for privati7.Mion of 1995
selected commercial plrlstatals.

Slrenglhen DSB's monitoring funclions. 1994195 onward

Review scope for transferring 1994195-1996/97
developmental parastauls from DSB 10

parent minislries.

Review scope for lrandonning selecled June 1994
Treasury Funds into Surulory Bodies.

Review scope for privatizing selecled End-1994/95.
Treasury Funds.

8. AdminiSlration

'.

..

b.

Local
Government

Civil Service

Strengthen local lovernment.

Incruse erlidency and
erfectiveness of the civil service.

Enh~nce the financill. mlnlgerill. Ind Ongoing
technical capacity of locil governments
10 provide mU,nicipal services and
infrastrucrure.

Implement five-year Instirutional 1994/95 onward
Development and Civil Service Reforol
program including: (I) Insullltion of
effective personnel infonnllion system
Ind. civil service census; (iI)

promulgltion of the Public Service Act;
(ill) Introduction of forwlrd budleling
system; and (jv) enhancement of
manlgerial skills lhrough training and
consulling services by the Mllawl
InsliNte of Manascmenl.



SeClOr Objectives and Poii~les SICalegies and Measures Timing

9. Human Resources

I. Education Enhance quality of education. Increase the budgetary allocation for 1994/9.H996/97
recurrent anti development budget
e~pel1Jitures from 15 percenllo 20
percent.

Incre3se share of primary education in 1994/95-1995/96
tOlal education budget from 35 percent
10 45 percent.

Implement second phase of 1995/96
decenrrali12lion of Ministry of
&lu,:" lion;

E~pand services through Raise fees al post·primary levels for Ongoing
improved cosl recovery. grealer COSl recovery.

Discontinue free provisions of e~ereise 1994/9.5 '
books And writin! male rial 10 secondary
school srudenls.

Enhmce private sector Review scope for reiBing Ihe 1994/95
participation in financing of regularions and conslruction codes (or
education. school buildings

b. lIeallh Enhance quality of health Increase recurrenl expenditures 109.1 1994/95
services. percent of total revenue burlget.

rmprove efliciency o( resouree Increase relalive funding of peripheral 1994/95·1996/97
use Ind (unctioning of 'outreach' health services by 2 percent:lge points
services. on average per year and simult:lncously.

reduce recurrenr expendirures (or three
major hospi12ls 10 25 percent of the
recum:nt health budget.

Implement cost recovery plan to 1994/95
" "-- achieve fuJI cosl recovery in private
! palient fees by April 1995.

c. POpulllion Reduce population Irowth. Incorporale population planning Ongoing
education in school curriculum..

Expansion of family planning services Ongoing

I: ;; including contraceptives In the Malemal
I and Child Health. Program.

10. EnviroMlenr Srrengthen management of narural Complele the Nalional EnviroMlental June 1994

I; resources. Action Plan (NEAP) Ind start
implementation of priority. recommendations•

Striclly enforce afforestalion and 1994/95 onward
conservalion covenanu in eStale land
leases.

Slrengthen InslilUlional framework for 1994/95
environmental policy framework.

Improye management of nonexclusiye 1994/95 onward
resources like fisheries and indigenous
woodlands.

Sirengthen Incentive framework Adjust fuel wood prices and urban and Ongoing
for sustainable resource use. dlstricl waler tariHs.

,'I 1~\:.:
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Timing

1994/95

Ongoing

Ongf)jng

.,

Review regulato!)' framework for

pesticides lnd industrial pollution.

Implementalion or pHOl studies for

.....omco· s parlicipation in small.scale

income gener2ting activities. technology

dhserninalion. and creoit provision.

A,joplion (I( apl'rOprhlc m~npowe
r

Initiatives t' at emphasizes women.

especially in family ptanning. and

lccess and rctemion fJf gitls in

secondary education.

8EST AVAILABLE COpy

Strengthen access to technical

Infnnnalion and credit in the

agricoltme and small·scale

enterprise Sector.

• Emphasis on women in all

aspect! of health care.

Sector

Women in Devdopmenl

II.

Objecli"es and Policies
Stra:egies and Me~surq

---------------.:.._------------ ----
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