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I. Introduction 

The 1987 Article IV consultation discussions with Malawi, together 
with discussions on an economic and financial program that could be 
supported by the use of Fund resources, took place in Lilongwe and 
Blantyre during November 12-28, 1987. Preliminary discussions on a 
policy framework paper covering the three-year period 1988/89-1990/91 
were also held. The Malawian representatives included Mr. L.J. 
Chimango, of the Reserve Bank of Malawi; Mr. J. Malewezi, Secretary of 
the Treasury; Mr. F.Z. Pelekamoyo, General Manager of the Reserve Bank 
of Malawi; and other seniot officials concerned with economic and 
financial matters. The staff representatives were Mr. M. Edo (head- 
AFR), Mr. R. Sharer (AFR), Mr. H. Lorie (FAD), Mr. L. Dicks-Mireaux 
(AFR), Mr. A. De La Torre (ETR), and Miss D. Heflin (secretary-AFR). 

.Malawi is on the standard 12-month consultation cycle. I’he last 
Article IV consultation was concluded on January 5, 1987. Malawi 
continues to avail itself of the transitional arrangements of 
Article XIV. 

In a letter to the Managing Director dated February 2, 1988 
(Attachment I), the Malawian authorities request a stand-by arrangement 
in support of the Government’s adjustment program covering the period 
January 1, 1988 to March 31, 1989. The last 12 months of the program 
period coincide with Malawi’s 1988189 fiscal year. The letter sets out 
the policies and measures to be applied during the program period, to- 
gether with the proposed performance criteria for end-March and end-June 
1988, and indicative targets for the remainder of the program period. 
In support of the program, they request a stand-by arrangement from the 
Fund in an amount equivalent to SDR 13.02 million, or 35 percent of 
quota. A waiver of the limitations in Article V, Section 3(b) (iii) 
would *be required. The proposed arrangement envisages six purchases. 
As the Fund’s holdings of Malawi kwacha under the regular tranches are 
well within the first credit tranche, l/ the initial -purchase under the 
proposed arrangement would be for SDR B.25 million, equivalent to 
24.9 percent of quota. The remaining amount, equivalent to 10.1 percent 
of quota, would be disbursed in five equal purchases of SDR 0.75 million 
each (Table 1). The second and third purchases are subject to obser- 
vance of performance criteria Zor end-March and end-June 1988, and, for 
the third purchase, completion of the first program review with the Fund 
before end-June 1988. The remaining three purchases are subject to 
observance of performance criteria for end-September and end-December 
1988 and end-March 1989, respectively, which will be established at the 
time of &he first review. In addition, the fifth purchase is subject to 

l/ The outstanding obligations relate mostly to past purchases of 
bo";owed resources under the extended Fund facility and compensatory 
financing facility. 
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Table 1. M&x&: Rmhases and Repurchases Under Proposed Stand-By Arrangemnt, 
lkcember l987-June 1989 

(xltstanding at 
Decmhr 31, 

I987 

1989 
Jan.- April- July- Oct.- Jan.- April- 
krch JUIE Sept. Dec. March June 

NetuseofFuodcredlt1/ 3.77 -4.61 -2.77 -6.61 -3.44 

Tranaactions mder tranche policim 
Purchases 

Ordinary resources 
Borrowed reaourcea 

Reprcilases 
Ordinary resourcea 
Bornwed resames 

7.02 -2.89 -1.04 4.88 
9.25 0.75 0.75 0.75 
9.25 0.75 0.75 0.75 

- - - - 

-2.23 -3.64 -1.80 -5.64 
-0.85 -0.30 -0.42 -0.72 
-1.38 -3.34 -1.38 -4.92 

-1.71 
0.75 
0.75 

- 

-2.47 
-0.71 
-1.76 

Transactions under special facifities 
PlItXhaSeS 

Repurhes 

-3.25 
- 

-3.25 

-1.73 
- 

-1.73 

-1.73 
- 

-1.73 

-1.73 
- 

-1.73 

Total Fund credit outstanding 77.74 81.51 76.90 ?4.l.3 67.52 
Under tram&e policies 64.14 71.16 68.28 67.23 62.35 
Under special facflitiea X3.60 lo.35 8.63 6.90 5.18 

Total Fund credit outstanding 208.99 219.12 
Under tranche pokkies 172.43 191.29 
Under special facilities 36.56 27.82 

kknnrandun item: 

Trust Fhd 
Repayments 
Amount outstanding 

nn nd.llions of !xRs) 

(In percent of qtPta) 

206.72 199.28 181.52 
183.54 180.73 167.60 
23.19 l8.55 13.91 

atI llu.Lions of Sms) 

-0.66 Q.64 -0.56 -0.64 -0.20 -0.64 
4.69 4.03 3.39 2.83 2.19 1.99 

-1.73 
- 

-1.73 

64.09 
60.64 
3.45 

-4.93 

-3.20 
0.75 
0.75 

- 

-3.96 
-0.71 
-3.25 

-1.73 
- 

-1.73 

59.16 
57.43 

1.73 

172.28 159.03 
163.00 154.39 

9.27 4.64 

1.35 

Source: IMF Treasurer’s Department. 

1/ Excluding axy possible dlsbursemnts under the sAF or w. 
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-,-ompletion of the second program review with the Fund before end- 
Dzcember 1988. 

Malawi has met all financial obligations to the Fund on a timely 
basis. During 1986 and 1987, including charges, these amounted to 
SDR 61.3 million; during this period Malawi made ;10 purchases from the 
Fund, and thus outstanding use of Fund credit was reduced from 328 per-' 
cent of quota to 209 percent of quota. 

The Fund staff has continued to collaborate closely with the World 
Bank staff in assisting Malawi to develop policies for the 15-month 
program period and for the medium term. In November 1987, a World Bank 
public expenditure review mission overlapped with the Fund mission to 
facilitate coordination in assisting the Malawian authorities to pr,epare 
a policy framework paper. The authorities have indicated their 
intention to submit, at the time of the first program review, a request 
for a three-year structural adjustment arrangement in the amount that 
will be available to Malawi under the enhanced structural adjustment 
facility (ESAF), and the first annual arrangement thereunder. Assuming 
all purchases under the proposed stand-by arrangement are made as 
scheduled, Malawi's outstanding use of Fund credit would be 159 percent 
of quota at the end of June 1989. Summary statements on Malawi's 
relations with the Fund and with the World Bank Group are provided in 
Appendix I and Appendix II, respectively; the proposed schedule of 
purchases during the period of the stand-by arrangement is shown in 
Appendix III; statistical issues are discussed in Appendix IV; and basic 
economic and financial data ate presented in Appendix V. 

II. Background to the Discussions 

In the 15-year period following independence in 1964, Malawi's 
growth performance was highly favorable. Led by the agricultural 
sector, real GDP growth averaged about 5.5 percent per annum, and real 
per capita income rose by about 45 percent. Since the late 197Os, 
however, financial and economic imbalances have hindered performance; 
during the 1980s to date, real GDP growth has averaged below 2 percent 
per annum, and real per capita income has declined by about 10 per- 
cent. These difficulties related in part to external developments, 
particularly political instabiiity throughout the region. However, they 
also reflected domestic policy-related factors. To address these 
problems, the Government implemented adjustment programs in the context 
of successive arrangements with the Fund, as well as three structural 
adjustment loans (SALs) with the World Bank. Considerable progress was 
made in realigning prices and incentives, a number of measures were 
adopted to address structural problems, and domestic and external 
financial imbalances were reduced, particularly in 1984 when excep- 
tionally favorable external conditions prevailed. 

However, since 1985 there has been a substantial weakening of 
economic performance and prospects, again partly reflecting adverse 
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external circumstances , particularly' the complete closure since end-1984 
of external transport routes through Mozambique, and declining terms of 
trade. However, it also reflected overly expansionary fiscal poli- 
cies. The central government budget deficit (before grants) rose to 
9.6 percent of GDP in 1985/86 (April-March) and reached 12.5 percent of 
GDP in 1986/87 (Table 2). The revenue/GDP ratio declined slightly while 
the expenditure ratio rose sharply, from 29.1 percent in 1984/85 to 
32.8 percent in 1986/87, reflecting the cost of building up a strategic 
grain reserve, expenditures related to regional political instability, 
as well as expenditure overruns. Public sector imbalances were also 
exacerbated by financial difficulties of the parastatal sector, par- 
ticularly for the Agricultural Development Marketing Corporation 
(ADMARC), on account of crop trading losses and expenses incurred in 
respect of the strategic grain reserve. 

The external position also worsened. Export volumes declined from 
the exceptionally high levels of 1984, and there was a sharp deterio- 
ration in the terms of trade, by 19 percent during 1985-86. The current 
account deficit reached 8.2 percent of GDP in 1985 and 6.1 percent in 
1986. At the same time, the short-term capital inflows of earlier years 
were reversed, and despite large SAL-related inflows, the overall 
balance of payments showed deficits of SDR 46 million and SDR 67 million 
in 1985 and 1986, respectively. During the two-year period debt service 
rose only slightly in SDR terms, but as exports,declined this repre- 
sented an increase in the debt service ratio, from 38 percent in 1984 to 
57 percent in 1986. During 1985-86 all debt service obligations con- 
tinued to be met in full. However, in 1986 the reduced availability of 
foreign exchange, combined with the high level of domestic demand, led 
to the introduction of quantitative restrictions on the approval of 
foreign exchange applications with respect to private sector import 
payments. Arrears emerged with respect to external trade payments, 
which by end-1986 had reached SDR 44 million. Inflation rose to 15 per- 
cent per annum during 1985-86, and real growth began to decline, 
amounting to 2.2 percent in 1986 or 1 percent below the population 
growth rate, mainly in response to the emerging foreign exchange 
difficulties. 

III. Developments in 1987 

Economic conditions remained difficult in 1987. External 
circumstances did not improve, and their domestic implications were 
exacerbated by an influx of displaced persons from Mozambique, estimated 
to have reached more than 300,000 persons by year-end. Also, toward the 
end of the year a food shortage emerged as a result of a shortfall in 
maize production. In the course of the year the Malawian authorities 
maintained close contact with the staffs of the Fund and of the World 
Bank and continued to implement reform measures. Fund missions visited 
Malawi in February and in May 1987, and subsequently the authorities 
adopted a "shadow program" in advance of reaching understandings on a 
more comprehensive program of measures. In addition to fiscal and 
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Table 2. Malawi: Selected Economic and Financial Indlcarora. 1982-89 

1982 1983 1984 1985 1986 1987 1988 1989 
zsc.I/pcug. - PrO8. --- Proj. 

- 

(Annual percentage change; unless othervfse specified) 

National income 
GDP at constant factor cost 
GDP deflator 
Consuesr prfce~ 

External aector 
Exports, f.o.b. (millions cf SDRs) 
IWorts, c.f.f. (aillions of SDRs) 
Export volume 
Import volume 
Terms of trade (deterioratloa -) 
Nominal effective exchange rate, 

year-end (depreciation -) 
Real effective exchange rate, 

yearend (depreciation -) 

Government budget A/ 
Revenue 

Total expenditure 

Honey and credit li 
Net domestic a&ta (increase) 21 
Credit to Government (increase)-I/ 2/ 
honey and quasi-money (g2) - - 

(increase) 21 
Velocity (GDP-relative to H2) 
Interest rate (annual rate, 

12-month time deposits) 

Central Government 
Overall deficit l/ 

Excluding offiyial transfers 
Including official transfers 

Domestic bank financing A/ 
Foreign financing IJ 

Cross fixed capital formation 
Crose national saving 51 
External current accouyt 

Excluding official transfers and 
emergency maize imports 

Including official transfers 
Debt service ratio 61 

Interest payments-&/ 

Overall balance of payments 7/ 
Cross official reserves (wceFs of 

imports, c.!.E.) 
External debt (disbursed and 

outstanding, end of period) 
External payments arrears 

(end of period) 

2.7 
9.7 
9.1 

217.1 230.3 308.0 246.2 211.6 223.8 204.5 
-276.4 288.9 263.3 282.5 218.9 230.3 267.1 

-7.4 2.4 27.8 -3.9 3.0 5.8 -7.6 
-5.0 6.4 -16.4 11.9 -13.0 0.3 5.0 
-0.4 -0.7 -1.6 -13.2 -6.4 -2.4 -1.0 

-7.b 

-5.7 

-2.1 4.4 -6.3 -21.6 -12.4 

-2.6 9.8 -4.4 -15.2 1.4 

. . . 

. . . 

10.6 17.0 23.5 25.1 11.5 10.3 23.4 . . . 

1.9 7.9 16.5 27.9 25.2 8.7 11.2 . . . 

22.5 - 

9.6 2.5 

13.4 
5.1 

10.75 

0.6 
5.4 

12.75 12.75 14.25 14.25 17.25 . . * . . 

12.1 
8.8 
1.6 
5.8 

lb.6 
8.2 

-10.8 -10.9 
-7.7 -8.5 
52.7 49.9 
16.2 16.4 

-48.3 

3.9 

711.8 

-- 

1::: 
12.4 

4.5 4.2 2.2 -0.4 1.5 
12.8 13.5 12.6 26.2 20.0 
12.4 14.9 lb.8 26.2 20.0 

30.9 
4.1 11 

39.6 
5.3 

9.7 8.7 41 
7.5 
0.4 

6.3 5 
0.6 

6.3 3.1 
13.7 13.0 

6.2 15.0 

-1.4 

3;:: 
13.0 

3.3 
10.0 
10.0 

226.5 
253.0 

7.3 
4.5 
0.2 

..a 

27.8 10.4 6.0 2.1 . . 

21.5 18.7 19.5 10.5 . 

-3.5 20.6 45.0 15.7 ..a 

5.6 5.8 5.4 5.4 . . . 

(In percent of GDP) 

9.6 12.5 
7.5 9.2 

::: 
2.5 
4.7 

12.8 11.0 
8.2 8.6 

-8.2 -6.1 -3.6 -7.3 -6. I 
-6.1 -4.6 -2.0 -5.8 -4. I 
44.5 56.9 45.8 49.9 43.5 
16.2 19.3 16.7 16.4 14.3 

10.7 8.1 . . . 

7.1 4.9 . . . 

2.5 1.7 ..* 

3.4 2.6 . . . 

11.4 11.5 . * 

9.4 9.2 . . . 

(In millIons of SDRa. unless othenlse specified) 

-82.3 42.2 -45.7 -67.0 51.9 1.3 

2.3 11.5 7.3 3.7 8.0 9.0 

778.4 870.0 853.9 845.1 865.1 892.6 

- -- -- 43.8 33.2 -- 

18.2 

Il.0 

949.h 

- 

Sources: Data provided by the Malawian authorities: and staff estimates and projections. 

l/ Fiscal year beginning April 1 of the year indicated. Excludes transfers to the Reserve Bank of Malawi in the form of 
no~lnterest-bearing promissory notes to cover central bank revaluation losses on net foreign liabilltiea. 

21 As a percentage of money and quasi-money at the bcglnnlng of the perfod. 
3/ Excludes special issue of Local Reglstered Stock for the Government’s assumptlon of Press debt; including this, the change I+ 

26T6 ‘percent of broad money. Also, adjusted for the redef!nltlon of net c.edlt to Government uhlch removed MR 11.0 million from 
government deposits. 

4/ Excluding the apeclal issue of Local Registered Stock of IOi 54.2 million for the Covernment’a assumption of trees debt. 

31 Excluding the financing of stock building. 
%/ Including IMF charges and repurchases. and ertlmated debt service on private debt. Before debt relict. 
i/ Before debt relief but after SAL and related in’lows. 
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monetary measures, actions included a number of institutional reforms, 
particularly to improve financial monitoring and control. To provide a 
broad platform of suppr t for the formulation, adoption, and implemen- 
tation of adjustment policies at the highest levels of Government, a new 
policy organ, the National Economic Council (NE) was created. The NRC 
comprises senior members of the Malawi Congress Party, cabinet minis- 
ters, and key representatives of the business community. 

1. Government finances 

During 1987 the authorities took a number of institutional and 
policy actions to improve fiscal performance. The 1987/88 budget as 
introduced aimed at an overall deficit of MR 233 million (before 
grants), or 8.7 percent of then estimated GDP with revenues of 
19.5 percent of GDP, and expenditure of 28.2 percent of GDP. Including 
the targeted nonrecurrence of extrabudgetary expenditures, this would 
result in a decline of overall expenditure of almost 5 percentage points 
of GDP from the previous year. Revenue actions were taken, estimated to 
yield MR 32.5 million, including higher surtax rates on imports and 
domestic production, imposition of additional duty on certain luxury 
goods, introduction of profit taxation for commercial statutory bodies, 
a tax on certain outward remittances abroad, and some additional taxes 
on local headquarters of foreign-owned companies. However, it soon 
became evident that actual developments were more expansionary than had 
been anticipated. Revenue actions had not been fully implemented as 
announced (particularly concerning the surtax), and expenditures were 
exceeding the budget estimates, reflecting the larger-than-expected 
impact of the wage and salary increase given in 1986/87, higher interest 
costs, underestimation of some special outlays in connection with the 
regional political situation, and other recurrent cost overruns. 

Subsequently, the authorities introduced further fiscal actions in 
August 1987 in the context of a “shadow program.” Additional revenue 
measures included a doubling of the import levy rate from 5 percent to 
10 percent, a surcharge on imported used cars, and additional taxes on a 
number of public services. In addition, domestic prices of petroleum 
products were raised by 15 percent to ensure that budget revenues from 
petroleum would be broadly maintained. On the expenditure side, to 
contain the wage bill some nonestablished positions were eliminated and 
a limited retrenchment program initiated; other current expenditure 
savings were to be effected in connection with domestically funded 
construction projects. These measures were supplemented by tightening 
implementation of the expenditure control mechanisms already initiated. 
Ministries and departments were required to place their funds in 
accounts at the Reserve Bank, which began to monitor strictly these bal- 
ances on a weekly basis. The actions of the Government’s expenditure 
monitoring committee were intensified through more frequent reviews of 
outlays, together with subsequent adjustment to monthly allocations. 
Also, a new committee to vet government outlays on imports was 
introduced. 
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While these actions aimed at constraining the deficit in relation 
to GDP to around the level anticipated in the budget, a number of 
developments forced the acceptance of a less ambitious target. Revised 
expenditure data which subsequently became available indicated that 
overruns earlier in the fiscal year, including for wages and salaries 
and other recurrent expenditures, were larger than anticipated. Reve- 
nues were also lower than envisaged, mainly on account of the negative 
impact of the tightening of the foreign exchange position and poor 
growth performance on tax yields. 

Reflecting the above developments, the deficit for 1987/88 is now 
targeted to be MK 323 million, or 10.7 percent of revised GDP, a 
reduction of 1.8 percentage points of GDP from the previous year’s 
outcome (Table 3). Revenues ore now projected to amount to MK 544 mil- 
lion, or 17.9 percent of revised GDP, compared with MR 563 million, or 
20.9 percent of GDP aimed at in the shadow program and 20.3 percent of 
GDP for i986/87. Expenditure is projected to reach MK 862 million, or 
28.4 percent of revised GDP, compared wit.h MK 789 million, or 29.3 per- 
cent of GDP anticipated in the shadow program and 32.8 percent of GDP 
for 1986/17. Expenditure for 1987/M includes outlays for emergency 
maize imports (equivalent to almost 0.4 percent of GDP), as detailed 
below. It also includes an amount of MK 5.5 million to cover the 
subsidy to the Fertilizer Revolving Fund for its operations fn 
i986ia7. 

The above overall deficit and expenditure targets assume a sharp 
reversal of the expenditure overruns that occurred before the improved 
control mechanisms were effectively in plac,e. Expenditure data for the 
three-month period immediately following effective introduction of the 
controls indicate that recurrent outlays (excluding emergency maize 
outlays), have now beer. reduced to levels in line with those anticipated 
under the shadow program. 

Net foreign financing is estimated at MR 104 million, in line with 
original projections after adjusting for exchange rate changes, or about 
30 percent below the 1986/87 outturn in SDR terms, reflecting lower SAL- 
related inflows. Domestic financing is pro jetted to rise slightly from 
MK 110 million to MK 113 million, with-domestic bank financing in- 
creasing from MR 61 miIlfon (2.5 percent of GDP and 18.7 percent of the 
beginning period broad money stock) to MR 77 million (2.5 percent of GDP 
and 19.6 percent of the beginning period). 

2. External developments 

External developments showed an improvtiment in 1987, but conditions 
remained difficult. In February the Malawi kwacha was devalued by 
20 percent against its currency basket. However , price developments in 
Malawi relative to its trading partners were such that by year end the 
real effect of the depreciation had been largely eroded (Chart 1). The 
current account deficit (excluding official transfers and emergency 
maize imports) is estimated to have been reduced by 2.5 percentage 





Table 3. UallWi: Central Government Operations, 1905/86-1988109 

(In miLlions of Ualavl kvacha) 

1985186 1906/07 
Outturn outturn 

19alfa8 1987faa 1988/89 
Shadow 

- - 
Program Pro8 ram 

Program 1/ 

Revenue (excluding grants) 442.0 492.9 562.6 543.9 671.0 
Tax 373.4 391.0 419.4 445.6 525.0 
Nontax 68.6 101.9 103.2 98.3 111.0 
Revenue measures . . . .a. . . . *.. 35.0 

Expenditure 
Current expeaditure 

Wages and salaries 
Intereat 
Other current expenditure 

Other goods and services 
Of which: special 

expenditure 
Grants and suboldies 
Othet 

Development expenditure 
Dooestlcally financed 
Foreign financed 

ExtrabudRetary expenditure 61 
Strategic grain reserve 
Net cost emergency mslre 

fmports 

643.5 797.0 
457.3 560.5 
104.6 132.0 
124.9 11 152.2 
227 .g 276.3 
155.1 207.9 

708.8 861.6 
583.0 639.2 
144.3 155.6 
148.0 
290.7 

159.6 Al 
324.0 

226.1 259.4 

964.0 
100.5 
163.4 
184.7 2f 
352.4 

. . . 

( ) . . . (32.5) 
43.6 53.2 
29.1 15.2 

160.2 189.8 
29.3 33.8 

130.9 156.0 
26.0 46.7 
26.0 46.7 

(27.0) (28.0) 
57.1 57.1 

7.5 7.5 
205.8 215.0 

33.6 35.8 
172.3 179.2 

_.- 7.4 
-- -- 

( ) . . . 
. . . 
. . . 

251.3 
..* 
. . . 

12.2 
-- 

-- -- -- 7.4 12.2 

Errors, omissions, ad just. 21 

Overall def icf t (excluding 
grants) i/ 

-- we -- 5.1 

-304.1 -226.2 -322.0 -293.0 

Grants 
SAL-related 
Othere 

-201.5 

44.0 
-- 

44.0 

79.3 102.3 106.2 117.0 
21.8 41.7 45.3 26.7 
57.5 60.6 60.9 90.3 

Overall deficit (including 
grants) 

Financing (excluding grants) 
Foreign (net) 

Borrowing 
Project loans 
SAL-related 

Repayments 31 
Domestic (net7 

Banking system 4/ 
Other 

-156.7 

156.7 
51.8 

137.7 
. . . 
. . . 

85.9 
104.9 

72.4 
32.5 

-224.8 -123.9 -216.6 -176 .O 

224.8 123.9 216.6 176.0 
115.0 91.4 103.6 95.8 
218.3 193.9 214.2 234.4 

93.0 Ill.5 127.0 132.0 
125.3 82.4 87.2 102.4 
103.3 102.4 110.6 138.6 
109 .a 32.5 113.0 80.2 
60.9 17.5 76.8 60.0 
48.9 15.0 36.2 20.2 

Hemorandum items: 

GDP (fiscal year) 2,087 2,432 2,689 3,030 3.619 

Revenue (excluding grants) 
Expenditure 41 
Overall deflFit (excluCing 

grants) 4/ 

21.2 
30.8 

-9.6 

(In percent of GDP) 

20.3 20.9 
32.8 29.3 

-12.5 -8.4 

17.9 
28.4 

-10.7 a/ 

18.5 
26.6 

-8.1 

Sourcee: t. 9 provided by the tilawlan authorlttes; and staff projections. 

l/ As agreed with the Fund riaaion in May 1987. 
if Estimate. 
31 On due basis: the domestic counterpart of debt relief will be blocked by the Reserve 

Ba;;k . 
4/ Excluding transfers to the Reserve Bank of blavi, In the form of nonlntcrest-bearing 

promissory notes. to cover central bank valuation losses on its stock of net forefgn 

liabilities. 
5/ The amount of tlYC 5.1 q llllon shown for 1987/88 mainly reflects movements In net domestic 

flyancfng durtng the first two quarters of the year, which cannot yet be explained by above the 
line develooments ss regards revenue or expenditure. . . . 
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points of GDP to 3.4 percent of GDP, as imports of goods and nonfactor 
services continued to be held well below historical levels while mer- 
chandise exports, led by tobacco, rebounded in volume terms and inflows 
of private transfers rose significantly (Table 4). The capital account 
is estimated to have shown a sharp turnaround from a net outflow of 
SDR 3 million in 1986 to an sstimated inflow of SDR 93 million in 1987, 
mainly reflecting a reversal of the short-term and unidentified outflows 
that had occurred in 1986. Although SAL disbursements (including co- 
financing) fell sharply, government amortisation payments were also 
reduced leaving net government loans at SDR 38 million, slightly below 
the level of 1986. These developments are estimated to have led to an 
overall balance of payments surplus of about SDR 52 million in 1987, as 
against a deficit of SDR 67 million in 1986. 

The increases in foreign exchange receipts from exports and capital 
inflows took place mainly during the last quarter of 1987 and, as d 
result, Malawi's external financial position remained extremely tight 
throughout most of the year, and the restrictions on the approval of 
private sector imports were maintained. However, a number of institu- 
tional actions were introduced to streamline the foreign exchange allo- 
cation system. In addition to improved controls on Government's use of 
foreign exchange, emphasis was placed on productive inputs rather than 
consumer goods, and approval procedures were modified to enable com- 
panies to determine their own needs and priorities within an overall 
monthly allocation. Nevertheless, the system demonstrated a number of 
inefficiencies commonly associated with administered allocation of 
scarce resources. 

To improve international confidence in Malawi, the authorities used 
the improved fourth quarter foreign exchange position to regularize 
short-term trade financing arrangements as quickly as possible. To this 
end, in 1987 the Reserve Bank repaid short-term trade-related com- 
mitments to commercial bank creditors of SDR 18.4 million. In addition, 
external arrears on short-term trade payments were reduced from 
SDR 43.8 million at end-1986 to only SDR 17.6 million by end-1987. 

In 1987 total scheduled debt service was reduced somekbat, owing 
mainly to lower amortization payments on medium-term loans to financial 
institutions. Nevertheless, the debt service ratio remained high at 
46 percent, and, in view of the impact of the continued import compres- 
sion on economic activity and the large proportion of debt due to multi- 
lateral institutions and thus not resched,llable, in August 1987 the 
authorities approached the Paris and London Clubs for a comprehensive 
debt rescheduling. At the same time, all service payments to Paris Club 
creditors and all principal payments to London Club creditors were 
suspended pending consideration of the request. This suspension reduced 
actual debt service payments in 1987 by about SDR 14 million, or 6 per- 
cent of exports of goods and nonfactor services, which became arrears 
pending consideration of the rescheduling request. Houeve r , the staff 
estimates that not all this amount will be eligible for rescheduling. 
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Table 4. nalau~: 8alancc of Pquente, 1982-S? 

(In nllltons of SDRI) 

-- 

1982 
Est. 

1903 1984 1985 1986 1981 

Trade balance 
Exports, I .o.b. 
Imports, c.i.f. 

Non-maize lmportn, f.o.b 
C.1.f. margin 
Nafse imports, c.f.f. 

Servicer and prlwtc tcanrfrrl 
Umfactor eervicar 

Receipt8 
Psymnta 

PJctor scrv1cc* 
Receipte 
Payments 

Interart 
Other 

Private tranrfsra 
Receipts 
Paymnta 

Cspltal account 

Long-term. act 
Government trmmfmrm 

Credf c 
Of vhtch: 

SAL-related ~trntm 
Crante for ulr* 

Debft 
Covarnmcnt loans 

Cred! t 
Of which: 

SAL-related loam 
Deblt 

Public enterprisce 
Credit 
Ocbft 

Private aector 
Credl t 
fkblt 

Short-term end unldentlflcd 

Overall balance 

Financing 

-115.4 -124.9 

-59.0 -S8.7 
m-3 7.7m 

-276.9 -289.9 
-179.9 -188.0 

-97.1 -100.9 

-5S.6 

=z 
-x:4 
-63.6 

1.4 
-63.0 
-30.f 
-10.9 

18.2 
20.7 

-10.6 

-66.2 -60.9 
;11.0 

-39.0 
=n7 

-Sb.b 
=nx =rm 

22.0 26.4 26.0 19.0 
-39.9 -48.1 -43.2 -37.4 
-60.0 -94.4 -s2.1 -50.h 

1.3 3.6 9.4 2.1 
-61.2 -so.0 -37.5 -53.2 
-41.4 -43.3 -44.1 -44.4 
-19.0 -14.6 -13.4 -8.8 

7.7 13.3 10.3 12.2 
22.3 26.5 21.2 21.6 

-14.7 -11.3 -10.9 -9.3 

67.1 42.5 

37.8 
m 
33.8 

(--I 
(--I 

-0.9 
20.3 
61.5 

34.6 
m 
28.6 

c--i 
(-1 

-1.0 
22.0 
60.8 

(18.1) 
-41.2 
-!8.4 

6.9 
-25.2 

3.0 
11.0 
-8.0 

29.3 

-48.3 

48.3 

mm 

-3i.a’ 
-28.4 

-2::: 
13.5 
I9.S 
-6.1 

7.9 - 

-82.3 

82.3 

27.0 
7.7 

34.2 
-10.3 

-4.6 

Offlclal net foreign l wata (lnereree -) 31.4 
Crorr offichl tcurvw4 (fncrcms -) 25.4 
IW purcheeee 14.7 
IHP repurchaser -12.6 
Change in other lfabflltlce. net 3.9 

Change !n arrears 
Import-related 

(--I 
(--I 

-1.9 
51.1 
90.5 

(S2.0) 
-39.4 
-12.9 

-1;:: 
-2.3 

4:; 

-1.3 

42.2 

-42.2 

-65.2 
-45.2 

37.8 
-20.4 
-37.4 

..- 

Debt earvice-related 

-s 
-- 

Debt relief 

Hewwandum ttea: 

16.9 ss.3 23.0 

Current account (percent 
of GDP) 

Excluding offlclal traarferm 
sod l nergcncy uirc Import8 -10.6 

IncludIn8 offlehl trmrfmrs -7.7 
-20.9 -1.4 -8.2 -6.1 -3.6 

-0.5 0.6 -6.; -4.6 -2.0 

Overall balance (percent -* GDP) -4.5 
Crora offlcisl reserve* 

End-period stock 2O.S 
In weeks of c.f.f. non-oalre lrpor~s 3.9 

C.1.f. margln (in percent of c.1.f. 
irports) 

. 
X.0 

-7.2 3.6 

12.8 
2.3 

35.0 

51.0 
1I.S 

4C.0 

-16.2 -- 

44.7 
3s.o 

-263.3 
-158.0 
-105.3 

58.4 

99.7 
m 
25.7 

-95.3 -63.6 -41.4 

-36.3 -7.3 
m 2ilx 

-282.5 -216.9 
-169.4 -131.4 
-113.1 -87.6 

-6.5 
2T3Tf 

-230.3 
-134.8 

-89.9 
-5.6 

-34.9 
=i33 

IS.4 
-21.9 
-43.6 

-4::: 
-40.0 

-1.5 
24.0 
30.9 
-6.9 

49.6 -3.2 -- 

60.1 
m 
26.1 

93.3 

42.0 
Ta 
26.0 

72.3 
m 
29.9 

(--I (9.3) (7.0) 
(--I (-1 (4.4) 

-1.8 -1.6 -1.2 
27.4 40.s 38.1 
62.0 89.6 12.5 

(7.7) 
-34.6 
-13.2 

7.0 
-22.2 

5.b 

-1:: 

(63.9) (38.5) 
-49.1 -36.4 

-9.3 2.4 
0.2 9.0 

-9.5 -6.6 
3.9 3.1 

11.6 E.0 
-1.6 -h.9 

7.6 - 

-45.7 

45.7 

39.0 
16.2 
23.0 

-16.0 
13.8 

-- 
me 
-- 

6.7 

-63.2 

-67.0 

b7.0 

20.8 
24.1 

-s 

-20.6 
1r.3 

43.1 
43.8 

-w 

2.4 

21.1 

51.9 

-51.9 

-41.8 
-19.0 

-- 

-23.6 
0.8 

-10.6 
-26.2 

15.7 J-f 

0.4 

-3.9 

39.8 
7.3 

40.0 

-6.4 

IS.7 
3.7 

LO.0 

5.2 

36.1 
0.0 

60.0 

Sources: Data provided by the Malawian l uthorltle#: and Itelf carlmates. 

I/ Estimated debt gervlce prgments to Parlr Club creditor@ end prlnclpal payments to London Club 
credltots suspended elncc end-Augurt 1987 pending Malwl’e requert for debt rerchedullng. 
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CHART 1 
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3. Money and credit 

In 1987 net domestic assets fell by MR 66 million (Table 5) 
equivalent to 15.1 percent of the beginning period broad money stock. 
Domestic credit declined by MU 37 million or 4.9 percent, equivalent to 
8.5 percent of the beginning period broad money stock. Reflecting the 
fiscal developments noted above, net credit to Government rose 
MK 33 million or 7.3 percent during the calendar year, but this is 
partly offset by new blocked deposits at the Reserve Bank into which the 
Government pays the domestic counterpart of suspended external debt 
service payments. Net credit to statutory bodies fell from MR 60 mil- 
lion to MR 21 million or 65 percent reflecting a high level of seasonal 
deposits at year-end. At the same time, credit to the private sector is 
estimated to have declined by 13.2 percent. This reflects increased 
company liquidity owing to the continuing constraints on imports and 
other foreign exchange payments and its effect on reducing domestic 
activity and investment opportunities, as well as favorable conditions 
in the tobacco sector. 

In July 1987, in connection with the shadow program, interest rates 
on deposits were raised by 3 percentage points, bringing the 12-month 
deposit rate to 17 percent, and maximum lending rates were deregu- 
lated. In response, commercial banks raised base lending rates by 
4 percentage points to 20 percent , with an increase of 3 percentage 
points for the agricultural sector. The interest rate increase was 
intended to raise domestic savings and reinforce restraint on private 
sector credit, which had risen by 15 percent during December-June, al- 
though this largely reflected seasonal agricultural demands. However , 
the impact uf the foreign exchange constraint on loan demand was severe 
in the second half of the year, and in consequence, commercial bank 
liquidity ratios rose to about double the 30 percent obligatory reserve 
ratio. In response, the commercial banks began to refuse to accept 
longer-term deposits on account of the losses entafled by the higher 
interest rates. Reflecting the increase in company liquidity as a 
result of the constraints on imports and other external payments, the 
money sup;! v rose by 28 percent, compared with 24 percent in 1986. 

4. The real economv 

a. Overall performance 

According to provisional est ima: -- s real GDP declined by 0.4 percent 
A.- 1987. This mainly reflected poor performances by the agricultural 
and manufacturing sectors, which together account fo: about one half of 
GDP, and whose performance in turn affects all other sectors. The mal.n 
adverse factors limiting output were the foreign exchange constraint, 
adverse weather conditions early in the year, and continued severe 
transportation difficulties. Manufacturing output remained at aLout the 
level of 1984, and even this entailed a heavy rundown of stocks, which 
by year-end were depleted. The share of consumption in GDP remained un- 





Table 5. Malawi: Monetary Survey, December 1985~March 1989 

(In millions of Malawi kwacha) 

1985 Dec. 1986 1987 1988 :1989 -- 
March Dec. March June Sept. Dec. March June Sept. Dec. March -- 

Program Prog . 

Foreign assets (net) -223.4 
Grose foreign assets 86.4 
Forelgn liabilities -309.8 

Domestic assets (net) A/ 515.2 
Domestic credit 618.4 

Credit to Government (net) 328.6 
Credit to statutory bodies (net) 77.2 
Credit to private sector 212.6 

Other assets (net) I/ -103.2 
Of which: new blycked 

depoeits at Reserve 
Bank 2/ (--I 

Other items (net) l/ -59 .b 
Reserve Bank rev&uation 

accounts 31 -75.0 
SDR allocatTon 15.4 

-304.7 333.1 -341.1 -410.4 -254.8 -247.5 
61.8 47.9 65.9 63.5 149.9 . . . 

-366.5 -381.0 -407.0 -473.9 -404.7 . . . 

575.0 656.1 608.8 734.8 675.9 590.3 
673.6 753.4 692.2 798.7 769.5 716.6 
371.2 457.5 432.1 470.8 456.9 490.9 

71.1 59.6 19.1 55.2 70.8 20.6 
231.3 236.3 241.0 272.7 241.8 205.1 
-98.6 -97.2 -83.4 -63.9 -93.6 -126.3 

(--I (--I 

-55.4 -112.2 

-75.0 -135.0 
19.6 22..8 

(--I (--) (-24.6) (-48.7) 

-125.2 -203.7 -214.6 -214.8 

-148.0 -226.5 -237.4 -237.6 
22.8 22.8 22.8 22.8 

Honey plus quasi-money 351.4 325.7 435.2 392.9 5:3.1 635.7 557.6 
Honey 153.5 136.2 l87.0 168.7 253.0 312.4 234.7 
Quasi-money 197.9 189.5 248.2 224.2 275.1 323.3 322.9 

-290.6 -292.5 -331.0 -201.0 
110.6 139.1 187.4 190.2 

-401.2 431.6 -418.4 -391.2 

632.5 692.7 715.2 648.8 
789.7 064.4 919.5 873.3 
508.9 528.3 562 .b 551.6 

40.8 61.1 04.9 69.1 
240.0 275.0 272.0 252.6 

-157.2 -171.7 -204.3 -224.5 

(-63.8)(-104.3)(-143.9)(-165.1) 

-228.0 -228.0 -228.0 -228.0 

-250.8 -250.8 -250.8 -250.8 
22.8 22.8 22.8 - 22.8 

569.9 628 2 712.2 675.8 
. . . . . . . . . a.. 
. . . . . . . . . . . . 

-:!13.3 
181.1 

-394.5 

(144.7 
tI94.6 
!ib8.9 

43.7 
;!82.0 

-:!49.9 

(-1192.5) I 

-:!28.0 
E 
I 

-:!50.8 
22.8 

ri59.4 
. . . 
. . . 

Sources: Data provided by the halavtaa authorities; and staff projections. 

l/ The definition of this aggregate has been changed from previous Board papers on Malavi. 
Blocked deposits at the Reserve Bank and capital accounts which had previously been classified under other liabilities (outside of net doneatic 
assets) have been classffied under other assets (net). Tbe Reserve Bank’s revaluation accounts, which had previously been included in capital 
,3ccouats, are now seperatelj identified, and, together vith Malawi’s SDR allocation, are classified under other items (net). 

2/ The kvacha counterpart of government and statutory &dies’ debt service payments for which a rescheduling 1s being sought, are being paid 
as-they fall due in blocked accounts at the Reserve Bank. 

3/ Comprises the sum of the Reserve Bank’s profit and loss on devaluation account and the value of promissory notes issued by the Government 
in-respect of the Reserve Bank’s devaluation losses on its outstanding stock of net foreign assets. 





- 13 - 

changed at about 85 percent, and gross fixed capital formation remained 
relatively depressed compared with historic levels. 

Price developments also showed a marked deterioration. Inflation, 
as measured by the GDP deflator, is estimated to have reached 26 per- 
cent, compared with an average of about 12 percent during the three 
preceding years. The sharp increase in prices reflected mainly expan- 
sionary domestic financial policies as well as the effects of the 
February devaluation. In addition, the foreign exchange restrictions 
began to lead to prices reflecting a scarcity premium, and in the latter 
half of the year food prices began to reflect the shortage of domestic 
supply l 

b. Domestic food security 

An additional problem that became apparent in 1987 was a shortfall 
in domestic food production, the impact of which was exacerbated by the 
influx of displaced persons from Mozambique. Maize production was 
constrained by a combination of factors, particularly a deterioration in 
the producer price relative to competing cash crops, the most important 
being groundnuts, for which .marketed output has risen sharply. This 
producer price policy was felt to be appropriate by the Malawian 
authorities and international agencies in view of several years of 
surplus maize production, a high level of stocks, and an objective of 
export diversification. In 1987 total food output was also affected by 
adverse rains, rising input costs, and pest infestation of cassava. In 
combination these factors are expected to result in a shortfall in the 
range of 120 ,OOO-180,000 tons. L/ The Government has requested 
emergency food aid from the international community, and indications are 
that substantial food assistance is likely to be received. In addition, 
the Government has contracted for 35,000 tons of maize from neighboring 
countries, and is seeking supplies elsewhere. To allow for any 
additional net outlays, the Government has included a provision of 
MK 7 million in the 1987/88 budget, and MK 12 million for the 1988/89 
budget . These amounts are based on a detailed set of assumptions in 
respect of aid commitments, commercial purchases, sources of supply, and 
the purchase, transportation, and distribution costs involved, as well 
as the timing of the transactions. Nevertheless, considerable 
uncertainty remains in this area, particularly with regard to the timing 
of the physical and financial flows involved. 

c. Transportation 

The major structural problem facing Malawi remains the external 
transportation bottlenecks, which have raised the c.i.f. margin on 
imports from 22 percent in the late 1970s to 35 percent by 1982 and an 
estimated 40 percent since 1985. Historically some 90 percent of 

l/ Food demand for the displaced persons is expected to be fully met 
from international commitments of food aid already committed. 
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political disturbances have resulted in most traffic being switched to a 
combination of road and rail routes to the South, with substantially 
higher unit costs. During 1987 some investments were made in rehabili- 
tating the Nacala rail line, the lowest-cost feasible routing, in 
cooperation with Mozambique and international and bilateral donors, and 
toward year-end the line was reopened on a low-traffic experimental 
basis. The rail link to Beira, which historically accounted for some 
60 percent of Malawi’s total trade, is not expected to reopen in the 
foreseeable future. Other investments were made in the development of 
an alternative Northern Corridor route through Tanzania. 

d. Statutory bodies 

During 1987 a number of actions were taken to improve the perfor- 
mance of the parastatal sector. In particular, with respect to ADMARC, 
further structural and cost-cutting reforms contributed to a marked 
improvement in results. The reforms include rationalization of 
marketing infrastructure and staffing levels, management reforms, and 
asset restructuring and disposals. In this context, actions were taken 
to encourage private sector participation in the purchase and marketing 
of smallholder agricultural produce. Other recurrent cost and overhead 
expenses were reduced in the areas of vehicles, regional offices and 
depots, and administration. Some equity holdings and estates were 
divested, and a program for further divestment is being developed. Some 
loans from the Government and the Reserve Bank were rescheduled, and a 
repayment period was agreed to become effective April 1, 1988. On 
balance ADMARC’s net overall surplus on all operations improved from 
MK 0.7 million in 1986/87 (April-March) to a projected MK 12 million for 
1987/88 (Table 6). Within these totals the position on crop trading 
accounts improved from a loss of MK 16.6 million in 1986/87 to a profit 
of MK 2.5 million for 1987/88. The remaining losses are on account of 
the maize, groundnut, and cotton accounts, albeit at significantly lower 
levels than the previous year; it is anticipated that the position on 
these accounts will be improved in 1988/89. 

There is also estimated to be a marked improvement in 1987/88 in 
the combined financial position of the nine other major parastatals, 
with almost all improving their profit performance. A wide range of 
tariff and price increases was implemented during the year and most 
enterprises are also in the course of Implementing restructuring and 
cost control programs. On balance these nine parastatals are estimated 
to show a consolidated operating profit of MK 7.8 million .for 1987/88, 
compared with a loss of MK 0.7 million for the preceding year. 

IV. Report on the Discussions and the Program for 1988-89 

At the time of the last Article IV consultation in Janus.. 1.987, 
Executive Directors expressed concern at the deterioration in :llawi’s 
external and domestic finances. While recognizing that these 
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Tnhle 6. Ma laui : Selected Tndfcators of the 
Financial Performance of the Major 
Statutory Bodies, 1985/86-1988189 A/ 

(La millions of Malawi kwachaj 

1985 

19&86 

1986 1987 1988 

19::,87 1980;,88 19%89 -- 
Pro j. Prov. 

Combined account8 2/ 

Revenues 204.3 240.5 
Intereat charge8 17.1 27.1 
Profit or 1088 3/ -21.0 -11.3 

Of which: -MC (-19.7) 4J (-10.6) 
Caahf low . . . 12.8 
CrOB8 itlVe8tEent 27.8 51.3 

ADMRC 

Net onerating profit or 108s 
on crop trading accounts 

Of which: maize 
tobscco 
groundnut8 
cotton 

Other revenues/expenses (net) -1.9 
Of which: net interest (-1.6) 

Net profit or lose 21 3.3 SJ -10.6 -4.6 -2.3 

Other operations (net) &/ -19.7 11.3 16.6 13.8 

overall aurplue/deflcit -16.4 0.7 12.0 

Financing 16.4 -0.7 -12.0 
Reserve Bank 8.7 0.8 -0.7 
Commercial Bank overdraft 10.3 -13.5 -5.9 
US8 of Cash balance8 -2.s 0.8 -1.9 
Government 12.1 8.7 - 

Bxport financing -8.6 1.7 -1.7 
Other borrowing -3.6 0.8 -1.8 

11.5 

-11.5 
-4.1 
-2.9 

-- 

-3.4 
-- 

-1.1 

-17.8 
(-5.6) 

-16.6 
(-10.6) 

(3.9) 
(-3.5) 
(-7.8) 

,-$2) 

257.5 
28.7 

A:, 
0.2 

57.9 

289.1 
27.0 
18.6 

(-2.3) 
5.0 

87.9 

(4::) $48) 
(12.7) (9.3) 
(-2.1) (-3.3) 
(-5.3) (-0.4) 

-7.1 -6.7 
(-10.2) (-7.1) 

Source8 : Data provided by the Halauian authorities; and staff 
e8t ilaat@S. 

F/ Includes ADHARC, Malawi Railways, Ltlongve Water Board, 
Electricity Supply Cormnfssion, Halavi Development Corporation, Malawi 
Housing Corporation, Afr Halawl, Blantyre Water Board, Halavi Book 
Service, and Wood Industries. The first four statutory bodies have 
fiscal years April l-March 31, the latter six January l-December 31. 

_2/ lncludfng ADMARC. 
31 After interest payments and depreciation. 
T/ Excludes payment of MK 23 million by the Government for previous 

yeers costs related to the strategic grafn reserve. 
5/ Includes Government payment described in footnote 4. 

gf Includes net lending, investment, asset sales, stock movements and 
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-^a^-&- deveiopments were associated with adverse exierfi&l &~~~Iv~~~u~D, ihey 
stressed the impact of insufficiently tight demand management policies 
and the deterioration of the public sector financial performance. Par- 
ticular concern was expressed that difficulties in monitoring and 
controlling expenditure continued to be a significant source of slip- 
page l Directors emphasized the need for the authorities to respond 
quickly to deteriorating circumstances and to adopt a comprehensive 
adjustment effort aimed at achieving medium-term balance of payments 
viability, particularly as large-scale exceptional foreign financial 
inflows should be viewed as temporary in nature. Directors also empha- 
sized that while improved finances for the public sector, including 
statutory bodies, was the most pressing need, flexibility in exchange 
rate and interest rate policies would also need to be an important part 
of the adjustment effort. 

These issues were considered further during the recent discussions 
on the Article IV consultation, and on a program that could be supported 
by use of Fund resource:. The authorities recognized the extent of the 
problems facing the economy, and that prudent financial policies, com- 
bined with structural reforms, need to be rapidly implemented if the 
rate of growth is to be returned to an annual increase exceeding the 
growth in population. They also recognized the need to restore the 
favorable international confidence in Malawi that prevailed in earlier 
years through addressing the issues of the heavy debt service burden, 
external arrears, and controls on private sector import payments. 

1. Overall economic strategy and basic objectives 

Conscious of the magnitude of the problems facing Malawi, the 
Malawian representatives emphasized that the Government had already 
initiated a series of measures aimed at economic adjustment. They 
recognized that the deteriorating external environment necessitated 
prudent fiscal and monetary policies aimed at balancing the supply and 
demand for foreign and domestic resources. They also recognized that 
the actions already initiated needed to be rapidly reinforced by a 
comprehensive set of policies and measures aimed at restoring growth and 
inflation rates to historical levels through Malawi’s traditional 
reliance on liberal market-oriented polickes. 

Accordingly, as indicated in the letter of intent, the authorities 
have adopted a program for the U-month period beginning January 1, 
1988, the basic objectives of which are (a) to attain a rate of real 
growth of 1.5 percent for 1988 after the decline in 1987, and thereaFter 
to achieve annual real growth rates of 3.0-3.5 percent, rising to 
4.0-5.0 percent by 1992; (b) to reduce the annual rate of inflation to 
at most 20 percent in 1988, and thereafter to achieve a steady reduction 
to about 5 percent per annum by 1991-92; and (c) to move steadily toward 
a sustainable external financial position, consistent with the growth 
targets, while removing existing restrictions on current payments and 
eliminating external payments arrears. 
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As aiso noted in their letter, the authorities are aware of the 
need to address the present economic difficulties in the context of a 
medium-term adjustment effort. They therefore intend to undertake 
further structural and financial reforms in the period ahead in close 
collaboration with the staffs of the Fund and the World Bank. The 
authorities will be formulating these plans in the context of a three- 
year program covering the period 1988/89-1990/91, in support of which 
they intend to request from the Fund a three-year structural adjustment 
arrangement in the amount that would be available to Malawi under the 
enhanced structural adjustment facility, and the first annual 
arrangement thereunder. 

2. Fiscal policies 

For the %nitial three months of the program period, January-March 
1988,‘fiscal policy will focus on ensuring that the programmed outturn 
for the 1987188 fiscal year is achieved. This will entail in particular 
a close monitoring of expenditures so that the projected increase of 
MR 18 million in net credit to Government from the banking system for 
this period is not exceeded. Subsequently , fiscal policy will aim at a 
further significant reduction in the budget deficit to curtail aggregate 
demand pressures, thus facilitating increased private sector activity. 
Accordingly, the 1988/89 program will aim at reducing the deficit 
(before grants) by a further 2.6 percentage points of GDP, to 8.1 per- 
cent of GDP. After grants, the reduction would be from 7.1 percent to 
4.9 percent of GDP. Revenues are projected to rise from 17.9 percent of 
GDP to 18.5 percent of GDP, while total expenditure will be reduced from 
28.4 percent of GDP to 26.6 percent of GDP. On the financing side, net 
foreign financing will decline slightly in nominal terms to MR 96 mil- 
lion, reflecting higher amortization payments falling due. l/ Domestic 
financing will be sharply reduced, from MR 113 million to e 80 ml llion, 
with net credit to Government from the banking system falling from 
ti 77 million to MR 60 million. In the course of the discussions, the 
staff reached understandings with the authorities on a provisional list 
of policies and measures to be included in the budget in order to 
achieve the program’s fiscal targets. Reaching understandings on the 
1988/89 budget, as introduced, would be a major element of the first 
program review. Furthermore, to facilitate close monitoring of 
budgetary developments, quarterly indicative targets for government 
expenditures and for the overall deficit will be established at the time 
of the review. 

On the revenue side, in the absence of any measures, it is esti- 
mated that the revenue/GDP ratio would have declined (for the third year 
in a row) to about 17.6 percent of GDP, mainly on account of the inelas- 
ticity of the tax system in a worsening inflationary environment, and of 
continued weakness in the effective yield from import-related taxes. On 

l/ The domestic counterpart of external debt service payments subject 
to-rescheduling will continue to be blocked by the Reserve Bank. 
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equivalent to about MK 35 million, will be required, giving an overall 
increase in revenues of 23 percent to MK 671 million. The provisional 
list of measures includes: an increase of 2-3 percentage points in 
surtax rates, to yield about MK 14 million; an increase in a number of 
trade, business, and transportation licenses and fees, to yield about 
MK 10 million; an increase in the company tax rate from 50 percent to 
55 percent, to yield about MK 5 million; an increase in specific excise 
duties on beverages and manufactured tobacco by about 40 percent, to 
yield about MK 4 million; an increase in the income tax rate applying to 
the highest earned income bracket, to yield about MK 1 million; and an 
extension of the accommodation tax, tc yield about MK 1 million. The 
list of revenue measures will be finalized at the time of the first 
review; however, during the discussions the authorities indicated that 
no significant changes in the list are envisaged, particularly as they 
felt that a more broadly based tax on incomes was undesirable in view of 
the likely decline in real wages, owing to inflationary developments. 
The authorities undertook nevertheless to adjust petroleum product 
prices to reflect increases in domestic import costs; accordingly, on 
February 1, 1988, retail petroleum prices were increased by about 
12 percent. 

On the expenditure side, current expenditure is projected to rise 
by 9.6 percent, to reach MK 700 million. The wage bill is projected to 
rise by only 5 percent, reflecting only the normal wage drift. This 
will be attained through a freeze O;I net civil service employment 
combined with maintaining wage and salary rates unchanged. In real 
terms wages would be slightly below the level of 1985/86, which preceded 
the significant across-the-board increases given in 1986/87. Other 
current expenditure (excluding interest) is projected to rise by about 
9 percent to MK 352 million. While this represents a significant 
reduction in real terms over the 1987/88 outturn, the latter includes 
the substantial expenditure overruns early in that year. Viewed against 
estimated developments in the latter half OE the year, the 1988/89 
budget would represent a modest real increase in these outlays. 

Development expenditures, which are mostly foreign financed, are 
projected to rise by 17 percent to MK 251 million. However, the 
authorities stressed that they regard the projections as subject to 
further discussion and possible modification. Discussions are pro- 
ceeding with donors regarding possible assistance on highly concessional 
terms in critical areas, particularly possible additional assistance in 
removing transportation bottlenecks. The level of development expen- 
diture will be reviewed at the time of the first program review, taking 
account of any highly concessional additional assistance, and including 
the future recurrent costs and savings as well as debt servicing 
associated with any additional outlays. 

As noted above the 1988/89 budget projections include t? 12.2 mil- 
lion to provide for any net expenditures incurred for the pui .lase, 
transportation, or distribution of emergency maize imports. .hey also 
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Inciude an amount of MK 6.5 million for the Fertilizer Revolving Fund to 
cover the projected cost of the subsidy for smallholder purchases of 
fertilizer during 1987/88. These items will be reviewed in the course 
of the first program review; for fertilizer, the review will cover the 
implications of the subsidy policy for subsequent budget outlays. 

Development expenditure priorities are reflected in a rolling 
three-year public sector investment program. Also, the Government is: 
completing a detailed statement of development policies for the decade 
1987-96, to be presented at the next meeting of the Consultative Group 
for Malawi, expected in mid-1988. This program will emphasize 
improvements in external transport routes and the promotion of private 
sector activity as critical means to improve Malawi’s growth per- 
formance. In addition increased emphasis is to be given to enhanced 
secondary education to improve the effectiveness of social spending. 
The authorities are also cooperating with the World Bank in reviewing 
priorities and the allocative efficiency of recurrent outlays. This 
review will also include ways to safeguard critical outlays for the 
social sectors. 

The authorities are also continuing to pursue fiscal reform 
efforts. One element of this is reinforcement of the institutional 
mechanism noted above to improve control of government outlays. An 
additional element is a broad program of tax reform. This will focus on 
broadening the tax base; establishing uniform rates of effective 
domestic protection; distinguishing between taxation for domestic 
protection for revenue mobilization and redistribution purposes; and tax 
incentives to encourage production and investment. 

3. External sector policies 

a. Exchange and trade liberalization 

As noted in the attached letter, the authorities intend to 
liberalize progressively existing quantitative restrictions on the 
approval of foreign exchange applications with respect to private sector 
imports. The achievement of this Qbjective will require an active 
exchange rate policy and other measures aimed at improving export 
volumes and efficient import substitution, supplemented by prudent debt 
management policies and by the authorities’ request for debt resched- 
uling. Given that the February 1987 devaluation of the Malawi kwacha 
was largely eroded by inflationary developments during 1987, on 
January 16, 1988 the kwacha was further devalued by 15 percent in 
foreign currency terms against its currency basket. Consequent l-y, 
petroleum prices have been raised to reflect fully the increased costs 
in domestic currency terms. The authori.ties intend to conti.nue to 
pursue a flexible exchange rate policy throughout the program period, 
with the aim of maintaining external competitiveness. 

In view of existing external imbalances, the low level of reserves, 
and the degree of uncertainty in this area, import liberalization is 
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being introduced in a cautious manner. The first stage, introduced 
effective February 1, 1988, included a list of spare parts and raw 
materials that will henceforth be imported under open general licensing 
arrangements. Subsequent policy will focus on remaining raw materials 
and spare parts, followed by most intermediate and capital goods. The 
eventual aim will be to move the system to a negative list. The scope 
of the liberalization of the import approval system will be widened, and 
the pace of its implementation accelerated, should available foreign 
exchange exceed present pro jecL _ >ns. Reaching understandings on the 
timing and content of subsequent liberalization measures, as well as on 
exchange rate policy, will be a condition for completing each of the 
program’s reviews. 

b. Balance of payments 

External policies aim at restoring the growth of export volumes to 
historic levels by ensuring appropriate incentives. This will be faci- 
litated by the program’s exchange rate policy, the benefits of which 
will be passed on to producers. The authorities are also formulating a 
package of measures, to be announced around mid-1988, to improve export 
incentives (within the limits of the program’s fiscal policies). How- 
ever, these improved fncentives will have little effect on volumes for 
1988, which are expected to decline by about 8 percent, mainly on 
account of delayed and insufficient rainfalls, expected to adversely 
affect tobacco output, and the impact of stagnant or declining world 
prices for other major export crops. Taking account of the liberal- 
fzation of the import allocation system, import volumes (excluding 
emergency maize imports) are programmed to rise by 5 percent. The terms 
of trade are expected to decline slightly, for the fourth consecutive 
year. The Uglier profected deficit on &he trade accoun&, rogerher with 
higher payments for services and slightly lower private transfers, i.s 
projected to lead to a temporary deterioration of the current account 
deficit (excluding official transfers and emergency maize imports) to 
about 7.3 percent of GDP. Projections of the capital account indicate a 
small further improvement, by SDR 7 million, to about SDR i.0 million; 
however, if grants related to emergency maize imports were e,cluded, 
there would be a decline of some SDR 10 million, with the absence of 
pro jetted short -term capital inflow: Dffsetting higher long-,.erm con- 
cessional inflows to Government. As a result, the overall balance of 
payments is projected to show a small surplus of SDR 1.3 million, com- 
pared with a surplus of SDR 52 million in 1987 (Table 7). 

With respect to fifilancing, as noted above the Government attaches 
great importance to the regularization of short-term trade financing 
arrangements. Accordingly, remaining import-related arrears, which 
amounted to SDR 17.6 million at end-December 1987, will be reduced to 
SDR 5.0 million by end-March 1988, and eliminated by end-June 1988 
through cash payments. It is also anticipated that the debt service 
arrears will be eliminated before end-May 1988 in the context of re- 
scheduling agreements; any arrears not rescheduled will be eliminated 
through cash payments. Satisfactory progress with respect to debt 
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relief will be a condition for completion of the program’s first. 
review. Debt service potentially eligible for rescheduling is estimated 
at about SDR 39 million, including SDR 10.4 million already in 
arrears. The projected relief is expected to reduce the debt service 
ratio to about 37 percent, compared with 50 percent without debt 
relief. To minimize the burden of future debt service payments, the 
program includes, as performance criteria, limits on new external bor- 
rowing of up to 12 years’ maturity, as specified in Section 6 below. 

Taking account of the above developments, together with net 
repayments to the Fund and the targeted increase in gross official 
reserves to an equivalent of nine weeks of non-maize imports, there 
would be a financing gap of SDR 46. 3 million for 1988. This is 
expected to be covered by debt .relief, by resources under a possible 
ESAF or SAF arrangement (preliminary discussions for which have already 
started), by further program inflows from the World Bank and other 
donors, or, if necessary, by a slower buildup of reserves. More 
detailed projections and policies for 1989 will be developed during the 
program's reviews, and i.n the context of the policy framework paper, 
which the authorities hope to finalize with the Fund around May 1988. 

4. Money and credit policies 

The program’s monetary targets, and ceilings on net domestic assets 
of the banking system and on credit expansion have been formulated to be 
consistent with the program’s domestic and external objectives. Net 
domestic assets of the banking system will rise by 9.9 percent during 
1988, with an increase of only 1.9 percent for the fiscal year 
1988/89. This reflects a sharp increase in the domestic counterpart qf 
debt relief, from MK 43 million at end-1987 to a projected MR 165 mil- 
lion at end 1988 and MR 192 million by end-March 1989, as these deposits 
will continue to be sterilized by the Reserve Bank. An increase in net 
domestic credit of MR lS7 million, or 21.9 percent, is programmed for 
1988, and MK 105 million, or 13.3 percent for 1988/89. Consistent with 
the program's fiscal policies, net credit to Government is programmed to 
rise by MK 61 million, or 12.4 percent, and MR 60 million, or 11.7 per- 
cent, for 1988 and FY 1988/89, respectively. Net credit to statutory 
bodies will rise sharply in 1988 by KU 49 million as the high levels of 
deposits, of a temporary nature, recorded at end-1987, are drawn down to 
more normal levels. In 1988/89 net credit to statutory bodies will be 
virtually unchanged. For credit to the private sector, increases of 
23.2 percent and 17.5 percent are Frogrammed for 1988 and for 1988/89, 
or MK 48 million and MK 42 million, respectively. Despite the increase 
in the domestic price of imported inputs and the anticipated improvement 
in output, the programmed increase is felt to be adequate in view of the 
substantial buildup of company liquidity in 1987. Taking account of the 
projected balance of payments surplus, the program’s exchange rate 

policy, and the anticipated level of debt relief, the program provides 
for growth in broad money of 21 percent and 16 percent for 1s T and 
1988/89 respectively, which is estimated to be consistent wit1 the 
program’s objective of containing inflation. As noted in Sect Ion 6 
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below, quarterly targets on the net domestic assets of the banking 
system, on net credit to Government , and on net credit to statutory 
bodies, will constitute performance criteria. The targets on net domes- 
tic assets and on net credit to Government would be automatically ad- 
justed downward, should specified external cash loans and grants exceed 
programmed amounts. 

With respect to interest rate policy, as noted above commercial 
banks have substantial excess liquidity, combined with slack loan 
demand, on account of the tight foreign exchange position and weakness 
of output. In consequence, commercial banks are presently not accepting 
deposits of more than six months’ maturity pending a significant 
increase in the demand for loanable funds. In these circumstances, the 
authorities argued that any increase in interest rates would not be 
appropriate. However , company .deposits are likely to be run down and 
the demand for loanable funds to increase, particularly in response to 
import liberalization. In these circumstances, interest rate policy 
will need to be kept under continuous review; reaching understandings on 
interest rates will therefore be a condition for completion of each of 
the program’s reviews. 

5. Structural nolicies 

a. Statutory bodies 

An essential part of the reform efforts involves continuation of 
the structural reforms with respect to statutory bodies, in cooperation 
with the World Bank and other donors. For ADMARC this will focus on 
further efforts to improve management and efficiency, and to lower 
overhead costs; further divestiture of assets will also be undertaken. 
Projections of ADMARC’s 1988/89 budget are for an improvement in the 
profit on crop trading accounts from MR 2.5 million to MR 4.4 million. 
Within this total, however, losses are still anticipated for maize, 
owing mainly to high overhead costs combined with relatively low 
domestic purchases, and for groundnuts, owing to anticipated depressed 
worl d prices. ADMARC’s overall loss will be reduced from MK 4.6 million 
to MU 2.3 million,, reflecting mainly continued high net interest 
charges. The budget provides for prompt payment of obligations falling 
due to the Government and to the Reserve Bank. Reaching understandings 
on ADMARC’s budget for 1988/89 will be a condition for completion of the 
first review. 

With re,spect to other statutory bodies, efforts will focus on 
further improvements in financial performance and efficiency and in 
improving th * oversight functions of the Department of Statutory 
Bodies. With respect to the former, the nine major parastatals 
(excluding ADMARC) are provisionally budgeted to improve their net 
profit performance, from MU 7.8 milion in 1987188 to MK 20.9 million for 
1988/89, reflecting significant further tariff increases, as well as 
improved management and strict control of costs. In particular, wage 
bills will be contained through tight control of net employment and no 
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increase in general wage rates. Aggregate gross investment of the 
Statutory Bodies is projected to rise sharply in 1988189, by about 
MK 30 million, with most of the increase being for ESCOM, reflecting 
largely foreign-financed investment in improved electrification and 
power transmission. 

Regarding the Department of Statutory Bodies, efforts are focusing 
on improvements in their monitoring and analysis of parastatal perfor- 
mance and assistance in the evaluation of investment plans and projects, 
particularly with regard to the impact of these decisions on government 
and parastatal recurrent costs and future debt service. 

b. Agriculture 

Agricultural policy will continue to focus predominantly on.re- 
liance on market pricing. For most exports, producers receive the 
actual export price; for those crops for which administered prices 
apply 9 mainly smallholder tobacco and groundnuts, these will continue to 
be guided by developments in world markets. Reflecting world price 
expectation, unchanged producer prices have already been announced for 
the 1988 season for these two crops. 

With respect to domestic food crops the major concern will be to 
ensure adequate domestic supplies of maize. To boost production the 
producer price for 1988 has been raised by 36 percent while, as noted, 
the price for the major competing crop will be un-hanged (for the third 
consecutive year). In addition, the authorities p:an to continue the 
subsidy for fertilizer (within the program’s fiscal objectives) in order 
to continue to encourage planting of higher-yield hybrid maize varfe- 
ties. The producer and consumer prices for maize, as well as the retail 
price of fertilizer, will be reviewed during the year, and if necessary, 
further increases in these prices will be implemented. 

C. Transportation 

The objective in this area will be to reduce the c.i.f. margin on 
imports from 40 percent to 36 percent by 1991/92, which would have a 
roughly equivalent impact on net export receipts. The objective seems 
attainable in view of the possibilities for shifting traffic from the 
high-cost southern route to the lower-cost Nacala ?-nd Northern Corridor 
routes, each of which could carry some 25 percent of Malawi’s total 
trade with an estimated saving of some 25 percent in unit costs. 
However , developments in this area are also uncertain. For the Nacala 
rail line, developments will be substantially affected by regional 
political and security developments. For the Northern Corridor route, 
substantial assistance has already been received for the rrecessa:;y 
improvements of the road, rail, and port facilities in Malawi and in 
Tanzania. However progress will be determined by the timing and extent 
of donor disbursements and the efficiency of project implementation. 
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6. Performance criteria and reviews 

The program’s performance criteria are shown in Table 8. The table 
lists the following quantitative performance criteria for end-March 1988 
and end-June 1988: (a) limits on net domestic assets of the banking 
system; (b) limits on net claims on Government by the banking system; 
(c) limits on net claims on statutory bodies by the banking system; 
(d) elimination of existing external payments arrears and no accumu- 
lation of new external payments arrears except, until end-May 1988, for 
payments due to Paris and London Club creditors pending consideration of 
Malawi’s request for rescheduling; (e) limits on new nonconcessional 
external loans contracted or guaranteed by the Government and other 
public sector institutions; and (f) limits on the net increase in short- 
term external debt contracted or guaranteed by the Government and other 
public sector.institutions of less than one-year maturity. The figures 
listed for end-September 1988, end-December 1988, and end-March 1989 are 
indicative limits; performance criteria for these dates will be 
established at the time of the first review. 

There will be two reviews with the Fund, to be completed by end- 
June 1988 and end-December 1988, respectively. The first review will 
focus on the 3988/89 budget of the Central Government and of ADMARC, 
exchange rate policy, interest rate policy, further import liberali- 
sat ion, developments with respect to Malawi’s request for debt resched- 
uling, developments with regard to domestic food supplies and policies 
with respect to the fertilfzer subsidy. The second review is expected 
to focus on exchange rate and interest policies, as well as import 
liberalizatioic. Completion of each of these reviews shall constitute a 
performance crZer1on under the stand-by arraagement. In addition, the 
program includes the standard performance criterion regarding the 
exchange and payments system. 

Il. The Medium-Term Out look 

Malawi’s external position will remain difficult, and substantial 
external assistance will continue to be needed over the next few 
years - This will require that adjustment and structural reform measures 
be vigorously pursued and fmplemented throughout the period. On the 
basis of the latest staff projections, as shown in Table 7, there would 
be financing gaps of SDR 46.3 million and SDR 18.4 million for 1988 and 
1989 respectively, rising to SDR 47.5 million in 1990, as no further 
program inflows from the World Bank are included beyond those presently 
in process, which will be disbursed before end-1989. The gap declines 
to SDR 35 million by 1992, and would continue to fall thereafter, 
part fcularly as repurchases to the Fund would have been largely 
completed. These financing gaps should be manageable, taking account of 
resource inflows that co,.rld be available to Malawi from debt relief and 
under the ESAF or SAF, as well as possible further program inflows from 
the World Bank after 1989. Furthermore, the improvement in the external 
position over the medium term provides for grovth of import volumes of 
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Gownrnent ad other public sector 
institutim (almilatlve) s&i 

Of which: l-l.2 years 
l-5 pears 

(*.*I (ao.0) m.01 (20.0) (20.0) @J.O) 
(*..I t-9 C-1 t-1 C-1 c-1 

Net increase in stmt-tenn external 
debt contracted or gmmteed by 
the Gove-t and other plbuc 
sector institutioxn3 of less than 
one year mhlrity~i - - - - - . . . 

sour=: I.etter of Intent. 

l/ Perforlmme crfterla. 
a Indicative targets. 
T/ These criteria wuld be ad@ted dmmard ~theamuntthatdis husements of specified exterrtnl 

&h loans and grants exceed K 49.1 million duriog December 31, 1987-Harch 31, l988 and MC 67.2 million 
during kcenber 31, 1987-~uru3 30, 1988. 

4/ Ezxddes atrearson&btsenricefor~~arequestbasbeen~detoParisand~Club 
Gditors for re. llM?sedebtserviae arrmrsarerequiredtobeelindnatedundertkprogram 
tyen+Mayl988,eitherthru&cashpqmmtsorthmq#~. 

5 Ezxcludes arrears on debt service for &ich a reqwst has ken rm& to Paris Club creditors for 
r&edulfng. 

6/ Excludes short-term trade fifmce. - 
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about 4.5 percent in 1988 and 3 percent per year during 1989-92, 
consistent with the program’s GDP growth target and import 
liberalizntion objective. 

The projections are based on conservative assumptions for the major 
variables involved. With respect to the terms of trade, following the 
deterioration of 21 percent during 1984-87, virtually no change is 
projected for 1988-90, followed by an improvement of 4 percent in 1991, 
and in 1992. After a decline of 8 percent projected for 1988, export 
volumes are forecast to rise by about 4.5 percent per annum in response 
to improved incentives. With respect to external transportation, in 
view of the uncertainties involved, the projections assume that the 
40 percent c.1.f. margin will remain in effect until 1990, before 
declining to 38 percent for 1991, and 36 percent for 1992. These devel- 
opments will enable the current account deficit to be reduced steadily, 
to about 3 percent of GDP by 1992. A tentative medium-term macro- 
economic scenario, consistent with the reduced current account deficft, 
indicates that to allow for a progressive recovery of private investment 
throughout the period, the government budget deficit will need to 
decline to about 5 percent of GDP by 1992. 

Based on conservative assumptions for inflows from the World Bank, 
which include only loans in place or in process, and for other multi- 
lateral and bilateral donors, the long-term capital account will show a 
declining surplus over the medium term, from about SDR 100 million in 
1988 to SDR 31 million in 1992. These capital account balances, 
together with the program’s assumptions and policies with respect to 
debt rescheduling, clearance of arrears, and net use of Fund resources 
are consistent with a gradual increase in reserves, to some 12 weeks of 
imports by end-1992. 

It is assumed that external inflows to Malawi will be predominantly 
on highly concessional terms, leading to steady improvement in Malawi’s 
debt profile. This objective vi11 be reinforced by the program’s 
ceilings on the contraction or guarantee of debt by the Government and 
other public sector institutions. The stock of debt is envisaged to 
increase from SDR 865 million (86 percent of GDP) at end-1987 to 
SDR 1.1 billion (72 percent of GDP) by end-1992. However, total debt 
service payments are projected to decline from SDR 110 million in 1987 
to SDR 84 million in 1992; as a ratio to exports of goods and nonfactor 
services, this represents a decrease from 46 percent to 28 percent for 
the same period (Table 9). 

VI. Staff Appraisal 

Following many years of successful growth performance, imbalances 
have emerged in the Malawian economy, owing to a combination of adverse 
external circustances compounded by excessively expansionary domestic 
policies and weaknesscs in government and other public sector financial 
management. Tn combination, these developments led, in 1986, to the 
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Table 9. Halaui: Public External Debt and Debt Service, 1983-92 

1983 1984 1985 
Est. 
1987 

Pro jetted 
1986 1988 1989 1990 1991 1992 

Total diebursed 
outstanding L/ 

Of which: 
Debt to IHP 2/ 

Total debt service 2/ 
Principal 
Interest 

Debt service to IHP 2/ 
Repurchases - 
Charges 

External medium- and 
long-term debt 
disbursed outstanding Al 

Of which: 
To IMP L/ 

Total debt service 3151 -- 
Principal 
Interee t 

Debt service to IHF 2151 -- 
Repurchases 
Charges 

tfemorandum items: 

Debt relief (SDR millions) 
Of uhich: 

Arrears rescheduling 
Debt service ratio after 

debt relief 21 

(In millions of SDRs) 

778.4 870.0 853.9 845.1 865.1 892.6 949.4 1,@09.6 1,056.6 1,084.l ---p-p- 

(97.5) (114.9) (121.9) (101.4) (77.7) (69.3) (51.8) 

116.4 125.7 121.2 131.3 109.5 110.1 105.9 
84.4 82.4 -Xi 86.8 69.573.811.1 

41.4 43.3 44.1 44.4 40.0 36.2 34.8 

17.1 28.9 25.6 25.1 30.3 25.5 23.5 
10.3 20.4 -x5 20.6 733 19 19.0 

6.8 a.5 9.6 4.5 6.7 5.6 4.6 

(38.0) (22.4) 

83.4 84.7 
50.3 52.9 
33.1 31.8 

17.3 18.2 
13.8 15.7 

3.5 2.5 

(Ratios in percent) 

68.1 

8.3 

49.9 
33x 
16.4 

6.8 
4.1 
2.7 

73.8 

9.8 

37.6 
xx 
13.0 

8.6 
6.1 
2.5 

73.7 

10.5 

44.5 
%x 
16.2 

9.4 
5.9 
3.5 

86.4 

7.8 

88.6 83.0 79.5 

6.9 3.0 

56.9 45.8 
37.6 29.0 
19.3 16.7 

10.9 12.7 
8.9 9.9 

2.0 2.8 

49.9 
33.5 
16.4 

11.5 
9.0 

2.5 

4.5 

43.5 
29.2 
14.3 

9.7 
7.8 
1.9 

32.3 
19.5 
12.8 

6.7 
5.3 
1.4 

76.7 

1.6 

30.7 
19.1 
11.5 

6.6 
5.7 
0.9 

55.3 23.0 6.7 2.4 0.4 38.9 6/ 7.4 61 -- -- 

(--I (--I (--I (--I (--I (10.4) &/ (--I (--I (--I 

27.9 30.7 42.1 55.9 45.6 37.0 40.4 32.3 30.7 

(6.9) 

83.6 
52.9 
30.6 

16.8 
15.5 
1.4 

71.7 

0.5 

28.2 
17.8 
10.3 

5.7 
5.2 
0.5 

-- 

(--) 

28.2 

Sources: Data provided by the Halawian authorities; IBRD Debt Reporting System; IMF Treasurer’s 
Department; and staff estimates ind projections. 

11 End of period, public and publicly guaranteed, medium- and long-term external debt. 
T/ Excludes the Trust Pund. 
31 Before debt relief. Financing gap not expected to be covered by debt relief fs assumed to be serviced 

on~concessional terms, with an average interest rate of 2.3 percent per annum on loans carrying a five-year 
grace period. 

4/ As percent of GDP. 
T/ As percent of exports of goods and nonfactor services. 
g/ Potential debt relief, as shown in Table 7. 
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introduction of controls on external private sector payments and to a 
buildup of external arrears. This situation urgently requires the 
adoption of adjustment measures to correct the situation and to minimize 
the long-term detrimental effect on Malawi’s productive base. 

The authorities recognized the importance of adopting a comprehen- 
sive program of adjustment measures. Accordingly, in 1987 a number of 
actions were taken in the context of discussions with the Fund staff, 
including exchange rate and interest rate actions and, in August 1987, 
revenue and expenditure measures to reverse the deterioration in fiscal 
performance. These actions, however, followed further expenditure 
overruns in the government budget in the preceding months. Steps have 
also been initiated, in collaboration with the World Bank, to improve 
the performance of statutory bodies. Toward the end of the year, a 
shortfall in domestic food supplies emerged, with potentially serious 
economic and political implications. The authorities have responded 
quickly and effectively, requesting external assistance, arranging 
emergency purchases, and making budgetary provisions, to minimize the 
adverse impact of the shortfall. The authorities have already 
implemented actions to improve domestic food production. Developments 
will need to be closely monitored and further actions taken if needed. 

The program now adopted for 1988 and for 1988/89 addresses the 
problem areas facing Malawi. The staff believes that the fiscal adjust- 
ment during the program period is appropriate in view of the expenditure 
developments in 1987, the inelasticity of the tax system, and the need 
for emergency food imports. Given the slippages that have occurred in 
this area in the past, it will be particularly important for the 
authorities to adhere strictly to the program’s targets for government 
expenditure and the overall deficit. It is to this end that indicative 
targets will be established for these items at the time of the first 
program review. 

On the external side, the authorities have recently implemented an 
exchange rate devaluation designed to restore the external competitive- 
ness that was eroded in 1987. Exchange rate policy will need to be 
closely monitored throughout the program with the aim of maintaining 
Malawi’s external competitiveness. In this context, attainment of the 
program’s target for inflation will be of critical importance. The 
authorities have also rightly placed great emphasis on regularizing 
short-term trade credits. They have therefore substantially reduced, 
and will rapidly eliminate, import-related arrears. They have also 
settled trade-related short-term external obligations to commercial 
banks, and have remained fully current on all payments to the Fund 
during 1986-87. The staff believes that Malawi’s economic and financial 
program adresses the issue of payment arrears in a manner satisfactory 
to the Fund; under its program for the elimination of external arrears, 
Malawi has requested debt rescheduling from Paris and London Club 
creditors, and the staff anticipates an early favorable response to 
those requests. The total elimination of Malawi’s arrears by the end of 
June 1988 is a condition for completion of the first review under the 
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arrangement. The above policies are designed to restore the traditional 
confidence in Malawi of the international and domestic financial and 
business community. In view of this, it is to be expected that foreign 
commercial banks will be accommodating in making revolving trade-related 
credits available as needed. The program’s fiscal and external objec- 
tives are consistent with the sharp improvement in the private sector 
balance, following the liberalization of imports. The policies already 
adopted will need to be reinforced by further progress in import 
liberalization both during the program period and beyond, consistent 
with the medium-term balance of payments outlook. A return to regular 
debt servicing arrangements would be in Malawi’s interests by further 
enhancing international confidence and encouraging capital inflows. 

Accordingly, the staff recommends temporary approval, until end- 
June 1988, of the retentions by Malawi of the exchange restrictions 
evidenced by the payments arrears and, until end-1988 of the res- 
trictions that would remain pending the reaching of bilateral agreements 
pursuant to the forthcoming reschedulings under the auspices of the. 
Paris and London Clubs. 

In view of the medium-term balance of payments outlock, and the 
difficult external environment that Malawi will continue to be faced 
with, a sustained adjustment effort will clearly need to be pursued over 
the medium term. In this connection, the authorities have indicated 
their intention to seek, by mid-year, a three-year arrangement under the 
ESAF. The medium-term adjustment effort will require prudent monetary 
and credit policies; in particular, the authorities will need to ensure 
that the growth of net domestic assets is tightly constrained to levels 
consistent with the targeted reductions in inflation. The present 
fiscal policy stance will need to be further tightened to allow for a 
sufficient availability of bank credit to the private sector, which in 
turn would facilitate the targeted growth of output. Progress in 
implementation of the tax reform already initiated would assist this 
objective, and continued tight control on expenditure developments, 
particularly avoidance of overruns on current expenditure, will be 
essential to its attainment. Structural reform measures will need to be 
vigorously pursued over the medium term. Further progress in the reform 
efforts for statutory bodies, particularly ADMARC, will be an important 
factor in improving growth prospects and performance. This performance 
will also be critically dependent on an appropriate external and 
domestic price structure to ensure appropriate incentives. In this 
connection, continued flexibility in exchange rate and interest rate 
policies will be crucial to attainment of the medium-term objectives. 

The staff believes that the policies included in the program are 
appropriate to the circumstances and prospects facing Malawi. However , 
as in the past, actual developments may be affected to a large extent by 
external developments beyond the authorities’ control, particularly 
regional political developments that are difficult to anticipate. It 
will therefore be necessary for the authorities to continue to improve 
their monitoring and control of the impact of domestic and external 
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developments on economic and financial aggregates, and, if warranted, to 
adopt quickly further adjustment measures even beyond those presently 
envisaged. The authorities are fully aware of the difficulties and 
uncertainties facing Malawi and will maintain close contact with the 
staff to ensure thai the program is successfully implemented. 

It is recommended that the next Article IV consultation with Malawi 
be held on the standard 12-month cyc,le. 
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VII. Pronosed Decisions 

The following draft decisions are proposed for adoption by the 
Executive Board: 

(i) 1987 Consultation 

1. The Fund takes this decision relating to Malawi’s exchange 

measures subject to Article VIII, Section 2(a) in concluding the 1987 

Article XIV consultation with Malawi and in the light of the Article IV 

consultation with Malawi conducted under Decision No. 5392-(77/63), 

adopted April 29, 1977 (Surveillance over Exchange Rate Policies), as 

amended. 

2. Malawi maintains the restrictive exchange measures described 

in SMl88/ , in accordance with Article XIV, Section 2, except that the 

exchange restrictions evidenced by arrears on commercial payments are 

subject to approval under Article VIII, Section 2(a). The Fund urges 

the authorities to take measures to eliminate these arrears as soon as 

possible. In the meantime, the Fund approves the retention by Malawi of 

these restrictions, until the earlier ‘of June 30, 1988 or the completion 

of the first review under the stand-by arrangement, and of any res- 

trictions remaining pending the implementation of bilateral agreements 

under the Paris and London Clubs’ rescheduling or refinancing of 

Malawi’s external debt until December 31, 1988. 

Malawi is on the standard U-month Article IV consultation cycle. 
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(ii) Request for S.tand-By Arrangement 

1. The Government of Malawi has requested a stand-by arrangement 

for the period from March , 1988 to May , 1989, in an amount 

equivalent to SDR 13.02 million. 

2. The Fund approves the stand-by arrangement attached to 

EBS/88/25. 

3. The Fund waives the limitation in Article V, Section 3(b) 

(iii)= 
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Malawi - Stand-By Arrangement 

Attached hereto is a letter dated February 2, 1988, from the 
Minister of Finance and the Governor of the Reserve Bank of Malawi 
requesting a stand-by arrangement and setting forth (a) t’le objectives 
and policies that the authorities of Malawi intend to pursue for the 
period of this stand-by arrangement; and (b) understandings of the 
Malawian authorities with the Fund regarding reviews that will be made 
of progress in realizing the objectives of the program and of the 
policies and measures that the authorities of Malawi will pursue for the 
remaining period of this stand-by arrangement. 

To support these objectives and policies, the International 
Monetary Fund grants this stand-by arrangement in accordance with the 
following provisions: 

1. For the period from 1988 to May 30, 1989, Malawi will have 
the right to make purchases fro: the Fund in an amount equivalent to 
SDR 13.02 million, subject to paragraphs 2, 3, 4, 5, and 6 below, 
without further review by the Fund. 

2. (a) Purchases under this stand-by arrangement shall not, without 
the consent of the Fund, exceed the equivalent of: 

SDR 9.250 million until May 15, 1988 
SDR 10.004 million until August 15, 1988 
SDR 10.758 million until November 15, 1988 
SDR 11.512 million until February 15, 1989 
SDR 12.266 million until May 1, 1989 

(b) None of the limits in (a) above shall apply to a purchase 
under this stand-by arrangement that would not increase the Fund’s 
holdings of Malawi’s currency in the credit tranches beyond 25 percent 
of quota. 

3. Purchases under this stand-by arrangement shall be made from 
ordinary resources. 

4. Malawi will not make purchases under this stand-by arrangement that 
would increase the Fund’s holding of Malawi’s currency in the credit 
tranche beyond 25 percent of quota: 

(a) during any period in which the data at the end of the 
preceding period indicate that: 

(1) the limit on net domestic assets. of the banking 
system, or 

(ii> the limit on net claims on the Government by the 
banking system, or 
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! iii) 

(iv) 

(VI 

(vi) 

as described in 

the limit on net claims on the statutory bodies 
by the banking system, or 

the limit on new nonconcessional external loans 
contracted or guaranteed by the Government and 
other public sector institutions, or 

the limit on the net increase in nonconcessional 
short-term external borrowing, contracted or 
guaranteed by the Government and other public 
sector institutions, or 

the limit on the accumulation of external arrears 
pending the elimination of the total outstanding 
stock of external arrears, 

paragraph 24 of the attached letter and specified in the 
table annexed to the attached letter is not observed; or 

(b) after June 30, 1988 and December 31, 1988, respectively, until 
the reviews described in paragraph 24 of the attached letter have been 
completed and suitable performance criteria have been established, or 
after such performance criteria have been established, while they are 
not being observed; or 

(c) if Malawi 

(1) imposes or intensifies restrictions on payments and 
transfers,for current international transactions, or 

(ii) introduces or modifies multiple currency practices, or 

(iii) concludes bilateral payments agreements which are 
inconsistent with Article VIII, or 

(iv) imposes or intensifies import restrictions for balance 
of payments reasons. 

When Malawi is prevented from purchasing under this stand-by 
arrangement because of this paragraph 4, purchases will be resumed only 
after consultation has taken place between the Fund and Malawi, and 
understandings have been reached regarding the circumstances in which 
such purchases can be resumed. 

5. Malawi will not make purchases under this stand-by arrangement 
during any period of the arrangement in which it has an overdue 
financial obligation to the Fund or is failing to meet a repurchase 
expectation pursuant to the Guidelines on Corrective Action in respect 
of a noncomplying purchase. 
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6. Malawi’s right to engage in the transactions covered by this stand- 
by arrangement can be suspended only with respect to requests received 
by the Fund after (a) a formal ineligibility, or (b) a decision by the 
Executive Board to suspend transactions, either generally or in order to 
consider a proposal, made by an Executive Director or the Managing 
Director, formally to suppress or to limit the eligibility of Malawi. 
When notice of a decision of formal ineligibility or of a decision.to 
consider a proposal is given pursuant to this paragraph 6, purchases 
under this arrangement will be resumed only after consultation has taken 
place between the Fund and Malawi and understandings have been reached 
regarding the circumstances in which such purchases can be assumed. 

7. Purchases under this stand-by arrangement shall be made in the 
currencies of other members selected in accordance with the policies and 
procedures of the Fund, and may be in SDRs if, on the request of Malawi, 
the Fund agrees to provide them at the time of the purchase. 

8. Malawi shall pay a charge for this arrangement in accordance with 
the decisions of the Fund. 

9. (a) Malawi shall repurchase the outstanding amount of its currency 
that results from a purchase under this stand-by arrangement in accor- 
dance with the provisions of the Articles of Agreement and decisions of 
the Fund, including those relating to repurchases as Malawi’s balance of 
payments and reserve position improves. 

(b) Any reductions in Malawi’s currency held by the Fund shall 
reduce the amounts subject to repurchase under (a) above in accordance 
with the principles applied by the Fund for this purpose at the time of 
the reduction. 

10. During the period of the stand-by arrangement, Malawi shall remain 
in close consultation with the Fund. These consultations may include 
correspondence and visits of officials of the Fund to Malawi or of 
representatives of Malawi to the Fund. Malawi shall provide the Fund, 
through reports at intervals or dates requested by the Fund, with such 
information as the Fund requests in connection with the progress of 
Malawi in achieving the objectives and policies set forth in the 
attached letter. 

11. In accordance with paragraph 25 of the attached letter, Malawi wC1 
consult with the Fund on the adoption of any measures that may be appro- 
priate at the initiative of the Government, or whenever the Managing 
Director requests consultation because any of the criteria in para- 
graph 4 above have not been observed or because he considers that 
consultation on the program is desirable. In addition, after the period 
of this stand-by arrangement and while Malawi has outstanding purchases 
in the upper credit tranches, the Government will consult with the Fund 
from time to time, at the initiative of the Government or at the request 
of the Managing Director, concerning Malawi’s balance of payments. 
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Lilongwe, February 2, 1988 

Mr. Michel Camdessus 
Managing Director 
International Monetary Fund 
Washington, D.C. 20431 

Dear Mr. Camdessus, 

1. Following a lengthy period of very favorable growth performance, 
external imbalances began to hinder Malawi’s economic performance in the 
late 1970s..These difficulties relate to external developments, partic- 
ularly regional political instability, which have exerted pressures on 
domestic expenditure and on the balance of payments, as well as domestic 
policy related factors. To address these problems, the Government 
implemented adjustment programs in the context of successive stand-by 
arrangements from the Fund, followed by the adoption of a three-year 
program under the Extended Fund Facility as well as three Structural 
Adjustment Loans (SAL) with the World Bank. Considerable progress was 
made in that period, including a large number of measures to address 
structural problems as well as adjustment of relative prices and 
incentives, including a more active exchange rate policy. The current 
account deficit (excluding official transfers) improved from 20.6 per- 
cent of GDP in 1980 to 10.9 percent in 1983 and domestic demand pres- 
sures were moderated. In 1984 exceptionally favorable conditions 
resulted in a current account deficit of only 1.4 percent of GDP with 
substantial reserve accumulation. 

2. However, since 1985 economic performance and prospects have been 
set back as external and domestic financial imbalances have again 
emerged. In combination with continued adverse external developments, 
in particular, a further deterioration in transportation routes which 
has now raised the c.i.f. margin 0~1 imports to 40 percent, growth 
performance and prospects have been sharply reduced. During 1985-86 
aggregate domestic demand increased largely reflecting public sector 
def fcits. The central government budget deficit (before grants) rose to 
9.6 percent of GDP in 1985186 (April-March) and reached 12.5 percent of 
GDP in 1986/87. In part this reflected the cost of building up a 
strategic food reserve and budgetary pressures related to regional 
political instability, but it also reflected overruns in expertditure and 
a decline in the revenue to GDP ratio. Fiscal imbalances were exacer- 
bated by financial difficulties experienced by the parastatal sector, 
particularly in the area of agricultural marketing. 

3. The external financial position also deteriorated markedly, with 
the external current account deficit rising to 8.2 percent of GDP in 
1985 and 6.1 percent in 1986. During this two year period export 
volumes declined somewhat and there was a sharp deterioration in the 
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terms of trade. Despite large SAL-related inflows, the overall balance 
of payments deteriorated from a surplus of SDR 42 million in 1984 to 
deficits of SDR 46 million and SDR 67 million in 1985 and 1986, res- 
pectively. The deteriorating foreign exchange position also increased 
the relative burden of debt service payments. Although these increased 
only slightly in nominal terms the debt service ratio rose from 38 per- 
cent in 1984 to 57 percent in 1986. While external debt obligations 
continued to be met in full, quantitative restrictions on the approval 
of foreign exchange applications with respect to private sector imports 
were introduced, and external arrears on short-term trade payments 
emerged . By end-1986 these had reached SDR 44 million, while gross 
reserves had declined to the equivalent of less than 4 weeks of 
imports. Inflation rose to 15 percent in 1985-86, compared with an 
average of 11 percent during 1981-84 and real growth began to decline, 
falling to 2.2 percent in 1986 compared with an estimated population 
growth rate of about 3.2 percent. 

4. In 1987 a number of actions were introduced to address the 
deterioration in our domestic and external financial position. These 
were implemented in consultation vfth sta.ff of the Fund and the World 
Bank with who.a we maintained close contact during the year. With regard 
to domestic financial policy, a first step in the adjustment process was 
taken in August 1987 when a program of fiscal actions was introduced in 
the context of a “shadow program” prepared with the assistance of the 
Fund staff. These measures included actions to mobilize revenues and to 
contain expenditures. In particular, the import duty levy was doubled 
from 5 percent to 10 percent, taxes on a number of public services were 
raised, and steps were taken to limit the growth of the civil service 
wage bill and to strengthen the control and monitoring of government 
expendi tcres. Those ministries and departments which previously held 
their own funds were required to place them in accounts at the Reserve 
Bank which began to monitor the cash balances of all ministries on a 
weekly basis. The activities of the Government’s expendlture‘monitoring 
committee were intensified and were supplemented by a new government 
Import vetting committee. Also, a new policy organ, the Nacfonal 
Economic Council, was created to provide a broad platform of support for 
policy measures. These actions were intended to reduce the deficit then 
targeted for 1987/88 by the equivalent of 3 percentage points of GDP. 
Despite some shortfalls in import-related revenues associated mainly 
with the continuing tight foreign exchange position, the shadow 
program’s objectives were broadly achieved, mainly through the reversal 
of expansionary expenditute trends that marked the first half of the 
year. Present estimates indicate that for 1987/88, revenues will rise 
by 10.3 percent to MR 544 million while expenditure is expected to 
increase by only 8.1 percent to HK 862 million. In combination, taking 
account of unidentified items, these developments will constrain the 
overall deficit (before grants) to MR 323 million, equivalent to 
10.7 percent of GDP compared with 12.5 percent for 1986/87. 

5. The balance of payments has shown a marked Improvement I 1987 
although our external financial position remains very tight. -n 
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February 1987 the Malawi Kwacha was devalued by 20 percent in foreign 
currency terms against its currency basket. The volume of exports rose 
by almost 6 percent in 1987, and despite a further deterioration in the 
terms of trade of 2.4 percent import volumes rose slightly. Although 
the quantitative restrictions on imports introduced in 1986 had to be 
retained, a number of actions were taken to give priority to the 
productive sectors of the economy a;ld to reduce the adverse impact of 
these resstrictions on the private sector. The balance on services and 
transfers improved reflecting increased private transfers, and the 
current account deficit (excluding emergency maize imports) was reduced 
to 3.6 percent of GDP. The capital account also improved markedly, on a 
payments due basis, as the large negative movements of short-term 
capital experienced in 1986 were reversed. The overall 1987 balance of 
payments showed an estimated surplus of SDR 52 million. Nevertheless, 
in view of our high debt service ratio and the large proportion of our 
debt that is due to multilateral institutions and thus not reschedul- 
able, we felt obliged to seek debt relief on all reschedulable debts on 
account of the continued tight foreign exchange position; in August 1987 
we approached the Paris and London Clubs for a comprehensive reschedul- 
ing of medium- and long-term commercial bank and bilateral credits. 
Since that request we have suspended service payments to Paris Club 
creditors and principal payments to London Club creditors pending 
consideration of our request. Other debt obligations have continued to 
be met in full, including repurchases to the Fund of SDR 23.6 million in 
1987 and Reserve Bank short-term trade-related commitments to commercial 
bank creditors of SDR 18.4 million. The overall payments surplus has 
enabled us to substantially reduce external arrears on short-term trade 
payments, by SDR 26.2 million, to only SDR 17.6 million at end-1987. We 
consider rapid progress in the area of regularizing short-term trade 
financing arrangements essential to the restoration of international 
confidence in Malawi. We were also able to increase gross reserves to 
the equivalent of 8 weeks of imports. 

6. Regarding monetary and credit developments during 1987, domestic 
credit declined by 4.9 percent. This reflects the fiscal developments 
noted above, which resulted in an iacrease in credit to Government of 
7.3 percent, and a fall in credit to statutory bodies and the private 
sector of 23.7 percent. The latter occurted as company liquidiky 
increased sharply due to the foreign exchange restrictions as well as a 
profitable season for tobacco exporters. This restraint on credit was 
reinforced by out interest rate policy. In July 1987, in connection 
with the “shadow program” interest rates on deposits were increased by 
3 percentage points which btought the 12-month deposit rate to 17 per- 
cent. At the same time, maximum lending rates were deregulated and base 
lending rates rose 4 percentage points to 20 percent. Ref lectfng the 
inctease in company liquidity the money supply is estimated to have 
risen by 35 petcent. 

7. A number of actions wete also taken to improve the performance of 
the parastatal sector. Concerning the major patastatal, the Agricul- 
tural Development and Marketing Corporation (ADMARC), a package of 
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structural and cost-cutting reforms was initiated with the assistance of 
the World Bank. These include rationalization of marketing infrastruc- 
ture and staffing levels, management reform, and asset restructuring and 
disposals. Also, in early 1987 actions were taken to encourage private 
sector participation in marketing smallholder agricultural produce. 
There was also a wide-range of price and tariff increases which resulted 
in a marked improvement in the financial performance of the sector. In 
1986/87 the 10 major parastatals made a consolidated operating loss of 
ME 11.3 million; for 1987/88 it is estimated that this will be reversed 
to a consolidated operating profit of MK 3.2 million, with 9 of the 
10 enterprises improving their profit performance. 

8. Despite our efforts outlined above, the inflation rate rose to an 
estimated 26 percent and growth performance fell sharply with real 
output declining by an estimated 0.4 percent. These developments 
reflected the external factors noted above as well as the effect of the 
expansionary fiscal policies pursued in 1985-86 which continued in the 
early part of 1987. Two additlonal problems arose during the year which 
threaten economic performance; there has been a growing influx of dis- 
placed persons from Mozambique and there was a poor performance of food 
crops in 1986/87. Output of maize, the basic staple, has been affected 
by a deterioration in the producer price relative to competing crops as 
well as rising input costs and inadequate rains in early 1987. output 
0 f cassava , a complementary crop, has been affected by mealybug disease 
which is difficult to eradicate. The maize producer price for 1987/88 
has been increased by 36 percent, but a significant immediate shortfall 
in domestic food supplies has emerged on account of the fall in domestic 
production and the additional demand from displaced persons. We hcve 
requested emergency food assistance from the international community. 

9. Consequent to the above factors we are fmplementing an adjustment 
program covering the 15-month period January 1, 1988~March 31, 1989 in 
support of which we are hereby requesting from the International 
Monetary Fund a stand-by arrangement in an amount equivalent to 
SDR 13.02 million, or 35 percent OF Malawi’s quota. We recognize that 
the adjustment effort will need to be continued over the medium-term end 
we will be submitting, in the near future, a request for a three-year 
structural adjustment arrangement in the amount that will be available 
to Malawi under the Enhanced Structural Adjustment Facility (ESAF), and 
the first annual arrangement thereunder. The program should, therefore, 
be viewed in terms of the initial stage toward achieving our medium-term 
objectives. In view of our resource needs, we have also sought and 
received assurances of continued financial assistance from other major 
multilateral and bilateral creditors. 

10. The basic objectives for the program period and for the medium term 
are (a) to attain a rate of real growth of 1.5 percent for 1988 after 
the decline in 1987, and thereafter to achieve annual real growth rates 
of 3.0-3.5 percent, rising to 4.0-5-O percent by 1992; (b) to reduce the 
annual rate of inflation as measured by the consumer price index to at 
most 20 percent in 1988 and thereafter to achieve a steady reduction to 
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about 5 percent per annum by 1991-92; and (c) to move steadily toward a 
sustainable external financial position, consistent with our growth 
objectives, while removing existing restrictions on current payments and 
eliminating external payments arrears. To these ends, government 
policies will place emphasis on restraining aggregate demand to a level 
compatible with available resources while continuing to place emphasis 
on removing the structural impediments to economic growth. 

11. During 1987 the effect of the February depreciation was largely 
eroded by inflationary developments during the year and there remains an 
excess demand for foreign exchange. Accordingly, to restrain relative 
demand for imports while reinforcing export incentives and facilitating 
our liberalization objectives, we will continue to pursue a flexible 
exchange rate policy throughout the program period. 

12. In order to achieve a more efficient use of scarce foreign 
exchange, it is our intention to liberalize progressively existing 
quantitative restrictions on the approval of foreign exchange appli- 
cations with respect to private sector imports. In view of the existing 
low level of reserves, the first stage of liberalization is limited in 
scope. Subsequent liberalization will focus on remaining raw materials 
and spare parts, followed by most intermediate and capital goods as well 
as moving the system eventually to a negative list. Reaching under- 
standings on the timing and content of the next stage of liberalization 
and on a timetable for liberalizing the remaining imports will be a 
condition for completing the first and second reviews under the 
arrangement. 

13. An appropriate exchange rate policy will ensure continued adequacy 
of export incentives and the effect on export unit values, measured in 
domestic currency, will be passed on to producers. A package of 
measures to improve export incentives is now being formulated by the 
Malawi Export Promotion Council, and we expect to include details of the 
pzikaze in our request for an arrangement under the structural 
adjustment facility. We will ensure that the net cost of the measures 
to be implemented will be consistent with the program’s fiscal ohjec- 
t Ives. Despite these actions aggregate export volumes are expected to 
decline by 8 percent in 1988, mainly reflecting a decline of 13 percent 
for tobacco, which normally accounts for about one-half of total 
exports. Consistent with overall balance of payments projections, 
import volumes (excluding emergency maize imports) will rise by about 
5 percent and the terms of trade are expected to decline slightly. 
This, together with higher service payments and slightly lower private 
transfers, is projected to result in a temporary deterioration of the 
current account deficit (again excluding emergency maize imports) to 
7.3 percent of GDP. However, medium-term projections indicate that this 
will be reduced to 6.1 percent in 1989 and to 3.0 percent of GDP by 
1992. Projections of the capital account for 1988 indicate an increase 
of SDR 7 million in the net fnflow to about SDR 100 million. This 
assumes program related inflows from the World Bank and related co- 
financing totaling SDR 46.7 million. As a result the overall balance of 
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payments deficit is pro jetted to be about SDR 1 million. However, 
inflows in below the line financing, including debt relief and use of 
Fund resources under the stand-by and ESAF or SAF arrangements, are 
consistent with an increase in reserves to the equivalent of about nine 
weeks of imports while eliminating external payments arrears. It is 
anticipated that debt service arrears to Paris and London Club creditors 
will be eliminated in the context of our request for rescheduling; 
satisfactory progress in this area will be a condition for completion of 
the program’s first review. Non-rescheduled external arrears will be 
eliminated through cash payments. Accordingly, external arrears other 
than for debt service to Paris and London Club creditors which amounted 
to SDR 17.6 million at end-December 1987, will not exceed SDR 5 million 
at end-March 1988 and will be eliminated by end-June 1988. Thereafter, 
no arrears will be aliowed :o arise. 

14. Projections of balance of payments aggregates for 1989 and beyond 
are consistent with our medium-term objectives of import liberalization 
together with a growth of import volumes of 4.5 percent in 1989 and 3 
percent per annum thereafter, a further increase in reserves in relation 
to imports, and remaining current on all external payments. In line 
with these objectives we will pursue a cautious policy regarding new 
external borrowing on nonconcessional terms contracted or guaranteed by 
the Government and other public sector institutions. This will be 
limited to no more than SDR 20 million during the period of the stand-by 
arrangement for debt of 1-12 year maturity, with no borrowing in the 
l-5 year maturity range. Also, no net increase in short-term external 
debt with a maturity of less than one year will be incurred by the 
Government and other public sector institutions except for normal trade 
finance. The maturity and interest rate structure of our debt will 
improve, reflecting the elimination in 1987 of short-term liabilities of 
the Reserve Bank as well as the concentration of new inflows in the form 
of long-term debt at concessional rates under the SAF, World Bank IDA 
funds and from bilateral donors. 

15. During January-March 1988 budgetary developments will be closely 
monitored to ensure that the 1987/88 outturn is in line with the program 
estimates and that the projected increase of MR 18.0 million in net 
credit to Government from the banking system during January-March 1988 
is not exceeded. Thereafter, fiscal policy will aim at a further 
significant reduction in domestic demand pressures while promoting 
private sector activity. A further sharp reduction in the central 
government deficit is therefore essential. Accordingly, fiscal policy 
for 1988/89 will be based on reducing the deficit by a further 2.6 per- 
centage points of GDP to 8.1 percent of GDP, equivalent to MK 293 mil- 
lion. The reaching of understandings with the Fund on the 1988/89 
budget , to be introduced effective April 1, 1988 will be a condition for 
completion of the program’s first review. This will also include 
establishing quarterly indicative targets for government expenditures 
and for the overall deficit. 
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16. To achieve these fiscal objectives a number of further actions are 
being taken to raise the revenue/GDP ratio from 17.9 percent to 
18.5 percent and to reduce the expenditure/GDP ratio from 28.4 percent 
to 26.6 percent. Additional measures are to be introduced at the time 
of the budget amounting to MR 35 million, giving a total revenue 
increase of 23.4 percent. A provisional list of measures yielding this 
amount , including an increase in the surtax rate, in excise taxes, in 
company and personal taxes, and in licenses and fees, has been agreed 
with the Fund staff and will be finalized during the first review 
mission and announced at the time of the approval of the budget by 
Parliament. Total expenditure in 1988/89 will increase by 11.9 percent 
to MR 964 million, including a rise of only 9.6 percent for current 
expenditure representing a reduction in real terms. This curtailment of 
expenditure reflects no increase in government wage rates, nor any 
increase in total civil service employment. It also includes all expen- 
diture related to regional political developments. Also, as with the 
estimates for January-March 1988, it includes provision for additional 
costs accruing to the budget on account of the shortfall in domestic 
maize supplies as detailed in paragraph 19 below. It should be noted 
that the budget provides for the full amount of debt service as due; the 
kwacha counterpart of government debt service payments subject to re- 
scheduling will be held in a blocked account at the Reserve Bank, and 
not set against net government credit from the banking system. Deve l- 
opment expenditure is projected to increase by 16.9 percent to 
MR 251 million, most of which will continue to be financed from foreign 
sources. Priorities and programs in this area have been agreed with the 
World Bank in the context of a rolling three-year Public Sector 
Investment Program. This program will place increased emphasis on 
improving external transport routes and promoting private sector 
activity as well as enhanced secondary education. In addition, we are 
in the process of completing a detailed statement of development pol- 
icies for the decade 1987-96 which will be presented at the next meeting 
of the Consultative Group for Malawi, expected to take place around May 
1988. The level of development expenditures will be reviewed at the 
time of the first program review. The review will take into account any 
additional highly concessional funds that may become available to sup- 
port high priority areas, such as external transportation routes, as 
well as the debt servicing and future recurrent costs and savings 
associated with the expenditure. Based on projections of net foreign 
financing in the form of grants and loans, which is expected to increase 
slightly to PIK 213 million, and taking account of the anticipated level 
of nonbank financing, the above fiscal targets are consistent with 
government borrowing from the domestic banking system of MK 60 million, 
slightly below the amount provided for 1987/88 and consistent with the 
program’s monetary policies as outlined in paragraph 22 below. 

17. We have also initiated a program aimed at fiscal reform through 
broadening the tax base and improving the effectiveness and efficiency 
of tax policy, and also further improving the control, monitoring and 
allocative efficiency of government expenditure. Both elements of tax 
reform are being undertaken in close cooperation with the World Bank 
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20. With respect to the parastatal sector some reorganization measures 
have already been instituted; as noted above the 10 major parastatals 
improved their aggregate financial position markedly to an operating 
profit of MK 3.2 million for 1987/88. For 1988/89 a further improvement 
to MK 18.6 million is budgeted. Based on these projections Statutory 
Bodies would need little recourse to bank credit during 1988/89 after 
allowing for full and prompt settlement of all obligations to Government 
and to the Reserve Bank. This reflects further tariff increases to 
cover cost increases and to enable most enterprises to maintain their 
contributions to capital spending, as well as restraint on wage bills 
through restrictive employment policies and no general increase in wage 
rates during 1988. Efforts are also continuing to improve management 
and efficiency in all major enterprises in cooperation with the World 
Bank. In particular, ADMARC will continue the implemention of the 
structural reforms initiated in 1987 and has provisionally budgeted an 
overall surplus of MK 11.5 million for 1988/89. Reaching understandings 
on ADMARC’s 1988/89 budget will be a condition for completion of the 
program’s first review. In addition, efforts are being made to 
strengthen the operations, and monitoring and control functions of the 
Department of Statutory Bodies. In this, long-term consultants have 
already been provided by the World Bank, UNDP and ODA (UK). 

21. The major structural problem facing the economy remains the 
external transportation bottlenecks, which have raised the c.i.f margin 
on imports to 40 percent, compared with 35 percent in 1982 and only 
22 percent in the late 1970s. Our objective is to reduce the c.i.f. 
margin on imports to 36 percent by l991/92. To this end, investment is 
continuing on the Northern Corridor through Tanzania which could 
eventually carry some 25 percent of our trade at a cost saving of 
25 percent over the presently dominant Southern route. Substantial 
assistance has been committed by the U.S., Germany and the U.K. for 
improvement of the road, rail, and port facilities in Malawi and 
Tanzania. Following investment in rehabilitation of the line and the 
rolling stock, the Nacala route, which is Malawi’s most direct and 
lowest cost routing, recently reopened and it is planned to gradually 
increase traffic as well as to further rehabilitate the facilities with 
the aim of increasing traffic toward historic levels of 20-25 percent of 
Malawi’s trade. However, progress in this area will depend largely on 
regional security developments. 

22. The program’s monetary targets and policies are consistent with the 
program’s overall objectives. Net domestic assets of the banking system 
vi11 rise by 9.9 percent during 1988; on a fiscal year basis (end-March 
1988-end-March 1989) an increase of 1.9 percent is targeted. The 
increase in domestic credit will amount to 21.9 percent for 1988 and 
13.3 percent for 1988189 reflecting the program’s fiscal policy as 
detailed above, a small increase in credit to Statutory Bodies 
reflecting their improved profit position, and programed increases in 
credit to the private sector of 23.2 percent and 17.5 percent for 1988 
and 1988189 respectively. The latter is felt to be adequate in view of 
the substantial liquid positions built up by companies during 1987. 
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Taking account of the projected balance of payments surplus the program 
provides for a growth in money supply of 21 percent and 16 percent 
during 1988 and 1988/89, respectively, which is consistent with the 
program's objective of constraining inflation. Quarterly targets on the 
net domestic assets of the banking system, on net credit to Government 
and on net credit to Statutory Bodies, as listed in Attachment I, will 
constitute performance criteria. The targets on net domestic assets and 
on net credit to Government would be automatically adjusted downward 
should specified external cash loans and grants exceed programed 
amounts. 

23. Regarding interest rates, following the increase effected in 1987 
and the build-up of company liquidity, commercial banks have substantial 
excess liquidity; liquidity ratios have been running at more than double 
the legal requirement of 30 percent. Furthermore, banks are presently 
not accepting deposits of more than 6 months' maturity pending a 
substantial increase in demand for loanable funds. However, we expect 
company deposits to be quickly run down in line with the program's 
external policies, as demand for loanable funds increases. In these 
circumstances interest rate policy will need to be kept under continuous 
review. Reaching understandings on interest rate policies viii be a 
condition for completion of the program's reviews. 

24. As indicated above and shown in detail in the attached table the 
following quantitative performance criteria will apply for end-March 
1988, and end-June 1988: (a) limits on net domestic assets of the 
banking system; (b) limits on net claims on Government by the banking 
system; (c) limits on net claims on Statutory Bodies by the banking 
system; (d) elimination of existing external payments arrears and no 
accumulation of new external payments arrears except, until end-May 
1988, for payments due to Paris and London Club creditors,pending our 
request for rescheduling; (e) limits on new nonconcessional external 
loans contracted or guaranteed by the Government and other public sector 
institutions; and (f) limits on the net increase in short-term external 
debt of less than one-year maturity contracted or guaranteed by the 
Government and other public sector institutions. The figures listed in 
the attached table for end-September 1988, end-December 1988 and end- 
March 1989 are indicative limits, performance criteria for these dates 
will be established at the time of the first review. In addition, there 
will be two revievs with the Fund, to be completed by end-June 1988 and 
end-December 1988 respectively. Completion of each of these reviews 
shall constitute a performance criterion of the program. In addition, 
the program will include the standard performance criteria regarding the 
exchange and payments system. 

25. The Government of Malavi believes that the policies and measures 
described above are adequate to achieve the objectives of its program, 
but will take any further measures that may become appropriate for this 
purpose. The Government will consult vith the Fund on the adoption of 
any measures that may be appropriate, in accordance with the policies of 
the Fund on such consultations. In particular, the Government will 
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reach detailed understandings with the Fund on any further measures that 
may be needed, including the establishment of suitable performance 
criteria, in the context of the above mentioned reviews under the 
arrangement. 

Yours sincerely, 

S. Chimvemve Hara 
Governor 
Reserve Bank of Malawi 

L.J. Chimango, M.P. 
Minister of Finance 
Government of Malavi 





- 48 - APPENDIX I 

MALAWI - Relations with the Fund 
(At December 31, 1987) 

(Amounts in millions of SDRs, unless otherwise specified) 

I. Membership status 

a. Date of membership: July 19, 1965 
b. Status: Article XIV 

:' 
A. Financial Relations 

II. Genera1 Department 

a. Quota: 37i2 

Millions 
of SDRs 

III. 

b. Total Fund holdings of Malawi 
kwacha 

c. Fund credit 
Of which: under stand-by 

arrangement 
ordinary resources 
borrowed resources 

SFF 
enlarged access 

under extended 
arrangement 
ordinary resources 
enlarged access 

112.74 303.08 
80.81 217.20 

0.43 1.16 
9.69 20.68 
2.34 6.30 
5.35 14.38 

18.53 49.80 
37.50 100.80 

compensatory financing 
facility 13.60 

d. Reserve tranche 2.20 5.92 

Current and previous arrangements 
and special facilities 

Date of Duration Total Utiliza- 
arrangement (months) amount tion 

a. Previous arrangments 
Stand-by Oct. 1979 30 11 

- Stand-by May 1980 24 
Stand-by August 1982 12 
Extended 

arrangement Sept. 1983 36 

Percent 
of quota 

36.56 

26.3 5.5 
49.9 40.0 
22.0 22.0 

81.0 2/ 57.0 - 

l/ Arrangement canceled after 7 months. 
T/ Reduced from the original amount of SDR 100 million (EBM/85/77, 

5fT2/85). 





b. Special facilities. 
Compensatory financing 

(exports) Aug. 1979 
Compensatory financing 

(exports) Nov. 1979 
Dec. 1979 

Compensatory financing 
(cereals) Sept. 1981 

Buffer stock financing Dec. 1982 
Compensatory financing 

(exports) 
Compensatory financing 

Mar. 1983 

(exports) Aug. 1984 
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MALAWI - Relations with the Fund (continued) 

APPENDIX I 

Date of Total 
purchase amount 

9.5 

8.0 
1.5 

12.0 
0.9 

12.2 

13.8 

Amount 
Percent of 
allocation 

IV. SDR Department 

a. Net cumulative allocation 10.98 
b. Holdings SW 

V. Administered accounts Amount 

a. Trust Fund loans 
(i) Disbursed 14.66 

(ii) Outstanding 4.69 
b. SFF Subsidy Account 

(i) Donation - 

(ii) Loans we 
(iii) Payments by Fund 4.09 

VI. Financial obligations due to the Fund 

100.0 
em 

Principal 
Repurchases 
Trust Fund 

Repayments 
Charges and interest 

including SDR and TF 
(provisional) 

Total 

Overdue 
Financial 

Obligations 
(12131187) 

-- 
Be 

- 28.1 25.1 17.4 - -- 

Principal and Interest Due 

1988 1989 1990 --- 1991 

22.4 20.7 14.2 11.8 
19.9 19.013.8 11.7 

2.5 1.7 0.5 0.1 

5.7 4.4 3.2 -- 
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VII. 

MALAWI - Relations with the Fund (continued) 

B. Nonfinancial Relations 

Exchange rate arrangement 

The Malawi kwacha is pegged to,an unannounced basket of 
currencies. The intervention currency is the U.S. dollar, for 
which the Reserve Bank of Malavi's rates are based on the U.S. 
dollar/SDR rate calculated by the Fund for the preceding 
day. The rate on December 31, 1987, was MK 1 - USSO.4777. 

VIII. Last Article IV Consultation 

The last Article IV consultation discussions were 
conducted during May 27-June 8, 1986, with additional 
discussions during September 10-13, October 2-8, and October 
28-November 8. The staff report for the 1986 Article IV 
consultation (SM/86/299) was discussed by the Executive Board 
on January 5, 1987, and the following decision was adopted: 

1. The Fund takes this decision relating to Malawi's 
exchange measures subject to Article VIII, Section 2(a) in 
concluding the 1986 Article XIV consultation with Malawi and 
in the light of the Article IV consultation with Malawi 
conducted under Decision No. 5392-(77/63), adopted April 29, 
1977 (Surveillance over Exchange Rate Policies). 

2. Malawi maintains the restrictive exchange measures 
described in SM/86/226, in accordance with Article XIV, 
Section 2, except that the exchange restrictions evidenced by 
arrears on commercial payments are subject to approval under 
Article VIII, Section 2(a). The Fund urges the authorities to 
take measures to eliminate these arrears as soon as possible. 

Malawi is on the standard 12-month Article IV con- 
sultation cycle. 

IX. Technical Assistance, 1983-86 

1. CBD 
a. Training Advisor to the Reserve Bank of Malawi, 

1982-84. 

b. Consultant on external debt, three weeks in March- 
April 1984. 

c. Consultant on the computerization of Reserve Bank 
operations: approximately six months from March 
1985. 
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MALAWI - Relations wit& t-he ,Fund (concluded) 

~,_ . .: ;. 

‘. * i . ’ i.,!, : d. ; _.. Ad*a+trgtive @v$&r~ Lo the Resekve Bank; 12 
. . y:. ’ months from June I$+; ,. . ? i‘.;, .,. ,,’ ,. 

/ i :,. ., ; ’ ; 
;’ ,.. L -* , : 

2 . 
_/ :. 

..;L.; _: ,:; : 
Budget Advisor’ .t$’ the MiniStry of Finance, July 

.J ,- :. :,i98+uiy. ,1986. 

.in the area of money and 
_. ‘. :, 23-December 88, 1983. 

‘j‘ ;.-, 
’ “Tech~lcai’-assistarice .in ttie Area of general 

economic &t&i,- Octo.ber 13-24, .19’86. 

.i xi Resident ‘~epresentat’ive/Advi.so% 
‘_ II I 

:. None . 
;. 

a: 
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MALAWI - Relations with the World Bank Group 

Over the past 21 years, Malawi has received 38 IDA credits and one 
Special Fund credit, totallng about US$549 million, and 10 Bank loans 
totaling US$124 million, of which 2 were on third-window terms. Malawi 
has:also.received two African Facility Credits, totaling US$SO.O million 
equivalent. Of Bank Group assistance, some US$182 million (25 percent) 
was for agriculture, US$135 million (19 percent) ‘for education, US$114 
million .(16 percent) for roads, US$178 million (25 percent) for 
structural adjustment, US$39 million (5 percent) for power, US$31 
million (4 percent) for water, US$18 million (2 percent) for health, and 
the balance of US$28 million (5 percent) for development finance, 
technical assistance, and urban housing. 

For fiscal year 1987, the following credits were approved: a 
US$ZO.O million equivalent for the Second Lilongwe Water Supply Project, 
a First Education Sector Credit ($27.0 million), a Second Family 
Health/Population Project ($11.0 million), a smallholder Agricultural 
Credit Project ($5.9 million), and a US$lO.O million SAL III 
supplemental credit from the African Facility. Additional lending 
operations are planned In industry, transport, education, and 
agriculture. 

IFC’s equity participations and lending commitments in Malawi total 
about USS27.9 million and include investments in textiles, sugar, a 
development finance corporation (INDEBANK), tourism, the manufacture of 
alcohol from molasses, and a leasing and finance company. In addition, 
a USS40.5 million equity subscription and USS3.2 million loan investment 
in the Viphya Plywoods and Allied Industries United were approved in 
August 1984 and August 1986. 
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Malawi: Schedule of Purchases During Period 
Stand-by Arrangement, March 1988-May 1989 

of 

Amount 
Schedule 

availability 
Conditions necessary 

for purchase Ll 

SDR 9.250 million March , 1988 

SDR 0.754 million After Hay 15, 1988 

SDR 0.754 million After August 13, 1988 

SDR 0.754 million 

SDR 0.754 million 

SDR 0.754 million 

After November 15, 1988 

After February 15, 1989 

After Hay 1, 1989 

Board approval of program 

Compliance with quantitative 
performance criteria as of 
March 31, 1988 

Compliance with quantitative 
performance criteria as of 
June 30, 1988 and completion 
of the first program review 

Compliance with quantitative 
performance criteria as of 
September 30, 1988 

Compliance with quantftative 
performance criteria as 0E 
December 31, 1988 and the 
completion of the second 
program review 

Compliance with quantitative 
performance criteria as of 
March 31, 1989 

l/ Other than generally applicable conditions under the arrangement and 
noTquantitative performance criteria (including the performance clause on the 
exchange and trade system). 
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MALAWI - Statistical Issues 

1. Outstanding statistical issues 

a. Government finance 

Annual and quarterly data published in the IFS cover consolidated’ 
operations of the current and development budgetsthrough the first 
quarter of 1987. These data do not appear to have been derived in 
accordance with the methodology set forth in the Fund’s A Manual on 
Government Finance Statistics 

Data published in the 1987 GFS Yearbook cover the same operations 
through 1985 and have been derived in accordance with the methodology 
prescribed by the Manual. It would be useful if the IFS correspondent 
could restate the data for the IFS using the derivatirtable published 
In the GFS Yearbook. 

In addition, the last local government data pertain to 1981, and an 
update would be appreciated. 

Furthermore, although the 1987 GFS Yearbook publishes provisional 
data for many countries, it does not do so for Malawi. The availability 
of these provisional data, even if they must Include some eetimates or 
projections, is very useful for purposes of analysis and policy 
determination. It would, therefore, be very helpful to encourage 
production of such data for Malawi for both 1986 and 1987, particularly 
for major components, on the same basis and with the same coverage as 
for previous years. This would a?d appreciably to the usefulness of 
government finance data for Malawi in the GFS Yearbook. 

b. Monetary statistics 

Data on other banking institutions have been affected by reporting 
problems of the Post Office Savings Bank and therefore the Reserve Bank 
has decided to suspend updating of its own banking survey; this has the 
effect of delaying the implementation of a banking survey in the IFS in 
the foreseeable future. 

C. Balance of payments 

Malawi has not reported balance of payments data to the Bureau of 
Stat fstics since 1984. The latest data in the P;rreau files relate to 
1982. The recent Article IV consultation mission determined that 
provisional and summary data for 1983-86 were published by the National 
Statistfcs Office in the supplement to the June 1987 Monthly Statistical 
Bulletin. The Bureau of Statistics is reviewing these data for possible 
ir?clusion in the Economic Information System. 
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2. Coverage, currentness, and reporting of data in IFS 

APPENDIX IV 

The table below shows the currentness and coverage of data 
published in the country page for Malawi in the January 1988 issue of 
the IFS. 
StatG3cs 

The data are based on reports sent to the Fund’s Bureau of 
by the Commissioner for Census and Statistics, Ministry of 

Finance, and the Bank of Malawi, which, during 
been provided. 

the past year, have not 

Status of IFS Data 

Latest data in 
January 1988 IFS 

Real Set tor - National Accounts 
- Prices 
- Production 
- Rmployment 
- Earnings 

1986 
April 1987 
April 1987 
n.a. 
n.8. 

Government Pinances - Deficit/Surplus Ql 1987 
- Financing 44 1986 
- Debt 1984 

Monetary Accounts - Monetary Authorities 
- Deposit Honey Banks 
- Post Office Savings Bank 

and Building Societies 
- Insurance Companies 

Interest Rates 

External Sector 

- Discount Rate 
- Honey Market Rate 
- Bank Lending/Deposit Rate 
- Bond Yields 

- Merchandise Trede: 
Values 
Prices: Unit values 

- Balance of Payments 
- Interaational Reserves 
- Exchaage Rates 

July 1987 
July 1987 

September 1985 
March 1986 

July 1987 
July 1987 
July 1987 
n.a. 

July 1987 
43 1986 
1982 
November 198 7 
November 1987 
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MALAWI L Basic Data 

Area, population and GDP 
per capita ' 

Area 
Population: Total (1986) 

Growth rate 
GDP per capita (1986) 

118,500 square kilometers 
7.30 million 
3.2 percent 
SDR 143 

1983 1984 1985 1986 1987 
Es. 

Gross domestic product . 
(at 1978 factor cost) 

(In percent of total, except where stated) 

Total (in millions of Malawi kwacha) 770.7 805.1 838.7 856.9 853.7 
Agriculture 37.6 38.1 36.7 36.4 37.1 
Manufacturing 12.7 12.5 12.1 11.8 11.7 
Government 12.0 12.6 12.7 12.8 12.8 
Other 37.7 36.8 38.5 39.0 38.4 

Annual real rate of growth 
(percentage change) 3.5 4.5 4.2 2.2 -0.4 

GDP at current market prices 

Total (in milllons of Malawi kwacha) 
Domestic expenditure 

Private consumption 
Public consumption 
Gross fixed capital formation 
Imports of goods and nonfactor 

services 
Exports of goods and nonfactor 

services 

1,435.g 1,706.g 2,021.7 2,284.3 2,873.4 
107.6 98.1 104.6 102.5 101.9 
77.4 69.3 74.8 73.8 74.5 
16.4 15.7 17.0 17.6 16.1 
13.7 13.1 12.8 11.1 11.5 

28.4 26.4 28.11 24.5 25.8 

20.8 28.4 23.5 22.0 23.9 

Central government finance L/ (In millions of Malawi kwacha) 

Revenue 286.0 353.3 442.1 492.9 543.9 
Total expenditure 432.0 503.2 643.5 797 .o 861.6 

Recurrent expenditure (289.1) (364.8) (457.3) (560.5) (639.2) 
Development expenditure (142.9) (138.4) (160.2) (189.8) (215.0) 

Overall deficit (excluding grants) -146.0 -149.9 -201.5 -304.1 -322.8 2, 
Foreign grants 33.7 40.5 44.8 79.3 106.2 - 
Overall deficit (including grants) -112.3 -109.4 -156.7 -224.8 -216.6 
Financing 112.3 109.4 156.7 224.8 216.6 

Foreign (net) 95.0 53.0 51.8 115.0 103.6 
Domestic (net) 17.3 56.4 104.9 109.8 113.0 

Of which: banking system (6.1) (10.0) (72.4) (60.9) (76.8) 
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MALAWI - Basic' Data (continued) 

1983 1984 1985 1986 1987 
Est. 

(Annual percentage change) 

13.2 -0.1 18.4 5.9 
3.0 10.9 20.8 2.8 
2.8 24.2 16.4 

-78.9 
33.6 21 

382.6 78.3 -73.1 
16.9 -19.3 31 5.7 4.2 

0.6 39.6 - -3.5 20.6 

Money and credit (end of period) lJ 

Net domestic assets 
Domestic credit (net) 

Gove,rnment (net) 
Statutory bodies (net) 
Private sector 

Money plus quasi-money 

Prices 

3.9 
14.1 
17.8 

213.6 
-- 

45.0 

GDP deflator 11.2 12.8 13.5 12.6 26.2 
Urban consumer prices 12.4 12.4 14.9 14.8 26.2 
Export price index41 -0.7 7.5 -16.8 -16.6 -0.1 
Import price index k/ -- 9.0 -4.1 10.9 2.4 
Terms of trade -0.7 -1.4 -13.2 -6.4 -2.4 

Balance of payments (In millions of SDRs) 

Exports, f.o.b. 
Imports, c.1.f. 

Of which: freight and insurance 
Trade balance 
Services and private transfers (net) 

Current account balance 5/ 
Capital account (includlng>et 

errors and omission) 
Overall balance 

Gross official foreinn reserves 
In weeks of imports 

External debt 

Disbursed and outstanding 
Including Fund credit 
Excluding Fund credit 

Debt service ratio 6/ 
Including Fund crehlt 
Excluding Fund credit 

230.3 308.0 246.2 211.6 223.8 
-289.9 -263.3 -282.5 -218.9 -230.8 

(-100.9) (-105.3) (-113.1) (-87.6) (-89.9) 
-58.7 44.7 -36.3 -7.3 -6.5 
-66.2 -60.9 -59.0 -56.6 -34.9 

-124.9 -16.2 -95.3 -63.3 -41.4 

42.5 58.4 49.6 -3.2 93.3 
-82.3 42.2 -45.7 -67.0 51.9 

12.8 58.0 39.8 15.7 24.0 
2.3 11.5 7.3 3.7 8.0 

778.4 870.0 853.9 845.1 865.1 
680.9 755.1 732.0 743.7 787.4 

49.9 37.6 44.5 56.9 45.8 
43.1 29.0 35.1 46.0 33.1 





- 58 - APPENDIX v 

MALAWI - Basic Data (concluded) 

Social and demographic indicators L! 
: _a’- 

Population density (1986) 
Population characteristics (1985) 

Life expectancy at birth 
Infant mortality (aged under 1, percent) 

‘,Child death rate (aged 1-4, percent) 
Health (1981) 

‘Population, per physician 
,Population’ per nurse 

Education (1984) 

62 per square km 

45 
156 

35 

53,000 
2,980 

‘Primary &ho01 enrollment (percent) 62 
Secondary school enrollment (percent) 4 

l/ Fiscal year starting April 1 of year indicated. 
T1 ,Includes errors and omissions of MK 5.1 million. 
T/ Reflects the assumption by Government of the Press group’s debt to the commercial 

ba’;;ks and the reclassification of blocked government depaaits. If adjusted to an equivalen! 
basis with previous years, the change in net credit to Government and credit to the private 
sector was 4.5 percent and 0.7 percent, respectively. 

4/ In SDR terms. 
T/ Excluding official transfers. 
F/ Debt service as a percentage of exports of good8 and nonfactor services, before debt 

reiief . 
I/ Source: World Development Report, 1987, IBRD. 


