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Discussions: Discussions on the first review of the three-year Poverty Reduction and
Growth Facility (PRGF) arrangement were held in Lilongwe from November 7-21, 2005.
The staff held discussions with Mr. Gondwe, Minister of Finance; Mr. Mbewe, Governor
of the Reserve Bank of Malawi (RBM); other senior officials; representatives of the
private sector; members of the diplomatic and donor community, and NGOs.

Mr. Masawe from the Executive Director’s office also participated in the discussions. The
staff team comprised of Mr. McDonald (head), Mr. Staines, Mr. Steinberg (all AFR),

Mr. Dalsgaard (FAD), Ms. Mongrut (PDR), and Mr. Baunsgaard (Resident
Representative). The mission overlapped with a technical assistance mission from FAD
on pension reform and with a mission from FIN to update the safeguard assessment.

PRGF arrangement: A PRGF arrangement (SDR 38.2 million, 55 percent of quota) was
approved on August 5, 2005 (EBS/05/113), of which SDR 5 million has been disbursed.
Malawi has total outstanding Fund purchases of SDR 60 million (86 percent of quota).
All end-September 2005 performance criteria were met. Malawi is requesting the second
disbursement under the current PRGF arrangement (SDR 4.9 million). The authorities’
program for the remainder of FY05/06 is outlined in the attached Letter of Intent (LOI)
and Memorandum of Economic and Financial Policies (MEFP).

Key policy issues: Macroeconomic stability continues to be the main near-term objective
as Malawi faces a period of food insecurity. Fiscal restraint will be crucial to avoid
adverse debt dynamics and a more flexible exchange rate regime is required to alleviate
foreign exchange shortages.




Contents Page
EXECULIVE SUMMATY ....otiiiiiiiiiieiieiieeie ettt ettt ettt et te et estaeenbeessaeenbeesseeenseensaesnseeseeenns 4
L First Review—Satisfactory Performance ...........cccoecvevieeiiieniiiiiiniccieie e 5
II. Ensuring Food Security in the Near Term .........ccccceeveviiiiiiiieiiiecieceeeeee e 6
III.  Alleviating Foreign Exchange Shortages............coocueeiieiiieniieniienieciceeeeeee e 8
IV.  Maintaining Budget Discipline to Reduce Domestic Debt...........cceeecveeeriieinieeennnnnns 10
V. Sustaining Reform Through Capacity Building ............ccccoevieiiiiniiniiiiniiiieeieceenee, 12
VI.  Reaching the HIPC Completion Point............ccoeeiiiieeiiiiniiiiecieeciee e 13
VII  Staff APPraisal.....cc.oooeeeiiiiieeieeie ettt ettt ettt e s e e e e 14
Box:  Pension RefOrm......ccooiiiiiiiiiiiiiee e 12
Tables
la. Selected Economic Indicators, 2002—08.............oooevviiiiiiieeiieeieiieieieeeeeeee e 18
1b. Selected Economic Indicators on a Fiscal Year Basis, 2002/03-2008/09 ................... 19
2a. Central Government Operations, 2005/06 ..........ccceeeeuiieriiieeiiiieeeiie e eeeeerreeesree e 20
2b. Central Government Operations, 2002/03-2008/09
(In millions of Malawi Kwacha)............cocvieriiieniiiiiiiccieceeeee e 21
2c. Central Government Operations, 2002/03-2008/09
(In percent Of GDP) ......ooiiieeiie ettt e e 22
3a. Monetary Authorities’ Balance Sheet, 2004—00...........ccceeouierireiiieniiieiieeieeieeeee e 23
3b. Monetary Survey, 2004—00..........cccueeeiiieeiiieeiieeeiee e eeeeeeree e e e saee e e eraeesaaeeens 24
4a. Balance of Payments, 2001—08..........c.ccooiieiiiiiieiieieeieeee ettt e 25
4b. Gross Financing Requirements and Sources of Financing, 200408 ..............cc......... 26
Sa. Quantitative Targets for FY 2004/05.......cooiiiiiiiieeeee et 27
5b. Quantitative Targets for FY 2005/06........cccooviieiiiiiiiiieieeieesie et 28
Sc. Structural Performance Criteria and Benchmarks, July 2005-March 2006................. 29
6a. Schedule of Disbursements Under the Three-Year PRGF Arrangement ................... 30
6b. Indicators of Fund Credit, 2004—18 ..........ooooiiiiiiieeiieeeeeeeeee e 31
Appendices
L. Letter Of INTENT ..c..eiiiiiiiie ettt 32
Attachment I. Supplement to the Memorandum of Economic and Financial
POLICIES .t 33
Box FOOd SECUITLY .....veiiiiiiiieiiceee e 40
Table 1. Quantitative Targets for FY 2005/06.........ccccoevievieniiieiieniieieeeieeieens 41
Table 2. Structural Performance Criteria and Benchmarks,
December 2005-March 2006 ..........cooveeieiniiiiiiniieienieeieseeeeee 42
Table 3. Schedule of Disbursements During the First Year Program
Under the Three-Year PRGF Arrangement ..........cccccceevuveeveenneennnn. 42

Attachment II. Technical Memorandum of Understanding.............coccoeeveeniineennenne 43





