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I. Introduction 

1. In updating the third-year policy framework paper (PFP) 1990/91- 
1992/93 and extending the horizon to mid-1994, this paper reviews the 
progress that has been made in implementing the structural adjustment 
program and describes economic developments during the program period. 
It also outlines the medium-term development strategy and discusses the 
macroeconomic and sectoral policies to be pursued, as well as social and 
Longer-term issues central to the development effort. The objectives 
and policies of the Government of Malawi's adjustment program remain 
basically unchanged from the three previous PFPs. 

2. From independence until the late 197Os, Malawi maintained stable 
financial conditions within a Liberal policy environment. Buoyed by an 
expansion in the agricultural estate sector, real GDP per capita 
increased on average by 3 percent over the period 1964-79. In the early 
198Os, however, the economy was subject to a number of adverse exogenous 
shocks, including droughts, a worsening of the external terms of trade, 
and the onset of external transportation problems arising from the 
unrest in neighboring Mozambique. To address these difficulties, the 
Government of Malawi, supported by the Fund and World Bank, implemented 
a series of adjustment programs with significant success. However, its 
efforts were obstructed by a new round of unfavorable developments 
starting in the mid-1980s, which included a further worsening of the 
terms of trade, the full closure of the main external trade route, and a 
large influx of displaced persons from Mozambique. The imbalances 
generated by these factors were compounded by the emergence of a sub- 
stantial fiscal deficit and the introduction of direct controls on 
imports, which had detrimental effects on production and growth. 

3. In February 1988, the authorities introduced a new growth program 
based on the Statement of Development Policies (DEVPOL) Eor 1987-96 and 
supported by a 15-month stand-by arrangement with the Fund. This was 
Eollowed by a three-year structural adjustment program covering the 
period April 1988 to March 1991, supported by arrangements under the 
Fund's enhanced structural adjustment facility (ESAF), the World Bank 
Industrial and Trade Policy Adjustment Credit (ITPAC) and an 
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Agricultural Sector Adjustment Credit (ASAC), and significant donor 
cofinancing. Structural adjustment in the program period, July 1991 to 
June 1992, is to be supported by a fourth annual arrangement under the 
ESAF and by World Bank lending operations. 

II. Policy Implementation and Economic Performance 

4. The objectives of the adjustment program are the maintenance of 
high rates of economic growth, with due regard to poverty reduction, and 
a macroeconomic environment conducive to price stability and to an 
improvement in the external position consistent with achieving long-run 
viability. In common with the three previous PFPs, the intent of fiscal 
and monetary policies is to achieve domestic and external balance, while 
structural policies-- including import liberalization and reforms in the 
financial , parastatal, and tax system --are designed to improve effi- 
ciency and Longer-term economic growth and to reduce poverty. Specif i- 
tally, the program sought to achieve an annual average growth in real 
GDP of around 4 percent, a deceleration in the rate of inflation from 
31 percent in 1988 to around 8 percent in 1990, and maintenance of 
foreign exchange reserves at a level equivalent to 4 months of nonmaize 
imports. These objectives have been achieved to a Large degree. With 
the import Liberalization program now completed and significant progress 
having been made with regard to the tax reform program, the remaining 
key elements of the initial structural policies are completion of reform 
of the agricultural, transportation, and financial sectors and increased 
investment in social sectors. 

5. Against a background of significant external financing, fiscal 
policy under the program has aimed at closely monitoring central 
government expenditure and constraining the overall deficit to permit 
the transfer of financial resources to the private sector, thereby 
reducing macroeconomic imbalances while supporting a recovery of private 
investment. In line with this strategy --and as a result of revenue 
boosted by tax reform, improved administration and strong growth of 
liberalized imports, as well as improved expenditure controls--the 
central government deficit (excluding official transfers) declined 
from 9.7 percent of GDP in 1987188 to 7.4 percent of GDP in 1988189 and 
to 6.8 percent of GDP in 1989/90 while expenditure increased broadly as 
planned. The deficit declined further in 1990/91 to 5.6 percent of GDP, 
somewhat lower than targeted. However, there were major shortfalls in 
revenue in 1990/91, attributable both to external factors (such as the 
Middle East crisis and the closure of the Tete route through Mozambique) 
and to sharply reduced surtax receipts. The Latter mainly reflected 
stock accumulation related to the import Liberalization program, and to 
a Lesser extent, weaknesses in tax administration. These revenue 
shortfalls made it necessary to restrain expenditures below the desired 
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Level to keep the overall deficit within the program target. 1/ 
Nevertheless, as a result of temporary but substantial delays-in the 
receipt of balance of payments support and of higher-than-foreseen 
repayment of external debt, the Government was unable to release 
financial resources to the private sector to the extent planned. The 
improvement in the Government’s position with the banking system of just 
MK 19 million in 1990/91 was far below the programmed improvement of 
MK 230 million, and compared with MK 101 million in 1988/89 and 
MK 53 million in 1989/90. 

6. Targets for monetary expansion under the adjustment program were 
set to facilitate a marked slow-down in inflation. Credit policy was 
designed, in combination with tight fiscal policy and sizable external 
financing, to ensure a significant shift in financial resources to the 
private sector. Over the three-year program period, bank credit to the 
private sector rose at an annual average rate of 17 percent relative to 
the broad money stock at the beginning of the period, while net bank 
credit outstanding to the Central Government fell--albeit unevenly--on 
average by 13 percent annually over the period relative to the broad 
money stock at the beginning of the period; in these circumstances, 
broad money increased on average by 14 percent annually over the three- 
year period. Against this background, the inflation rate, which had 
fallen from 31.4 percent on an average basis in 1988 to 15.7 percent in 
1989, fell further to 11.5 percent in 1990, somewhat above the target of 
9.0 percent envisaged in the third-year PFP. The progress in bringing 
down inflation reflects not only the tightening of financial policies, 
but also the impact of nominal exchange rate stability and import 
Liberalization. With the deceleration in inflation, interest rates have 
been positive in real terms since 1990, which should serve both to 
stimulate the flow of financial savings through the banking system and 
to strengthen allocative efficiency. 

7. With respect to trade policy, the import Liberalization program, 
which was implemented in phases over the program period--beginning with 
raw materials, extending to intermediate goods, and finally encompassing 
consumer goods --was completed on January 10, 1991, with all imports 
except those on a narrow negative list now free from the requirement of 
prior foreign exchange approval. 21 Following implementation of the 
final phase, 98.3 percent of non-petroleum imports (based on the 1984 
composition of imports) 31 are no Longer subject to prior foreign - 

l/ The deficit target for 1990/91 excluded expenditure on the five- 
year investment program for the parastatal power company described in 
paragraph 44 and expenditure on the Northern Transport Corridor Project 
in Tanzania. 

2/ The negative List contains certain Luxury items (principally 
alcoholic beverages, precious metals, noncommercial motor vehicles, and 
electrical goods). 

2/ Petroleum products have never been subject to prior foreign 
exchange approval. 
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exchange approval. The import liberalization program has already 
stimulated economic activity, increased capacity utilization, and helped 
Lower the inflation rate. 

8. As regards sectoral reforms, the Government took a number of impor- 
tant steps in 1990/91. In agriculture, new reforms were introduced 
under the ASAC program aimed at improving food security, smallholder 
income, and efficiency of resource use. In the smallholder sector, 
producer prices were adjusted in line with border price equivalents, 
production restrictions on high-value crops such as burley tobacco were 
Lifted, seasonal credit facilities were expanded, and new measures to 
increase productivity among the poorest farmers were introduced. In the 
estate sector, the new Estate Extension Service became fully opera- 
tional. Regarding sugar, a comprehensive plan for the sugar industry 
was established, and the domestic sugar price was raised by 7 percent in 
April 1990 and by 19 percent in January 1991, in accordance with the 
Government's policy of boosting production potential and increasing 
supplies for export. 

9. The Government has continued with its program of financial sector 
reforms, which aim at expanding the role of market forces in resource 
allocation and monetary policy. Following the progress made in 
1989/90--in establishing the legislative framework for financial 
restructuring, introducing a statutory reserve requirement and liber- 
alizing interest rates--various steps were taken in 1990/91, consistent 
with the authorities' objective of switching from direct to indirect 
methods of monetary control. These measures included an enhanced role 
for the bank rate as an initial step toward establishing discount and 
lending facilities at the Reserve Bank of Malawi, the removal of direct 
credit controls on the commercial banks and the initiation of periodic 
auctions of Reserve Bank of Malawi paper. Steps have also been taken 
toward increasing the competitiveness of the banking system, with some 
Einancial institutions being permitted to accept corporate deposits, 
while efforts have been made to encourage the entry of new financial 
institutions into Malawi. 

10. Reform of the parastatal sector is an essential structural element 
of the adjustment program. Financial performance of the parastatal 
sector strengthened significantly over the three-year program period and 
financial targets established under the program were essentially 
observed. The focus of parastatal reform during the past five years has 
been the restructuring of ADMARC, which included elimination of ADMARC's 
monopsony position in smallholder marketing, divestiture of assets, not 
related to its marketing functions, a number of cost-cutting measures, 
and restructuring of ADMARC's development and commercial functions. 
This effort is largely completed and, as a result, ADMARC has moved from 
a net loss of MK 11 million in 1986/87 to a net profit (before taxes) of 
MK 29.6 million in 1989/90 and an estimated MK 23.3 million in 1990/91. 
Moreover, ADMARC paid more than MK 7.7 million in corporate income tax 
to the Government in 1990/91. The Electricity Supply Commission (ESCOM) 
continued to record significant profits in 1990/91, which financed part 
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Of its investment program. For the other major parastatals, net profi ts 
or broadly balanced positions were recorded for 1990/91, apart from 
Malawi Railways where sharply rising costs and operational difficulties 
adversely affected financial performance. 
11. In conjunction with these stabilization and adjustment efforts, the 
Government embarked on policies to strengthen human resource development 
and reduce poverty. A new social sector strategy was presented at the 
May 1990 Consultative Group Meeting, which was strongly endorsed by the 
donor community, comprising increased expenditures for health and 
education, expanded child spacing activities, and new targeted poverty 
interventions. 

12. The adjustment program envisaged the promotion of growth through 
higher investment supported initially through foreign savings and 
increasingly through domestic resource mobilization. After an initial 
widening of the external current account deficit following import 
liberalization, the program targeted a gradual reduction of the deficit 
excluding official transfers. The response to import liberalization 
exceeded the program’s expectations, with import volume rising by 
25 percent in 1988 and 8 percent in 1989 and certain factor services and 
transfer payments increasing sharply. The eEEect on the current account 
deficit in 1989 was exacerbated by delays in shipment of tobacco, tea, 
and coffee exports Leading to Large stock accumulation at the end of the 
year; accordingly, the current account deficit rose to 12.9 percent of 
GDP compared with 9.1 percent of GDP in 1988. In 1990, substantial 
clearing of the large build-up of exportable stocks, together with an 
increase in tobacco production, Led to a decline in the current account 
deficit to 8.6 percent of GDP, in Line with the program target. Import 
volume growth was 8 percent in 1990, continuing the substantial 
increases of 1988-89. The current account in 1990 was not significantly 
aEfected by the Middle East crisis, reflecting the Government’s pricing 
policy and the small share of petroleum products in total imports. 
However, because of temporary delays in the receipt of balance of 
payments support, the surplus in the overall balance of payments of 
SDR 13 million fell Ear short oE the program target of SDR 41 million. 
Gross official reserves, while rising to SDR 96 million or 3.3 months oE 
nonmaize imports at end-1990, were below the targeted Level of 
4.0 months of nonmaize imports. 

13. Implementation of the structural adjustment program has already had 
a Eavorable effect on economic performance. Real GDP growth has 
increased steadily from 0.5 percent in 1987 (at factor cost) to 3.3 per- 
cent in 1988, to 4.1 percent in 1989, and 4.8 percent in 1990, while 
inflation decelerated as indicated above. Import Liberalization, the 
ITPAC reEorm program, and the more stable financial conditions have Led 
to a particularly strong recovery in manufacturing, electricity, 
construction, and financial services. This improved output performance 
has supported an expansion in fixed investment, :dhich increased from 
13.5 percent of GDP in 1987 to 16 percent in 1989 and 1990, and has 
set the stage for real gains in per capita consumption; about one half 
of the investment has been financed through national saving. 
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111. Medium-Term Objectives, Strategy, and Policies 

14. The broad objectives for the 1991/92-1993/94 program period--of 
achieving higher rates of economic growth, consistent with reduction in 
poverty, a viable medium-term balance of payments position and relative 
price stability-- remain fundamentally unchanged from the three previous 
PFPs. To achieve these objectives, the Government remains committed to 
a strategy of macroeconomic stabilization and structural reform, 
together with the restoration of liberal economic policies aimed at 
fostering private sector activity. Policy will continue to be focused 
on two elements. First, p olicies to ensure both domestic and external 
macroeconomic balance will be maintained, including consolidation of the 
process of fiscal improvement after the disappointing performance of 
revenue in 1990191. Other key elements are continuation of restrained 
monetary and credit policies, with additional strengthening of financial 
instruments, and continued progress in trade liberalization. Second, 
policies to reduce the remaining structural impediments to growth will 
be implemented in each of the main sectors of the economy. Table 3 
presents, in matrix form, a summary of the Government’s structural 
adjustment program, and the timetable for its implementation. 

15. In the light of the economy’s performance during 1990/91, the 
expected catch-up in balance of payments support following the temporary 
delays in 1990/91, and the prospects for external financing in the 
medium term, certain assumptions and macroeconomic targets in the 
previous PFP have been revised. The projections assume that progress in 
alleviating transport difficulties and infrastructural bottlenecks will 
be made in the period ahead, with the Northern Transport Corridor (NTC) 
route through Tanzania becoming fully operational by end-1991 and the 
Tete corridor being reopened. However, the projections do not assume 
further reopening of the Nacala line which would significantly improve 
economic prospects. The annual average inflation rate is targeted to 
decline over the program period to 9 percent in 1991, 6 percent in 1992, 
and 5 percent for the remainder of the program period. 

16. With regard to the program’s external projections, recent estimates 
indicate that the total financing requirement will average SDR 190 mil- 
lion a year in 1991-94, compared with an average of SDR 170 million for 
1991-93 projected in the third-year PFP (Table 2). The principal factor 
underlying the increase in the financing requirement is the larger-than- 
expected response on both the trade and services account to the liberal- 
ization steps (referred to in paragraph 7) combined with the authori- 
ties’ intention to continue with this liberalization process. Import 
volume growth averaging about 4.5 percent annually is projected for the 
program period, consistent with unitary import demand elasticity and the 
growth objectives. Import unit values are expected to rise sharply in 
1991, primarily as a result of the closure of the Tete route which is 
estimated to increase the c.i.f. margin to 41.5 percent from 38 percent 
in 1990; thereafter, with the reopening of the Tete route and greater 
utilization of the NTC, the margin is assumed to decline steadily to 
35 percent by 1994. Export volumes in 1991 are expected to increase by 
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4 percent, with destocking again contributing to exports, although with 
a less pronounced impact than in 1990. By 1993-94, export volume is 
projected to rise by about three percent annually supported by an 
increase in burley tobacco, sugar, and manufactured exports. The 
current account deficit (excluding grants) in 1991 is projected at 
8.8 percent of GDP with favorable export prices for tobacco offsetting 
the effect of the closure of the Tete route on the c.i.f. margin. The 
deficit relative to GDP is expected to decline steadily to around 
7 percent by 1994, a somewhat higher level than assumed in the previous 
PFPs as a result of a stronger response to import liberalization than 
expected. The overall balance of payments surplus is expected to 
decline slowly, but remain positive, through the program period. 
International reserves are expected to amount to the equivalent of 
3.3 months of nonmaize imports at the end of 1991, the same as a year 
earlier. The end-year reserves target for 1992-94 will approximate 
four months of nonmaize imports. 

17. The program is designed to support continued real per capita 
increases in output. Real GDP is projected to grow by 4.8 percent in 
1991, boosted by a 12 percent increase in smallholder agriculture and a 
6 percent increase in transport and communication. The strong small- 
holder performance, which arises from a significant increase in maize 
production, is attributable to the successful implementation of the 
Government’s agricultural sector program and favorable weather condi- 
tions. Real GDP is projected to grow by 4.5 percent from 1992 in line 
with the growth targets of the previous PFPs. The key sectors for 
growth will be smallholder agriculture, where further productivity gains 
are expected with increased adoption of higher yielding crop varieties; 
estate agriculture, supported by efficiency gains in tobacco production 
and expansion in sugar planting; manufacturing and distribution, where 
increased agricultural production will support expansion of the agro- 
processing sub-sector; and service sectors, following the introduction 
of new reforms in the finance and smallscale enterprise areas. 

18. Increased investment will be required to meet growth targets and 
private sector fixed investment is expected to increase from 11.7 per- 
cent of GDP in 1990 to 14.0 percent in 1994. In line with the targeted 
improvement in the external current account, national savings will play 
an increasingly significant role in financing domestic investment. 
National savings as a ratio to GDP is projected to increase from 
10.0 percent in 1991 to 12.6 percent in 1994 as a result of more effi- 
cient domestic resource mobilization arising from ongoing reforms in the 
financial and capital markets. Nonetheless, increased output levels are 
expected to permit real per capita growth in consumption in 1991-1994. 



- 8 - 

IV. Macroeconomic and Sectoral Policies 

a. Macroeconomic policies 

External sector policies 

19. With exchange rate stability a centerpiece of the anti-inflation 
effort, the nominal exchange rate of the Malawi kwacha during the first 
two years of the program was kept unchanged relative to the basket to 
which the kwacha is pegged. Despite the consideriblc success in 
reducing inflation, the index of the real effective exchange rate at the 
end of 1989 was well above the level prevailing after the January 1988 
devaluation. In order to reverse this loss of external competitiveness 
and to support the import liberalization, the kwacha was devalued by 
7 percent against its basket in March, 1990. However, with inflation 
still high in relation to major trading partners, the gains from this 
devaluation were eroded by the end of 1990. Emphasis will thus continue 
to be placed largely on nonaccommodating financial polices to help 
ensure a sustained improvement ,n external competitiveness for the 
export- and import-substituting sectors. Exchange rate policy will be 
closely monitored with particular attention paid to the need for export 
diversification and the achievement of external objectives. 

20. Although Malawi’s high level of external debt remains of concern, 
the debt-service ratio has declined significantly in recent years as a 
result of the high proportion of external financing obtained on 
concessional terms, the 1988 London and Paris Club reschedulings, and 
bilateral debt relief. The debt-service ratio--at 25 percent of exports 
of goods and nonfactor services in 1990-- is projected to decline to 
17 percent by 1994. Accordingly, Malawi will continue to follow a 
prudent policy with strict limits on nonconcessional external borrowing 
(including a ceiling on l- to 15-year maturities, a subceiling on l- to 
5-year maturities, and a separate ceiling on short-term net 
disbursements). Malawi remains a poor country but, like other such 
countries which are meeting debt payments on schedule and remain on a 
path of external viability, might wish nevertheless to benefit from any 
future debt initiatives. 

21. As described in paragraph 7 above, the Government completed the 
removal of prior foreign exchange approval for imports in January 1991, 
with controls now limited to a small negative list, for which prior 
approval is to be temporarily maintained. The negative list will be 
further reduced over time, as permitted by sustained improvement in the 
external position. Consistent with its policy of liberalizing the trade 
and payments system, the Government will continue to administer payments 
arrangements with respect to certain services and transfers in a liberal 
and flexible manner. The Government is currently reviewing the existing 
structure of trade taxes, with a view to minimizing the level of and 
dispersion in protection. Specific measures will be developed in 
1991/92. 
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Public finances 

22. The new program will aim at restoring and consolidating the 
improvements in the public finances achieved in the first two years of 
the program, specifically addressing the revenue shortfalls that 
occurred in 1990/91. The underlying strategy will continue to be the 
maintenance of strict fiscal discipline to ensure the availability of an 
adequate level of resources for the rest of the economy. In line with 
these objectives, the targeted central government deficit before grants 
(excluding the new power investment program) will decline from 6.0 per- 
cent in 1991/92 to 5.4 percent of GDP by 1993/94. The appropriate 
fiscal stance will continue to be reviewed during the program period, 
taking into account (i) the availability of domestic resources and of 
foreign concessional inflows, (ii> the progress toward attaining the 
program’s overall domestic and external objectives, and (iii) the review 
of the Public Sector Investment Program, as spelled out below. The 
central government deficit after grants is projected to remain on 
average at about 2 percent of GDP in 1991/92-1993/94, which will permit 
sizable net repayments by the Government to the banking system. 

23. To maximize the benefits and efficiency of budget outlays in the 
tight fiscal environment, the Government will continue to implement its 
action program to strengthen the budgetary allocation process. Drawing 
on the findings and expenditure options outlined in the Public 
Expenditure Review prepared by the World Bank, Government will 
strengthen the expenditure control process in sectoral ministries and 
review sectoral allocation priorities in 1991/92. In particular, 
Government will strengthen the role of the rolling three-year Public 
Sector Investment Program (PSIP) in expenditure planning. The PSIP, 
which includes all central government development projects, will be 
expanded to account for donor financing of recurrent expenditure and all 
parastatal investments involving government finances in 1991/92. 
Priorities and programs for development spending will be reviewed 
annually with the World Bank during the program period. The agreed PSIP 
will be shared in timely fashion with the donor community to facilitate 
the reorientation of donors’ aid programs in line with the Government’s 
expenditure priorities. 

24. In its annual review of the PSIP, the Government will ensure its 
consistency with resource availability, assess its recurrent cost impli- 
cations, and take into account the need to attain balance of payments 
viability. In line with the expenditure priorities outlined in DEVPOL 
and presented to the Consultative Group, in May 1990 sectoral alloca- 
tions for education and health are projected to increase significantly, 
power and water allocations to increase moderately, agriculture and 
forestry allocations to remain relatively unchanged, and transport and 
buildings allocations to decline. Investments with low economic return 
will be avoided, and individual investment projects will be evaluated in 
terms of their contribution to economic growth and income distribution. 
The Government will improve the coordination between the development and 
recurrent budgets by updating recurrent cost coefficients. 



- 10 - 

25. In line with these revised expenditure priorities, the overall 
expenditure level is expected to be maintained at about 25 percent of 
GDP over the program period. Current expenditures are estimated at 
18.6 percent of GDP in 1991/92 and include specific provision for: 
(i) security related expenditures on the Nacala rail line; (ii) a 
subvention to the Smallholder Farmers Fertilizer Revolving Fund of 
1.6 percent of total budget expenditures which is consistent with the 
ASAC program as reviewed in paragraph 38; and (iii> government 
reimbursement of ADMARC for development-related marketing expenses. 
Excluding these special items, noninterest current expenditures are 
targeted to increase by about 7 percent in real terms in 1991/92, which 
will permit increased financing of high-priority programs in primary 
education and primary health care. 

26. Wage policy will provide for appropriate and more regular increases 
in remuneration of the civil service, which is relatively small in size 
by regional standards, to redress wage compression and restore competi- 
tiveness. Consistent with the recommendations of the Bank’s Public 
Expenditure Review, the wage bill is budgeted to increase from 
4.3 percent of GDP in 1990/91 to 4.4 percent in 1991/92, permitting a 
real wage increase. Wage policy in future program years will ensure 
that total spending on wages and salaries does not exceed 5.2 percent of 
GDP. Similarly, the net rate of increase of civil service employment 
will continue to be limited to no more than 2 percent per annum. The 
Government is also committed to enhancing the productivity of the civil 
service and is reviewing public sector management policies. In 
particular, in 1991/92, the Government will develop appropriate plans 
(i) to improve the morale and productivity at all levels of the civil 
service; (ii) to coordinate and properly plan training programs, 
(iii> to further enhance decision making by strengthening communication 
within ministries and departments, and (iv) promote the use and 
coordination of information technology. 

27. Development expenditures are expected to amount to 6.8 percent of 
GDP in 1991/92, consistent with real increases in public investment in 
priority social sectors. Development budget expenditures are to be met 
Largely from grants and concessional loans identified at the May 1990 
Consultative Group Meeting. The kwacha counterpart of government debt 
service payments that were rescheduled will continue to be held in a 
blocked account at the Reserve Bank of Malawi and will be debited as the 
corresponding external payments come due. 

28. In addition to these current and development expenditure targets, 
the 1991/92 fiscal program also makes provision for an extrabudgetary 
purchase of MK 7.5 million of maize for the Strategic Grain Reserve, as 
reviewed in paragraph 69. 

29. With the objectives of improving the efficiency, equity, and admin- 
istration of the tax system, the Government embarked on a comprehensive 
tax reform program in 1987. The net impact of the reforms under the 
program was intended to be revenue-neutral, with expansion of the tax 
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base allowing for reduction in rates. However, the revenue shortfalls 
described in paragraph 5, have contributed to a significant weakening of 
the revenue/GDP ratio, which fell to 19.1 percent in 1990/91. Despite 
the tax cuts announced in the March 1991 budget, the revenue ratio is to 
rise to 19.4 percent in 1991192 and further in the medium term. This 
will reflect the expansion of the surtax base to include certain util- 
ities and services, improvements in tax compliance resulting from a 
strengthening of the Government’s audit capacity, phased reductions in 
surtax exemptions, restoration of payments into the Petroleum 
Stabilization Fund, and reduction in the tax exemption period for goods 
held in bonded warehouses. Under the tax reform program indirect taxes 
have been restructured as follows. First, the surtax, previously 
operated under the ring system, was transformed into a value-added tax 
on the manufacturing sector. Second, export incentives have been 
provided through the zero rating of exports under the surtax and the 
recent introduction of a more efficient duty drawback system. Third, 
the Government has shifted excise and duty rates from a specific to an 
ad valorem basis and has eliminated the excise tax on goods with low 
income elasticities and on goods which yield little revenue. Fourth, 
the system of customs duties has been rationalized with the objectives 
of shifting the revenue function of trade taxes from tariffs to the 
surtax. With regard to direct taxes, a current payments system for 
company tax was introduced in 1988189 and the company tax rate was 
reduced from 50 percent to 45 percent in 1990/91 and to 40 percent in 
1991/92. Rates of personal income tax and graduated tax rates have also 
been reduced, with the top marginal rate of income tax being cut in line 
with the company tax rate. In 1991/92, the system of fringe benefits 
taxation was modified such that the tax is now levied on the company 
rather than the employee. 

Monetary and credit policy 

30. The stance of monetary policy will remain geared toward achieving 
and sustaining a Low inflation rate and protecting the balance of pay- 
ments, while structural reforms in the financial sector will continue to 
be implemented with a view to strengthening monetary control, enhancing 
domestic financial saving, and improving the allocative efficiency of 
investment. Consistent with external and price objectives and with the 
GDP growth target, monetary expansion in FY 1991/92 will. be contained at 
12 percent. Interest rates, which have recently been Liberalized, are 
expected to remain positive in real terms. Credit to the private sector 
is expected to expand moderately consistent with the program’s emphasis 
on promoting private sector based growth, which can be accommodated in 
the context of a restrained monetary stance because of the targeted 
improvement in the Government’s position with the banking system. 
Targets set for net bank credit to the parastatals will be consistent 
with, and thus reinforce, the improvement planned in their financial 
performance. 

31. The reform of the financial sector and of monetary control 
procedures will continue. The legislative framework for introducing 
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market-based monetary control and developing financial institutions and 
markets has been put in place. In November 1990, the Reserve Bank of 
Malawi introduced auctions of its own bills to the two commercial 
banks. This paper is issued at intervals, and with varying amounts and 
yields based on monetary policy considerations. In the medium term 
these bills will be offered to a wider range of potential investors and 
the yield will be moved closer to market-related levels. The rediscount 
rate and the auction rate for Reserve Bank of Malawi bills will be more 
closely related, with the rediscount rate the key element guiding 
interest rates, including commercial bank interest rates. 

b. Sectoral policies 

Agriculture 

32. The Government has Launched a comprehensive development program for 
the agriculture sector, which is supported by the 1990 Agriculture 
Sector Adjustment Credit (ASAC) and other projects funded by the World 
Bank and the donor community. The primary objectives include: 
(i) enhancing food security and raising incomes in the smallholder 
sector through increased production of food and cash crops, with 
emphasis on food deficit and female-headed households; (ii) improving 
the efficiency of resource use in the estate sector, with emphasis on 
expansion and diversification of agricultural and agro-industrial 
exports; and (iii> strengthening management of natural resources, with 
emphasis on fisheries, afforestation, and soil conservation. 

33. In the smallholder sector, increases in food production will come 
through higher crop yields, as population pressure and Land scarcity 
preclude any significant expansion of the cropping base. Yield reserves 
will be exploited through increased fertilizer use and adoption of high 
yielding crop varieties, with emphasis on maize. To increase fertilizer 
use and improve the efficiency of fertilizer distribution and use, the 
Government has (i> strengthened its fertilizer planning process; 
(ii) expanded the seasonal credit system ; and (iii) completed a study to 
strengthen operations of the Smallholder Farmers Fertilizer Revolving 
Fund of Malawi operations. To spur the development and adoption of 
high-yielding maize varieties, the Government has (i) shifted maize 
research toward the development of flint varieties; and (ii> initiated 
measures to improve research-extension Linkages and extension 
methodology. As part of the strategy to improve the effectiveness of 
agricultural support services, the Government is reviewing the size and 
composition of the agriculture budget, particularly the balance between 
recurrent and development expenditures. 

34. The Government’s strategy to increase production and to improve 
productivity mainly targets farmers with plots Less than one hectare, 
comprising more than one half of the rural population. To raise 
productivity and income of these smallholders, many of whom face 
seasonal food deficits and low nutrition Levels, the Government is 
committed to expanding the range of high value cash crops available to 
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smallholders. In 1990/91 the Government revised the legislative 
framework and Licensed about 8,000 smallholders to grow burley tobacco 
on customary Land. Following on these reforms, the Government will 
license an additional 12,000 smallholders in the medium term. 
Government will continue with other measures to ensure that smaller 
farmers have sufficient resources to procure fertilizer and other inputs 
through (i) implementation of pilot projects to test food/fertiLizer- 
for-work schemes and targeted credit schemes and (ii) continued 
expansion of the supply of fertilizer in small packets. 

35. The Government remains committed to continuing the reform of the 
smallholder agricultural marketing system in Line with its objective of 
encouraging private sector activity. Beginning in 1992, private sector 
marketing of smallholder burley and seed cotton will be allowed; market- 
ing restrictions will therefore only remain on a few specialized types 
of tobacco. 

36. The Government recognizes the importance of maintaining adequate 
smallholder incentives for domestic and export crops, and will continue 
to set smallholder producer prices in Line with border-price 
equivalents, with the exception of maize. l/ Since smallholder tobacco 
prices paid by ADMARC have been below export parity Levels in recent 
years, the Government significantly increased producer prices for 
tobacco in 1990. Under the new arrangements, tobacco growers will 
receive a pre-planting incentive price equivalent to 45 percent of the 
rolling three-year average auction price. A second payment, to be made 
after closing of the auction floors, will be based on the actual auction 
price, with growers receiving 65 percent of the net profit of ADMARC’s 
tobacco trading account after accounting for ADMARC’s tobacco related 
marketing and overhead costs. Starting in 1991/92, the payment system 
for smallholder burley tobacco will be harmonized with the payment 
system for other tobaccos. During each growing season, the World Bank 
will be consulted in a timely manner on the proposed consumer and 
producer prices before they are announced. 

37. In the area of input pricing, the Government is committed to the 
general principle of full cost recovery for smallholder inputs to pro- 
mote efficient resource allocation. However, the Government has con- 
tinued to maintain a small subsidy on smallholder fertilizer--amounting 
to MK 26 million or 1.9 percent of total government expenditures in 
1990/91--in order to redress the market failure of Limited access to 
credit, offset smallholder risk aversion, achieve national food 
production objectives, and avoid sharp increases in consumer food prices 
in view of the large number of rural poor who are net buyers of food. 

l/ Given the high transport costs and low relative value, the 
Government will continue to treat maize as a nontradable commodity and 
base its price on domestic supply and demand conditions. 
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38. The Government is committed to the phased elimination of fertilizer 
subsidy, as follows. First, the Government will eliminate the 
generalized fertilizer subsidy in the medium term concurrent with the 
adoption of high-yielding maize varieties, expansion of rural credit, 
and reduction in external transport costs. Second, during the 
transitional period, the Government will reduce the subsidy rate in a 
phased manner to maintain producer incentives, limit maize consumer 
price increases, and minimize production distortions and fiscal subven- 
tions. Assuming continued commodity assistance from the donor community 
as specified in ASAC, fertilizer prices will be set so as to reduce: 
(i> the economic subsidy level to not more than 25 percent in 1991/92 
and 20 percent in 1992/93, and (ii) the total amount of the subsidy to 
not more than 1.6 percent of total government expenditure in 1991/92 and 
1.3 percent in 1992193. Third, the Government will continue to improve 
the efficiency of fertilizer subsidies through: (i) expansion of pilot 
projects to test targeted fertilizer subsidies to food deficit 
households, and (ii> maintenance of differentiated subsidy rates 
promoting high analysis rather than low analysis fertilizer. 

39. In the estate sector, the Government’s strategy is to enhance pro- 
ductivity and to improve efficiency in resource use through further 
strengthening of the estate extension services, increased access to 
medium-term credit, and an appropriate land rent policy. To address the 
problem of underutilization of estate land, the Government is committed 
to strengthen the role of land pricing in resource allocation. To this 
end, the Government has revised the legislative framework to allow for 
more frequent adjustments of land rents. The Government doubled land 
rents with effect from April 1991 and introduced a system to collect 
land rents through the tobacco auction to reduce arrears. These mea- 
sures will be supported by the following additional actions: (i> review 
of the feasibility of introducing differentiated land rents reflecting 
land quality; and (ii) increase in land rents to an average level at 
least equal in real terms to the 1985 rate by April 1992 in line with 
the phasing agreed under the ASAC. In response to the growing land 
pressure in the smallholder sector, the Government has recently enacted 
new legislation to halt the transfer of customary land to estates in 
densely populated areas. In order to enhance production incentives so 
as to increase export potential and yet meet a rapidly growing domestic 
demand, the Government remains committed to monitoring closely the 
adequacy of domestic sugar prices and adjusting them as the need arises. 

40. The Government expects these land utilization and productivity 
measures to support an expansion of rural employment opportunities and 
to improve functioning of rural Labor markets. In addition, to enhance 
stability in the rural labor market, the Government, in conjunction with 
the WorLd Bank will review minimum wage policy, with a view to more 
frequent adjustments and tobacco tenancy pricing arrangements. 
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Industry, Finance, and Energy 

41. The Government’s development strategy for the industrial sector 
will continue to emphasize private sector activity and the maintenance 
of a market-determined pricing system. Following on the extensive 
reform program completed under the Industrial and Trade Policy 
Adjustment Credit, the Government introduced a new Investment Policy 
Statement in March 1991 that identified further policy changes to 
support industrial sector growth. These include: (i) elimination of 
the industrial licensing requirement, with the exception of a small 
negative List; (ii) t s reamlining of business registration and incorpo- 
ration procedures; (iii) streamlining of land transfer procedures; 
(iv) encouragement of private sector development of industrial sites; 
and (v) establishment of an investment promotion agency. 

42. Development of small-scale and micro-enterprises remains a core 
element in the Government’s strategy to support economic growth, 
employment, and poverty alleviation. The Government is committed to 
removing the existing constraints in this area, such as limited access 
to credit for working capital, lack of initial investment capital, and 
restrictive regulatory and zoning policies. To this end, the Government 
will (i> significantly expand the pool of funds available for small- 
scale lending on commercial terms in 1991/92-1993/94 (for example, term 
and working capital credit, and Lease financing); (ii) strengthen small- 
scale enterprise institutions through appropriate training and review of 
structure of services to enable institutions to reach a broad client 
base in 1991/92-1993/94; ( iii) encourage the financial institutions 
serving the small- and medium-scale sector to implement a market- 
oriented interest rate policy that reflects the risk and operating costs 
of Lending in this sector (for example, credit guarantee facilities); 
(iv) review the scope for replacing blanket prohibitions on business 
activity in certain residential areas with a selective prohibition on 
businesses that pose health or safety risks; and (v) evaluate its own 
procurement policies and practices during 1991-92 so that they can be 
adapted to the potential of Local producers. 

43. In the financial sector, the Government is undertaking a number of 
policy reforms to deepen financial markets and improve the efficiency of 
financial intermediation and resource mobilization, in conjunction with 
the monetary policy changes reviewed in paragraph 30. In 1990, the 
passing of the Capital Market Development Act and the issue of bonds in 
the Local market by INDEBANK were a significant first step toward the 
development of a capital market in Malawi. Complementary policy 
measures in 1991/92 include: (i> rationalization of the tax treatment 
of owner occupied housing interest, (ii> establishment of a technical 
committee to facilitate the development of capital markets and 
(iii) support the development of a unit trust fund. Furthermore, the 
Government has put into place a new regulatory framework to promote 
competition in the highly segmented and concentrated financial market. 
The Government wiLl enact additional measures to promote competition, as 
follows: (i) encourage entry into the banking system by both foreign 
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and domestic financial institutions ; and (ii) finalize the restructuring 
plan for the Post Office Savings Bank by September 1991, which will be 
monitored under the Financial Sector and Enterprise Development Project. 

44. In the energy sector, the Government will continue to support poli- 
cies that protect the environment and are cost-effective. The 
Government recognizes the necessity of encouraging the most efficient 
use of power and petroleum products. Based on the results of the 1988 
Least Cost Power Development Study, the Government has developed an 
appropriate expansion program for Malawi's electricity-generating capac- 
ity to meet the economy's future needs. ESCOM began expansion of the 
hydroelectric capacity at Tedzani in 1989/90, with complementary invest- 
ments in distribution, transmission, and institutional strengthening. 
The investment program involves significant on-lending of external 
financing through the Government, equivalent to 1.5 percent of GDP in 
1991/92. The World Bank will be consulted annually regarding this 
program. 

45. In the area of energy pricing, Government will ensure that domestic 
prices of petroleum products reflect a full and timely pass-through of 
import and domestic distribution costs and taxes, consistent with 
budgetary requirements. Similarly, Government will continue to follow 
the policy of adjusting electricity tariffs in a timely manner on the 
basis of long-run marginal costs of production. The energy pricing 
study, presently in progress, will assist the Government to strengthen 
the role of energy prices in efficient resource allocation. 

Infrastructure 

46. The Government has continued to pursue a number of complementary 
strategies to alleviate the economic burden that has arisen from disrup- 
tion of the external transport routes through Mozambique. First, the 
external traffic route through Tanzania, the NTC, will provide a viable 
and less costly alternative to the various routes to Durban. The NTC 
Project is designed to upgrade and expand the route to Dar-es-Salaam, 
and will reduce Malawi's overall c.i.f. margin to 35 percent by 1994. 
Second, the Government has been working closely with the Mozambican 
authorities to fully reopen the Tete and Nacala routes. Although some 
trains have begun to service the Nacala line again, problems of security 
and financing remain. While the full restoration of service along the 
Nacala line would result in a significant reduction in Malawi’s external 
transport costs, this line at present cannot accommodate the bulk of 
Malawi's transport requirements. Hence, continued intensive use of the 
northern route will be required in the medium term to ensure a balanced 
transport network. Finally, the Government has encouraged an expansion 
of the Malawian-registered international road-haulage sector, which has 
Led to more competitive tariffs, and foreign exchange savings. 

47. In addition to these investment initiatives, the Government is 
committed to further policy reform to enhance efficient resource 
allocation in the road transport sector. In conjunction with the World 
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Bank, the Government intends to review the Road Transport Act, including 
policies on sector entry and exit, regulation of routes, tariff 
structure, and operations based upon vehicle size. 

48. The restructuring of unprofitable transport parastatals is a key 
strategy for the transport sector. As reviewed in paragraph 56, the 
Government is committed to developing a restructuring plan for Malawi 
Railways and Lake Services in 1992 to strengthen their operating and 
financial performance. In addition, the Government will ensure that the 
Air Malawi investment program remains consistent with the airlines's 
debt service capacity and continued financial viability. 

49. As regards the remainder of the infrastructure network, the 
Government recognizes the importance of maintenance and rehabilitation. 
It will continue its program of road maintenance covering all existing 
roads, upgrade the road network only where justified by projected traf- 
fic and consistent with overall expenditure priorities, and strengthen 
the maintenance capability for public buildings. Urban water supply 
will be expanded where financially viable and a ten-year sector invest- 
ment program will be developed with the World Bank under the National 
Water Resource Project. Rehabilitation of borehole and gravity-fed 
water supplies will continue, including increasing reliance on 
community-based maintenance systems, and a plan for expansion of rural 
water access will be developed in 1991/92. With regard to water 
tariffs, the Government will ensure that the District Water Supply 
Fund's tariffs and the Water Boards' rates are reviewed annually to 
maintain financial viability. 

50. In housing, the Government will seek to expand the national housing 
stock and the role of the private sector and local authorities in 
construction. In particular, the Government will (i) upgrade 
traditional housing areas in urban areas in line with the emphasis on 
infrastructure rehabilitation in 1991/92-1993/94; (ii) streamline the 
process by which serviced land is made available for building purposes; 
(iii) introduce less stringent planning and building standards to 
facilitate development of low-cost housing; and (iv) progressively 
withdraw from providing subsidized civil service housing. In line with 
the Government's objective of decentralization of urban services to 
local authorities, management of the Traditional Housing Areas will be 
transferred from Malawi Housing Authority to local governments in 1991. 

51. In the area of urban services, the Government wiLL strengthen local 
government management capability and review measures to improve local 
government finances. In particular, the Government will, in 1991/92, 
review the scope for (i> an investment fund for Local authorities for 
priority rehabilitation of urban infrastructure; (ii) increased cost 
recovery by local authorities for their provision of services; and 
(iii) increased local autonomy in financial and staffing decisions. 
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Public Enterprise Sector 

52. The parastatal sector in Malawi is relatively small, reflecting the 
historical emphasis on private sector production, and is relatively 
efficient. Nonetheless, the Government is committed to improving the 
financial control and performance of the parastatal sector to minimize 
budgetary transfers and ensure adequate financial returns to commercial 
parastatals. Government has implemented a comprehensive restructuring 
of the parastatal sector since 1987, comprising reorganization, 
divestiture, cost reduction, and regularization of financial flows, 
which has Led to strong financial performance and improved operating 
efficiency. The 12 major commercial parastatals are expected to show an 
after-tax profit of MK 67 million in 1991/92, compared with an estimated 
MK 42 million in 1990/91 and MK 43 million in 1989/90. 

53. As reviewed in paragraph 10, the focus of parastatal reform during 
the past five years has been on restructuring of ADMARC, which has been 
largely completed. To sustain the strong financial performance of 
ADMARC, Government will continue to implement the following measures 
during the program period: (i) finance priority developmental functions 
that are not consistent with ADMARC's financial viability directly out 
of the government budget; (ii) continue the asset divestiture program, 
with the creation of a holding company and a targeted disposal of two 
companies in 1991/92; and (iii> ensure that ADMARC's net use of seasonal 
commercial bank overdraft in any year will be zero by end-year. 

54. As regards the rest of the parastatal sector, the Government will 
focus its efforts in three new directions. First, the regulatory 
framework for parastatal management will be strengthened. While the 
Department of Statutory Bodies (DSB) has played an effective role in 
monitoring parastatal financial performance and investment plans, 
further institutional strengthening is required to enhance its capacity 
to monitor sector-wide issues. In particular, the Government will 
recruit additional technical staff and will review the scope for moving 
the monitoring function of purely developmental subvented parastatals 
from DSB to parent ministries. These measures will be complemented by a 
strengthening of parastatal management, including an enhanced role of 
the Board of Directors in certain management decisions and introduction 
of performance contracts, with compensation Linked to performance. 
Second, the operation of the Treasury Funds in the Ministry of Finance 
will continue to be reviewed, particularly the scope for transforming 
selected Treasury Funds into Statutory Bodies, with monitoring 
responsibility delegated to DSB, and for additional privatization. 

55. Third, restructuring plans for the two remaining problematic 
parastatals in the sector, Malawi Railways (MR) and Wood Industries 
Corporation (WICO), will be developed. Malawi Railways has faced 
significant operational and financial problems over the past decade as a 
result of the closure of the Nacala rail link, aging track and 
equipment, and inadequate maintenance. Total losses amounted to an 
estimated MK 10.5 million in 1990/91, which was covered in part by a 
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budgetary subvention of MK 6.0 million. The 1991/92 budget projects a 
Loss of MK 6.7 million, which is expected to be financed entirely by 
commercial bank overdraft with government guarantee. 

56. Given the very small size of operations, MR will need to operate at 
an exceptionally high Level of productivity and eEficiency to compete 
successfully against alternative transport modes, even after complete 
resumption of NacaLa traffic. Thus, Government is committed to develop- 
ing a comprehensive restructuring plan for rail services by March 1992, 
in conjunction with the World Bank and ODA, which will involve the 
following broad elements: (i) reduction in cost of operations; 
(ii> reduction in investment intensity made possible by enhanced levels 
of utilization, with new investment targeted to replacement of key aging 
assets; (iii) reduction in the Level of mixed passenger-freight train 
service; and (iv) adjustment of tariff Levels as necessary. In 
addition, Government will also develop a separate restructuring plan for 
the unprofitable division of MR responsible for lake transport services 
by June 1992, comprising tariff policy institutional reorganization, and 
service changes. Implementation of the two restructuring plans, to be 
phased-in over three to five years, will be monitored under a World Bank 
operation. In 1991/92, the government guarantee of MR’s commercial bank 
overdraft facility will not exceed MK 13.5 million. 

57. Wood Industries Corporation, which produces sawn timber and related 
products from government forest reserves, has incurred Losses since the 
mid-1980s as a result of sluggish demand, weak management, and marketing 
and operational problems. Total Losses amounted to MK 4 million in 
1989/90, followed by an estimated profit of MK 1 million in 1990/91, and 
a Loss of MK 0.8 million is projected for 1991/92. Private firms have 
expressed interest in taking over WICO operations, and Government is 
pursuing a privatization strategy. 

V. Human Resource DeveLoDment 

58. The Government will continue to implement a comprehensive program 
to strengthen human resource development in conjunction with its 
stabilization and structural adjustment policies. While social 
indicators have improved since Independence, they remain unfavorable by 
African standards, particularly with regard to nutrition, school 
enrollment, Literacy, and infant and maternal mortality Levels. In 
response to these problems, the Government will maintain and expand 
existing initiatives to support social development, with particular 
emphasis on the most vulnerable and disadvantaged groups. This strategy 
will involve an increased allocation in aggregate social sector outlays 
as well as a restructuring of expenditure priorities within the sectors 
toward cost-effective programs, which will ensure that the fiscal policy 
of strict containment of public expenditures does not erode the 
provision of essential services. This shift in social sector 
expenditures will be monitored under World Bank operations. 
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Education 

59. The Government will build upon its Second Ten-Year Education Plan 
for 1985-95, with the support of the World Bank, AfDB, and other donors 
critical for its full implementation. The Government’s strategy is 
aiming toward enhanced access to improved education and efficiency of 
education management, with emphasis on expansion and quality enhancement 
of primary education. Consequently, the Government will increase the 
budgetary allocation for education from 11 percent in the mid 1980s to 
15 percent in 1991/92 and to 15.5 percent in 1992/93. The emphasis of 
Government’s program will be on day schools, the sciences and technical 
skills, teacher training and provision of teaching materials, curriculum 
reform, and a reduction in primary school dropout rates. Special atten- 
tion will be paid to increased access and retention rates for girls. 

60. Following on recent improvements of the quality of teaching 
methods, curricula, and physical facilities, the Government will, during 
1991/92, (i) implement the first phase of the decentralization of the 
Ministry of Education; (ii) introduce new regulations regarding 
repetition in primary schools; (iii) reduce the scope of secondary 
school curricula; and (iv> increase tuition fees for secondary schools 
and the University in line with the objective to improve cost 
recovery. Government, in conjunction with the World Bank, will review 
its strategy for post secondary education and develop an investment 
program consistent with sector priorities in 1991/92. 

Health 

61. The Government is implementing its National Health Program for the 
period 1986-95, with emphasis on improving the efficiency of resource 
use, strengthening peripheral outreach and preventive care, and 
increasing the level of recurrent financing in high priority areas. In 
particular, the Government will focus on the serious health problems 
caused by malaria, respiratory infections, diarrhoea, and AIDS and will 
promote related health education activities. In line with its 
commitment to increase funding of the health sector, Government will 
(i) raise the proportion of the total revenue budget allocated to the 
Ministry of Health (MOH) from 7.1 percent in 1990/91 to 7.6 percent in 
1991/92 and 8.1 percent in 1992/93; and (ii) increase the development 
budget allocation to the MOH from MK 40 million in 1990/91 to MK 60 mil- 
lion in 1991/92 and MK 70 million in 1992/93. 

62. To improve effectiveness and efficiency of financial resource use, 
Government will (i) increase relative funding for peripheral health 
services by at least 2 percent per year in 1991/92-1993/94; (ii) reduce 
the proportion of MOH recurrent budget allocated to the three major 
hospitals from currently 35 percent to 25 percent in 1995196; and 
(iii> revise fee schedule for private patients annually and develop in 
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1992 an implementation plan to increase private patient fees to move 
toward full cost recovery by April 1995. 

63. The Government is also committed to institutional decentralization 
from region to district level and improving staff management in the 
health sector. By 1992, the Government will prepare (i> detailed 
operating procedures for planning, financial and personnel management, 
and other administrative functions under the decentralized arrangements 
and (ii) a five-year manpower development plan. Furthermore, Government 
will improve staffing levels in peripheral health services over the 
program period. 

64. The Government has begun a phased program to strengthen the local 
supply of doctors, with the development of new policy measures to 
encourage private practice, the introduction of the final year of 
clinical training in Malawi, and the awarding of the medical degree by 
the University of Malawi. The timing and content of subsequent phases 
of medical training will be reviewed with The World Bank in the context 
of the program’s fiscal objectives. 

Population 

65. Malawi is one of the most densely populated countries in sub- 
Saharan Africa, with a current population growth rate estimated by the 
Government at 3.2 percent, exclusive of displaced persons. l/ This 
rapid population growth threatens to exhaust the country’s iand 
resources and create a massive and unsustainable demand for food, 
energy, and social services. Malawi’s long-term prospects for durable 
development and per capita income increases depend heavily on immediate 
and effective action to slow population growth. Thus, the Government 
had begun to implement new policies and programs, including: 
(i> establishment of the Population Planning Unit in the Office of the 
President and Cabinet; (ii) support to the new Family Welfare Council, 
which will promote and encourage the piloting of alternative family 
welfare service delivery methods; (iii> development of a comprehensive 
multi-sectoral five-year strategy for child spacing activities in 
1991/92; (iv) expansion of child-spacing services in the Maternal and 
Child Health Program, including expansion of social marketing and 
community-based distribution of contraceptives; and (v) incorporation of 
population planning education in the school curriculum. 

VI. Long-Term Development Issues 

66. In addition to pursuing policies and programs designed to 
ameliorate structural constraints to growth in the short and medium 

l/ A recent World Bank report estimates the population growth at the 
strghtly higher rate of 3.5 percent per annum. 
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term, the Government is also taking steps to address longer-term 
developmental problems. 

Poverty 

67. Malawi has one of the lowest per capita incomes in the world, 
estimated at about US$180 in 1989. The recent World Bank Country 
Economic Memorandum (CEM), which focused on poverty issues, identified 
that about one-half of the population lives below the poverty line, 
almost entirely in rural areas. The principal factors behind Malawi's 
poverty include: (i) limited employment opportunities; (ii) low 
physical productivity of Land and labor, which results in low 
agricultural output; (iii) low health and education levels, which 
undermine development of efficient and productive human capital; 
(iv) rapid population growth, which creates severe pressure on land 
resources, labor markets, and provision of social services; and 
(v) minimal income transfers. 

68. The Government's four strategies to reduce poverty are also impor- 
tant elements of the economic growth strategy. First, the Government 
seeks to increase employment opportunities and Labor productivity, 
through Liberalization of small-scale and individual enterprise 
regulations, introduction of labor-relieving and income-generating pro- 
grams for women, and continued implementation of trade, finance, and 
industrial policies that promote labor-intensive production. Second, 
the Government aims to improve agricultural productivity of smaller 
farmers, as reviewed in.paragraph 34. Third, the Government will 
increase social sector expenditures to strengthen human resource devel- 
opment, as reviewed in paragraph 58. Fourth, the Government will seek 
to expand both public and private income transfers during the transition 
period to higher growth and income levels, in line with the fiscal tar- 
gets of the overall program. Transfer measures will include expansion 
of targeted agriculture and nutrition programs, support for greater 
involvement of nongovernmental organizations in poverty reduction, and 
introduction of a new Social Program Support Fund to fund pilot 
interventions that reduce poverty among the most vulnerable groups. 

69. The poverty situation has been exacerbated by widespread food inse- 
curity. On the national Level, in response to the drought in early 
1990, the Government released 12,000 metric tons of maize from the 
Strategic Grain Reserve (SGR), primarily through free maize distribution 
targeted to food deficit areas. In 1991/92, the Government intends to 
replace these stocks, which will restore the SGR to the full 180,000 ton 
level. The Government has improved operational guidelines for the SGR 
to identify the trigger conditions for the release of maize and the 
pricing policy governing the sale and restocking of maize. A food 
security monitoring and reporting system, set up in 1987, is now fully 
operational and a new national nutritional surveillance project is under 
way. 
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70. Food security at the household Level is a critical factor in 
improving nutrition. It is estimated that almost 55 percent of all 
smallholders are unable to meet minimum caloric requirements from their 
own farms, because of growing land pressures and declining soil 
fertility, and thus, face seasonal food deficits. As reviewed in para- 
graph 34, the Government is expanding the scope of agricultural inter- 
ventions to ensure that farmers with less than one hectare of land gain 
access to credit, inputs, and extension services so as to increase home 
production. Likewise, it is reorienting the research and extension 
program to make it more appropriate for smaller farmers. At the same 
time, smaller farmers will continue to rely on off-farm activities as an 
important source of income for food purchases. In addition, the 
Government is intensifying nutrition intervention efforts to raise 
nutrition levels among the most vulnerable groups, including an 
expansion of the feeding programs at health clinics and hospitals, and 
strengthening of nutrition education programs. 

Women in Development 

71. Reaching, organizing, and improving the lot of women have become 
integral to Malawi’s development goals. The Covernment has shifted its 
emphasis from home economics training toward recognizing women as 
economic agents. Hence, there has been increased support to organizing 
women’s groups to increase their access to technical information and 
credit in the agriculture and small-scale enterprise sectors. A strong 
institutional framework has been developed with the recent establishment 
of the national Commission on Women and a special WID department within 
the Office of the President and Cabinet. Several Ministries have 
established WID programs, including the Ministries of Agriculture, 
Community Services, and Local Government. Although many WID initiatives 
are relatively recent and have not reached their full potential, there 
have been noteworthy accomplishments, including: (i) expansion of the 
child-spacing program; (ii) increased access of women to smallholder 
credit; (iii) successful launching of the Grameen Bank-type Mudzi Fund; 
(iv) rapid adoption in urban areas of fuel-efficient stoves produced by 
a women’s group; (v) increased technical assistance to help rural women 
in developing small businesses; and (vi> increasing access and retention 
rates for girls in secondary education. In 1991/92, the Government will 
(i) develop a comprehensive five-year WID plan outlining financial and 
staff resource requirements; (ii) develop a proposal for the 
administration of credit mechanism to be set up by the Ministry of 
Community Services (MOCS) as part of the intensification of its exten- 
sion activities; and (iii) start implementation of pilot schemes for 
women’s participation in small-scale income-generating activities, and 
schemes for appropriate technology dissemination and credit provision. 

Environment 

72. Given the central role of natural resources in the economy, the 
Government has become increasingly concerned about environmental protec- 
tion and natural resource management. The rapid population growth and 
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the low productivity of existing agricultural technology have led to an 
increasingly unsustainable demand on land and forest resources, as 
evidenced by increasing soil erosion rates, declining soil fertility, 
and widespread deforestation. Other environmental problems include 
increasing scarcity of potable water in certain areas, water degrada- 
tion, and over-fishing in localized areas. 

73. Government has developed a relatively strong institutional and 
policy framework in response to these environmental problems, and exist- 
ing programs support improved cultivation and livestock practices, 
social forestry, and new energy demand management measures. During the 
program period, the Government will undertake new measures to strengthen 
natural resource management, including adjustments in fuelwood rates and 
urban and district water tariffs, stricter enforcement of estate 
conservation and afforestation covenants, strengthening of regulatory 
framework for pesticide use and industrial pollution, improved 
management of nonexclusive resources such as fisheries and indigenous 
woodlands, development of new soil conservation measures, and 
institutional strengthening in environmental policy formulation. 
Government plans to develop an Environmental Action Plan that will map 
out a Long-term investment and policy reform program. 

VII. External Financing Requirements 

74. Malawi has made considerable progress in its program of structural 
reform and sustained growth ; continued progress will need to be 
supported by substantial concessional external resources. The revised 
medium-term scenario updates projections of the balance of payments in 
1991-94, and is broadly in line with that of the previous PFP. 

75. From 1991 to 1994, it is expected that the current account deficit 
(excluding official transfers) will decline from the equivalent of 
8.8 percent of GDP to 6.9 percent. External reserves will be maintained 
at about four months of nonmaize imports. Although Malawi continues to 
be a heavily indebted country, the debt service profile is expected to 
improve substantially during 1991-94 as a result of the Government's 
successful efforts during recent years to increase the proportion of 
grants and concessional loans in balance of payments financing. In 
addition, a shift toward project Lending and away from general import 
support is expected, although such support will continue to be needed 
in the short and medium term. The projection of total financing 
requirements for 1991-94 comprising the current account deficit, public 
sector amortization payments (including to the Fund) and the maintenance 
of external reserves at the equivalent of about four months of nonmaize 
imports, amounts to SDR 759 million over the period 1991-94 (Table 2). 
Disbursements from commitments existing as of early 1991 are expected 
to provide SDR 513 million of this total requirement. Disbursements 
from new commitments are expected to provide SDR 246 million of this 
total requirement. This policy-based scenario assumes no borrowing from 
the Fund following expiration of the ESAF arrangement and no new debt 
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rescheduling during the program period. The total financing requirement 
for 1991 and 1992 is estimated at SDR 196 million and SDR 206 million 
respectively; for 1991, almost all of the required financing is to be 
met from commitments existing as of March 1991. Over 1991 and 1992, 
about one-third of the total financing requirement is expected to be met 
from grants, with a similar proportion met from World Bank 
disbursements. 
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1987 1988 19R9 
Actual 

1990 1991 1992 1993 
Projected 

1994 

GDP growth rate (factor cost) 0.5 
CDY growth rate l-/ -0.5 
GDY per captta growth rate l/ -3.9 
Consumption per capita growth rate Z-/ -6.4 

Debt service (SDR millions)~/ 
Of which: interest 

Debt service/Exports of goods and 
service9 

109.3 113.3 101.8 
(39.0) (38.7) (38.2) 

46.9 47.3 43.7 
Debt service/Exports of goods and 

services (after debt relief) 
Debt service/GDP 

46.8 32.9 37.6 
11.9 11.4 8.2 

Gross investment/GDP 15.4 18.7 21.2 
Private fixed investment/GDP 4/ 7.7 9.7 10.7 
Government fixed investment/GDP 5.8 5.6 5.2 
Stockbui.lding/GDP 1.9 3.4 5.3 

Domestic saving/GDP 5-1 
National saving/GDP 

Government saving/GDP 
Private savi “g/GDP 

Marginal domestic saving rate 61 
Marginal national saving rate / 

13.5 12.6 12.2 
10.3 9.6 8.3 
-5.0 -2.3 -1.6 
15.3 11.9 9.9 

. . . . . . . . . 

. . . . . . . . . 

Government revenue/GDP 71 20.7 21.3 
Government cxpendLture/FDP L/ 30.4 26.7 
Fiscal def LcIt/GDP L/ -9.7 -7.4 
Fiscal deficit fncludlng grants/GDP L/ -7.0 -1.7 

CPI change 
Real exchange rate (index, 1985 = 100) 

26.8 31.4 
83.4 58.6 

21.8 
28.6 
-h.R 
-2.2 

15.7 
94.3 

Export volume growth (merchandfse) 
Exports/GDP 
Import volume growth (merchandise) 91 - 
Imports/GDP 

-0.9 -2.7 
25.4 24.1 
-1.3 25.0 
27.4 30.3 

-14.2 81 50.4 3.8 81 -4.0 3.1 
- 

s/ 
- 

gf 
18.8 24.3 25.1 23.8 23.9 

7.7 8.2 5.6 2.9 4.5 
27.0 28.4 29.8 2R.2 27.7 

Current account (SDR mllltons) IO/ - 
Current account/GDP lO/ 
Current account LnclZing grants/GDP 

-46.6 
-5.1 
-2.6 

External reserves (SDR mfllions) 34.4 
In months of nonmaize import9 1.8 

-90.1 -159.8 -117.6 -132.1 -134.2 -129.4 
-9.1 -12.9 -8.6 -8.8 -8.3 -7.4 
-2.2 -B.2 -4.2 -4.4 -4.3 -4.2 

108.2 76.3 96.4 114.6 130.0 14h.2 
4.8 2.9 3.3 3.3 3.7 3.9 

(Annual percentage change) 

3.3 4.1 4.8 4.8 4.5 4.5 
3.1 5.9 4.0 4.1 6.5 5.6 

-0.4 2.3 0.4 0.7 2.9 2.0 
-1.7 4.1 -3.6 0.4 2.8 0.9 

(In percent, unless otherwise specified) 

84.9 82.7 
(33.3) (31.9) 

25.4 22.0 

25.4 22.0 
6.2 5.5 

18.2 18.8 
11.7 11.9 

4.5 4.9 
2.0 2.0 

14.2 14.1 
9.6 10.0 

-1.3 -1 .o 
10.9 11.0 
0.27 0.14 
0.18 0.13 

19.1 19.4 
24.7 25.4 
-5.6 -6.0 
-3.5 -1.3 

11.5 9.0 
94.6 . . . 

86.9 75.5 78.4 
(32.4) (32.1) (33.3) 

22.5 18.0 17.4 

22.5 
5.3 

18.0 
4.3 

17.4 
4.1 

19.0 19.5 19.5 
13.4 13.9 14.0 

4.6 4.6 4.6 
1.0 1.0 1.0 

14.6 15.7 16.1 
10.7 12.1 12.6 
-1.2 -0.9 . . . 
11.9 13.1 . . . 
0.19 0.27 0.21) 
0.18 0.26 0.18 

19.5 19.6 . . . 
25.2 25.1 . . . 
-5.7 -5.4 . . . 
-2.5 -2.5 . . . 

6.9 5.0 5.0 
. . . . . . . . . 

4.5 
5.2 
1.6 
1.4 

2.6 
23.8 

4.5 
27.3 

-129.8 
-5.9 
-3.8 

152.9 
3.A 

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

L/ GDP adjusted For terms OF trade changes. 
2/ Consumption excludes emergency tmports related to displaced persons. 

T/ Before deht relief; excluding deht conversion; lncludlng tnterest on short-term debt. 
z/ Statutory bodies not included in the central government budget are included in private sector investment; 

figure for 1991 excludes purchase of atrplane. 
5/ Saving excludes emergency grants and imports related to displaced persons. 

z/ Defined as the change in domestfc/national saving relative to the change in GDP. 
T/ Fiscal year beginning in Aprtl of the year Indicated; excludes foreign loan-financed development 

expenditures for a Post Office microwave Factllty in 1988, relending operations related to ESCOM’s investment 
program in 1990-94 and expendfture on the Northern Transport Corridor Project In Tanzanta ln 1990. 

8/ These volumes are affected by substantial stocks carried over at the end of 1989 and, to a lesser extent, 
at-the end of 1990. 

9/ Excluding emergency imports for displaced persons and purchase of alrplane. 
lo/ Excluding official transfers and purchase of airplane; net of imports for dfsplaced persons. - 
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1988 1989 1990 1991 1992 1993 1994 
Prog . Est. Projected 

Current account 1/ 
Amortization (public sector) 2/ 
Change in arrears (increase +T 
Change in gross offical reserves 

(increase -) 
IMF repurchases 
Change in other Reserve Bank 

liabilities (net) 

Disbursements (exfsting commitment) 3/ - 

Net ofEicia1 transfers 
Of which: SAL-related grants 

Borrowing by the public sector 
Bilateral creditors 

Of which: adjustment lending 
Multilateral creditors 

Of which: adjustment lending 
Prlvate creditors 

IMF (stand-by purchases) 
ESAF credit i/ 
Other capital (net) L/ 

Disbursements (expected commitments) 

Net official transfers 
Of which: SAL-related grants 

Borrowing by the public sector 
Bilateral creditors 

Of which: adjustment lending 
Multilateral creditors 

Of which: adjustment lending 
Prtvate creditors 

Debt rescheduling 

Financing gap 

Total financing requirement -271.6 -208.6 -202.9 -186.R -195.6 -206.4 -182.6 -174.7 

-90.1 -159.8 
-53.1 -49.9 
-34.1 -- 

-114.4 -117.6 -132.1 -134.2 
-28.9 -34.8 -30.1 -35.1 

-- -- -- -- 

-73.8 
-19.9 

-0.6 

31.9 
-19.0 

-11.8 

194.7 

-35.3 -20.1 -18.2 -15.5 -16.2 -6.7 
-13.8 -13.8 -15.2 -13.6 -4.2 -4.0 

-10.5 

224.9 202.9 186.8 193.8 152.0 96.5 71.1 

68.2 58.1 78.1 
44.3 14.0 48.8 

100.4 86.3 104.5 
30.1 25.9 31.3 

2.3 -- 26.1 
69.3 59.4 72.1 
26.0 38.6 22.7 

1.0 1.0 1.0 
9.3 -- -- 

9.3 18.6 18.6 
37.8 31.7 1.7 

-- 
- 

-- 
-- 
-- 
-- 
-- 
-- 
-- 
-- 

46.7 

-- 

-- 
- 

-- 
-- 
-- 
-- 
-- 
-- 
-- 
-- 

13.9 

-- 

-- 

-- 
-- 
-- 
-- 
-- 
-- 
-- 
-- 

-- 

-0.5 

59.8 
29.7 

107.6 
32.3 
la.0 
74.2 
36.3 

1.1 

18.6 
0.8 

-- 

-- 
-- 
-- 
-- 
-- 
-- 
-- 
-- 

-- 

-- 

-- 

64.4 
26.2 

110.3 
21.2 

0.9 
85.3 
25.4 

3.8 
-- 

14.9 
4.2 

1.8 

1.8 
1.8 

-- 
-- 
-- 
-- 
-- 
-- 

-- 

-- 

-129.4 -129.8 
-32.8 -34.2 

-- -- 

-8.0 -- -- 

59.1 
22.0 
82.7 
10.9 

-- 

68.9 
11.2 

2.9 
-- 

5.6 
4.6 

30.1 21.7 
-- -- 

61.5 44.1 
7.3 5.8 

-- -- 

52.1 36.8 
3.7 3.7 
2.1 1.5 

-- -- 
-- -- 

4.9 5.3 

54.4 ah.1 103.6 

4.8 25.1 37.0 
3.8 13.8 13.8 

49.6 61.0 66.4 
12.2 21.1 24.3 

3.7 7.5 7.5 
36.3 37.8 39.4 
35.0 22.5 3.7 

1.1 2.1 2.9 

-- -- 

-- 

-- 

-- 

Sources : Data provided by the Malawfan authoritfes; and staff estimates and projections. 

l/ Excluding official transfers and purchase of airplane; net of imports for displaced persons. 
T/ Amorttzation is calculated before debt relief and after debt conversion. Includes public enterprises. 
?i/ Disbursements from commitments exfsttng as at end-March 1991. 
r/ Assumes dtsbutsements under the fourth-year ESAF arrangement. 
??/ Comprises net private sector borrowing, short-term credit, and errors and amisstons. - 
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Table 3. Mawi: Sumary and Tim Pram of Adjustment Policies, 1991/92-1993/94 

Sector Objectives and Policies Strategies and Measures 

1. External Sector 

a. Fxchange rate and Maintainextemal 
trade systm caupetitiveness and encourage 

export diversification. 

Promte efficient resource Fnrphasize nonaccomdating 
allocation. financial policies. 

Minimize level of and 
dispersion in domestic 
protection. 

b. External debt Improm profile of external 
public deht. 

2. Public Fimmce 

Bmitor exchange rate and adjust 
if necessary. 

Review structure of trade taxes 
and rationalize import duties 
tmrd more uniform rates of 
domstic protection. 

Limit contraction of 
nonconcessional debt. 

1991192, ormrd 

1991/92, onward 

1991/92-1993/94 

1991/92, orward 

a. Central Adjust fiscal position. 
government budget 

b. Revenue Tmprove efficiency, equity, 
and administration of tax 
system. 

Strengthen nontax revenue 
perffonmnce . 

Restructure direct taxes. 

c. Expenditures Improve budgetary allocation 
process. 

Maintain overall deficit at 
noninflationary and sustainable 
level. 

Expand surtaxbasetoinclude 
certain services and utilities at 
appropriate rates. 

Strengthen govemnt audit 
capabilities to improve tax 
compliance. 

Reduce surtax exemptions and 
suspensions in phased manner. 

Restore substantial paymnts into 
Petroleum Stahilization Fund. 

Impkmnt modified tax system on 
fringe benefits. 

Strengthen expenditure control 
process in line ministries. 

Review expenditure priorities in 
key economic and social sectors 
and revise expenditureallocations 
to met sectoral targets. 

1991192, orward 

1991/92-1992/93 

1991/92 

1991/92-1993/94 

1991/92 

1991192 

1991/92, omrd 

1991/92, onward 
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Table 3. Malawi: Scmmry and Tim Frams of Mjustmnt Policies, 1991/92-1993/94 

Objectives and Polfcies Strategies and Measures 

Ensure consistency of 
development and expenditure 
lxdget with resource 
availability. 

d. Civil service Enhance productivity of civil 
service. 

3. Wnetary Policies Pm&e efficiency in the 
allocation of financial 
resources. 

4. Agriculture 

a. Smallholder 
production 

Increase srmllholder 
productivity through increased 
use of fertilizer. 

Increase smallholder 
productivity through adoption 
of high-yielding crop 
varieties. 

Consult with World Rardc on three- 
year rolling PSIP and share PSIP 
with donor cammity. 

Review public sector rmrqgment 
policies. 

Coordinate and plan training 
programs. 

Enhance decision ml&g by 
strengthening cumnmication within 
aWLstries and departments. 

Prom&e the use and coordination 
of informtion technology. 

Increase frequency of issue of 
Reserve Bank of Malawi bills and 
move yield closer to market 
related levels. 

Hamdze the movements of the 
discount rate and the auction rate 
for Reserve Bank of Malawi bills. 

Offer Reserve Bank of Malawi Rills 
to a wider range of potential 
investors. 

Expand seasonal credit system. 

Expand supply of fertilizer in 
smll packets. 

Shift maize research toward 
developmnt of flint varieties. 

Improve rssearch-extensi.on 
linkages, extension mthodologJ 
and expararl extension system. 

1991192, onward 

ongofng 

1991/92, onward 

1991/92, ormrd 

1991192, onward 

1991192, onward 

0ngoj.q 
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Table 3. ?%A&: Sumary and Tim Frame of Ad justnmt Policies, 1991/92-1993/94 

Sector Objectives and Policies Strategies and Measures 

Raise productivity and income 
through expandi% range of 
high value cash crops 
available to sm&Lholders. 

b. Estate production Increase estate productivity Strengthen estate extension 
through mre efficient service and increase access to 
resource use. nmlium term credit. 

Increase production and export 
potential for sugar. 

c. Jald policy 

d. Pricing and 
marketing 

e. Rural labor 
IEirket 

Improve efficiency in land use 
through greater reliance on 
land pricing. 

Improve equity in land use. 

Encourage efficient 
smallholder production through 
appropriate producer price 
incentives. 

Encourage efficient use of 
fertilizer through appropriate 
pricing policy. 

Encourage private sector 
marketing of smallholder 
inputs and production. 

Enhance stability in rural 
Mm market. 

Fxpand licensing of smllholders 
to grow burley tobacco on 
customary laud. 

Monitor adequacy of and adjust if 
necessary d-tic price of sugar. 

Review feasibility of introducing 
differentiated land rents by land 
quality. 

Increase larkd rents to an average 
level at least equal in real term 
to the 1985 rate. 

Enforce restrictions on estate 
expansion in areas of high land 
pressure. 

Consult with World Bards on annual 
producer price review. 

Introduce two-payment system for 
smllholder tobacco. 

Reduce fertilizer subsidies as 
agreed with World Rank. 

Ekpand pilot project to test 
targeted fertilizer subsidies to 
food deficit households. 

Maintain differentiated subsidy 
rates on high and lw analysis 
fertIlizers. 

Allw private sector mu-ketlng of 
smallholder burley and seed 
cotton. 

Review minlmim wage policy. 

Review tobxco tenancy prking 
arrangemnts. 

OrlgOi% 

1991/92, omzard 

by end 1992 

by April. 1992 

1991/92, o~~+~rt-l 

1991192, omard 

1991192 

1991/92-1993194 

1991192, omard 

1991/92-1993/94 

1991/92-1993/94 
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Table 3. Malawi: Smry and Time Fran-e of Adjusmnt Policies, 19X/92-1993/94 

Sector Objectives and Policies Strategies and ksures Timing 

f. Food security and Strengthen damstic food Restock Strategic Grain Reserve 
nutrition security, particularly for 

smaller farmers. Implement pilot projects to test 
food and fertilizer for klork 
schemes and targeted credit 
schexs for food deficit 
households. 

5. Industry, Finance and 
Energy 

a. Industry Strengthen investumt 
framwork. 

Implemnt national nutritional 
surveillance program. 

Expaud targeted feeding progmms 

at health clinics. 

Introduce new Invesfnent Policy 
Statement. 

Eliminate industrial licensing 
requiremnt. 

Review the scope for replacing 
business registration and 
incorporation procedures. 

Establish investment promtion 
agewe 

Support development of small- Fxpand access to credit for small- 
scale and individual scale enterprises. 
enterprises. 

Revise local and central 
government regulations regarding 
business location, licensing, ati 
qlrality standards. 

1991/92 

ongoing 

ongoing 

ongoirq: 

Ml/92 

1991192 

1991192 

1991/92 

1991192, onward 

Review govenmnt procurgllent 
policies and practices. 

1992 
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Table 3. ?M.awi: %nnary and Time Fra of Mjusbwnt Policies, 1991/92-1993/94 

Objectives and Policies Strategies and Measures Thhlg 

b. Finance Deepen financial rmrkets and 
imProve efficiency of 
financial intenuediation and 
resource nrobilization. 

c. Energy 

6. Infrastructure 

a. Transport 

b. Water 

Frmte efficient invesbwnt 
in Pow5r sector consistent 
with overall expenditure 
priorities. 

Promote efficient consumption 
of petroleum. 

Reduce external transport co5t 
burden. 

Improve efficiency of dowstic 
transport system. 

Expand service and strengthen Increase water board and IlWSF 
financial viability in wter tariffs to ensure financial 
supply * viability. 

Support entry of new firksncial 
institutions. 

Finalize restructuring plan for 
Post Office Savings Bank. 

Rationalize tax treabwnt of owner 
occupied housing interest. 

Establish Technical Comrdttee to 
facilitate develvnt of capital 
lmrkets. 

Support the developnt of a Unit 
Trust Fund. 

Consult annually with World Bank 
on ESCOM’s investment program. 

Adjust electricity tariffs 
consistent with long-run marginal 
cost of production. 

Set prices for petroleum products 
to reflect full and tirsely pass- 
through of import and distribution 
costs. 

Gnnplete Northern Transport 
Corridor project . 

Continue road maintenance program 
mnsls tent with overall 
expenditure priorities . 

Expand water supply niaintenance 
program with greater reliance on 
conarunlty-hased nraintenance. 

Develop plan for rural wter 
access expansion. 

19X/92, onuard 

hy September 
1991 

1991/92 

1991192 

1991/92 

owm3 

OngoinR 

1991/92 

ongoing 

ongoing 

1991/92, onward 

1991192 
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Table 3. ?Mawi: Spry and Time Franc of Mjustrnent Policies, 1991/92-1993194 

Sector Objectives and Policies Strategies and Yeasures TiJlliIlg 

c. Housing Expand housIng stock. Progressive withdrawal from the 

provision of suixidized civil 
service housing. 

Introduce less stringent planning 
and lxilding standards for lw 
cost housing. 

Upgrade traditional housing areas 
in urban areas. 

d. Urban setices Expand role of local Transfer n\aoagenent of traditional 
authorities. housing areas to local governnmnt. 

Review scope for (i) strengthening 
local finances; (ii) increased 
local autormmy in firrancial and 
nmagement decisions; and 
(iii) increase cost recovery for 
services provided. 

7. Public Enterprises 

a. Connercial Improve operational and Develop restructuring plan for 
parastatals financial perfomance. Malawi Railways. 

Facilitate privatisation of WICO. 

Ccxnplete AEMARC divestiture 
program. 

Strengthen DSB’s nmnitoring 
fLmctions. 

Review scope for transferring 
developmental p2t-astatals to 
parent mintstries. 

Introduce performance contracts 
WI th ctmyxnsatlon linked to 
pzrfotmnce. 

b. Treasury flmds Strengthen organisational 
f renmwork . 

Review scope for transformiI~ 
selected Treasury Funds into 
Statlltory Bodies. 

Review scope for privat izi r;g 
selected Trxsury Funds. 

1991/92-1993194 

ongoing 

ongoing 

1991/1992 

1991/1992 

By March 1992 

1991192 

1991/92-1992193 

19X/92-1992/93 

1991/92-1992193 

1991192-1992193 

1991/9:-1992193 

1991/92-1992/93 
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Table 3. Malawi.: Suusary and Tim Frame of Adjustrrmt Policies, 1991/92-1993194 

Sector Objectives and Policies Strategies and Measures 

8.Huu~nksa1rces 

a. Education Enhance quality of education. 

b. Health 

c. Popilation 

Expand services through Restructure fees at post-primary 
improvedcostrecovery. levels for greater cost recovery. 

Enhance qmlity of health 
services. 

Increase recurrent and developmnt 
budget expenditures. 

Improve efficiency of resource 
Use. 

Restructure relative funding 
betwen the health s&sectors in 
favor of peripheral health 
services. 

Reduce population growth. 

Increase recurrent and developmant 
budget expenditures. 

Implenent iirstphaseof 
decentralization of Ministry of 
Education. 

Introducenewregulations regard- 
ing repetition in primary schools. 

Reduce scope of secondary school 
curriculJJm. 

Review strategy for postsecondary 
education and develop an inuest- 
ment program consistent with 
sector priorities. 

Develop plantoachieve full cost 
recovery in private patient fees 
by 1995. 

Develop decentralization program 
from region to district level of 
selected services. 

Prepare five-yearrmnpower 
developmnt program. 

Incorporate population planning 
education in school curricula. 

Expand child-spacing services and 
develop multi-sectoral five-year 
strategy for child spaciw 
activity. 

1991192, onmrd 

1991192 

1991192 

1991192 

1991192 

Ml/92 

1991192, onward 

1991192, omard 

1991192 

1991192 

1991192 

1991/92, otxrard 

1991192 



- 35 - I 

Table 3. Malawi: Smry and Tti Fram of Mjusbwnt PoHcies, 1991/92-1993/94 

Sector Objectives and Policies Strategies and Measures TM% 

9. Enviromnt Illtprove lTHnagenEnt of rratural 
resources. 

Strengthen incentive frarmmk Adjust fuelwood prices and urban 
for sustainable resource use. and district water tariffs. 

Strengthen enviromntal 
policy fonnu.lation. 

10. Wawn in 
developsent 

Strengthen access to technical 
information and credit in the 
agriculture and small scale 
enterprise sector. 

Develop naJ soil conservation 
programs for smallholder extension 
system. 

Strictly enforce afforestation and 
conservation covenants in estate 
lad leases. 

Improve mnagemnt of nonexclusive 
resources like fisheries and 
indigenous wocdlands. 

Review regulatory frarmmrk for 
pesticides and industrial 
pollution. 

Prepare enviromntal action plan. 

Strengthen institutional frammrk 
for enviromntal assessment. 

Develop comprehensive five year 
WID plan. 

Develop proposal for adndnistra- 
tion of credit mchmisms to he 
set up by WCS. 

Start implewntation of pilot 
studies for warm’s participation 
in smllscale incaw generating 
activities, technology dissemina- 
tion, and credit provision. 

1991/92-1993194 

1991/92-1993194 

1991/92-1993194 

witlg 

1991192 

1991192 

1991192 

1991/92 

1991192 

1991/92 




