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I. Introduction 

A staff mission consisting of Messrs. Edo (head-AFR), Sharer (AFR), 
Dicks-Mireaux (AFR), Holzmann (FAD), De La'Torre (ETR), and 
Mrs. Yupangco (secretary-TRE) visited Lilongwe and Blantyre during 
March 12-31, 1988, to conduct the first review of the current standyby 
arrangement, to discuss a policy framework paper, and to negotiate a 
program that could be supported by arrangements under the'enhanced 
structural adjustment facility (ESAF). During the review under the 
stand-by arrangement, performance criteria were established for end- 
September 1988, end-December 1988, and end-March 1989. The discussions 
were completed in Washington during May 12-20, 1988. Mr. Messenger and 
Ms. Krumm of the World Bank participated in the discussions on the 
policy framework paper. The Malawian representatives included Mr. L.J. 
Chimango, Minister of Finance; Mr. S. Chimwemwe Hara, Governor of the 
Reserve Bank of Malawi; Mr. S.A. Kakhobwe, Secretary to the President 
and Cabinet; Mr. J.C. Malewezi, Secretary of the Treasury; Mr. F.Z. 
Pelekamoyo, General Manager of the Reserve Bank of Malawi; and other 
senior officials concerned with economic, and financial matters. 
Mr. S.M. Hassan, Advisor to the Executive Director, was present at some 
of the policy discussions. 

In a letter to the Managing Director dated May 27, 1988 
(Attachment II), the Malawian authorities have requested loans under the 
ESAF. Attached to this letter is a memorandum in which the Government 
of Malawi reviews the performance under the current stand-by 
arrangement, describes its adjustment program for the period April 1, 
1988 to March 31, 1989, and outlines the macroeconomic and structural 
policies it intends to pursue through March 31, 1991. The policy 
framework paper, was issued to the Executive Board separately 
(EBD/88/155, 6/7/88). The proposed three-year arrangement under the 
ESAF would be in an amount equivalent to SDR 55.8 million, or 150 per- 
cent of quota, with six equal semiannual disbursements thereunder, each 
equivalent to SDR 9.3 million, or 25 percent of quota. The first dis- 
bursement will become available upon Executive Board approval of the 
first annual arrangement under the ESAF covering the period April 1, 
1988-March 31, 1989. The second disbursement under the first annual 
arrangement would be subject to observance of performance criteria for 
end-September 1988, and completion of a midyear review with the Fund 
before end-December 1988. 

On March 2, 1988 the Executive Board approved the current 15-month 
stand-by arrangement in an amount equivalent to SDR 13.02 million, or 
35 percent of quota. To date, Malawi has made only the first purchase 
in an amount equivalent to SDR 9.25 million. As of end-April 1988,. 
Malawi's outstanding use of Fund resources was 217 percent of quota: 
(Table 1). Although all the performance criteria for end-March 1988 
have been observed, Malawi has not made the second purchase, and the 
authorities have indicated their intention to make no further purchases 
under the qtand-by arrangement (amounting to SDR 3.77 million or' 
10.1 percent of quota) following Executive Board approval of their 



Table 1. Malawi: Schedule of Proposed Purchases and Repurchases; 
April 1988~March 1991 

Outstanding 1988/89 1989/90 1990/91 
at April 30, my- July- Oct.- Jan.- April- Oct.- April- Oct.- 

1988 June Sept. Dec. March Sept. March Sept. March 

(In millions of SDRs) 

Net use of Fund resources 

Transactions under tranche policies 
Purchases I/ 

Ordinary-resources 
Borrowed resources 

Repurchases 
Ordinary resources 
Borrowed resources 

Transactions under special facilities 
Purchases 
Repurchases 

-4.77 

-3.04 
-- 
-- 
-- 

-3.04 
-- 

-3.04 

-1.73 
-- 

-1.73 

Enhanced structural adjustment 
facility loans -- 

Total Fund resources outstanding 80.90 76.15 
Under tranche policies 70.55 67.52 
Under special facilities 10.35 . 8.63 
Under enhanced structural adjustment 

facility -- -- 

Total Fund resources outstanding 
Under tranche policies 
Under special facilities 
Under enhanced structural,adjustment 

facility 

217.48 204.70 
189.66 181.51 

27.82 23.19 

-- - 

220.22 
176.67 

18.55 

25.00 

230.27 219.01 214.78 219.83 
166.36 159.73 139.78 119.83 

13.91 9.27 --. -- 

225.74 233.66 
107.74 83.66 

- -- 

50.00 50.00 75.00 100.00 125.00 150.00 

Memorandum item: (In millions of SDRs) 

Trust Fund 
Repayments 
Amount outstanding 

-0.46 -0.56 -0.64 -0.20 -0.84 -0.84 -0.26 
3.85 3.39 2.83 2.19 1.99 1.15 0.31 0.06 

5.77 

-1.80 

-- 
-- 

-1.80 
-0.42 
-1.38 

-1.73 

-1.73 

9.30 

81.92 
65.72 

6.90 

9.30 

3.73 -4.19 

-3.84 -2.47 
^_ -- 
we -- 
-- -- 

-3.84 -2.47 
-0.72 -0.71 
-3.12 -1.76 

2.20 

-7.10 
- 

,-- 
- 

-7.10 
-1.54 
-5.56 

2.95 

-6.35 
-- 
- 
-- 

-6.35 
-1.54 
-4.81 

-1.73 
- 

-1.73 

-1.73 
- 

-1.73 

-1.57 -1.88 

-7.42 -7.42 
-- -- 
-- -- 
-- -- 

-7.42 -7.42 
-1.54 -1.54 
-5.88 -5.88 

-3.45 -- 
-- -- 

-3.45 -- 

- 
-- 
-- 

9.30 -- 

85.66 81.47 
61.89 59.42 

5.18 3.45 

9.30 9.30 

79.90 81.78 
52.00 44.58 

-- -- 

9.30 

83.97 
37.47 

-- 

I 

9.30 ?.I 
I 

86.92 
31.12 

-- 

18.60 18.60 27.90 37.20 46.50 55.80 

(In percent of quota) 

-0.06 

Source: IMF Treasurer's Department. 

A/ Assumes that only the first purchase under the current stand-by arrangement is made by Malawi. 
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request for loans under the ESAF. Assuming that no further purchases 
will be made under the stand-by arrangement, total use of Fund 
resources, excluding the ESAF, would be reduced to 156 percent of quota 
upon expiration of the stand-by arrangement at end-May 1989; outstanding 
use of Fund resources, together with resources from the ESAF Trust, 
would be 231 percent of quota. By the end of the three-year arrangement 
under the ESAF, outstanding use of Fund resources would be 84 percent of 
quota excluding the ESAF, and, together with resources from the ESAF 
Trust, would amount to 234 percent of quota assuming that all 
disbursements under the proposed ESAF are made. 

The Fund and the World Bank staffs have collaborated closely in the 
discussions with Malawi. The World Bank's Board is expected to approve 
an Industrial and Trade Policy Adjustment Credit in an amount of 
US$160 million, including US$90 million of cofinancing, in mid-June 
1988. Summary statements on Malawi's relations with the Fund and with 
the World Bank Group are provided in Appendices I and II, respectively; 
basic economic and financial data and summary social and demographic 
indicators are given in Appendix III ; and the schedule of purchases 
during the period of the stand-by arrangement is shown in Appendix IV. 

II. Recent Developments and Performance Under 
the Stand-By Arrangement 

The main objectives of the program supported by the current stand- 
by arrangement are to restore real GDP growth rates to historical 
levels, to reduce the rate of inflation, and to move to a viable balance 
of payments position over the medium term while removing existing 
restrictions on current payments and eliminating external payments 
arrears. At the outset of the program, the authorities recognized that 
the adjustment effort would need to be continued over the medium term, 
and they viewed this as an initial stage in a comprehensive medium-term 
structural adjustment program for which they intended subsequently to 
request support from the Fund under the ESAF. 

Since the introduction on January 1, 1988 of the 15-month program 
supported by the stand-by arrangement, developments have been broadly as 
envisaged, and all the performance criteria for end-March have been 
observed. On the basis of revised information, real GDP is now esti- 
mated to have declined by 0.2 percent in 1987 compared with 0.4 percent 
previously estimated; the underlying trends were largely the same 
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(Table 2). 11 The annual average rate of inflation in 1987, as measured 
by the consumer price index (CPI), was 27 percent compared with the 
previous estimate of 26 percent. By January 1988, the 12-month rate of 
change of the CPI had risen to 37 percent compared with 15 percent in 
January 1987, and indications are that no deceleration occurred during 
the first quarter of 1988. The persistence of high inflation reflected, 
inter alia, continued shortages of domestic food supplies, the.large 
expansion in liquidity, and the effects of the January 1988 devalu- 
ation. At present, despite a noticeable curtailment of earlier 
expansionary fiscal policy, inflationary expectations'of the private 
sector appear to be high. 

For the period October 1987-March 1988, there was a significant 
shortfall in domestic food supply, exacerbated by further large inflows 
of displaced persons from Mozambique (now estimated to have reached 
almost 500,000). The Government, with the assistance of the inter- 
national community, successfully responded to the situation, and, 
although imported supplies did not meet the shortfall in full, mal- 
nutrition was largely averted. With regard.to the transport sector, 
progress in rehabilitating the Nacala rail line, the lowest cost routing 
for Malawi's external trade, was less than envisaged owing to continued 
security difficulties; this rail link is now not expected to be reopened 
on a low-traffic basis before the end of 1988. 

Preliminary data indicate that the outturn for the overall central 
government deficit (before grants) for 1987/88 (April-March) was more 
favorable than originally programmed. The deficit is estimated to have 
been MK 310 million (equivalent to 10.2 percent of GDP) compared with 
the program target of MK 323 million (or 10.7 percent of GDP); this 
represents a reduction of 2.3 percentage points of GDP from the 1986187 
outcome (Table 3)'. Revenues amounted to MK 575 million (18.9 percent of 
GDP), MK 31 million above the program target. This was because of 
higher-than-targeted nontax revenues from Treasury fund receipts 
(stemming from postal and telecommunication tariff increases), depart- 
mental receipts and fees, and loan reimbursements. 2/ Total 
expenditures amounted to MK 884 million (29.1 percent of GDP), 

l/ A new series for real GDP, for 1987 onward, has recently been 
introduced. Certain wage payments to non-established posts (largely 
consultants), which had previously been either omitted or classified as 
government consumption have been reclassified under government 
services. Figures on the basis of both the old and new series are 
available only for 1987. The GDP figures in this report for 1987 and 
earlier are on the basis of the old classification, and for 1988 onward 
reflect the new classification. For 1987, the two series are close; the 
higher figure is 0.9 percent larger than the lower figure. 

2/ Press Group Limited (a major private sector company) had improved 
profitability, which allowed it to make larger-than-anticipated repay- 
ments of government holdings of its debt arising from the reconstruction 
of Press Holdings in 1984. 
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Table 2. Malawi: “Selected Exnmdc an4 Finan&al Indicators, l985+8 

. 
1985 I986 1987 I987 1989 1988. 

Pmgrzm EBt. Rogrm Revised 
eIEs/88/25~ @lJmw?5) proprm 

CM percmtage change, udws otherwise specified) 

National incone 
QIP at cawtaot factor cost 4.2 2.8 -0.4 a2 1.5 1.5 
GDP deflator 13.6 10.8 26.2 25.4 20.0 20.0 
calaucer prices 14.9 14.8 26.2 26.7 20.0 20.0 

BxternaI sector 
Exports, f.o.b. (mlllhm of SCRS) 
Impxts, c.i.f. (ndllions of SIRS) 
bport -x&m.2 
Ilnprt WlJmE 
Terms of trade (deterioration -)’ 
Nwdnsl effectiw w rate, 

yeax-end (depreciation -) 
Real effective exclmge rate, 

yearend (depredation -) . 

GJvemIent Mget y 

lbtd expecditurs 

F+meyandcreditl/ 
Net ckxvzstic assets (increase) 2/ 
credi.t to Go -t bcreaseji/ _u 
16oeg ad guasi-money OQ) 

(k-Crease) 2/ 
Velocity (CTJP-r&ti\re to Hz) 
Interest rate (amad rate, 

12aPnth tiue deposits) 

Gmtral Govemlmt 
Overall deficit l/ 

hclmtirrg offGal trarwfers 
Imllldtng official transfers 

Domestic tack financing1/ , 
Fore@ finawIng g 

Gross inveElm?nt 
nmestic saving 
bctend axreot a-t 

Brcluding official transfers 
hAdi.og official transfers 

Debt service ratio 51 
Interest payamta-z/ 

Overall balame of paymnts tJ 
Gross official reserves (weeks of 

iqxts, c.i.f.) 
External debt (d.isU and 

outstanding, ad of period) 
Fixted paynmta arrears 

(end of period) 

'246.1 
282.4 
-3.9 
ll.9 

-Ll.l 

211.6 
218.9 

3.0 
-X3.0 
-8.2 

-21.4 

223.8 214.2 204.5 2X.6 
230.3 229.4 267 .l 261.2 

5.8 -1.0 -7.6 -5.1 
0.3 -0.4 -5.0 5.3 

-2.4 -0.4 -1.0 0.5 

-6.3 -u.4 

1.4 

-12.4 

1.4 

. . . . . . 

-4.4 -15.2 . . . . . . 

25.1 J-l.5 lo.3 16.6' 23.4 19.4 
27.9 25.2 8.7 IO.9 11.2 11.0 

27.8 
21.5 

10.4 
18.7 _? 

20.6 
5.9 

6.0 -6.1 2.1 -7.1 
19.5 ll.6 10.5 -3.1 

-3.5 
5.8 

45.0 30.3 15.7 4.3 
5.4 5.4 5.4 6.1 

14.25 14.25 17.25 17.25 . . . 13.25 51 

(In percent of GDP) 

9.6 LT.4 
7.5 9.2 
3.5 2.5 
3:2 4.7 

17.9 10.8 
14.2 9.5 

30.7 IO.2 
7.1 7.1 
2.5 1.5 
3.4 3.2 

lz.2. 12.3 
9.4 12.7 

8.1 8.1 
4.9 3.4. 
1.7 -0.4 
2.6 3.9 

L3.8 13.5 
9.2 10.4 " 

-8.2 -6.2 -3.6 -5.1 -7.3 -7.3 
-6.1 -3.8 -2.0 -1.8 -5.8 -3.4 
44.5% 56.9 45.8 48.8 49.9 48.0 
16.2 19.3 16.7 16.9 16.4 16.5 

(In udllima of SK&, u&as otherwise specified) 

-45.7 -67.0 51.9 44.0 1.3 

7.3 3.7 8.0 8.0 9.0 

853.9 845.1 865.1 875.2 892.6 

43.8 33:2 33.2 - 

6.4 

11.3 

918.2 

- 

SOJrceS: IMa provided bj the Malawian autlmritiw; am! sthff ,&in.etes am3 projections. ’ . 

g Fiscal year beginning April 1 of the year indicated. &iudes the pymmt into the Reserve Bank’s blocked 
account for govermsnt debt servke payments subject to resche&ling. 

2/ Aa a percentage of woe$ and quasi-nboey at the begimirg of the period. ‘. 

7/ Exchdes transfers to the Reserve Bank of MaImi in the 
fok of -interest-bearing prauissory mtes to cover central bar& revaluation loss& on mt fqreign liabilitik. 

4/ Effective Aptil Ii, 1988. 
s/ Includirrg W charges and repncbses, ‘ad estimated Qbt service on private debt. . Before debt relief. 
4 Before debt relhf hut after SU and related inflw. 
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Tsble 3. Maui: Central Cptrment Operations, 1985/8&19R.V91 

(In l!dluolls at l4alad kuxha) 

l985;86 J986/87 I907180 l987/88 ma/89 I988189 P. - -- - - - 1989/w 19w91 
Prqpn Projectiars 

oBm8/a) 

- (mllldtQ3 grants) 442.0 492.9 543.9 574.6 671.0 685.9 769.0 628.1 
TaX 373.4 391.0 443.4 452.1 554.8 548.8 624.2 6al.7 
Nontax 68.6 101.9 100.5 U2.5 116.3 l37.0 21 144.8 146.7 

Expendihlre 
current expenditure 

wages al-d salaries 
Interest 
Other current .q.mditure 

other goock and aervfcea 
Of *idx special 

rspmdfture 
Grants and suhpidiea 
Other 

lkveloplE?lt .!zxpdfture 
LkmEsticsJly finmced 
Fore-f iosmed 

ExtraMgetaty .zxpd.iture 
strategic grain reserve 
wet mst Elm.?- wIze 

lqmts >I 

643.5 797 .o WA6 884.2 
457.3 560.5 639.2 6% .4 
104.6 l32.0 155.6 156.1 
124.9 y 152.2 159.6 2J 
227.0 276.3 324 .O 

Y5.2 31 
325.1 

155.1 207.9 259.4 . . . 

964.0 
700.5 
163.4 
lB4.7 3J 
352.4 - 

961.5 1,045.l 1,111.a 
706.1 749.4 792.1 
165.1 l81.1 198s 
173.0 A/ 172.9 21 170.4 
X38.0 395.5 423.1 

1.. . . . . . . 

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

160.2 189 .B 
29.3 33.8 

x30.9 156.0 
26.0 46.7 41 
26.0 46.7- 

(28.0) 
57.1 
7.5 

2I5.0 
35.8 

179.2 
7.4 

(...I 
. . . 
. . . 

2C8.5 
29.3 

179.2 
19.3 

- 

(...I 
..a 

(...) (...) (...) 
. . . . . . . . . 

. . . 
251.3 

. . . 

. . . 
12.2 

- 

. . . .*. 
270.4 296.7 -‘* 319.6 
38.8 42.5 45.9 

231.6 253.2 273.8 
5.0 - - 

- 

7.4 19.3 12.2 5.0 - - 

Errors, omissions, adjrrsbrents 

OveIall deficit @xcl.udiq 
@-am) y 

Grants 
SAL-related 
others 

overall tkficit (idlidig 
grants) 

Financitlg (edLid!ng prants) 
Foreign (net) 

Borrowing 
Project loans 
SAL-related 

Fiepin/ments 
IkxlEatic (net) 

=E3 systm g 
other 

t4Erorh item: 

CXJP (fiscal year) 

Rsvenu? (wludlng grants)’ 
Expenditure 
overall deficit (exclwling 

grants) 
overall deficit (incluiing 

grL-=.d 

5.121 

-201.5 -3x.1 41 

44.8 79.3 
- 21.8 

44.8 57.5’ . 

-322.8 -309.6 -293.0 

106.2 95.0 117 .o 
45.3 18.4 26.7 
60.9 76.6 90.3 

-295.6 -276.1 -203.6 

171.9 144.7 97.5 
94.7 60.3 6.2 
77.2 84.4 91.3 

-156.7 -224.8 -216.6 -214.6 -176.0 -l23.7 -lx.4 -186.1 

156.7 224.8 216.6 214.6 176 .O l23.7 l31.4 186.1 
51.8 Il.5 .o 103.6 97.6 95.8 140.7 

g:: 
259.5 

137.7 218.3 , 214.2 215.8 234.4 260.4 336.7 
. . . 93 .o l27 .o 148.1 LJ u2.0 154.4 168.8 182.5 
. . . x25.3 07.2 67.7 102.4 106.0 Lx.5 154.2 

85.9 103.3 llO.6 Al U8.2 21 133.6 JJ 119.7 ZJ 100.2 11 77.1 
104.9 109.8 ll3.0 117 .o 80.2 -17 .o -73.7 -73.4 
72.4 60.9 4/ 76.8 45.5 60.0 -15.9 . . . ..* 
32.5 48.9 36.2 71.5 20.2 -1.1 . . . . . . 

2,087 2,432 3,030 3,044 3,619 3,635 4.102 4,525 

(In percent of cw) 

21.2 
30.8 

-9.6 

20.3 
32.8 4/ 

-us y 

-9.2 y 

17.9 
28.3 

-lO.7 91 

-7.5 -7.1 9J 
-_ 

18.9 le.5 18.9 18.7 18.3 
29.1 26.6 27.0 25.5 24.6 

-10.2 -8.1 -8.1 -6.7 6.3 

-7.1 -4.9 -3.4 -3.2 -4.1 

sourcfs: mta pmvided by the tclkfsn suthorltles:’ and stsff projsctfons. 

lJ Eatiwte. 
T/ In&&s s smll axunt of direct foreign transfers related to ssset sales ky AMARC. 
T/ Ch &a? basis; the domestic counterpart of debt relief will be blocked bj the Reseru! Bank. 
T/ Exclrding transfers to the Reserve Bank of B&vi, in the form of nowinterest-besriq pmufssory mtes, to cover central 

l&k valuation losses on its stock of net foreign liabilities. 
51 kt of Mtures financed t external grknts. 
FJ kinly reflects mownw~ts in net *tic fkancing during the first hi0 wers of the year, tiA\ich cculd mt, at the 

t&k. be explained t atnvpthe-line rewxu? or eqerditure develaprents. 
7/ IncLujes MC 7.6 million ok loan disturserent mt yet fully rezorded. 
XJ Exclules paymnts into the Resews Baok’s block& accomt for go venmnt debt service paymints subject to rescheduling. 
ZJ Includes the MC 5.1 odlllcm of errors, cadssims, and sd$&nznt which are not included in the reveme/CDP ati 

expeIrfiture/coP ratio EigJres. 
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MK 23 million above the programmed level. l/ This reflected an overrun 
of MK 16 million on higher interest payments , and of MK 12 million on 
extrabudgetary provisions for net outlays on emergency food procurement 
on account of a slower-than-expected pace of donor reimbursements for 
these purchases. Recurrent outlays, excluding interest payments, were 
virtually as programmed, reflecting the successful implementation of 
improved expenditure monitoring and control during the latter half of 
1987188, while development expenditures were MK 6 million below the 
program target. A temporary shortfall in early 1988 in grants and loan 
disbursements associated with the World Bank's structural adjustment 
lending (SAL) was only partially offset by higher foreign inflows from 
other sources. The combined shortfall in foreign inflows was more than 
compensated by domestic nonbank borrowing, which was about MK 35 million 
higher than programmed in 1987188. As a result, recourse to domestic 
bank borrowing was some MK 31 million less than targeted, and the per- 
formance criterion on net claims on Government by the banking system at 
end-March 1988 was observed. 

Revised information on the balance of payments for 1987 shows that 
the current account deficit (excluding official transfers but including s " 
emergency food grants) 2/ amounted to SDR 41.4 million or 4.1 percent of 
GDP (Table 41, compared with the previous estimate of SDR 37 million or 
3.6 percent of GDP. This reflected lower-than-anticipated export 
receipts which were partially offset by the higher receipts of nonfactor 
services. The shortfall in export revenues stemmed largely from a delay 
in tobacco shipments into early 1988. Combined inflows of grants and 
capital were slightly lower than envisaged owing to lower official 
transfers, and the overall balance of payments registered a surplus of 
SDR 44 million, compared with SDR 52 million as previously estimated. 

As a first step in their program to progressively remove existing 
restrictions on the approval and availability of foreign exchange for 
private sector imports, the authorities on February 1, 1988 removed 
controls consisting of prior approval of foreign exchange applications 
for certain raw materials and spare parts amounting to 25 percent of 
total imports of these goods in 1984 (excluding petroleum). In support 
of this process and to improve external competitiveness, the Malawi 

l/ Both revenues and expenditures in 1987188 were below their 
respective levels in 1986187 when revenues were equivalent to 
20.1 percent of GDP and expenditures were equivalent to 32.6 percent of 
GDP. 

2/ The grant counterpart of emergency food imports given by donors 
has been included.in the definition of the current account to remove the 
distortionary effect of these temporary donor food grants on the trend 
in the current account deficit.' In .the staff report for the 1987 
Article IV consultation and request for stand-by arrangement (EBS/88/25, 
2191881, the current account deficit was defined to exclude all official 
transfers, including these food grants. 
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Table 4. Mawi: klame of Payments, 1982-1988 

(In tatluons of SDRs) 

1982 - I983 I984 I985 I986 D87 1988 1988 
Prov. Prugranl Revised 

(EE#38/25) program 

Ckrent account 

Nonmize imports (f.o.b.) 
C.C.f. nnrgln 

Exports, f.o.b. 

Dnxgency fmize, c.i.f. 
Setvlces and private 

transfers, net 

Iqmts, c.i.f. 

Of which: interest paynmts 
Fmrgency ofhe grants 

-lBB.O 

-115.4 -124.9 -16.2 -95.2 -65.0 -41.4 

-158.0 
-100.9 

------ 

1105.3 

217.1 230.3 x)8.0 246.1 211.6 214.2 

- - 

-276.9 -208.9 -263.3 -282.4. -218.9 -229.4 
-179.9 
-97.1 

- 

-169.3 
-1l3.1 

- 

-lx.4 
-87.6 

- 

-l34.2 
-89.6 
-5.6 

-55.6 
(-38.5) 

- 

-59.0 -57.8 
(--+4-l) (-45.6) 

- - 

-29.9 -41.9 -39.1 
(-39.6) (-36.2) (-37.7) 

3.7 20.6 18.8 

-78.6 -74.9 
204.5 206.6 

-261.8 -261.2 
-141.5 -143.1 

-94.3 45.4 
-26.0 -22.7 " 

42.5 58.4 49.5 -2.0 
34.6 59.7 41.9 60.1 

67.1 
37.8 
32.9 

c--j 
2.0 

68.4 

27.6 23.8 24.1 24.9 
C-1 C-1 t--j (9.3 

-6.4 38.2 l.2.2 31.2 
61.6 91.2 69.0 89.8 

85.4 79.9 
76.6 79.9 
22.9 39.9 
(6.4) (19.6) 
51.8 38.1 
$5.8 86.4 

81.4 
78.4 

$2:;) 
35.6 
81.9 

(18.1) C-1 (52.0) (7.7) (63.9) (40.8) (27.1) (25.9) 
-66.4 -68.0 -53.0 -56.8 -58.6 -44.0 -48.3 -46.3 

3.0' 13.5 -2.3 5.6 3.9 1.9 1.9 2.4 
29.3 7.9 -1.3 7.6 -62.1 8.8 - 3.0 

-48.3 -82.3 42.2 -- 44.0 

48.3 82.3 -42.2 --- 

-45.7 

45.7 

-67.0 1.3 6.4 - - 

-1.3 -6.4 

- 

16.9 
16.9 

- 

27.0 -65.2 
(23.9) (17.4) 

- - 
- - 
- - 

55.3 23.0 
55.3 23.0 

67.0 -44.0 

31.4 
(2.1) 

- 

39.0 
(7.0) 

- 
- 
- 

6.7 
6.7 
- 

43.8 
43.8 

- 

2.4 
2.4 
- 

-34.8 
(-23.6) 

-9.7 
-26.4 

16.7 
0.4 
0.4 

- 

-14.3 -12.1 
(-8.4) (7.9) . 
-33.3 -34.1 
-17.6 -17.4 
-15.7 -16.7 

38.9 39.7 
28.5 25.6 
lo.4 14.1 
7.4 - 

-10.8 -10.9 -1.4 -8.2 -6.2 -4.1 -7.8 

20.5 12.8 58.0 39.8 15.7 34.4 40.6 
3.9 2.3 11.5 7.3 3.7 8.0 9.0 

35.0 35.0 40.0 40.0 40.0 40.0 40.0 

-7.3 

51.8 
11.3 
40.0 

Capital acccmt 
kg-term, net 

Official transfers 
Of which: SAL-related 

Public sector borrowirlg 
Msbursmmts 

Of which: SAL and 
cof insting 

Amrtization 
Private sector (net) 

Short-term and unidentified 

Overall Mance 

Financing 
Official net foreign assets 

(- Increase) 
Of tich: IMF (net) 

Change in arrears 
Import-related 
lkbt-serdce related _U 

Debt relief 2/ 
&t-rent miurities 
Arrears 

Fit==% &a~ 

Fkmraodm items: 

CMrent acccunt (percent of 
GDP) 31 

Cross oTficia1 reserves 
En&period stock 
In weeks of imports g 

C.1.f. wrgin 11 

Sources: Data provided Iy the Malawian authorfties; and staff estimates. 

I./ Figure for I.987 is equal to debt servfce paymnts to official creditors snd principal payments to 
c&rcial bsnR creditors which have teen suspended since late August 1987, pending Mewi’s request for 
rescheduling. 

2/ Figures for 1986 and 1987 reflect reschedulings of Dvan&wa Sugar Corporation’s debt. Figures for 19R8 
are estinrates based on the Agreed Minute with Paris Club creditors and the Reads of Tetne with London Club 
creditors. Rescheduling of Comwwealth Development Corporation (CDC) debt has also been assuned for 1988, 
under terms and conditions similar to those of the Paris Club rescheduling. 

3/ Excluding official transfers. 
T/ Imports on c.i.f. basis, excluding enrxgncy nuke. 
z/ As a percent of c.i.f. value. 
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kwacha was devalued by 15 percent on January 16, 1988 (Chart). l/ 
Reflecting initial administrative difficulties and a lag in private 
sector awareness of the precise list of specific goods Liberalized, the 
impact of the liberalization on the level of imports was small at 
first. The authorities responded quickly to overcome these impediments; 
at the same time, they made efforts to facilitate the approval of non- 
liberalized imports that were complementary to those that have been 
Liberalized. There are no import quotas in Malawi, and,most goods are 
imported under open general *license. 

Under the current stand-by arrangement, '* It was envisaged that as a 
performance criterion, import-related trade arrears, which amounted to 
SDR 17.6 million at end-December 1987, would be reduced to SDR 5.0 mil- 
lion by end-March and eliminated by end-June 1988. However, in view of 
the importance the Government attached to restoring international 
confidence in Malawi and re-establishing normal short-term trade 
financing arrangements, these payment arrears were eliminated by end- 
January 1988. During the early months of 1988, principal and interest 
payments to Paris Club creditors and principal debt service payments to 
London Club creditors continued to be suspended pending their 
rescheduling (see below). All other debt obligations have continued to 
be met on a timely basis. 

As regards monetary and credit developments, the performance 
criteria for end-March 1988 on net domestic assets of the banking 
system, net claims on the Central Government by the banking system, and 
net claims on statutory bodies by the banking system were observed. At 
end-March 1988, net domestic assets of the banking system amounted to 
MK 585 million, some MK 48 million below the program ceiling (Table 5). 
This outcome reflected lower levels of net credit to Government and to 
statutory bodies. As noted earlier, the lower budgetary recourse to 
domestic bank borrowing reflected higher nonbank borrowing in the last 
quarter of 1987188. For 1987/&X! as a whole, net domestic assets fell by 
MK 24 million, equivalent to 6.1 percent of the beginning period broad 
money stock. For 1987/88 net credit to Government increased by 
MK 46 million, or 10.5 percent, equivalent to 11.6 percent of beginning 
period broad money stock. The lower use of net credit by the statutory 
bodies, which was only MK 5 million during 1987/88, was due to higher- 
than-expected deposits of the Fertilizer Revolving Fund at end-March 
1988, which more than offset the larger-thanyprogrammed access to credit 
of the Agricultural Development and Marketing Corporation's (ADMARC). 

Private sector demand for bank credit picked up during the first 
quarter of 1988, and at end-March 1988 was virtually at the same level 

l/ The real effective rate remained within a narrow range from 1978 
to-1985; since 1985, the rate has been on a broadly declining trend, and 
the February 1988 level was equivalent to a depreciation of about 
20 percent in real effective terms, compared'with the level at the 
beginning of 1985: 



Table 5. Mskwl: mwary Survey, &r&i 1987-March I989 

(In luLLlions of iwawl lascha) 

I987 1988 I.988 1989 I988 1989 
March Dec.&i March March June Sept. Dec. bmch June Sept. Dec. March 

Actual program (EBsh-@/W mm 

Foreign assets (net) -341.1 -247.5 -277.4 -290.6 -292.5 -231.0 -201.0 -2x3.3 -239 ;o -158.5 -206.3 -219.0 
Gross foreign assets 65.9 106.4 . . . 110.6 139.1 187.4 190.2 1131.1 152.5 219.5 197.3 171.2 
Fom-eign liabilities 47.0 -353.9 . . . -401.2 -431.6 -418.4 -391.2 -394.5 -391.7 -378.0 +03.6 -390.2 

muestic assets (net) 
Dzxm?stic clreziit 

Credit to Govemnt (net) 
Credit to statutory lrsxties (net) 
Credit to private sector 

otk?r assets (net) 
Of whi&- nex blocked 

dewsits at Reserve 

608.8 618.9 584.9 
692.2 745.5 741.6 
432.1 490.9 477.6 

19.1 49.2 23.7 
241.0 205.4 240.3 
-83.4 -126.6 -156.7 

632.5 2/ 692.7 2/ 715.2 
789.7Tl 864.4% 919.5 
508.9 Tf 528.3 Ti' 562.6 

- 40.8 61.1- 84.9 
240.0 275.0 

-157.2 -171.7 

(-83.8) (-104.3) 

-228.0 -228.0 

-2!fQ.8 -250.8 
22.8 22.8 

272.0 
-204.3 

648.8 644.7 640.3 624.5 21 589.8 21 546.3 21 
873.3 894.6 831.9 833.oT.l 801.2 a 787.4 2j 
551.6 X33.9 480.8 468.1 a 479.5 ;i/ 461.7 2 

69.1 43.7 61.1 84.9- 69.1- 43.7 - 
252.6 282.0 290.0 280.0 252.6 282.0 

-224.5 -249.9 -191.6 -208.5 -2u.4 -239.1 

Other items (net) 
Reserve saldc rwaluatial 

accnmts 4/ 
sQ7 alhG&n 

Ftsmrsndun item: 

lhestic assets (net) 
nEstic credit 
credit to Government (net) 
bw plus guasi-ey 

(-3 (-48.7) 

-125.2 -214.8 

-148.0 -237.6 
22.8 22.8 

392.9 586.2 
168.7 244.8 
224.2 341.4 

10.4 -8.5 
5.7 -1.8 

18.7 7.7 
20.6 34.7 

511.9 569.9 628.2 712.2 675.8 659.4 
245.3 . . . . . . . . . . . . . . . 
266.6 . . . . . . . . . . . . . . . 

l-90.6) 

-206.4 

-227.2 
22.8 

(-143.9) (-145.1) (-192.5) (-126.2) 

-228.0 -228.0 -228.0 -20s.5 

-250.8 -250.8 -220.8 
22.8 22.8 22.8 

-227.3 
22.8 

605.8 
. . . 
. . . 

(-151.6) (-153.0) 

-204.5 -m.5 

-227.3 -227.3 
22.8 22.8 

670.5 588.0 
. . . . . . 
. . . . . . 

(lklvmronth change as a percentage of be@m&g period broad mney stock) 

4.1 6.0 -8.0 6.2 _ 5.1 2.1 -17.9 -8.1 -5.0 
12.6 24.8 12.4 23.6 21.8 18.4 6.3 lO.0 9.5 
Il.6 19.5 10.9 16.6 10.4 10.5 1.9 1.8 -1.9 
30.3 45.0 19.0 12.0 15.3 5.7 14.7 5.5 0.3 

(d.76.7) 

-2OG.5 

-2i7.3 
22.8 

533.8 
. . . 
. . . 

-7.1 
8.9 

-3.1 
4.3 

sources: mta provided by the i%ladan autITxlties; and staff projections. 

I./ ‘lhe data for net dmzstic assets, domestic credit, credit to statutory bodies (net), and mney plus quasi-mney have ken revised frm m/88/25. wits pwly 
&ssffied as deposits of statutory t&ies have ken subsequently reclassified as private sector deposits under mmey plus quasiwey. 

2/ Ferfo- criteria. 
?f/ zhe bacha camterpart of govenment and statutory belles’ debt service payte?nts tich have keen resch&&?d are being paid, as they fall due, into bw acmonts at the 

GGrve Bank. 
4/ comprises the sun of the Reserve Bark’s profit and loss on devaluation accent and the value of pratdssory nOtes issued by ttae Go ~ti.nrespectoftttaReservekLdC’s 

deGiduatim losses on its cuts~ stock of net fore@ assets. 

, 
3 
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CHART1 

MALAWI 

INDICES OF EFFECTIVE EXCHANGE RATES, JAN, 1980 TO MAR. 1988 
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as at March 1987. The authorities, pointed'out that this takeup of 
credit was largely of a seasonal character and that the underlying 
demand for credit continued to be stagnant. This reflected the high 
level of company liquidity, in part owing to large foreign exchange 
receipts during the latter part of 1987 and the continued constraint on 
imports and its effect on domestic activity, as well as the impact of 
the 4 percentage point rise in lending rates to 20 percent that followed 
the increase in.regulated deposit rates in July 1987 (the 12-month de- 
posit rate was raised to 17.25 percent). In comparison with the average 
rate of inflation in 1987 (27 percent as measured by the CPI), deposit 
rates and most lending rates were negative in real terms; maximum 
lendi.ng rates were, however, about 26 percent in nominal terms. Fur- 
thermore, after the rise in interest rates in July 1987, a number of 
inter-company lending operations had taken place at interest rates below 
those of the banks. Reflecting the increase in company liquidity and 
the foreign exchange restrictions, the money supply rose by 30 percent 
in 1987188, compared with 21 percent in 1986187. 

As a result of the generally low level of private sector demand and 
the absence of alternative investment opportunities during 1987 and 
early 1988, the banks placed the bulk of their resources with the 
Reserve Bank, earning interest at 13 percent compared with the regulated 
minimum rate paid on savings deposits of 13.25 percent. Thus, com- 
mercial bank liquidity ratios increased progressively to more than 
70 percent in the first quarter of 1988 compared with the obligatory 
requirement of 30 percent. The interest payments due on the commercial 
banks' reserves, which have been at exceptionally high levels since late 
1986, placed the Reserve Bank in a loss-making position. In response to 
this deterioration in its own finances, effective February 15, 1988, the 
Reserve Bank limited the amount of commercial bank reserves on which it 
paid interest to 30 percent of deposits with it. The commercial banks 
reacted by refusing any additional time and fixed deposits in order to 
reduce their own payments to depositors and avoid losses. 

The 1987/1988 financial outturn of the statutory bodies was weaker 
than expected under the program, with the ten major parastatals showing 
a combined net loss of MK 6.3 million, as against a profit of 
MK 3.2 million envisaged under the program (Table 6). This, however, 
did represent an MK 5 million improvement over the loss of MK 11.3 mil- 
lion recorded in 1986/87, reflecting the tariff and price increases and 
structural and cost-cutting reforms implemented during the year. Ex- 
cluding ADMARC, a combined profit of MK 3.1 million was achieved in 
1987188, compared with the program objective of MK 7.8 million. Thus, 
while over half of the worse-than-anticipated performance by the major 
parastatals was due to ADMARC, the profits of Malawi Railways' and Wood 
Industries also fell short of projections by MK 2.8 million and 
MK 1.2 million, respectively. For Malawi Railways, this shortfall 
stemmed from unanticipated costs associated with the Nacala line, 
repairs for damage to boats on Lake Malawi, and higher-than-budgeted 
costs arising from the two recent devaluations; and for Wood Industries, 
it was the result of plant closures caused by domestic input shortages. 
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Table 6. Malawi: Selected Indicators of the 
Financial Performance of the Major 
Statutory Bodies, 1985/86-1988/89 L/ 

(In millions of Malawi kvacha) 

1985 1986 1987 1987 1988 1988 

198;;86 198;;87 198~;88 198;;88 19880;89 198Z89 P - 
Program Eat. Progrnm Revised 

(~~~/88/25) (~~.5/88/25) progrsm 

Combined accounts 21 

Revenuea 204.3 240.5 
Interest charges 17.1 27.1 
Profit or loss 31 -21.0 -11.3 

Of which: ADtiC (-19.7) A/ (-10.6) 
Cashflow . . . 12.8 
Gross investment 27.8 51.3 

ADMARC 

Net operating profit or loss 
on crop trading accounts 

Of which: maize 
tobacco 
groundnuts 
cotton 

-17.8 
(-5.6) 
(-!.O) 
(-4.8) 
(-0.7) 

Other revenues/expenses (net) 
Of which: net interest 

Net profit -or loss 31 

-16.6 
(-10.6) 

(3.9) 
(-3.5) 
(-7.8) 

(-E) 

-10.6 

Other operations (net) 61 

Overall surplus/deficit 

Financing 
Reserve Bank 
Commercial bank overdraft 
Use of cash balances 
Government 
Export financing 
Other borrowing 

-1.9 
(-1.6) 

3.3 r/ 

-19.7 

-16.4 

16.4 
8.7 

10.3 
-2.5 
12.1 
-8.6 
-3.6 

11.3 16.6 

0.7 12.0 

-0.7 -12.0 
0.8 -0.7 

-13.5 -5.9 
0.8 . -1.9 
8.7 -- 

1.7 -1.7 
0.8 -1.8 

Memorandum items: 

ADMARC’S recourse to banking 
system (net) 

Of which: 
Credit from Reserve 

Bank 
Commercial bank 

overdraft 

74.0 72.2 65.6 79.5 60.5 60.5 

(47.7) (58.4) (57.8) (57.8) (53.6) (53.6) 

(29.2) ‘(15.7) (9.8) (21.7) (6.9) (6.9) 

257.5 
28.7 

(-2:) 
0.2 

57.9 

(-:::, 
(12.7) 
(-2.1) 
(-5.3) 

-7.1, 
(-10.2) 

-4.6 

260.3 289.1 297.9 
29.5 27.0 26.8 
-6.3 18.6 24.8 

(-9.4) (-2.3) (2.0) 
-9.5 5.0 18.4 
41.4 87.9 98.1 

-1.6 
(-1.9) 
(10.3) 

(0.1) 
(-7.3) 

-7.8 
(-10.6) 

-9.4 

8.8 

-0.6 

0.6 
-0.7 

6.0 
-1.2 

-- 

-1.7 
-1.8 

(-::i, (-i::, 
(9.3) (12.4) 

(-3.3) (-2.3) 
(-0.4) (2.2) 

-6.7 -3.9 
(-7.1) (-8.3) 

-2.3 2.0 

13.8 21.3 

11.5 23.4 

-11.5 -23.4 
-4.1 -4.1 
-2.9 -14.8 

-- -- 
-3.4 -3.4 

-- -- 
-1.1 -1.1 

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

l/ Includes ADMARC, Malawi Railways, Lilongwe Water Board, Electricity Supply Commission, Malawt 
Development Corporation, Malawi Housing Corporation, Air Malawi, Blantyre Water Board, Malawi Book 
Service, and Wood Industries. The first four statutory bodies have fiscal years April I-March 31; the 
latter six, January l-December 31. 

2/ Including ADMAlX. 
T/ After interest payments and depreciation. 
z/ Excludes payment of MK 23 million by the Government for previous-year costs related to the 

strategic grain reserve. 
5/ Includes government payment described in footnote 4. 
z/ Includes net lending, investment, asset sales, stock movements, and changes in short-term payables 

anz receivables. 
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The net operating losses on ADMARC's crop trading operations 
amounted to MK 1.6 million.in 1987188 as against an anticipated profit 
of MK 2.5 million. This'was, however, a sharp improvement over the loss 
of MK 16.6 million recorded in 198611987. The shortfall from the pro- 
jected level reflected mainly overruns on direct and selling expenses, 
in particular those related to tobacco, cotton, and general produce 
trading; for the latter two., lower sales volumes contributed to higher 
unit overhead costs. In addition, an overrun in administrative expenses 
emanated from unbudgeted termination benefits paid as part of ADMARC's 
retrenchment program. A/ These higher-than-expected losses were in part 
offset by a better outturn on maize and groundnut operations.' The 
former reflected a higher volume of sales (including a drawdown of 
stocks) resulting in lower-unit fixed costs, and the latter, higher 
export 'sales to more profitable markets in neighboring countries. After 
taking account of other revenues and expenses, ADMARC's net loss after 
depreciation and interest was MK 9.4 million as against a projected loss 
of MK 4.6 million, and a loss of MK 10.6 million in 1986/87. In ad- 
dition, there was a sharp buildup in net outstanding receivables of 
MK 7.4 million (whereas a drawdown of MK 4.2 million had been en- 
visaged), owing principally to costs of emergency food transactions, to 
be recouped from the Government in 1988/89 as provided for in the 
Government's 1988/89 budget. In combination, the above developments led 
to an overall loss on all operations of MK 0.6 million, and an increase 
in ADMARC's outstanding commercial bank overdraft to MK 21.7 million by 
end-March 1988, MK 11.9 million above the program target of 
MK 9.8 million. 

. III. The Three-Year Program and the Medium- 
Term Balance of Payments Outlook 

1. The three-year policy framework, 1988/89-1990/91 

Since the late 197Os, financial and economic imbalances have 
hindered Malawi's growth performance. These difficulties have reflected 
both external developments and domestic policy-related factors. To 
address these problems, the Government implemented adjustment programs 
in the context of successive arrangements with the Fund; as well as 
three structural adjustment loans (SALs) with the World Bank. Consider- 
able progress was made in reducing imbalances in the economy: however, 
in 1985186 and 1986187, there was a weakening of economic performance 
and a re-emergence of domestic and external financial imbalances. The 
principal objectives of Malawi's three-year program are to attain 
medium-term balance of payments viability, increase the rate of sustain- 
able economic growth, and reduce the rate of inflation from its present 
high level. These objectives are to be achieved through a strategy of 

l/ This program;' in combination with other rationalization measures, 
reduced ADMARC's average monthly level of employees from 24,000 in 
1986187 to 19,000 in 1987188. 
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structural reform and financial stabilization, geared toward restoring 
Malawi’s traditional liberal market-oriented policies with a virtual 
absence of controls and reliance on private sector produc~tion. 

These objectives are presented in,the Government’s policy framework 
paper (EBD/88/155, 617188) in the context of two medium-term sce- 
narios. Under the first scenario, to which the authorities are 
committed as the basis of the three-year program, A/ the major 
objectives are: (i) to attain a real rate of growth of 1.5 percent of 
GDP for 1988, after the decline in 1987, and thereafter to achieve real 
growth rates of 3.0-3.5 percent annually during 1989~,91, rising to 4.0- 
5.0 percent by 1992; (ii) to reduce the annual rate of inflation as 
measured by the CPI to 20 percent in 1988, and thereafter to achieve a 
steady reduction to about 5 percent a year by 1991-92; and (iii) to move 
to a viable balance of payments position by.the end of the program 
consistent with the growth objectives, while removing existing restric- 
tions on current external payments (Table 7). This scenario, with the 
underlying policy measures, is predicated on conservative assumptions 
about the availability of external financial resources, as well as a 
cautious assessment regarding improvement in other elements of the 
external environment facing Malawi. 

The second scenario illustrates the effects of possible additional 
concessional flows, which could enable Malawi to enhance the prospects 
for growth and diversification of the economy and for medium-term 
balance of payments viability, and to strengthen and facilitate the 
implementation of the policies envisaged under the program. The Govern- 
ment will be seeking additional external concessional support from 
donors, particularly in the context of the forthcoming,Consultative 

- Group meeting on June 22-23, 1988. For 1988189, the second scenario is 
identical to the first, and contains the same policy measures and 
targets. 

The improvement in Malawi’s economic,growth performance in the 
medium term is based on policies to address significant structural 
constraints in the agricultural, industrial,.transport, and human 
resource sectors. In the agricultural sector --the source of income for 
most of the population and the bulk of export earnings--the main objec- 
tives will be to raise production and exports, while ensuring food 
security, raising agricultural incomes, and avoiding the deterioration 
of natural resources; Policies will focus on raising productivity in 
the smallholder sector through releasing land from maize production by 
encouraging the adoption of higher-yielding varieties of maize, and will 
include increasing access to inputs and extension and credit services, 
as well as developing more appropriate technologies. The continuing 
reform of ADMABC’s marketing and financial policies will also contribute 
to greater efficiency in this sector. The benefits of the above 

l! In the attached memorandum on economic and financial policies, the 
policies and targets described are consistent with the first scenario. 
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Table 7. Malawi: Key Ecomdc Indicators, 1985-91 

1985 I.986 1987 1988 I989 1990 1991 
Est. prog. Projections 

GDP 
GJJy4 
GDYEapita l/ 
Gonsunptio&apita 
GDP deflator 

Debt service (in SDP mU.l.ions) 21 114.5 X30.0 ll3.6 69.7 103.4 90.4 85.4 
Debt service/Exports (GNES) z/ 42.1 56.4 48.6 36.8 4i.7 34.5 28.7 
Debt service/GOP / 9.9 12.3 Ll.3 6.8 9.4 7.7 6.9 

Gross invesfmx&IlP~~ 17.9 10.8 12.3 13.5 14.7 15.0 15.3 
Ibmatic savings/GDP 14.2 9.5 12.7 10.4 ll.6 10.8 11.8 
National savings/QIP 9.7 4.6 8.2 6.2 7.6 7.5 8.9 
Marginal national savings rate -0.5 -2.4 0.6 -0.3 0.3 - 0.3 
Public investment/GOP i/ 6.5 6.8 5.9 5.6' 5.7 5.6 5.6 
Public savings/GDP 41 -2.8 -5.3 -4.8 -2.9 -1.4 -0.8 -0.3 
Private invesbnent/ZOP 41 ll.4 4.0 6.4 7.9 9.1 9.4 9.6 
Private savings/GOP 41 12.5 9.9 l3.0 9.1 9.0 8.3 9.2 
Public/private inves%mt (ratio) 0.6 1.7 0.9 0.7 0.6 0.6 0.6 

Govermmt revenue/GDP 51 61 -- 
Govenment expenditure/GDP6/ 
Deficit (-)/GDP 61 
Deficit (-> after grantslGDP6J 

21.2 20.1 18.2 18.9 18.7 18.3 17.7 
30.8 32.6 28.4 27.0 25.4 24.5 23.5 
-9.6 12.4 -lO.2 -8.1 -6.7 -6.2 -5.8 
-7.5 -9.2 -7.2 -3.4 -3.2 -4.2 -3.8 

4.2 
0.5 

-2.7 
0.9 

13.6 

Exports grmth rate 
Exports (@ES)/GOP 
Imports growth rate 

am)71 
Imports (&l?S>lCDP 

Current account (in 
Gurrent account/GDP 

(percentperannun) 

(percent per 

-3.9 
23.5 

14.5 
28.1 

SrR uIillforLs) -95.2 
-8.2 

Gross official reserves (in w&s of imports)91 7.3 

2.8 -0.2 1.5 3.3 3.3 
-0.7 -0.1 1.6 3.2 3.2 
-3.9 -3.3 -1.6 - - 
-1.5 -6.7 0.5 -1.5 0.2 
10.8 25.4 20.0 lo.0 7.5 

(In percent, unless otherwise specified) 

3.0 -1.0 -5.1 5.2 2.2 3.7 
21.9 23.4 22.1 22.6 22.5 22.8 

-14.7 -0.4 5.3 8.0 4.5 4.0 
24.3 25.7 28.4 27.7 27.9 27.6 

-65.0 -41.4 -74.9 -77.9 -87.6 -79.9 
-6.2 -4.1 -7.3 -7.1 -7.5 -6.4 
3.7 8.0 Il.3 12.5 14.3 15.3 

3.3 
4.1 
0.9 

-1.5 
5.0 

Sour-: MzaprovidedbytheMawian authorities; and staff estimates and proJections. 

l/ GDY=GOP adjusted for changes in the term of trade. 
F/ After debt relief; (;NFsgoods and nonfactor services. 
?i Includes stockbuilding. 
Xl Public sector excludes aad private sector includes statutory todies. 
3, Excludes public transfers. 
K/ On fiscal year basis beginning Aprillof year indicated. 
T/ Excludes emergency food imports (1987-88). 
xi! Excludes official transfers and includes ewrgency food aid grants (1987-88). 
q/ Defined inweeks of imports excludiog emrgmcy food (1987-88). - 
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policies to be taken in this area are, however, expected to be largely 
realized after the program period because of lags in production 
responses. 

Agricultural policy will also continue to focus on providing 
appropriate producer incentives to achieve the above objectives. For 
most export crops, producers are in the estates sector and receive 
actual export prices; for smallholder crops, including tobacco and 
groundnuts, administered output and input prices will continue to be 
reviewed annually, and, if necessary, adjusted in light of border 
prices, costs of production and marketing, and the level of domestic 
suPPlY* For the medium term, the objective will be to move toward 
export parity prices while taking into account the other aforementioned 
factors. The World Bank and the Fund will be consulted on price pro- 
posals before they are announced at the outset of the planting season in 
August/September, in each year of the program. A critical element in 
raising productivity is the adequate availability and improved use of 
inputs, in particular a more widespread utilization of fertilizer by 
smallholders to encourage them to adopt higher-yielding maize 
varieties. Thus, while the Government is committed to the eventual 
removal of the fertilizer subsidy that is currently restricted to 
smallholders, the pace of its removal will take account of price and 
nonprice factors influencing its availability and use; the Government 
will reach understandings with the Fund and the World Bank by March 1989 
on a program for the removal of the subsidy. 

The development strategy for the industrial sector will continue to 
emphasize the private sector and will focus on restoring competition in 
domestic markets and improving investment incentives, so as to foster 
efficient export growth and import substitution. This strategy will be 
complemented by appropriate demand-management and external policies to 
reduce inflation and restore private sector confidence, as well as by' 
efforts to attain a more efficient use of resources by the public 
sector. A key element will be the phased removal of administrative 
controls on the approval and the availability of foreign exchange for 
imports. The increased availability and more efficient use of imports 
will support stronger growth, particularly in the short run, as capacity 
utilization, which is currently below 50 percent, could be increased 
quickly. With regard to incentive policies, already only a few price 
controls remain; moreover, a comprehensive tax reform designed to 
improve allocative efficiency, achieve greater equity, and encourage 
productive activity is being implemented (see below), and investment 
licensing regulations are being simplified. In addition, institutional 
support for exporters and small-scale entrepreneurs will be expanded, 
including greater accessibility of the latter to commercial bank credit. 

An important problem facing the economy continues to be the dis- 
ruption of Malawi's traditional external transportation routes through 
Mozambique, which has raised the c.i.f. margin on imports from 22 per- 
cent in the late 1970s to 40 percent since 1984. The Government's 
objective in this area is to reduce the c.i.f. margin on imports to 
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38.5 percent in 1991 and 35 percent in 1993, which will lead to 
estimated savings of SDR 11 million in 1991.(or about 1 percent of GDP 
and 4 percent of exports) and cumulative savings of SDR 33 million by 
1993. To attain this objective, major investments are under way in 
upgrading the Northern Corridor route through Tanzania with external 
assistance. By the early to mid-1990s, capacity on this route should 
reach about one third of Malawi's trade, compared with 5-7 percent at 
present, at a cost saving of some 20-40 percent over the southern 
route. In addition, the authorities are working with the Mozambican 
authorities to reopen the traditional rail link to the port of Nacala, 
which would have substantial returns. However, while some progress has 
been made, further progress remains uncertain owing to the security 
situation, and a cautious approach has been adopted in program pro- 
jections concerning any short-term returns from this project. The 
Government's medium-term program also aims to improve the provision of 
education and health services and to increase nutrition levels, which 
are among the lowest in Sub-Saharan Africa. In line with these objec- 
tives, budget expenditure allocations to these sectors will be increased 
within the limits of the fiscal objectives of the program. 

An important element of the adjustment strategy is the continued 
improvement of the economic and financial performance of the parastatal 
sector, which would reverse the flow of financial resources to this 
sector from the finnacial sector and the Government. Structural 
measures during the program period will focus on improving the manage- 
ment and planning capacity of the parastatals and giving them greater 
autonomy in decision making, while improving the performance monitoring 
and evaluation capabilities of the Department of Statutory Bodies (DSB) 
so as to enhance accountability. At the same time, the policy of timely 
price and tariff increases will be continued. 

A key element of this reform is the continuing restructuring of 
ADMARC, which plays a critical role in the marketing and pricing 
structure of the smallholder agricultural sector. The Government's 
medium-term objective for ADMARC is a concentration on its market- 
stabilization role consistent with improving overall efficiency and 
productivity in this sector, combined with financial viability by 
1990/91. With the support of the World Bank, a study to be completed by 
March 1989 will be undertaken to identify the costs of ADMARC's current 
functions and of market stabilization, their implications for ADMARC's 
pricing structure, and their impact on incentives and development in the 
agricultural sector. ADMARC's long-term financial position will also be 
reviewed in the light of existing short-term policies of asset divesti- 
ture, increased private sector participation in smallholder produce 
marketing, and improved management and financial control, in relation to 
the objective of financial self-sufficiency. The study will provide 
recommendations concerning the responsibilities to be retained by ADMARC 
consistent with these objectives and will outline appropriate reform 
measures, while taking into account transitional costs that might be 
borne by smallholders. In line with these objectives, ADMARC will 
implement a pricing policy that will ensure that each individual crop- 
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trading account will achieve, on average, a surplus over a reasonable 
time horizon, and timely repayments of its financial obligations. 
During 1988/89, a number of actions (described below) are being under- 
taken to bring about.significant improvements in ADMARC's financial 
performance. 

Fiscal and monetary policies for the medium term will focus on 
restraining aggregate demand to a level compatible with available 
resources, while ensuring that those resources are adequate for the 
needs of the productive sectors, in support of the program's growth, 
external, and inflation opjectives. The fiscal deficit of the Central 
Government will be progressively reduced to a Level that can be sus- 
tained in the medium term entirely by prospective concessional foreign 
loans and grants, Thus, following an initial reduction from 10.2 per- 
cent of GDP in 1987188 to 8.1 percent of GDP in 1988/89,,the budget 
deficit (before grants) is targeted to decline to 6.3 percent of GDP in 
1990/91, with a further reduction to ,below 6 percent of GDP in 
1991/92. A/ This will permit net repayments to the domestic banking 
system by the Government in each year of the program, and allow for a 
larger allocation of credit to the productive sectors. Fiscal objec- 
tives for the medium teim will be reviewed during the program period, in 
the Light of likely available foreign concessional inflows and progress 
toward attaining the program's overall domestic and external objec- 
tives. With regard to revenue, the major focus of policy will be on the 
implementation of a comprehensive reform of the tax system during the 
program period. The tax reform aims at broadening the effective tax 
base, improving allocative efficiency while achieving greater equity, 
and simplifying and strengthening tax administration. This will involve 
a shift in the burden of taxation from production and imports to con- 
sumption, and improved investment incentives. The envisaged shift from 
import duties to domestic consumption taxation will be implemented in 
Line with progress on import Liberalization. Measures that are being 
taken in 1988189 are described in detail below. 

In recognition of the relatively high tax burden on,the economy, 
especially on the modern productive sector, the Government accepts that 
the burden of adjustment in achieving the medium-term fiscal targets 
will be borne by expenditure. The revenue to GDP ratio is projected to 
decline from 18.9 percent in 1987/88 to 18.3 percent in 1990/91; 
achievement of .this is based on no new revenue measures in 1989/90 and 
1990/91. In order to achieve the overall deficit targets, the overall 
expenditure to GDP ratio will be reduced by about 4;5 percentage points, 
from 29.1 percent in 1987188 to 24.6 percent by 1990/91, involving a 
reduction in real terms of recurrent expenditures. Within this tight 
fiscal environment, a number of measures are being taken to ensure that 
budgetary outlays better reflect government priorities.as well as to 

11 After grants, the budget deficit would decline from 7.0 percent of 
GD‘ii in 1987/88 to 3.4 percent of GDP in 1988189, and would remain at 
about 3-4 percent of GDP in the following years. 
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further improve monitoring and control. With the support of the World 
Bank, a public expenditure review is currently being carried out and is 
expected to be completed during this fiscal year. A tax-inclusive 
budget is to be introduced in 1989190, to eliminate the import bias in 
Government purchases arising from their present exemption from import 
duties. The Government also intends to pursue a policy of restraint for 
civil service wages and salaries and employment, Public sector 
investment will continue to be guided by the rolling three-year Public 
Sector Investment Program (PSIP). 

The centerpiece of the Government's external policies is the 
progressive elimination of existing restrictions on the approval and 
availability of foreign exchange for private sector imports during the 
program period. As previously noted, there are no import quotas in 
Malawi, and most goods are imported under open general.License. The 
pace and scope of liberalization wilL be reviewed periodically with the 
aim of complete liberalization in March.1990. In support of its 
external objectives, the Government intends to pursue an appropriate 
exchange rate policy throughout the program period to at least maintain 
external competitiveness, support the Liberalization program, and re- 
inforce the balance between the supply and demand for foreign exchange 
to achieve an adequate level of reserves. In addition, several insti- 
tutional measures are being undertaken, including the strengthening of 
the Malawi Export Promotion Council, along with pricing and incentive 
policies to foster export growth and diversification. 

Monetary and credit policy will be consistent with the external and 
domestic objectives of the program , and will aim to improve the 
efficient allocation of financial resources through market-determined 
interest rates. For the medium term, policies will focus on ensuring 
adequate availability of credit to the productive sectors, and continued 
curtailment of monetary expansion, to reduce the rate of inflation. 

‘_ 

2. The medium-term balance of payments outlook 

Malawi's external position will remain difficult, and in view of 
the uncertainties involved, projections for the medium term have been 
based on cautious assumptions for the major variables. Following a 
sustained deterioration of about 20 percent over the past five years, 
the terms of trade are not expected to change during 1988-90, before 
showing some recovery of 4 percent and 5 percent in 1991 and 1992, 
respectively. After a decline of 5 percent projected for 1988, export 
volumes are expected to grow by about 3 percent annually during 1989-90, 
and by 4 percent thereafter in response to the improved policy 
environment and reflecting increased diversification of export com- 
modities. The current targets provide for import volume growth to rise 
temporarily to some 5 percent in 1988 and 8 percent in 1989, before 
decreasing to about 4 percent in subsequent years; these trends are 
consistent with'the program's real GDP growth targets and import Liber- 
alization objective. Despite these relatively high rates of growth, it 
is only by 1990-91 that f.o.b. import volumes will have been restored to 
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their Levels of the early 1980s. As regards external transportation, in 
view of the uncertainties involved, no reduction in the c.i.f. margin 
arising from a reopening of the Nacala'rail line has been assumed. How- 
ever, on the basis of Likely progress on the Northern Corridor route, a 
reduction in the c.i.f. margin from 40 percent to 38.5 percent is pro- 
jected in 1991, with a further decline to 35 percent by 1993. These 
projections indicate that the current account deficit will widen to 
7.5 percent ‘of GDP in 1990 before declining steadily to 4.0 percent by 
1993 (Table 8). At the same time, the role of the private sector in the 
economy is projected to expand. The private sector is expected to 
account for most of the targeted increase in gross investment from 
12.3 percent in 1987 to 15.3 percent by 1991. Private sector savings 
are expected to decline, and the rise in investment is projected to be 
financed by an increase in national savings which would be achieved 
entirely through higher central government statutory bodies' savings (as 
a percent of GDP), consistent with the projected decline in the govern- 
ment budget deficit and improved financial performance of the public 
enterprises. Overall, national savings are expected to increase con- 
sistent with the program's external current account deficit target. 

Based on conservative assumptions for inflows, the capital account ' 
is expected to show a growing surplus during 1988-90, rising to 
SDR 106 million in 1990 before declining to about SDR 70 million by 
1993. The bulge in projected inflows reflects adjustment Lending 
inflows from the World Bank and associated bilateral cofinancing Loans 
and grants. 11 Beyond 1993, no further inflows of this nature are 
assumed. After taking account of the net use of Fund resources, the 
resulting overall balance of payments surpluses will enable reserves to 
increase to 15.5 weeks of imports by 1993, and no financing gaps are 
expected. Beyond 1993, indications are that with a continued gradual 
decline in the current account deficit, the reserve coverage of imports 
would be maintained at 15-16 weeks, and debt service obligations would 
be met on time; no financing gaps are expected, and no further need for 
debt relief is anticipated. 

It is assumed that external inflows will be largely on highly 
concessional terms, leading to a,steady improvement in Malawi's debt 
profile. ‘This objective will be reinforced by the program's ceilings on 
the debt to be contracted. or guaranteed by the public sector. While the 
stock of debt is envisaged to increase from SDR 875.2 million at end- 
1987 to SDR 1.1 billion by end-1993, total debt service payments are 
projected to decline from SDR 114 million to SDR 87 million (Table 9). 
As a result, and also on account of rising exports, Malawi's debt. 
service ratio is expected to decline from 49 percent to 26 percent , 

11 World Bank adjustment Lending inflows and cofinancing are 
projected to amount to SDR 183 million during 1988-93, including a World 
Bank Industrial and Trade Policy Adjustment Credit (expected to be 
approved in mid-June 1988) and an Agricultural Sector Credit (expected 
to be approved in 1989/90). 
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Table 8. &Awl: Pvqr.m Balance of Payments, lYW-1997 

(In mllllon3 of St%) 

1987 ma 1909 I990 1991 1992 1993 1994 1995 1996 1997 
prov. Rojectiors 

mlKent acr2amt -41.4 -74.9 

ELqorts, f.o.b. 214.2 206.6 

Inports, c.1.f. -229.4 -261.2 
Nowize inports, f.o.b. -1y1.2 -143.1 
C.i.f. wrgin fw.6 -95.4 

bw=Y lrdze -5.6 -22.7 

Services ad private transfers (net) 
of which: interest payments 

-29.9 
(-39.6) 

-39.1 
(-37.7) 

Fnt?lgency wize grants 3.7 la.8 

capital accamt as.4 

lmgtetm (net) 
offlclal trarsfers (net) 

Of uhiclx SAL related 
Public sector born 

Mshlrs~nts 

Rlvste sector (net) 
short-term ad lnidentified 

76.6 
22.9 

(6.4) 
51.0 
95.8 

(40.8) 
-44.0 

1.9 
8.8 

81.4 - 

70.4 

(E, 
35.6 
81.9 

(25.9) 
-46.3 

2.4 
3.0 

cwerall balance 44.0 - 

-44.0 
officisl net fore.@ assets 

(- im-) 
oftich: IMF (net) 

ch?qe in arcears 
IJpxt-related 
Debt-service related _U 

Debt relief 21 
Finsncis @: 

-34.8 
(-23.6) 

-9.7 
-26.4 

16.7 
0.4 

- 

6.4 - 

-6.4 - 

-12.1 
(7.9) 

-34.1 
-17.4 
-16.7 

39.7 

Memrsndun item and sssu@ims: 

-4.1 

34.4 

8.0 

40.0 
20.0 

- 
- 

-7.3 

51.8 
Il.3 

40.0 
m.0 

- 

Import volume (mmake) 
SIR mit value of qxx-ts 

Inclluling chsqe in wansport onrgln 
Ekluiing chsnge in transpxt smrgin 

SIR mit vdue of impDrts 
IncludiGg chqe in transport rmrgln 
EL3duding czhan@ in traIt3ptt naergin 

Term of trade 

1.5 
-5.1 

5.3 

1.7 
1.7 

1.3 
1.3 

0.5 
0.5 

-77.9 -87.6 -79.9 -62.9 -57.3 -- --~ 

224.5 237.3 

-266.6 -288.3 
-159.9 -173.0 
-106.6 -115.3 

- - 

-39.8 -36.6 
(-35.4) (-33.3) 

3.9 

94.9 - 

91.9 
41.5 

(22.6) 
46.5 

(E) 
4.3 

3.9 
3.0 

16.9 - 

-16.9 

-25.1 
(-0.4) 

- 

- 

8.1 

-7.1 

63.6 
l2.5 

40.0 
20.0 

- 
- 

3.3 
5.2 
8.0 

3.3 
3.3 

3.5 
3.5 

-0.1 
-0.1 

- 

us.7 

105.7 
28.5 

(4.0) 
72.9 

103.2 

(50.7) 
-a.3 

4.3 
- 

la.1 - 

-28.1 

-18.1 
(4.8) 

- 
- 
- 
- 

-7.5 

79.0 

14.3 

40.0 
20.0 

- 
- 

3.3 
2.2 
4.5 

3.4 
3.4 

3.5 
3.5 

-0.1 
-0.1 

-54.5 -52.2 49.6 46.5 

257.2 280.0 3C4.7 329.5 354.0 380.3 4u3.5 

-rn2.8 -312.0 -328.9 
-186.2 -199.7 -213.8 
-1l6.6 -112.3 -115.1 

- - - 

-34.3 -31.7 -35.1 
(-32.4) (-31.5) (-35.6) 

-350.1 -372.7 -396.4 -421.5 
-227.6 -242.3 -257.7 -214.0 
-l22.6 430.5 -138.7 -147.5 

- - - - 

-33.9 -33.4 -33.5 -33.5 
(-34.3) (-33.8) (-33.7) (-33.6) 

- - 

lo4.9 80.0 68.3 --- 

104.9 80.0 68.3 
28.5 29.5 29 .Y 

(-) (-) c--j 
71.0 44.5 31.9 

lu2.3 al.7 71.4 
(42.3) (16.7) (7.2) 
-31.3 -37.3 -39.5 

5.4 6.0 6.5 
- - - 

24.9 17.1 11.0 - - - 

- - - - 

66.4 

66.4 
31.5 

(-) 
28.0 
68.4 

C-1 
-40.4 

7.0 
- 

68.4 70.8 - - 

68.4 70.8 
32.5 b 31.3 

(-) C-1 
28.9 32.4 
69.5 69.0 

(-) C-1 
+0.6 -36.6 

7.0 7.1 
- - 

67.0 - 

67.0 
28.7 

c-1 
31.0 
70.0 

C-1 
-39 .o 

7.3 
- 

-24.9 -17.1 -Il.0 --- 

-25.0 -17.1 -11 .o 
(-U.2) (-l3.6) (-5.2) 

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

16.2 21.2 - - 

-16.2 -21.2 

-16.3 -21.1 
(-8.4) (-11.2) 

- - 
- - 
- - 
- - 
- - 

20.5 

-20.5 

-20.5 
(-11.2) 

- 
- 
- 
- 
- 

-6.4 -4.7 -4.0 -3.1 -2.8 -2.4 

88.8 92.3 96.1 
15.3 15.4 15.5 

1u .o 122.0 
15.6 16.0 

39.5 36.0 35.0 
19.0 18.0 17.0 
IO.7 16.1 0.8 
0.9 1.2 0.6 

(M percentage change) 

3.3 4.5 4.5 
3.7 4.3 4.3 
4.0 3.6 3.5 

4.5 4.7 4.7 

3.2 3.4 3.4 

1.0 -0.5 1.9 
3.5 3.5 3.5 

3.5 5.2 2.7 
-0.3 -0.1 -0.1 

ll.9 

-ll.Y 

a.9 
(-5.9) 

- 
- 
- 
- 
- 

-3.5 

104.1 
15.5 

35.0 
17.0 

- 
- 

4.3 
4.3 
3.4 

3.0 
3.0 

3.0 
3.0 

- 
- 

35.0 
17.0 

- 
- 

4.3 
4.3 
3.4 

3.0 
3.0 

3.0 
3.0 

- 
- 

35.0 
17.0 

- 
- 

4.3 
4.3 
3.3 

3.0 
3.0 

3.0 
3.0 

- 
- 

131.3 
16.2 

35.0 
17.0 

- 
- 

4.3 
4.3 
3.3 

3.0 
3.0 

3.0 
3.0 

- 
- 

sauces: mta provided by the Halawian auth3rities; ad staff estilmtes snd projections. 

l/ Figure for I987 is equal to debt sewice payrrents to Paris Club creditors ard prlxipal paynents to London Club creditors vhicb have hen 
&+&d since late August 1987, pnaLng Malawi’s request for debt rescheting. 

2/ Fstlmtes of mts eligtble for resche&ling kwd on the &reed Minute tith Paris Club creditors (April 22. 1988) and the Ilwdq of Tcmw wlrl~ 
l&on Club credttors (April 26, 1988). F.Edmhu~ of aC &bc has also teen assuied. w&r tern6 and conditions slmllzlr to those of t1,e Paris Cl”b 
ceschedulings. 

3/ E.xcLudLng official tranfers, tut Incluiing enqemy udze grimts. 
q Iqxxts al a c.1.f. b&s, e~luilng eoergency lmize. 
3/ Defined as transport costs a.3 a percent of tom1 c.i.f. Inport value. 
z/ Defined as transprt costs as a prcent of expxts valued at wxld prices. 
T/ Projected .&ns frcm lcmx iqmrt costs and h(gher qrt receipts resuMn.s fran a rcductim in averege trmsprt costs a.ssoc,nted wit,, the 

ccX@letion of *ati’.s on the Northern Tmqwrt G.x-rl&r. 
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Table 9. Malawi: Public Fxtemal Debt sod Debt Service Projections, 1987-97 

1987 ~1988 1989 1990 1991 - 1992 1993 1994 1995 I.996 I.997 
Est. Projections 

’ Debt outstanding l/ 
Of which: dext to IMP 21 

Total debt service z/ 
Principal 
Interest 

Debt service to IMP 
Repurchsaes and FSAF 

repaysrents 
Charges and ISW 

interest 

Debt outstanding 4/ 
Of which: debt to IMP 21 

Total debt service 3/ 5/ -- 
Principal 
Intereat 

Debt setice to IMP A/. 
~epur~es and BAF 

repayrnmts 
Charges and ESAP 

interest 

Mermranduu items: 

kbt relief (ndlli~ns’of mj 
Current nraturlties 

Principal 
Interest 

Arrears 
Debt service ratio 

after debt relief z/ 

875.2 918.2 
(77.7) (85.7) 

114 .o 109.4 
74.5 71.8 
39.6 37.7 

30.3 25.7 

23.6 19.9 

6.7, 5.7 

87.4 
(7.8) 

48.8 
31.8 
16.9 

l3.0 

lO.1 

2.9 

0.4 
0.4 
0.4 

- 
- 

48.8 

89.2 
(8.3) 

48.0 
31.5 
16.5 

ll.3 

8.7 

2.5 

39.7 8.1 
25.6 8.1 
23.1 7.2 

2.4 0.9 
14.1 - 

36.8 41.7 34.5 30.1 28.7 25.7 24.2 23.2 21.4 20.5 

(In udll.ions of SCRS) 

953.6 1.024.8 lJ181.5 1,X3.4 (85.2) 1,141.4 1,164.4 l,l85.8 1,207.7 1,228.4 
(90.1) (74.9) (61:3) (56.1) (50.2) (41.8) (30.7) (19.5) 

lLl.5 90.4 85.4 89.9 86.7 87.6 90.1 
76.0 57.1 53.0 57.3 51.1 53.3 56.3 
35.4 33.3 32.4 31.5 35.6 34.3 33.8 

24.0 17.6 le.0 15.3 6.5 - - - - 6.2 8.6 

19.0 

5.0 

82.2 
(7.3) 

45.0 
357 
14.3 

9.7 - 

7.7 

2.0 

13.8 15.2 13.6 5.2 

3.8 , 2.8 1.7 1.3 

(Patice Bn,percent) 
* 

79.5 : 77.4’ 72.6 68.5 (7.0) (5.4) - - 
(4.0) (3;4) 

34.5 : z 30.1 28.7 25.7 
21.8 - 18.7 - 18.5 

- 
15.1 

12.7 ll:4 Lo.2 10.6 

6.7, 6.3 4.9 1.9 - - - - 

5.3 5.3 4.4 . 1.5 

1.5 1.0 0.5 0.4 

- - - - 
-. - - - 
- - - - 
- - - - 
- -. - - 

89.2 
55.5 
33.7 

ll.4 

5.9 

0.3 

24.2 
14.7 
9.5 

1.7 

8.4 

0.3 

61.1 
(?.2) 

23.2 
14.5 

8.7 

2.2 

1.6 2.2 

0.1 0.1 

,... 
- 
- 
- 
- 
- 

?L 
- 

,- 
- 
- 

ll.2 

0.2 

91.7 
58.1 
33.6 

ll.3 ” 

11.2 

0.2 

57.9 54.8 
(1.5) (0.9) 

21.4 20.5 
13.3 U.0 
8.1 1.5 

2.7 2.5 - - 

2.7 2.5 

0.1 0.0 

- 
- 
- 
- 
- 

- 
- 
- 
- 
- 

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

l/ &&period, public and publicly guaranteed, nndiun- and long-term external debt dishnsed outstanding. 
?/ Ekcludes the Trust Fund, bt includes purchases under the 1988/89 stand-by arxqesent and dlsturswents under the proposed EW 

a&nganrsnt for 1988/89-l990/91. 
3/ Before debt relief. 
Z/ AspercentofGDP. 
3/ As percent of exports of goods and &actor services. - 
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during 1987-93. The debt to GDP ratio would decline from 87 percent at 
end-1987 to 69 percent by end-1993. 

IV. The Program for 1988/89 (April-March) 

The discussions focused on policies during 1988/89, which is the 
first year of the proposed ESAF three-year program as well as the final 
12 months of the program supported by the stand-by arrangement. Par- 
ticular emphasis was placed on the budgets of the Central Government and 
ADMARC for 1988/89, exchange rate policy, interest rate policy, further 
import liberalisation, developments with respect to Malawi's request for 
debt rescheduling, events relating to domestic food supplies, and poli- 
cies concerning the fertilizer subsidy. 

. , 
In addition, performance 

criteria were established for end-September 1988, end-December 1988, and 
for end-March 1989. 

1. Fiscal policies 

In order to curtail aggregate demand pressures and achieve a 
significant reduction in the current high rate of inflation while 
promoting private sector activity, the Government attaches critical 
importance to a further reduction in 1988/89 in the central government 
budget deficit. Thus, the 1988/89 budget provides for a reduction in 
the overall deficit to MK 296 million, or 8.1 percent of GDP, compared 
with 10.2 percent of GDP for 1987/88 (Table 3). After grants, the defi- 
cit would be reduced from 7.1 percent of GDP in 19i37/88 to 3.4 percent 
of GDP. This reflects a sharp rise in grants, from MK 95 million 
(3.1 percent of GDP) in 1987/BB to MK 172 million (4.7 percent of GDP) 
in 1988/89, on account of higher cofinancing inflows associated with 
World Bank program lending operations. A/ On the financing side, net 
foreign financing will increase from MK 98 million to MK 141 mil- 
lion, again owing primarily to larger World Bank program loan disburse- 
ments. l/ The deficit target, 
financing inflows, 

after taking account of estimated foreign 
thus provides for a net reduction of MK 16 million in 

the outstanding stock of bank credit to the Government (compared with an 
increase of MK 46 million in 1987/88), which will facilitate adequate 
provision of credit to private sector productive activities; the deficit 
target also provides for a slight reduction in the outstanding stock of 
nonbank credit to the Government. 2/ 

Revenues are projected to rise by 19.4 percent to MK 686 million, 
with the revenue to GDP ratio remaining at 18.9 percent. This increase 

A/ These inflows include disbursements delayed from 1987/88, and new 
commitments associated with the World Bank's Industrial and Trade Policy 
Adjustment Credit expected to be approved by mid-June 1988. 

I 

0 

2/ The budget provides for the full amount of debt service falling 
due, and the kwacha counterpart of payments subject to rescheduling will 
be held in a blocked account at the Reserve Bank. 
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includes the net revenue effect, through the expansion of the tax base, 
the increase of some tax rates and the improvement of revenue cashflow, 
of the first stage of tax reform amounting to MK 14 million, and 
MK 16 million in additional revenues from higher business and motor 
vehicle license fees. Combined, the additional revenues are equivalent 
to 0.8 percent of GDP. The tax reform measures introduced in the 
1988/89 budget represent a major first phase in the Government's overall 
tax reform program. Except where noted, the following measures were 
introduced on April 1, 1988. There were three measures to broaden the 
effective tax base or increase rates for indirect taxes. First, excise 
tax rates are being converted from a specific to an ad valorem basis, 
with some increase in effective tax rates, yielding an estimated 
MK 2.6 million in 1988/89. Second, the domestic surtax base has been 
expanded, yielding MK 2.0 million in 1988/89. Third, effective 
October 1, 1988, the luxury tax is to be moved from an import to a 
consumption basis (covering both imports and domestically produced 
goods), yielding MK 0.4 million in 1988/89. 

In order to enhance allocative efficiency and improve incentives 
for efficient export and import-substitution production, the following 
actions were included in the budget. A tax allowance for export 
earnings and a more effective duty drawback system have been introduced 
at an estimated cost of MK 5.0 million in forgone revenues in 1988/89. 
A new surtax credit system that would exempt producers from payment of 
surtax on inputs is to be introduced October 1, 1988, involving a 
revenue loss of MK 2.0 million in 1988/89. With a view to promoting 
efficient investment, the Government has introduced a'40 percent 
expensing provision to replace the existing initial and investment 
allowance, l/ for a revenue loss of MK 1 million in 1988/89. Finally, 
actions to strengthen and simplify tax administration have been taken. 
A four-year phase-in of a current payments system for company taxes is 
being implemented, with a revenue yield of MK 14.0 million in 1988/89. 
In addition, the import levy and duty have been merged, resulting in an 
increase in surtax revenues from imports of MK 3 million in 1988/89. 

In order to achieve the program's deficit target without increasing 
the tax burden on the modern productive sector, the burden of adjustment 
will fall on expenditures. During the discussions, the authorities 
recognized both the need for this policy stance, and the difficult 
choices it entailed. For 1988/89, total outlays are budgeted to rise by 
11 percent to MK 982 million, or 27 percent of GDP, compared with 
29.1 percent of GDP in 1987/f% Current expenditures are budgeted to 
increase by 7.6 percent to MK 706 million, which implies a significant 
reduction'in real terms over 1987/88 in both wage and nonwage outlays. 

l/ Eligibility for the investment allowance was based on asset 
ownership, and was largely restricted to the manufacturing sector. 
Eligibility for the initial allowance was based on asset type. The 
expensing provision will initially only apply to manufacturing; 
extension to other sectors is to be reviewed at a subsequent date. 
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The wage bill is budgeted to rise by only 5.8 percent, reflecting no 
increase in government wage rates and no net increase in civil service 
employment. While a significant general increase in wages and salaries 
was granted in 1986/87, real wages are lower than they were in 1980. 
Other nonwage recurrent expenditures (excluding interest) are budgeted 
to rise by 13.2 percent to MK 368 million, and include provision for 
recurrent costs associated with the Government's efforts to reopen the 
Nacala rail line. 

Development expenditures, which are largely foreign financed on 
concessional terms, are budgeted to rise 30 percent to MK 270 million. 
Expenditure priorities in 1988/89 have been reviewed with the World Bank 
in the context of a rolling three-year public sector investment program 
(PSIP). For 1988/89 both the PSIP and the development budget have been 
limited to ongoing projects, with the exception of certain health and 
education projects and the Northern Corridor transport project. Ini- 
tiation of,these latter projects reflects the increased emphasis that is 
to be given by the Government to these sectors in the medium term to 
improve growth performance and Malawi's external transport routes. 
Moreover, on June 22-23, 1988 the Government will be presenting its 
recently completed Statement of Development Policies for the decade 
1987-96 to Malawi's Consultative Group to seek financing of priority 
expenditures encompassed in the PSIP. 

The 1988/89 budget also includes a provision of MK 5 million for 
any net expenditures incurred for the purchase, transportation, or 
distribution of emergency maize imports. l/ In view of the continued 
food shortages that are expected for 1988789, the Government will not be 
able to rebuild its strategic grain reserve, and no budgetary costs are 
expected on this account. In the event that any such costs emerge, 
offsetting adjustments to other expenditures would be made to ensure 
attainment of the program's fiscal objectives. The 1988/89 budget also 
includes an amount of MK 8 million, slightly above the level incurred in 
1987/88, to cover the cost of the subsidy for smallholder fertilizer 
purchases during 1987/88. 

In order to maximize the benefit of budget outlays within the tight 
expenditure constraint, the Government is taking measures to ensure that 
the composition of expenditures will better reflect its priorities. The 
reform of the budgetary process will be continued, and the authorities 
are cooperating closely with the World Bank in this area: in i988/89 
the three-year forward budget will be activated and strengthened; an 
implementation schedule of institutional measures to strengthen the 
budgetary process will be agreed with the World Bank by December 1988; 
and the Government will be reviewing the findings of a public expen- 
diture review being carried out with the support of the World Bank. In 

l/ The amount of MK 5 million is net of receipts from donor reim- 
bursements during 1988/89 for similar outlays incurred by the budget 
during the latter part of 1987/88. 
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this context, the Government is also seeking ways to safeguard critical 
social outlays. The improvements in expenditure controls and monitoring 
introduced in 1987 are being rigorously pursued and supplemented. To 
further facilitate control of expenditures and attainment of the fiscal 
targets for 1988189, quarterly indicative targets for government 
expenditures and for the overall budget deficit have been established 
(Table 10). 

2. External sector policies 

As noted in the context of the three-year program, the authorities 
are committed to the phased liberalization of existing restrictions on 
the approval and the availability of foreign exchange for private sector 
imports, while moving toward balance of payments viability in the medium 
term. The authorities have taken several exchange rate actions in the 
last few years, most recently in January 1988, and intend to continue to 
pursue an appropriate exchange rate policy to at least maintain external 
competitiveness and support the liberalization of the import approval 
system (see Chart). With a view to achieving an adequate level of 
official reserves, indicative maximum levels for the net foreign liabi- 
lities of the monetary authorities have been established for policy 
evaluation purposes : SDR 81 million at end-June 1988, SDR 62 million at 
end-September 1988, SDR 73 million at end-December 1988, and 
SDR 77 million at end-March 1989. 

A second stage in the liberalization of existing restrictions on 
the approval of foreign exchange applications for private sector imports 
will be introduced no later than end-July 1988, with liberalization 
extended to a further 50 percent of imports of spare parts and raw 
materials (excluding petroleum); as a result; 75 percent of all such 
imports will be liberalized. A number of intermediate finished goods, 
which have benefited from much-higher-than-average levels of effective 
protection because of the foreign exchange restrictions, will also be 
liberalized. All of these goods are and will continue to be imported 
under open general licensing arrangements. The timing and scope of 
liberalization of the exchange system will be reviewed periodically with 
the aim of complete liberalization by March 1990. 

In addition to exchange rate policy and liberalization, a package 
of measures is being implemented to improve export competitiveness and 
to develop nontraditional exports. A number of export incentives have 
been granted in the 1988189 budget (as noted in Section IV.11 including 
a more effective export duty drawback system. A foreign exchange 
revolving fund is to be set up with external support, for exporters’ 
requirements of imported inputs. This is intended as an interim measure 
and will be eliminated by the time of completion of the import liberal- 
ization program in March 1990. Furthermore, the capabilities of the 
Malawi Export Promotion Council are to be strengthened. Export licens- 
ing requirements --which apply to only 22 goods, largely of agricultural 
origin in the interests of food security and environmental protection-- 
are limited in number and are to be reduced beginning in June 1988. ’ 
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Table IO. Malawi: Indicative Targets for the Central 
Governmnt's Expenditures and Overall Budget Deficit, l988/89 

(In tillions of Malawi lwacha) 

Wage bill Other current l/ Total 2/ Overall 3/ 
expenditure - expendit%e deficit- 

April l-June30, I988 41.3 117.1 212.3 -78.0 

April l-September 30, 1988 82.6 211.3 437.8 -141.6 

April l-Decenber 31, 1988 123.9 296.6 712.4 -236.6 

April 1, H&March 31, 1989 165.2 368.0 981.5 -295.6 

Source: Memoranda on Economic and Financial Policies of the Governmnt of the Republic 
of Malawi. for the period April 1, l988-March 31, 1991. 

g BAdiog debt service payumts and including special expenditures. 
21 Including interest paymnts, and extrabudgetary expenditures. 
?;! Before grants, defined from the financing side. - 
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In 1988, export proceeds are projected to fall, owing to a 5 per- 
cent decline in volume stemming largely from the adverse impact of the 
delayed rainfalls in late 1987 on tobacco output. In line with the 
import liberalization program, import volume (excluding emergency maize 
imports) is projected to rise by 5 percent. After five consecutive 
years of decline, the terms of trade are expected to improve slightly. 
After taking into account higher service payments and lower private 
transfers, the current account (excluding official transfers) is pro- 
jected to widen to SDR 75 million or 7.3 percent of GDP. Net long-term 
capital inflows are'projected to reach SDR 78 million, about the same as 
in 1987 but with a larger share in the form of official grants. Of this 
amount, inflows associated with World Bank adjustment lending account 
for SDR 48 million, including SDR 28 million of loan and grant dis- 
bursements from IDA-and bilateral donors under the World Bank Industrial 
and Trade Policy Adjustment Credit. As a result of these capital 
inflows, an overall balance of payments surplus of SDR 6 million is 
projected for 1988. 

After taking into.account the first purchase under the stand-by 
arrangement, disbursements under the proposed ESAF arrangements, 
repurchases to the Fund, the reduction of arrears, estimated debt 
relief, and other liabilities , gross international reserves are 
programmed to increase from SDR 34 million (equivalent to 8 weeks of 
imports) at end-1987 to SDR 52 million (equivalent to 11 weeks of 
imports) by end-1988. Arrears on debt service payments are expected to 
be eliminated in the context of the rescheduling agreements'with London 

1 and Paris Club creditors in April 1988. l-1 These reschedulings are 
expected to provide debt relief in 1988 amounting to SDR 39.7 million, 
and SDR 8.1 million in 1989. Pending the completion of the related 
bilateral rescheduling, the exchange restrictions arising from the 
arrears on debt service payments are subject to approval under 
Article VIII; when approving the stand-by arrangement on March 2, 1988, 
the Executive Board approved the retention of these restrictions by 
Malawi until December 31, 1988. As noted earlier, other external pay- 
ments arrears were eliminated in January 1988. No new external payments 
arrears will be allowed to arise during the program period. The pro- 
jected debt relief for 1988 is expected to reduce the debt service ratio 
from 48 percent to 36.8 percent. Consistent with the program's medium- 

l/ For details of the Paris Club rescheduling, see SM/88/119, 
(5727188). In summary, all arrears and all obligations falling due 
during the period April 1, 1988-May 31, 1989 with the exception of 
interest payments on previously rescheduled debt were rescheduled for 
20 years with 10 years of grace. This is expected to provide debt 
relief of SDR 34 million. London Club creditors rescheduled the 
outstanding stock of debt of about SDR 23.8 million as of August 21, 
1987, over 8 years, commencing March 31, 1988 including 4 years of 
grace, with an interest rate of 1 l/4 percent above LIBOR and with a 
restructuring fee of l/2 percent. The rescheduled amounts would have 
fallen due during the period April 1988-August 1989. 
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term objective a cautious policy for external borrowing will be 
pursued. The program includes, as performance criteria, Limits on 
external borrowing of up to 12 years' maturity, as specified in 
Table 11. Furthermore, the Government does not intend to seek further 
debt rescheduling from Paris and London Club creditors. 

3. Monetary and credit policies 

The program's monetary targets, ceilings and policies for 1988189 
are consistent with its overall objectives. Net domestic assets of the 
banking system are projected to decl.ine in 1988/89 by an amount equiva- 
lent to 7.1 percent of beginning per,iod broad money stock, and domestic 
credit is projected to increase by an amount equivalent to 8.9 percent 
of beginning period broad money stock. These targets represent a 
reduction in the expansion of net domestic assets and domestic credit 
compared with that envisaged under the original stand-by program. This 
reflects a shift from an expansion in net credit to Government during 
1988/89 to net repayment by the Government to the domestic banking 
system; net credit to the Government is programmed to fall by MK 16 mil- 
lion (3.1 percent of beginning period money stock) during 1988/89, 
whereas under the original program, net credit to Government was to 
increase by MK 60 million (10.5 percent of beginning period money 
stock). The original program targets for net credit to statutory bodies 
remain unchanged, although these now imply a sharper rise in this aggre- 
gate during 1988189 than previously anticipated; this rise reflects a 
much-higher-than-originally expected Level of deposits of the Fertilizer 
Revolving Fund at end-March 1988, which is expected to decrease during 
the year. For credit to the private sector, an increase of 17.4 percent 
in 1988189 is projected. Credit expansion during the period March- 
September 1988 is expected to be greater than previously envisaged, 
reflecting higher seasonal credit demands to finance tobacco purchases 
on the domestic auction floors. Taking account of the projected balance 
of payments surplus, and debt relief granted, the program provides for 
growth in broad money of 4.3 percent in 1988/89, which is estimated to 
be consistent with the objective of reducing the rate of inflation and 
adequate in light of the excess liquidity at the beginning of the 
year. During 1988189, the money supply is projected to show a strong 
seasonal pattern, principally reflecting the timing of domestic agri- 
cultural produce purchases and export proceeds, as well as large 
projected program adjustment lending and cofinancing inflows. 

As noted in Section V below, quarterly targets on the net domestic 
assets of the banking system, on net credit to Government, and on net 
credit to statutory bodies will constitute performance criteria. The 
targets on net domestic assets and on net credit to Government woulh be 
automatically adjusted downward should specified external cash loans and 
grants exceed programmed amounts. _ l/ The target on net credit to 

l/ In contrast, there is no automatic upward adjustment of these 
targets in the event of a shortfall in the specified external cash 
loans. 
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Government would also be adjusted downward should there be a shortfall 
in government payments into the blocked account for debt service at the 
Reserve Bank. 

With respect to interest rate policy, as noted earlier, in July 
1987 commercial bank lending rates were deregulated, and, following an 
increase in controlled deposit rates of 3 percentage points, the banks 
raised their base lending rates by 4 percentage points. l/ Since then, 
largely reflecting the low level of domestic activity, private sector 
demand for credit (abstracting from seasonal patterns) has remained low, 
and the commercial banks continued to have substantial excess liquidity, 
mainly held on deposit at the Reserve Bank. With the objective of 
eliminating these imbalances in the credit markets, the Reserve Bank 
removed all remaining controls on the interest rate structure of com- 
mercial banks on April 11, 1988, to facilitate the emergence of a 
market-clearing level of interest rates. Immediately following this 
action, commercial banks reduced their deposit rates and base lending 
rate by 3 percentage points. As a result, commercial banks’ lending 
rates are presently 20-23 percent for most borrowers, and the 12-month 
fixed deposit rate is 13.25 percent. On the basis of the average 
inflation rate target for 1988 (20 percent) the lending rates are barely 
positive, and the deposit rates are negative. However, by end-1988, the 
12-month inflation rate implied by the inflation target would be below 
20 percent. The demand for private sector credit is expected ,to 
increase in line with seasonal agricultural needs, the import liberali- 
zation program, and the projected recovery in productive activity. The 
Reserve Bank will carefully monitor developments with a view to ensuring 
that interest rates rise toward positive levels in real terms as the 
recovery in private sector credit takes place, and that the program’s 
external and inflation objectives are not jeopardized. The Reserve Bank 
recognizes that with the complete deregulation of interest rates, the 
effectiveness and responsiveness of its policies with respect to credit 
and monetary control should be reviewed, and changed where appro- 
priate. Thus, with the assistance of the Fund’s Central Banking 
Department, the Reserve Bank will complete a study of its monetary 
policy instruments by September 1988, with a view to introducing an 
enhanced system of monetary and credit control by the end of the year. 
In the interim, existing instruments will be administered to ensure 
attainment of the program’s objectives. . II 

The financial system in Malawi comprises the Reserve Bank, two l*e 
commercial banks, 2/ a Post Office Savings Bank (POSB), a building 
society, an industTia1 development bank , and a number of insurance 
companies. At present, the commercial banks, POSB, and the building 

l/ As a result of the increase, the 12-month deposit rate became . 
17-percent, __ and commercial bank base Lending rates rose to 20 percent :. 
(the maximum lending rates were about 26 percent). I 

21 The Government has a 20 percent shareholding in one of the 
commercial banks. 

‘. 
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society effectively compete for private deposits, but each serves a 
distinct clientele in its lending operations. In,the period ahead, the 
Reserve Bank intends, with Fund technical assistance, to develop its 
supervisory capabilities over these institutions, and promote an 
integrated financial system. 

4. Statutory bodies 

Improvement in the performance of the parastatals, particularly 
ADMARC, is an important part of the program for 1988/89. Measures are 
being implemented to achieve an improved financial outturn as well as to 
make up for the shortfall from the anticipated outturn for 1987188, 
particularly that for ADMARC. No transfers from the central government 
budget to statutory bodies are envisaged under the program,for 
1988189. To achieve this improvement, management reform is being con- . 
tinued, several price and ta’riff increases have been implemented, and 
wage bills will be contained through tight control of net employment and 
no increase in general wage rates. At the same time, the Department of 
Statutory Bodies (DSB) is improving its monitoring and surveillance 
functions; the recommendations of a recently completed study assisted by 
the United Nations Development program (UNDP) are to be largely imple- 
mented during 1988189 with a view to enhancing the DSB’s performance 
monitoring, evaluation, and control capabilities. 

As for the financial targets for the parastatal sector, the ten 
major parastatals, including ADMARC, are projected to achieve a combined 
profit of MK 24.8 million in 1988189, compared with,a loss of 
MK 6.3 million in 1987. As described earlier, the major shortfall in 
1987188, other than ADMARC, was experienced by Malawi Railways, and in 
response, tariffs have been increased by 25 percent (10 percentage 
points more than initially proposed), and other actions have been taken 
to cut costs and raise revenues to prevent a shortfall from its budgeted 
profit target for 1988189. 

With respect. to ADMARC, a number of actions are being taken which, 
with the full-year effect of the cost-cutting measures taken during 
1987188, will allow for a significant improvement in ADMARC’s financial 
performance. In particular, the original target will be met for 
ADMARC’s outstanding commercial bank overdraft at end-March 1989 
envisaged under the stand-by arrangement, notwithstanding the higher- 
than-anticipated level of the overdraft at end-March 1988. Negotiations 
with cotton ginning companies to reduce ADMARC’s role in cotton mar- 
keting are in their final stages. Effective this season, raw cotton 
bought by ADMARC will be sold ex-depot. This will terminate ADMARC’s, 
involvement in subsequent marketing operations and will eliminate 
grading and ginning charges and reduce cotton transport, costs by 50 per- 
cent. In recent years, these operations have resulted in net losses, 
partly reflecting market conditions. ADMARC is also to intr0duc.e this 
season a similar arrangement for the marketing of.the rice crop. 
Another major change relates to groundnuts. 
buying season, 

Commencing with..the 1988189 
an additional intermediate grade of groundnuts is to be’ 
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introduced, which, in combination with stricter grading practices, will 
effectively reduce the producer price by 13 percent for some 85 percent 
of groundnut purchases. In addition, efforts are being made to speed up 
the pace of sales in 1988189 under ADMARC's asset divestiture program. 
Some 12 companies and estates, 
to be feasible, 

for which sale during 1988/89 is thought 
have been targeted; * 

been identified. However, 
in some cases, potential buyers have 

the timing and size of receipts will be 
sensitive to the course of negotiations and sales terms. The program's 
financial targets for ADMARC have been formulated with cautious 
assumptions concerning divestiture receipts. 

ADMARC is also undertaking further actions to reduce its direct 
selling and. administrative costsand to recoup some debts owed to it to 
improve its cash flow and thereby contain its bank overdraft interest 
charges. For 1988189, ADMARC's net operating profit on cropitrading 
accounts is targeted at MK 6.1 million, as against a profit of 
MK 4.4 million originally anticipated in the program, and a loss of 
MK 1.6 million in 1987/88. The net profit/loss after interest and 
depreciation is targeted at a profit of MK 2 million, compared with a 
loss of MK 2.3 million originally envisaged under the program,,and a 
loss of MK 9.4 million in 1987/88. This reflects a reduction in bank 
interest charges and capital gains realized on asset sales. After 
taking account of other operations, including the repayment of the debts 
owed to ADMARC which were accumulated during 1987188, ADMARC's budget 
provides for a reduction in its commercial bank overdraft at end-1988189 
to MK.6.8 million, compared with MK 22 million at end-1987/88; this 
targeted.improvement is sensitive to the size and pace of divestment 
receipts. In addition, ADMARC's budget provides for the timely payment 
of obligations falling due to the Government and the Reserve Bank. 

5. Agriculture 

Appropriate producer price incentives and other complementary 
supply-oriented policies will play major roles in promoting growth and 
diversification in this sector. In the estate sector (comprising 
primarily tobacco, sugar, and tea), which accounts for most exports, 
producers face,market-determined prices for both their output and 
inputs. In the smaLlhoLder sector, administered prices apply through 
ADMARC's purchases; the main export crops are tobacco and groundnuts. 
However, private sector traders, whose participation has been encouraged 
since 1987188, are free to offer higher prices, and mea&res to further 
reduce ADMARC's.monopsonistic role are being undertaken during 
1988189. Producer prices for the current season--purchases are made ,' 
Largely between April and September --.were announced in August 1987, 
prior to the planting season. The World Bank and the Fund will be 
consulted on the price proposals for the 1988189 growing/buying season 
prior to their announcement at end-August 1988. These prices will be 
guided by world' price expectations, input prices, and the Level of 
domestic supply. The .Latter factor will be important with regard to 
maize, the major domestic .food crop ; current crop estimates for 1988 
indicate a continued shortfall in domestic production for which inter- 
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national donor assistance is,being sought. l/ Over the last year, maize 
producer prices have'been increased by'36 percent, and ADMARC's selling 
price of maize-- a major determinant of*the consumer price--by 
48 percent. 

In view of their con,cerns about the Level of maize production, the 
authorities plan to continue the subsidy for fertilizer (which is 
limited to smallholders) in order to encourage planting of higher- 
yielding maize varieties. Smallholder fertilizer prices for the 1988189 
growing season will- be,announced at end-August 1988. However, the 
Government will reach understandings with the Fund and the World Bank by 
March 1989 on a program for the removal of the subsidy. Meanwhile, the 
budgetary costs will be Limited to a level consistent with the program's 
fiscal objectives. Also,.the enhanced utilization of fertilizer is 
being promoted through other means including improved access to credit 
and smaller packages. The completion of the study on ADMARC's current 
and future functions and their costs, and the formulation of a program 
by March 1989 for the removal of the fertilizer subsidy, will provide an 
opportunity to carefully review any price changes for smallholder inputs 
and output and ADMARC's domestic sales that may be necessary to promote 
efficient growth in the agricultural sector and ADMARC's financial 
viability by 1990/91. 

v. Performance Criteria, Benchmarks, and Reviews 

The following quantitative performance criteria will apply for the 
stand-by arrangement for end-September 1988 and end-December 1988 and 
for end-March 1989 (Table 11): (a) Limits on the net domestic asset.slof 
the banking system; (b) 1 imits on net claims on Government by the 
banking system; (c) 1 imits on net claims on statutory bodies by.the 
banking system; (d) limits on new nonconcessional external ,loans con- 
tracted or guaranteed by the Government and other public sector insti- 
tutions; and (e) limits on the net increase in short-term external debt 
of Less than one year maturity contracted or guaranteed by the Govern-, 
ment and other public sector institutions. The performance criteria 
under the stand-by arrangement also include the usual clause regarding 
the exchange and payments system. There will also be a secon,d review. 
under the stand-by arrangement with the Fund to be completed by end- 
December 1988, which shall cons,titute a performance criterion. 

The quantitative performance criteria for end-September 1988 under 
the stand-by arrangement shall consti,tute the semi-annual quantitative 
performance criteria for the first ann,ual.arrangement under the ESAF. A 
midyear review with the Fund to be,c'ompLeted by end-December 1988, as 
well as the usual clause regardi,ng the exchange and payments system, 
shall also consti-tu!e, performance.criteria under'the first annual ' 

l/ This shortage will in’ 'pr&tjce,emerge during September 1988-March, 
1939, after the harvesting season. .' 
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Table Il. Malawi: ‘Quantitative Performance Criteria for 
the Stand-~ Arrangemmt, W/89 

March 
Program 

I989 
March June’ Sept. Dec. March 
Actual 

Net dolleatic assets of the bmking 
system 

Net claim on the Government 
by the banking system 1/ 

Net claim on the Statutory Bodies 
by the banking system 

External paynkznts arrears 

New no~ncessional loans 
contracted or guaranteed by the 
Covermmt and other public sector 
in9titution!3 (cudative) of l-12 
years’ maturity z/ 

of which: l-5 years 

Net increase in short-term external 
debt contracted or guaranteed by 
the Goverment and other public 
sector institutions of less than 
one year maturity~/ 

632.5 584.9 692.7 . 624.5 589.8 

5c8.9 477.6 528.3. 468.1 479.5 

40.8 

5.02 

20.0 
(-1 

- 

23.7 61.1 84.9 69.1 

(In ndllions of SDRs; end of period) 

-g - - - 

- 20.6 2Oo;O 20.0 
(--> t-1 t-1 (--> 

(In millions of Malawi lacacha) 

548.3 _ 

461.7 

43.7 

- 

20.0 
C-1 

Source: Memrandum on Economic and Financial Policies of the Covermmt of ‘the Republic of Malawi for 
the period April 1, l988-March 31, 1991. 

l/ These levels wnild be adjusted damward by any shortfall in payntsnts into the Reserve Bank blocked 
a&mt for Govemomt debt service paynvznts; and’ by the amunt that disbursements of specified external 
cash loans and grants exceed M( 67.7 million during December 31, l.987-June 30, 1988, K 115.2 million 
during I&ember 31, 1987~September 30, 1988, M< 164.2 million during December 31, 1987-December 31, 1988, 
and M 214.6 million during December 31, l987+kch 31, 1989. 

21 Excludes arrears on debt service for which a request had been made to Paris and Iondon Club 
crehitors for rescheduling. These debt service arrears were eliminated under the program by end-&y 
1988, through cash paymets or through rescheduling. 

31 Excludes any debts related to debt rescheduling with Paris and Imdon Club creditors. 
Z/ Excludes short-term trade fimnce. - 
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arrangement. Quantitative benchmarks have been established for 
end-March 1989, the end of the first annual,,program under the ESAF; 
these benchmark~'~shaL'be'used as'a ckear-cut base for monitoring 
performance, and for formulating the program for the succeeding year, as 
well as for,assessing the adequacy of measures to be included in the 
program. ADMABC's net profit after interest and depreciation for 
1988189 shall constitute a quantitative benchmark under the first annual 
arrangement. Performance criteria and quantitative benchmarks are set 
forth in Tables.11 and,l2. The following shall be structural benchmarks 
(Table 13): (i) the implementation of the second stage of import Liber- 
alization by end-July 1988; (ii) the review of smallholder agricultural 
producer prices with the World Bank and Fund prior to their announcement 
in August 1988; (iii) the introduction of a more appropriate system of 
monetary and credit control by December 1988 ; and (iv) the completion of 
the study of the financial costs of ADMARC's current functions and of 
market stabilization by March 1989. $ 

The second review under the stand-by arrangement and the midyear 
review under the ESAF will focus on: exchange rate policy, taking into 
account changes in external competitiveness and developments regarding 
the net foreign Liabilities of the monetary authorities compared with 
the indicative targets described in Section IV.2; monetary and credit 
control; import Liberalization; progress in the study of ADMARC's 
functions and their c'osts; the timetable for the elimination of the 
fertilizer subsidy; and developments with respect to prospective 
external inflows. 

VI. Staff Appraisal I . 
. 

For a long period‘until the end of the 197Os, Malawi succeeded in 
achieving high rates of growth in the context of an economic system 
characterized by outward-looking, liberal economic policies.. Demand 
management was cautious , and the authorities emphasized development of 
the agricultural sector, in the absence of sizable mineral resources. 

Since the late 197Os, a number of external circumstances have put 
severe strains on the economy. Increases in world oil prices in 1979, 
high international interest rates in 1981-82, and the rupture of tra- 
ditional trade routes to Mozambique's ocean ports adversely affected the 
external accounts. Unfavorable weather conditions in 1980-81 and in 
1985-86 reduced production. Since 1986, there has been a-steadily 
increasing number of refugees from neighboring Mozambique. These 
developments have resulted in uneven growth performance in recent years 
and stretched the ability of the authorities to adjust. In 1985/86 and 

.1986/87, the budget deficit increased considerably, there were problems 
in the financial performance of the main parastatal (the Agricultural 
Development 'and Marketing Corporation-- ADMARC), 
developments were such that, 

and balance of payments 
from:late 1986,'trade payments arrears were 

accumulated, and the authorities.1ntrod.uce.d controls on the approval and 
availability of foreign exchange for private sector.import payments, In .‘ 
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Table 12. Malawi: Quantitative Performance Criteria and .~erachnarhs 
UndertheEnknced Structural Mjuatmnt Facility, l988/89 

I988 I.989 . 
March June Septesber Ikcenber 

(base data) Benchsark Performance Benchmrks ikEELs 

Perfonmnce criteria and 
quantitative ber&narks 

oil m.lllions of Malawi kwxhs) 

Net dorsestic assets of the banking 
sys ten 584.9 692.7 624.5 589.8 

Net ckdm on the Govenmmt 
bytl-‘ebarkingsYaten1/ 477.6 528.3 468.1 479.5 

Net clsh on the Stahixy lbdies 
by the barking system 23.7 . 61.1 84.9 69.1 

(In mUlions of SlRs; end of period). 

Extema.l payments arrears 21 - - - 
- v_ 

New nammceasional loam 
contracted or guaranteed by the 
Cb-t and other public sector 
institutions (cunAative) of l-12 
years’ maturity 21 . . . 

of which: 1-5 years ’ (.**I 
20.0 

t-1 
20.0 20.0 

C-1 (7-j 

548.3 

461.7 

43.7 

- 

20.0 
c-1 

Net increase in short-term external 
debt contracted or guaranteed by 
the Covemuent and other public 
sector institutions of less than 
one year maturity 21 . . . 

Quantitative benchlmrka 

AIMARC’s net profit after, 
deprecation and interest -2.3 . . . . . . . . . 

- - - 

(In nLllions of Malawi kwacha) 

. 

- 

2.0 

Source: Meporandun on Fconcmdc and Financial Policies of the Covernwnt of the Republic of Malawi for 
the period April 1, EM-March 31, 1991. 

l/ l’beae levels wild be adjusted d acllrward by any shortfall in payments into the Reserve Bank blocked 
ac%mt for Covennnent debt service payments; and by the anwnt that diskursmrents of specified external 
cash loans and grants emceed t# 67.7 million during December 31, l987-June 30, 1988, M l15.2 million 
during December 31, 1987~September 30, 1988, MC 164.2 million during Decenbkr 31, 1987-lkcenk 31, 1988, 
and M 214.6 million during Decwber 31, l987i&h 31, 1989. 

2/ Fxcludes arrmrs on debt service for which a request had been trade to Paris and london Club 
c&i.itors for rescheduling. These debt service arrears were eliminated under the program by end-t&y 
1988, through cash payvrtets or through rescheduling. 

31 Excludes any debts related to debt rescheduling with Paris and London Club creditors. 
z/ Excludes short-term trade finance. 
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Table 13. Malawi: Structural Benchmarks Under the Enhanced 
Structural Adjustment Facility, 1988/89 

Actions Timing 

1. Implementation of the second stage of By end-July 1988 
import liberalisation, with liberalisation 
extended to a further 50 percent of 
importsof spare parts and raw materials 
(excluding petroleum), and a number of 
intermediate finished 'goods 

2. Review of smallholder agricultural producer Prior to announcement of 
prices with the World Bank and the Fund prices in August 1988 

3. Introduction of a system of monetary and By December 1988 
credit control more appropriate to an 
environment of deregulated interest rates 

4. Completion of the study of the financial By March 1989 
costs of ADMARC's current functions and of 
market stabilization 

Source: Memorandum on Economic and Financial Policies of the Government of the 
Republic of Malawi for the period April 1, 1988-March 31, 1991. 

,, 
0 . , 
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August 1987, the authorities suspended debt service to official credi- 
tors and .principal payments to commercial bank credi+tors, pending, 
agreements on their rescheduling., * ; 

Beginning in July 1987, the authorities took a number of measures 
to arrest the deterioration in the fiscal position and to itabilize the 
economic situation. A number of new revenue measures were imple- 
mented. The expenditure control system was considerably strengthened 
through the introduction of regular meetings of all 'ministerial finance 
control officers, and the centralization of all.ministerial accounts in 
the Reserve Bank. The price of .petroleum products was increased,.and 
interest rates were raised. These measures had the effect of checking 
the deterioration in the budgetary situation. With continued effective 
control of budget expenditures, the budget deficit (before grants) for 
1987188 was reduced to 10.2 percent of GDP, compared with.,a target of 
10.7 percent of GDP and an outcome of 12.4 percent of GDP in 1986187. 

'In January 1988, .the authorities adopted a'program that is sup- 
ported by the stand-by arrangement approved by the Executive Board on 
March 2, 1988. The program was intended to,he part of a medium-term 
structural adjustment effort for which Malawi is now-,seeking,arrange- 
ments under the ESAF. In January,. the authorities.devalued their 
currency by 15 percent in foreign currency terms. In February, the 
authorities liberalized.import payments for.one fourth,of..imports of raw 
material and spare parts. In April., 
1988189 budget, 

the authorities .introdpced the 
which provides for a further reduction in the fiscal 

deficit (before grants) to 8.1 percent of GDP, mainly through restraint 
on expenditures. The budget includes revenue measures to make the tax, 
system more efficient, expand the tax base, and increase some tax 
rates. In April, the authorities deregulated bank deposit interest 
rates; as lending rates had already been deregulated in 1987, all 
interest rates are now freely determined by banks in the light of 
financial conditions. Through a reduction in the average effective 
producer price of groundnuts, and administrative improvements in ADMARC 
as well as similar actions in other parastatals, the authorities have 
already implemented measures to improve parastatal financial performance 
in 1988/89. In January 1988, the authorities eliminated all trade- 
related arrears, ahead of the programmed timetable. 

The sizable inflows of external assistance expected in 1988189 will 
for the most part be channeled to the private sector, to revive activity 
(which was stagnant in 1987/88), increase capacity utilization, promote 
diversification (including expansion of irrigated acreage, which will 
permit a broader export crop mix), and replenish stocks which had fallen 
to very low levels in 1987. The domestic counterpart of these inflows 
will be a substitute for, and not an addition to, normal financing of 
the budget deficit. As a result, the Government's net debit position 
with domestic banks is programmed to fall in 1988/89. In April, the 
authorities reached agreement with the Paris Club and with the Steering 
Committee of the London Club on the rescheduling of debt; the terms were 
consistent with staff projections. The authorities will need to 
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eliminate the existing arrears on debt service payments by end-December 
1988 by completing the pending bilateral rescheduling agreements with 
Paris Club and London Club creditors..i/ 

For the three-year structural adjustment program, the Government’s 
objectives are to increase the growth rate, reduce inflation, and 
improve the external and internal financial balances. Specific a:reas of 
structural adjustment include: fiscal reform, which entails a 
restructuring of the revenue and expenditure system while reducing the 
budget deficit to a level that can be sustainably financed by autonomous 
levels of concessional assistance; import liberalization, which will 
involve the complete elimination by March 1990 of all controls on the 
approval and availability of foreign exchange for import payments; 
financial sector reform, including the introduction of an enhanced 
system of monetary and credit control by end-1988; agricultural’sector 
reform, which will emphasize continued reform of ADMABC to make the 
institution financially self-sufficient and limit its purpose to a well- 
defined role in agricultural marketing ;’ qnd‘improvements of external 
transportation routes to offset the effect of the’closure of the 
traditional routes through Mozambique. 

The staff considers that the measures that the authorities have 
implemented since July 1987 deserve commendation and,that Malawi’s 
medium-term program is worthy of ,the support of the Fund under the 
ESAF. Malawi has since independence been committed to liberal economic 
policies, and the program-- together with the external assistance that 
Malawi is expected to receive ,during the next few years--will enable the 
authorities to re-establish financial balance, an economic system based 
on liberal policies, and opportunities for rapid economic growth. In 
the staff’s judgment, the program has no financing gaps and will lead to 
a viable balance of payments position at the end of the program 
period. Following the liberalization of the exchange system, the 
external current account deficit would be declining. With the ‘present 
borrowing policy to be pursued, the external debt service ratio would be 
decreasing noticeably. Moreover, Malawi’s foreign reserve position 
would be improving over the medium term, to provide for an adequate 
coverage of imports. 

Of importance in 1988189 will be the continued application of 
stringent control of government expenditures. Since the scope for 
revenue increases is limited, there is no alternative to strict expendi- 
ture control if the fiscal situation is to improve. In this connection, 
the authorities have taken further steps to define expenditure priori- 
ties through a public expenditure review, now in progress, and through 
an examination of development expenditures which was carried out as part 

11 When approving the stand-by arrangement on March 2, 1988, the 
Executive Board approved the retention of the exchange restrictions 
arising from these arrears on debt service payments by Malawi until 
December 31, 1988. 
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of the preparation of the ten-year development perspective for 1987-96 
(the Statement of Development Policies). H'owever, should there be 
slippages in attaining the fiscal deficit target, the authorities should 
consider implementing further measures, including new revenue measures. 

The rate of inflation, 14.7 percent in 1986 and 27 percent in 1987, 
continues to be a matter of concern. The target rate for 1988 (20 per- 
cent) is still high by historical standards. If the rate is to be 
reduced to 5 percent by the end of the' program'period, monetary policy 
will need to, be restrained on a continuing basis.' For 1988189, the 
programmed rate of monetary expansion is 4.3 percent, The sharp' 
deceleration from 1987188 (when the rate of expansion was 3D.3 percent) 
is feasible because of.the high Level of excess bank liquidity at the 
beginning of 1988189, and because of the programmed reduction in the' 
Government's net debit position with the banking system. .The program 
provides for a reasonable rate of credit increase to the' private sector; 
it is important for credit developments to be closely monitored, 
especially in the context of liberalized bank rates, and for the 
authorities to be prepared to use monetary policy instruments, 
especially statutory reserve requirements, to influence interest rates 
and credit developments if they believe that such developments may be 
inconsistent with the program's monetary objectives. 'In this. regard, it 
will be important for the authorities to press ahead with the intro- 
duction of an enhanced system of monetary and credit control. 

Another area that will require close attention is the performance 
of'ADMARC. The.authorities should be prepared to take additional 
measures (including, where appropriate, further changes in buying and' 
selling produce prices) should the plans for asset divestiture be 
substantially delayed. Delays in asset divestiture will af'fect the 
financial forecasts for ADMAEX. Steps should also be taken to ensure 
that progress toward profitability in each crop account is maintained; 
such progress may require politically difficult decisions on increasing 
producer prices or domestic selling prices, depending on food output and 
demand. ' 

The commitment of the authorities to liberalization of import 
payments i,s firm; by the end of July 1988, they would already have 
Liberalized 75 percent of private sector imports of raw materials and 
spare parts as'well as a number of intermediate finished goods. The 
staff welcomes the authorities' intention to liberalize import payments 
and the steps so far taken in this direction. The authorities should ' 
stand prepared to take appropriate actions, including further exchange 
rate changes if necessary, to ensure that the timetable for import 
Liberalization is maintained. 
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s ‘. ‘VII. Proposed Decision 

The following decision is proposed for adoption by the,Executive 

Board: ., :.* . 

:’ ’ . s 
Review Under Stand-By’Arrangement 

i 

1. Malawi has consulted with the Fund pursuant to paragraph 4 (b) of 

the stand-by arrangement for Malawi (EBS/88/25, Supplement 1, 2/g/88) 

and paragraph 24 of the letter dated February 2, 1988 from the Minister 

of Finance and the Governor of the Reserve Bank of Malawi, in order to 

review progress made under the stand-by arrangement and establish per- 

formance criteria for the remaining period of the stand-by arrangement. 

2. The letter dated May 27, 1988 from the Minister of Finance and the 

Governor of the Reserve Bank of Malawi shall be attached to the stand-by 

arrangement for Malawi, and the letter dated February 2, 1988 attached 

to the stand-by arrangement shall be read as supplemented by the letter 

of May 27, 1988 and its attached memorandum on economic and financial 

policies. 

3. Accordingly, the references in paragraphs 4(a) of the stand-by 

arrangement for Malawi to paragraph 24 of the letter dated February 2, 

1988 relating to net domestic assets of the banking system, net claims 

on the Government by the banking system, net claims on statutory bodies 

by the banking system, the limits on new nonconcessional external loans 

and on the net increase in short-term external debt contracted or gua- 

ranteed by the Government and other public sector institutions, shall 

comprehend references to paragraphs 32 and 33 and Annex II of the 



memorandum on economic and financial policieslattached to the letter of 

May 27, 1988. . : 

4. The Fund decides that the first review contemplated in para- 

graph 4(b) of the stand-by arrangement for Malawi is completed. 
, ,_ ,..I ‘. ?. _. . 

’ 4 .! .,I.) _’ 
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Lilongwe, May 27, 1988 - 

*Mr. Michel Camdessus . 
The Managing Director 
International Monetary.Fund 1 ' 
Washington, D..C. 20431. 

,,, . ' 
\ 

Dear Mr. Camdessus: 
. 

. 

1. On behalf of the Government of the Republic of Malawi, we are 
pleased to transmit herewith a Policy Framework Paper prepared in close 
collaboration with the staffs of the International Monetary Fund .and the 
World Bank, setting forth the Government's basic economic and financial' 
objectives for the period '1988/89-1990/91, and the macroeconomic 'and 
structural adjustment policies'designed to achieve them. We are 
forwarding today the same paper,to'the President of the World Bank. 

2. To facilitate a wider distribution of the Policy Framework Paper 
within the donor community, the Government of the Republic of Malawi 
authorizes you, at your discretion, to transmit the document to any 
international organization providing assistance to developing countries 
that requests it, for the exclusive use of that organization. 

3. The Memorandum on Economic and Financial Policies accompanying this 
letter, which is consistent with the Policy Framework Paper mentioned in 
Paragraph 1 above, describes the structural adjustment program that the 
Government of the Republic of Malawi intends to pursue during the period 
from April 1, 1988 to March 31, 1991. It also describes in detail the 

. . 
ObJeCtiVeS, policies, and measures for the first year of this period. 
In support of this program, Malawi hereby requests a three-year 
structural adjustment arrangement from the International Mone,tary 'Fund 
under the enhanced structural adjustment facility in an amount equiva- 
lent to SDR 55.8 million, or 150 percent of Malawi's quota, and the 
first annual arrangement thereunder. In view of our resource needs, we 
have also continued to seek and have received assurances of continued 
financial assistance from 
creditors. 

other major multilateral and bilateral 

4. In our letter to you of February 2, 1988, we described the economic 
policies being pursued by the Government that should make it possible to 
achieve the objectives of the adjustment program, covering the period 
January 1, 1988 to March 31, 1989, supported by the 15-month stand-by 
arrangement approved by the Fund's Executive Board on March 2, 1988. 
The final 12-month period of the program supported by the stand-by 
arrangement coincides with the first year of the three-year structural 
adjustment program referred to in Paragraph 3 above. In the context of 

e 
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our discussions with the Fund staff on the formulation of the structural 
adjustment program, a review of the program supported by the stand-by 
arrangement indicates that the program is on track. The performance 
criteria for end-March 1988 have all been met, the principal measures 
envisaged in the program have been implemented, and developments are 
satisfactory with respect to critical policy areas that were to be 
focused on during the first review of the arrangement, namely, the 
1988189 budget of the Central Government and of ADMARC; exchange rate 
policy; interest rate policy; further import liberalization; 
developments with respect to Malawi's request for debt rescheduling; 
developments with regard to domestic food supplies; and policies with 
respect to the fertilizer subsidy. At the same time, performance 
criteria were established for end-September and end-December 1988 and 
for end-March 1989. 

5. The Government believes that the measures described in the attached 
Memorandum on Economic an,d Financial Policies are adequate to achieve 
the objectives of the program, but it will take any further measures 
that may become appropriate. The Government will consult with the'Fund 
on the adoption of such measures as may be appropriate in accordance 
with the policies of the Fund on such consultations. In particular, the 
Government, will reach detailed understandings with the Fund on any 
further measures that may be needed, including the establishment of ' 
suitable performance criteria in the context of the second review of the 
stand-by arrangement to be completed by end-December 1988; and in the 
context of the semi-annual reviews of the three-year structural 
adjustment program as set forth in the attached Memorandum on Economic 
and Financial Policies. 

Yours sincerely, 

IS/ 

S. Chimwemwe Hara L.J.' Chimango; M.P. 
Governor Minister of Finance 
Reserve Bank of Malawi Government of Malawi 



L 45 - ATTACHMENT II 

Memorandum on Economic and Financial Policies 
of the Government of the Republic of Malawi' 
for the Period April 1, 1988-March 31, 1991 

1. Following a lengthy period of very favorable growth, Malawi's 
economic performance has progressively deteriorated since 1984, and 
substantial imbalances emerged, particularly in the external sector. 
These imbalances reflected,persistent adverse external factors,,mainly 
on account of prolonged regional political instability leading to the 
closure of our traditional transportation routes and adverse terms of 
trade, exacerbated by excess domestic demand pressures stemming largely 
from budgetary deficits of the Central Government and major statutory 
bodies. The deteriorating external outlook led, in 1986, to increasing 
delays in the extdrnalization of current payments by the.Reserve Bank of 
Malawi and the emergence of import payments arrears. Subsequently, 
administrative controls were introduced on the level and composition of 
Reserve Bank prior approvals of~foreign exchange for private sector 
imports, in contrast to our traditional reliance on liberal market-, 
oriented economic policies. 'During 1987 economic circumstances con- 
tinued to be difficult, with our traditional transportation routes 
remaining closed. In the latter part of the year, budgetary and 
external pressures were exacerbated by a large inflow of displaced 
persons from,a neighboring country combined with the emergence of a 
serious food shortage. During the year a number of actions were taken, 
in consultation with the staffs of the Fund and the World Bank, to 
address the deterioration in our domestic and external financial 
position. These actions included a number of measures to reduce the 
government budget deficit and to improve control over government expen- 
diture, a depreciation of the exchange rate, a tightening of credit 
policy combined with an increase in interest rates, and actions to 
improve the performance of the parastatal sector, particularly the 
Agricultural Development and Marketing Corporation (ADMARC). Toward the 
end of the ye'ar, the Government adopted a comprehensive adjustment 
program covering the 15-month period January 1, 1988-March 31, 1989. 

2. Our letter to you of February 2, 1988 detailed our econqmic 
adjustment program, in support of which we requested from the Fund a 
15-month stand-by arrangement in the amount equivalent to SDR 13.02 mil- 
lion, or 35 percent of Malawi's quota. Our request was approved by,the 
Fund's Executive Board on March 2', 1988. In introducing this program, 
supported by the stand-by arrangement, it was,recognized that the 
adjustment effort would need to be continued over the medium term and 
that Malawi would be submitting to the Fund a request for a three-year 
structural adjustment arrangement ,under the enhanced structural 
adjustment facility (ESAF) 'and the first annual arrangement there- 
under. The 15-month stand-by program should.therefore-be viewed as an 
initial stage toward achieving our medium-term objectives. 

3. Since the'introduction of the 15-month program supported by the 
stand-by arrangement, developments have been broadly as envisaged and 
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all of the program's end-March performance criteria have been 
observed. Revised estimates indicate that the performance of the real 
economy in 1987 was slightly better than previously estimated, with the 
decline in output being limited to 0.2 percent and the'increase in 
prices (as measured by the GDP deflator) to 25.4 percent; by comparison 
the program envisaged a decline in output of 0.4 percent and an increase 
in prices of 26.2 percent. With respect to the external sector, revised 
information available on the balance of payments outturn for 1987 indi- 
cates that the current account deficit (excluding official transfers but 
including emergency food grants) amounted to SDR 41.4 million (4.1 per- 
cent of GDP) compared with a deficit of SDR 37 million envisaged in the 
program. This reflected lower export receipts on account of a lower- 
than-anticipated volume of tobacco exports that were partly offset by 
higher receipts from nonfactor services. Capital inflows were slightly 
lower than envisaged and the overall balance of payments registered a 
surplus of SDR 44 million, compared with SDR 51.9 million previously 
estimated. The program provided for a reduction in import-related 
arrears from SDR 17.6 million at end-December.198.7 to SDR 5 million by 
end-March 1988. However, in view of the importance we,attach to 
restoring international confidence in Malawi and re-establishing normal 
commercial relations with our trading partners, these payment arrears 
were fully eliminated in January 1988. 

4. The outturn in the central government budget was somewhat more 
favorable than anticipated, with the deficit (before grants) for 1987188 
(April-March) amounting to MK 310 million (10.2 percent of GDP), com- 
pared with MK 323 million (10.6 percent of GDP) envisaged in the 
program. Revenues were MK 575 million, MK 31 million above the program 
estimate, owing to larger collections of company income tax arrears and 
higher nontax revenues under Treasury fund receipts and fees and re- 
imbursements of loans. Total expenditures were MK 884 million, 
MK 23 million above the program target. This overrun was because 
interest payments were MK 16 million above the program estimate, and 
extrabudgetary outlays for emergency food procurement were MK 12 million 
higher-than-anticipated on account of a slower-than-expected pace of 
donor reimbursement for these purchases. Recurrent outlays, excluding 
interest payments, were virtually as programmed, reflecting the impact 
of measures to improve expenditure monitoring and control introduced 
during the year, while development expenditure was MK 6 million below 
the program estimate. A shortfall in foreign grants, again due to 
slower-than-anticipated disbursements from donors, was compensated by ,. 
higher domestic nonbank borrowing, so that the program's performance 
criterion on net claims on Government by the banking system was 
observed. 

5. With respect to monetary and credit developments, the performance 
criteria on net domestic assets of the banking system and on net claims 
on statutory bodies by the banking system were observed. However, 
credit to the private sector stagnated, remaining below'levels of the , 
previous year, and consequently commercial bank liquidity remained very 
high. Banks continued not to accept deposits of more than six months' 
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maturity and maintained the bulk of their reserves with the Reserve Bank 
at an interest rate of 1 point below bank rate, or 13 percent compared 
with the regulated minimum rate paid on savings dep,osits of 13.75 per- 
cent. These interest payments to the commercial banks placed the 
Reserve Bank in a loss-making position., In response to this deterio- 
ration in its own finances, effective February 15, 1988, the Reserve 
Bank limited the amount of commercial bank reserves on which it pays 
interest to 30 percent of such deposits. In response to the Reserve 
Bank's action, commercial banks were not accepting any additional time 

,and fixed deposits to reduce their own payments to depositors and thus 
prevent the incurrence of losses. 

6. The 1987188 financial performance of the statutory bodies was 
somewhat below expectations although still representing a major 
improvement over the preceding year. The ten major parastatals showed a 
combined loss of MK 6.3 million as against a profit of MK 3.2 million 
anticipated in the program. This compares'with a loss of MK 11.3 mil- 
lion experienced in 1986/87. Excluding ADMARC, the combined profit 
position was MK 3.1 million in 1987188 compared with MK 7.8 million 
envisaged under the program and a loss of MK 0.7 million in 1986/87. 
Thus, while-much of the worse-than-anticipated performance by the major 
parastatals was due to ADMARC, Malawi Railways'and Wood Industries' 
profits were also below projections by MK 2.8 million and MK 1.2 mil- 
lion, respectively. For Malawi Railways this was because of unantici- 
pated costs associated with the Nacala line, flood damage to boats used 
on the Lake Service, and higher-than-anticipated costs that were due 
partly to, the devaluation, and for Wood Industries'this was the result 
of plant closures on account of input shortages. For ADMARC, a net 
operating loss on crop trading accounts of MK 1.6 million was recorded 
for 1987/88 as against an anticipated profit of MK 2.5 million, although 
again this repre.sented a sharp improvement over the loss of MK 16.6 mil- 
lion experienced in the previous year. The deterioration reflected 
mainly overruns on direct and selling expenses, attributable largely to 
a higher quantity of purchases and sales not matched by an increase in 
gross trading margins, as well as to overruns on administrative overhead 
costs, reflecting unbudgeted termination payments to employees being 
retrenched and the impact of the exchange rate depreciation in January 
1988. The lower-than-expected performance on the crop trading accounts, 
combined with,overruns on projects to be divested, led to a net 'loss 
after depreciation and interest of MK 9.4 million, as against'an antici- 
pated loss of MK 4.6 million, and a loss of MK 10.6 million 'experienced 
in the previous year. In addition, there was a sharp rise in receiv- 
ables, largely because of the cost of transactions for emergency food 
imports, which will be recouped from the Government during 1988/89; this 
reimbursement is included in the program's expenditure limits for 
1988189. These led to an increase in ADMARC's commercial bank overdraft 
to about MK 22 million by year-end, as against a programmed level of 
MK 10 million. A number of actions are being taken to redress this 
deterioration in ADMARC's',financial performance, and to ensure that the 
program's targets and pbjectives for statutory bodies in 1988189 are 
attained, as detailed in Paragraph 29 below. 
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7. As envisaged in our request for the stand-by arrangement, the 
Government of the Republic of Malawi has now formulated, in close 
consultation with the staffs of the Fund and the World Bank? a com- 
prehensive three-year structural adjustment program covering the period 
from April 1, 1988 to March 31, 1991. ,The program aims at increasing 
the rate of economic growth so as to reverse the deterioration in the 
living standards of 'the population that has occurred in recent years, 
and eventually lead to a sustainable annual 'rate of increase,in real per 
capita incomes. As an essential complement to our growth objectives, 
the program also seeks to promote balance of payments'viadility in a 
sustainable manner through mobilization of domestic and external 
resources, improvements in resource allocation, and the removal of 
structural impediments to improve economic performance. The structural 
problems facing the economy of Malawi and the policies to be'followed to 
resolve them are described in the Policy'Framework 'Paper accompanying 
this Memorandum. 

8. The Policy Framework Paper presents two medium-term scenarios. The 
detailed policy measures and targets for the three-year program period 
described in this Memorandum have been formulated to be consistent with 
the ,first scenario, which is predicated on conservative assumptions 
regarding the availability of external resources, as well as a cautious 
assessment regarding improvements in other elements of the external 
economic environment facing Malawi. Under this first scenario the basic 
objectives for the three-year program period are: (i) to attain a rate 
of real growth of 1.5 percent of GDP for 1988 after the decline in 1987, 
and thereafter to achieve real growth rates of 3.0-3.5 percent per 
annum, rising to 4.0-5.0 percentby 1992; (ii) to reduce the annual rate 
of inflation as measured by the consumer price index to 20 'percent in 
1988, and thereafter t,o achieve a steady reduction to about.5 percent 
per annum by 1991-92; and (iii> to move steadily toward a sustainable 
external financiai position consistent with our growth objectives while 
removing existing restrictions on current external payments. The second 
scenario is based on the possibility of ad,ditional concessional infiows. 
Malawi will be seeking additional external support from,bilateral and . multilateral donors, particularly in the context of the forthcoming 
Consultative Group meeting for Malawi, to enable the country to enhance 
the prospects for growth and diversification of the economy, and to 
strengthen 'and facilitate the implementation of the policies envisaged 
under the program. For 1988189 the two scenarios are identical and 
contain the same policy measures and targets. 

Structural Adjustment Policies for the Period 
April 1, 1988-March 31, 1991 

9. The Government's growth strategy and the policies and measures to 
implement it are described in detail in the'policy Framework Paper. The 
strategy seeks to address key sectoral problems that are limiting growth 
performance , particularly in the critical agriculture, industry, trans- 
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port, and social.services sectors. However, the major overall focus of 
our economic policy, upon which the restoration of Malawi's historically 
high rate of economic growth is based, is the restoration of the open, 
liberal, and market-oriented economic policies that have traditionally 
prevailed in Malawi, with an absence of controls and reliance on private 
sector production. 

10. In the agricultural sector, which provides the livelihood of the 
majority of the population and virtually all Malawi's export earnings, 
our objective is to increase production and exports, while ensuring food 
security and raising agricultural'incomes while avoiding'the deterio- 
ration of natural resources. Policies will focus on releasing land from 
maize production through adoption of higher-yielding varieties of maize, 
and will include increasing~smallholders' access to inputs; extension 
and credit services. .The efficiency of the agricultural sector will 
also be greatly enhanc'ed by the reform of the operating and financial 
policies and objectives of ADMABC, as detailed in Paragraph 15 below. 

11. Appropriate producer‘incentives will play an important role in 
boosting agricultural production and encouraging diversification and an 
appropriate crop mix. Producer output and input prices will continue.to 
be reviewed annually, and if necessary adjusted, on the basis of costs 
of production and marketing, border prices, and the level of domestic 
suPPlY* For the medium term, the objective ,will be to move toward 
export parity prices while, taking into account the other aforementioned 
factors. Prices are announced in August each year, prior to the plant- 
ing season, and the staffs of the World Bank and the Fund will be 
consulted on the proposed prices, before they are announced, in each 
year of,the program. Adequate availability and improved use of inputs, 
particularly smallholder uptake of fertilizer, is considered critical to 
improved agricultural performance. While the Government is committed to 
the eventual removal of the fertilizer subsidy, the pace,of removal will 
take account of price and nonprice factors influencing its availability 
and use. The Government will reach understandings with the Fund and the 
World Bank by March 1989 on a program for the eventual removal of the 
subsidy. Meanwhile, the costs will be limited to a level consistent 
with the program's fiscal objectives. 

12. Strategy with respect to the industrial sector will rely mainly on 
the private sector and will focus on an improved operating.and invest- 
ment environment through the reliance on market-oriented pricing and 
incentive policies, complemented by appropriate demand management and 
external policies to reduce inflation and restore private sector confi- 
dence. This strategy will be complemented by efforts to.attain a more 
efficient use of public sector resources. Malawi already maintains an 
economic environment virtually free of price controls. The business 
environment will be spurred by: the phased removal of administrative 
controls on foreign exchange for private sector imports; a reform of the 
tax system designed to improve allocative efficiency, achieve greater 
equity, and encourage productive activity; and incentive measures being 
introduced to 'foster -export promotion and diversification. These 
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policies are detailed below. In addition, the Government will simplify 
the rules and regulations ,for licensing industrial investment by 
June 1988, and will strengthen the recently .established credit-guarantee 
scheme to make commercial bank credit more accessible to small-scale 

.entrepreneurs. 

13. The major structural problem facing the economy continues to be the 
external transportation bottlenecks resulting from the clos.ure of our 
traditional rail links to ports in.Mozambique. The c.i.f. margin on 
imports has risen to an estimated 40 percent, compared with 22 percent 
in the late 1970s and 35 percent in 1982. A reduction in the.transpor- 
tation margins for imports and exports of 1 percentage point from the 
present level is equivalent to an improvement of about 2 percent in the 
terms of'trade. Investment is proceeding in.the upgrading of the 
Northern Corridor route with the generous assistance of the Federal 
Republic of Germany, the Netherlands, the United Kingdom, the United 
States, the EEC, and the World Bank. Substantial progress has already 
been made, and the route is presently carrying some 5-7 percent of 
Malawi's total trade. Major areas of investment related to further 
improvement in the route involve handling facilities at lake terminals 

'in.Malawi and upgrading of roads , and the construction of cargo handling 
facilities for Malawi's traffic in Tanzania. By the early to mid-1990s, 
capacity should reach about one third of Malawi's trade at a cost saving 
of some 25-40 percent over the southern route. In addition, we are 
working with the Mozambican authorities to reopen the traditional rail 
link to the port of Nacala. While progress has been made, developments 
in this regard remain uncertain because of the security situation. 
Provision has been made in the budget for the special expenditures 
associated with this project, and progress will be evaluated on a con- 
,tinuing basis relative to the costsinvolved. The gains from reopening 
the Nacala route would be substantial, but in view of the uncertainties 
involved, a cautious approach has been adopted with respect to antici- 
pating any returns from this project in the near future. Our overall 
objective with respect to improvement in external transportation is to 
reduce the c.i.f. margin to 38.5 percent in 1991,. 36 percent in 1992, 
and 35 percent in 1993. These reductions would lead to cumulative 
savings in external outlays of SDR 11 million in 1991, SDR.27 million in 
1992, and SDR 36 million in 1993. 

14. With respect to the parastatal sector , the Government's objective 
is to improve the economic and financial performance of the sector, so 
as to halt the flow of financial support.from Government while enabling 
parastatals to fulfil1 their investment, output, and service functions 
and to contribute to the Government budget where appropriate. To this 
end, a number of steps were implemented in 198,7/88, including a wide 
range of cost-cutting measures and price and tariff increases, leading 
to a marked improvement in financial performance. Strict financial 
Limits consistent with the program's objectives were introduced in the 
formulation of the 1988189 budgets --no transfers from the Central 
Government are envisaged--and the Department of Statutory Bodies (DSB) 
has enhanced its monitoring of the parastatals; see Paragraph 28 
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below. Structural measures for the three-year program period will focus 
on continuing the reform efforts as well as on improving the management 
and planning capacity of the organizations , giving them greater autonomy 
in decision making, and improving the monitoring, evaluation, and con- 
trol functions of the DSB. Furthermore, a detailed program of measures 
to achieve these performance-monitoring objectives, has been developed 
with the support of the UNDP, and is expected to be Largely implemented 
during 1988189. 

15. The Government's major concern regarding the parastatal sector is 
the continuing reform of ADMARC. A Large number of structural and cost- 
cutting measures have already been implemented, including the rationali- 
zation of marketing infrastructure and the encouragement of private 
sector participation in marketing smallholder agricultural produce, 
reduced staffing levels, management reform, and asset restructuring and 
divestment'. A number of further policies and actions have already been 
implemented, as detailed in Paragraph 28 below, to ensure that the sub- 
stantial improvement in financial performance already targeted for 
1988189 is achieved. The focus of continued medium-term structural 
adjustment policies will be to complement and ensure the sustainability , 
of ADMAX's improved financial performance, by defining its role in 
market stabilization and the incentive structure and development of the 
agricultural sector. During 1988189 a study will be undertaken with the 
support of the World Bank, to identify the financial costs of the mar- 
keting and developmental functions ADMABC currently undertakes and of 
market stabilization. The aim of the study, to be completed by March 
1989, will be to assist in: (i) delineating the role that ADMABC can 
carry out consistent with 'attaining financial viability on the basis of 
its marketing operations by 1990/91, with no need for recourse to 
budgetary transfers; and (ii> defining measures to be taken to enable 
ADMABC to undertake this role. The study will also review ADMABC's 
long-term financial position in the light of existing short-term 
policies of asset divestiture, increased private sector participation, 
and improved management and financial control, in relation to the 
Government's objective 'of making ADMABC a self-financing institution 
with no recourse to budgetary transfers. ADMABC's financial position 
will be a significant factor in the annual reviews of agricultural 
prices noted above. 

16. The program's structural adjustment objectives and policies will be 
supported by appropriate demand management policies for 1988189 and for 
the medium term. Thus fiscal, monetary, and external policies will 
focus on restraining aggregate demand to a Level consistent with the 
program's objective of sustainable growth and of reducing inflation in 
Line with the targets outlined above. The program also contains a 
number of structurally oriented measures in the fiscal and external 
areas. As these measures are being substantially introduced during 
1988189, they are described under the program for the first annual 
arrangement under the ESAF. 
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The Program for April 1, 1988-March 31, 1989 

17. The Malawi Kwacha was devalued by about 20 percent in 1986 and 
again by 20 percent in February 1987. On January 16, 1988 the Kwacha 
was further devalued, by 15 percent in foreign currency terms against 
its currency basket. The Government intends to continue to pursue an 
appropriate exchange rate policy throughout the program period so as to 
maintain external competitiveness, support the Liberalization of the 
import approval system, and reinforce the balance between the supply of 
and demand for foreign exchange so as to achieve an adequate Level of 
official reserves, while taking care to avoid undue exacerbation of the 
inflationary pressures in the economy. With a view to achieving the 
above objective for official reserves, the following indicative Levels 
for the net foreign Liabilities of the monetary authorities have been 
established for policy evaluation purposes: SDR 81 million at end-June 
1988, SDR 62 million at end-September 1988, SDR 73 million at end- 
December 1988, and SDR 77 million at end-March 1989. 

18. The Government is committed to Liberalizing progressively the 
existing restrictions on the approval of foreign exchange applications 
for private sector imports, as a key element in its policy of restoring 
a Liberal market-oriented economic system with emphasis on an appro- 
priate incentive structure for private sector production. There are no 
import quotas in Malawi, and most imports are subject to an open general 
license system. The Liberalization will therefore focus on Lifting 
controls on the prior approval of foreign exchange for current pay- 
ments. A first stage in this Liberalization program has already been 
introduced,' effective.February 1, 1988, when controls consisting of 
prior approvals of foreign exchange applications were removed for.goods 
amounting to about one fourth of total imports of spare parts and raw 
materials (other than petroleum). A second stage is to be introduced no 
Later than end-July 1988, with Liberalization extended to a further 
50 percent of spare parts and raw materials imports as well as some 
intermediate finished goods. The pace and scope of further 
Liberalizatiqn will be reviewed periodically with the aim of complete 
liberalization, by the end of the second year of the program, in March 
1990. 

19. The program will aim at enhancing the competitiveness of Malawifs 
existing exports and developing new areas of nontraditional exports. 
Most exports are marketed directly by producers who therefore benefit 
directly from any increase in export unit values. For those commodities 
exported by ADMARC, increases in export unit values, measured in domes- 
tic currency, will also be passed on to producers. In addition, an 
export promotion program is being introduced with several elements. 
Improved incentives are being granted through the tax system; duty 
drawback procedures are being simplified and streamlined so that 
exporters are promptly reimbursed for duties paid on imported inputs; 
and an income tax allowance is being introduced to allow companies to 
reduce taxable income generated through export activities. These 
measures have already been announced in the 1988189 budget. An export 
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revolving fund is being created, supported by the World Bank, for 
exporters' requirements of imported inputs. This action is intended as 
an interim measure and will be eliminated by the time of the completion 
of the import Liberalization program in March 1990. Also, the Malawi 
Export Promotion Council is to be strengthened to enable it to carry out 
more effectively its general export promotion activities, including 
assisting exporters in product development, marketing and distribution, 
and quality control. Lastly, export licensing requirements, which apply 
to only 22 goods Largely of agricultural origin and are in the interests 
of food security and environmental protection, are to be reduced 
beginning in June 1988. 

20. In 1988, export receipts are expected to fall because of a 
projected 5.1 percent decline in volume (Largely as a result of the 
adverse effects of delayed rainfall on tobacco output). However., 
consistent with the import liberalization program, the volume of mer- 
chandise imports (f.o.b.1 is projected to grow by‘about 5 percent and 
significant increases in payments for services and invisibles are 
forecast. As a result, the current account deficit (excluding official 
transfers) is expected to widen to SDR 75 million (7.3 percent of GDP), 
compared with SDR 41 million (4.1 percent of GDP) in 1987. Net Long- 
term capital inflows are anticipated to reach SDR 78 million, 
SDR 48 million of which will be disbursements under World Bank 
adjustment Lending programs, including SDR 28 million of projected dis- 
bursements from IDA and bilateral donors under a World Bank Industry and 
Trade Policy Adjustment Credit (ITPAC) expected to,be approved by the 
Bank Board in June 1988. Owing to the relatively high level of capital 
inflows, an overall balance of payments surplus of SDR 6 million is 
projected for 1988. This-- together with the purchase of SDR 9.25 mil- 
lion already made under the stand-by arrangement, disbursements under 
the proposed ESAF amounting to SDR 18.6 million, an estimated debt 
relief of SDR 40 million, and taking into account repurchases to the 
Fund of SDR 19.5 million and other Liabilities amounting to 
SDR 36.6 miLlion-- is expected to enable the authorities to increase 
gross reserves from SDR 34 million (equivalent to 8 weeks of imports) in 
1987 to SDR 52 million (equivalent to 11 weeks of imports) by end- 
1988. Arrears on debt service to Paris and London Club creditors were 
eliminated in the context of rescheduling agreements concluded in April 
1988. All payments falling due according to the terms of the re- 
scheduling agreements will be settled.promptLy. As noted above, other 
external arrears were eliminated in advance of the June 1988 schedule 
included in the stand-by program. No new arrears will be allowed to 
arise during the program period. 

21. Medium-term projections indicate that the current account deficit 
will widen to 7.5 percent of GDP in 1990 before declining steadily to 
4.0 percent of GDP in 1993. Export volumes are assumed to respond 
positively, but with a Lag, to improved incentives, reaching an average 
rate of growth of about 4 percent per year during 1991-92. Import 
volume is projected to grow on average by 3.8 percent per annum during 
1990-93, after a strong increase of 8 percent in 1989. Despite the 
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relatively high rates ,of growth, it is only by 1990-91,that f.o.b. 
imports,'measured in reaL,terms, will have been restored to their Levels 
of the early 1980s. Based on conservative assumptions regarding capital 
inflows, the increases in the current account deficit during 1989-90, 
which,are consistent with the projected response to the liberalization 
program of the private sector's demand for imports, are expected to be 
covered with gross.reserves increasing to the equivalent of 14 weeks of 
importsi After,l990, the .curren.t account deficit is projected to 
decline progressively, with gross,reserves being maintained at 15-16 
weeks of imports, .and no financing gaps are expected. Our debt service 
ratio is projected to decline steadily, and no further need for debt 
relief is anticipated. However, in the event that shortfalls in balance 
of payments aggregates emerge, appropriate policies will be implemented, 
including exchange rate flexibility, to ensure that the program's 
overall external objectives are not jeopardized; 

22. In Line with our overall balance of payments objectives, the 
Government will pursue a cautious policy in 1988 and throughout the 
program period, regarding new external borrowing on nonconcessional 
terms contracted or guaranteed by the,Government and other public sector 
institutions. Such borrowing will be Limited to no more than 
SDR 20 million per annum during the program period for debt of l-12 
years' maturity, with no borrowing in the maturity range of l-5 years. 
In addition, no net increase in short-term external debt with a maturity 
of Less than one year will be incurred by the,Government and other 
public sector institutions , .except for normal trade-finance. Further- 
more, we recognize the expense involved in debt rescheduling and do not 
intend to seek any further such rescheduling from Paris or London Club 
creditors. As new inflows will be predominantly in the form of grants 
and Long-term debt on highly concessional terms, the maturity and 
interest rate structure .of our debt will improve significantly during, 
the program period, and our debt service payments (after debt relief) 
will decline from 49 percent of exports of goods and nonfactor services 
in 1987 to-30 percent in 1991 and 26 percent in 1993. 

23. The Government recognizes the critical importance of further 
reduction in the central government budget deficit-in order to curtail 
demand pressures while promoting private sector activity,.particuLarLy 
in view of the pressing need to reduce the current high rate of 
inflation. For this reason, the program's medium-term policy objective 
in this area is that the o.veralL budget deficit will be broadly Limited 
to a Level that .can be sustained by prospective concessional foreign 
Loans and grants. The 1988189 budget aims to reduce the overall budget 
deficit (before grants) to MK 296 million, or 8.1 percent of GDP, 
compared with a preliminary actual outturn of 10.2 percent of GDP for 
1987188. After grants the deficit would be reduced from 7.1 percent of 
GDP in 1987188 to 3.4 percent of GDP in 1988189, a Level that can be 
financed.enti.rely by foreign concessional inflows; the 1988189 budget 
envisages negative net domestic financing of MK 17 million. Fiscal 
objectives for the medium,term, and.their impact on the Level and 
composition of expenditures, will need to be reviewed during the program 
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period in the Light of likely available foreign concessional inflows, 
and progress toward attaining the program's overall domestic and 
external objectives. However, it is presently envisaged that the 
deficit will be further reduced to below 6 percent of GDP by 1991/92, 
with the deficit after grants remaining in the region of 3-4 percent of 
GDP. It is further envisaged that these deficits will entail no net 
domestic financing requirement throughout the program period. 

24. Attainment of these fiscal objectives is based on a number of 
further actions. With respect to revenue, the Government recognizes 
that the tax burden on the economy has been relatively high, partic- 
ularly for the modern productive sector. Thus, in 1988189 revenue 
measures have been Limited to increases in licensing fees, and the 
effects of the tax reform in broadening the tax base and improving 
revenue cash flow, and the revenue/GDP ratio is projected to remain at 
18.9 percent of GDP. Thereafter, no further increase in revenues 
relative to GDP is envisaged throughout the program period. Instead, 
the major focus of policy with respect to revenues is the implementation 
of a broad-based tax reform, as described in Paragraph 27 below. 

25. To attain the program's fiscal targets, the burden of adjustment 
will need to be placed on expenditures. For 1988189 total outlays are 
budgeted to rise by only 11 percent to MK 982 million, or 27 percent of 
GDP compared with 29.1 percent of GDP in 1987/88. This includes an 
increase of only 8 percent in current expenditure, representing a sig- 
nificant reduction in real terms. This curtailment reflects no increase 
in government wage rates nor any increase in'total civil service 
employment. It also includes all special expenditures related to 
regional political developments, as well as a provision of MK 5 million 
for net costs to the budget of emergency food imports. While further 
imports of up to 75,000 tons of maize may be necessary during.l988/89, 
virtually the entire cost is expected to be covered by donors, although 
some pre-financing from the budget may be necessary, as occurred during 
1987188. Development outlays are projected to increase by 30 percent to 
MK 270 million, or 7.4 percent of GDP, compared with 6.9 percent of GDP 
the previous year, and most of the outlays will continue to be financed 
from foreign sources. The development budget includes an amount of 
MK 8 million for the fertilizer subsid,y, slightly above the Level 
incurred in 1987188. Priorities and programs for development spending 
have been agreed with the World Bank in the context of the Government's 
rolling three-year Public Sector Investment Program (PSIP). For 1988/89 
this consists primarily of ongoing projects, with the exception of 
certain high-priority health and education projects and the Northern 
Corridor transport project, which as noted above is a key component of 
the Government's structural adjustment strategy. For:future years the 
PSIP will be revised on the basis of anticipated resource availability 
and taking into account the need to attain balance of payments via- 
bility; donor financing of priority expenditures will be encouraged. 
The budget for development expenditure and the 'PSIP are consistent with 
the detailed statement of development policies for the decade 1987-96, 
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which the Government will present to bilateral and multilateral donors 
at the next meeting of the Consultative Group for Malawi in June 1988. 

26. To maximize the benefit 'of budget outlays within the tight overall 
expenditure constraint, measures are being pursued to improve the effi- 
ciency of resource allocation and ensure that priorities are reflected 
in the composition of expenditure. The improvements in expenditure 
controls and monitoring initiated in 1987 are being rigorously pursued 
and supplemented. To 'further facilitate control of expenditure and thus 
effective implementation of the budget, we'have established quarterly 
indicative targets for the Central Government's expenditures and overall 
budget deficit (see .Annex I). . 

27. As noted above the Government is implementing a far-reaching reform 
of the tax system, as envisaged under the stand-by program. The reform 
aims at broadening,the tax base, increasing allocative efficiency, and 
improving incentives for productive activities, particularly for export- 
promotion and import-substitution activities. The first phase of this 
reform has already been introduced in the 1988/89 budget. In addition 
to the duty drawback scheme and income tax allowance introduced for 
exporters noted above, the reform covers direct and indirect taxation. 
For direct taxation it introduces a current payments system for business 
income taxes, and an expensing allowance to increase and widen incen- 
tives for investment. For.indirect taxation it introduces a broadening 
of the surtax base, a tax credit system for the surtax (to shift the 
burden of taxation from production to consumption), a combining into one 
duty schedule of the. previous levies and duties on imports, a shift in 
the excise tariff from specific to ad valorem rates, and a shift in the 
tax on luxury goods from the import duty to the surtax schedule. The 
second phase, to take effect in the 1989/90 budget, will extend the 
expensing allowance from manufacturing to other businesses and will 
merge the ad valorem excise tax on luxuries into the surtax system. 
Subsequently, a further shift from import duties'to domestic consumption 
taxation is intended in line with progress on import liberalization. In 
addition, in 1989/9b a tax-inclusive budget will be introduced, elimi- 
nating the inherent bias toward imports in government purchases arising 
from their present exemption from import duties. While the tax reform 
does not involve an increase in tax rates, the effect of the broadening 
of the tax base and cash-flow effects from the current taxation of 
company profits, together with the impact of higher fees for business 
and vehicle licenses, lead to net additional revenues for 1988/89 of 
about MK 30 million. 

28. The ‘importance of improved performance by the parastatal sector, 
and the structural policies to be purqued in this area during the 
three-year program period were outlined in Paragraphs 14 and 15 above. 
The program also includes various measures and financial targets for the 
first year of the program to ensure that the shortfall from anticipated 
financial performance experienced in 1987/88, particularly for ADMARC, 
is reversed. For the other parastatals the major shortfall occurred for 
Malawi Railways as noted above. In response, a higher-than-envisaged 
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tariff increase has already been approved and other marketing and 
budgetary actions have been taken to cut costs and raise revenue. On 
this basis no reduction is expected in the previously budgeted profit 
for i988/89. Similarly, other major parastatals are taking actions to 
ensure that their projected 1988/89 results are achieved, and paras- 
tatals other than ADMAHC are expected to achieve the aggregate profit 
performance envisaged in the stand-by program. Thus, the ten major 
parastatals are projected to achieve a combined profit of MK 24.8 mil- 
lion in 1988/89; excluding ADMARC, profits of MK 22.8 million are 
programmed. 

29. For ADMARC, to attain the original financial targets anticipated in 
the stand-by program, a number of actions are being taken further to the 
substantial adjustment measures already introduced in 1987. Nego- ", 
tiations are well advanced with cotton ginning companies to reduce 
ADMARC's role in cotton marketing. Cotton will in the future be sold 
ex-depot with.ADMARC no longer participating in subsequent cotton mar- 
keting operations, which in the past.have fluctuated between profit and 
loss depending on market conditions. This change, which is intended to 
begin in the coming season, will eliminate grading and ginning charges 
and reduce cotton transport costs by 50 percent. It is planned to 
extend the same form of arrangements to the marketing of the rice crop, 
although the savings will be smaller, 
in ADMARC's overall finances. 

as rice is a less significant crop 
A further major change relates to ground- 

nuts. Effective with the 1988/89 season, stricter grading practices 
will be introduced, which will effectively reduce the producer price by 
13 percent for some 85 percent of groundnut purchases. Also, efforts 
are being made to speed up the pace of divestment in 1988/89. Some 12 
companies and estates have been targeted, for which the sales are.to be 
completed and the proceeds received during 1988/89. Potential buyers 
have been identified for several of these companies, although it is 
recognized that actual receipts will be sensitive to sales terms and the 
course of negotiations. In addition, some further actions are being 
taken to rationalise and reduce direct selling and administrative costs. 
and to unwind some debtor positions to improve ADMARC's 1988/89 cash 
flow and thereby contain interest rate charges. ADMARC's net operating 
profit on crop trading accounts is targeted at MK 6 million for 1988/89, 
as against a profit of MK 4.4 million anticipated in the program and a 
LOSS of MK 1.6 million for 1987/W. In addition; the net profit/loss 
after interest and depreciation is targeted at a profit of MK 2 million 
as against a loss of MK 2.3 million anticipated in the program, and a 
1099 of MK 9.4 million in i987faa. Also, the end-of-period commercial 
bank overdraft is targeted to be MK 7 million, the same level as was 
anticipated in the program, and compared with MK 22 million at the end 
of the previous year. This targeted improvement in cash flow is 
sensitive to the pace of receipts from divestment. 

30. The program's monetary targets and policies are consistent with the 
program's overall objectives. Net domestic assets of the banking system 
are projected to decline by 6.3 percent during 1988/89 and the increase 
in domestic credit is projected to be 6.2 percent with a reduction in 
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credit to Government, in accordance with the program’s fiscal policy as 
detailed above. An increase in credit to statutory bodies of MK 20 mil- 
lion is anticipated, reflecting primarily a rundown of the Fertilizer 
Revolving Fund’s deposits to purchase fertiliser. Credit to the private 
sector is programmed to rise by 17.4 percent. Taking account of the 
projected balance of payments surplus the program provides for growth in 
the money supply of 4.2 percent, which is consistent with the program’s 
objective of reducing the rate of inflation and which is considered 
adequate in light of the high level of excess liquidity at the beginning 
of the year. In the medium term the policy of reducing inflation will 
require that the rate of monetary expansion continue to be contained. 
The quarterly targets on the net domestic assets of the banking system, 
on net credit to Government, and on net credit to statutory bodies, as 
listed in Annex II, will continue to constitute performance criteria 
under the stand-by arrangement. The targets on net domestic assets and 
on net credit to Government would be automatically adjusted downward 
should specified external cash loans and grants exceed programmed 
amounts, or should there be a shortfall in government payments into the 
blocked account for debt service at the Reserve Bank. 

31. With regard to interest rates, as noted above, the level of private 
sector demand for credit has remained low and commercial banks continue 
to have substantial excess liquidity, mainly held on deposit with the 
Reserve Bank. In view of these imbalances in the credit markets, effec- 
tive April 11, 1988 the Reserve Bank removed all remaining controls on 
the interest rate structure of commercial banks to facilitate the 
establishment of a market-clearing level of interest rates. The Reserve 
Bank will carefully monitor developments with a view to ensuring that 
interest rates rise toward positive levels in real terms, as soon as the 
demand for private sector credit picks up, which is expected to occur in 
line with the import liberalization program. With the assistance of the 
Fund’s Central Banking Department, the Reserve Bank will undertake a 
study of its monetary policy instruments, to be completed by September 
1988, with a view to introducing a system of monetary and credit control 
more appropriate to an environment of deregulated interest rates. This 
new system will be introduced as soon as possible; in the interim, 
existing instruments will be administered to ensure attainment of the 
program’s objectives. Implementation of the ‘new system will be reviewed 
at the time of the second review under the stand-by arrangement, and 
mid-year review under the ESAF, and is also a structural benchmark under 
the ESAF. 

32. As indicated above and shown in detail in Annex II the following 
quantitative performance criteria will apply for the stand-by 
arrangement for end-September and end-December 1988 and for end-March 
1989 : (a) limits on the net domestic assets of the banking system; 
(b) limits on net claims on Government by the banking system; (c) limits 
on net claims on statutory bodies by the banking system; (d) limits on 
new nonconcessional external loans contracted or guaranteed by the 
Government and other public sector institutions; and (e) limits on the 
net increase in short-term external debt of less than one-year maturity 
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contracted or guaranteed by the Government and other public sector 
institutions. There will also be a second review with the Fund to be 
completed by end-December 1988, which shall also constitute a per- 
formance criterion. In addition, the stand-by arrangement will include 
the standard performance criterion regarding the exchange and payments 
system. 

33. For the first annual arrangement under the ESAF, quantitative 
performance criteria established under the stand-by arrangement for end- 
September 1988 shall serve as performance criteria. A midterm review 
with the Fund, to be completed by end-December 1988, as well as the 
usual clause regarding the exchange and payments system, shall also 
constitute performance criteria under the first annual arrangement. 
Quantitative benchmarks have been established for end-March 1989, the 
end of the first annual program under the ESAF. In addition, ADMARC's 
net profit after interest and depreciation for 1988/89 shall constitute 
a quantitative benchmark under the first annual arrangement. Per- 
formance criteria and quantitative benchmarks are set forth in 
Annex III. Implementation of the second stage of import liberalization, 
the review of producer prices for agricultural output, completion of the 
study of ADMARC's functions and their costs‘by March 1989, and the 
introduction of a new system of monetary and credit control by December 
1988, will constitute structural benchmarks under the first annual 
arrangement. The second review under the stand-by arrangement, and the 
mid-year review under the ESAF will focus on: exchange rate policy, 
taking into account developments regarding the net foreign liabilities 
of the monetary authorities compared with the indicative targets set out 
in Paragraph 17; monetary and credit control; import liberalization; 
progress in the study of ADMARC's functions and their costs; the 
timetable for the elimination of the fertilizer subsidy; and devel- 
opments with respect to prospective external inflows. For the purpose 
of monitoring performance under the program, the definitions of the 
terms referred to in this memorandum will be as set forth in the 
technical memorandum prepared jointly with the Fund staff. 
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Table 1. Malawi: Xndicative Targets for the Central 
Gove~t’s Expenditures and Overall &&et Deficit 

(In ndllions of MsJawi kwacha) 

ATrAm II 
ANNE1 

Wage bill Other current 1/ Total &/ Overall 3/ 
exprxliture expenditure deficit - 

April l-June 30, 1988 l17.1 

April 1-aeptenber 30, 1988 82.8 + W.3 437 .a -141.6 

April l-Decenber 31, I988 296.6 * 

April 1, l9aa+krch 31, 1989 165.2 368.0 981.5 -295.6 

L/ Excluding debt service paymnts snd including special expenditures. 
2/ Including interest paymnts, and extralxdgetary fqenditures. 
31 Before grants, defined from the finsncing side. - 
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Table 1. Malawi.: Quantitative Performance Criteria for 
the Stand-by Arrangement, l.988/89 

1989 
March Ikch JlXle Sept. Dec. March 

Program Actual 

Net domestic assets of the banking 
sys ten 

Net claim ontheCovermwnt 
by the bank,@ systanL/ 

Net claim on the Statutory Bodies 
by the lmking system 

External payments arrears 

Newnonconcessionalloans 
contracted or guaranteed by the 
Covemment and other public sector 
institutions (cmitative) of l-l2 
years' mturityz/ 

Of which: 1-5 years 

Net increase in short-ten external 
debt contracted or guaranteed by 
the Coverrmmt and other public 
sector institutions of'less than 
one year Imtu.rity~/ 

632.5 

508.9 

40.8 

5.0 2J 

20.0 
(--> 

- 

(In millions of kkllawi km&a) 

584.9 692.7 624.5 589.8 

477.6 528.3 468.1 479.5 

23.7 61.1 84.9 69.1 

(Inmfllious of SDRs; endof period) 

-21 - - - 
- 

548.3 

461.7 

43.7 

- 

- 20.0 20.0 20.0 20.0 
(---> (--> (-1 (-1 (--> 

- - - - - 

l/ Theselevelswm.ldbeadjusteddumwar d by any shortfall in paymmts into the Reserve Jkmk blocked 
a&&et for Covernmnt debt service paymmts; and by the amunt that disbursemnts of specified external 
cash loans andgrants exceedm67.7 millionduringDecenber31, l987-June30, l988,FKll5.2milli0n 
duringkxmber 31, 1987~September 30, l988,K 164.2 million duriuglkcember 31, 1987~December 31, 1988, 
and M( 214.6 million during December 31, 1987iWch 31, 1989. 

2/ Excludes arrears on debt service for which a request had been mxle to Paris and Tondon Club 
crG-litors for rescheduling. These debt service arrears were~el3minated under the program by erxl-&y 
1988, throughcashpa-ts or through rescheduling. 

3/ Jkludes any debts related to debt rescheduling with Paris and London Club creditors. 

l z/ Excludes short-term trade finance. - 
I 



- 62 - Alma.Mmr II 
ANNEX III 

f-7’ 

Table 1. Malawi: Quantitative Performance Criteria and Benchparks 
Under the Enhsnced Strmtural Adjwtrmt Facility 

I988 I989 
Arch June Septenber Decefnber March 

(base data) Iknchmrks Perfomnce Eknchnarks Benchmrka 
criteria 

(In d.lu.ons of Malawi kwacha) 

Performance criteria and 
quantitative bmchmks 

Net tistic assets of the bank+ 
system 

Net claim on the Governsent 
by the banking system 1/ 

Net claims on the Statutory Bodies 
by the taking system 

Bctemal paynmts arrears 2/ - 

NEW nonconcessional loans 
contracted or guaranteed by the 
Cwernmnt and other public sector 
institutions (dative) of l-12 
years’ mmlrity 31 

Of &rich: 1-5~years 

Net increase in short-term external 
debt contracted or guaranteed by 
the Covenment ahd other public 
sector institutions of less than 
OM year mturity y 

AIMARC’s mat proEit after 
deprecation aod interest 

584.9 692.7 624.5 589.8 

477.6 528.3 468.1 479.5 

23.7 61.1 84.9 69.1 

(In urillions of SDRs; end of period) 

- 

. . . 
(**.I 

. . . 

-2.3 

- - - 

20.0 20.0 20.0 
C-1 C-1 t-1 

548.3 

461.7 

43.7 

- 

20.0 
t-1 

- 

(In ndllion!3 of Malawi kwacha) 

. . . . . . . . . 2.0 

I/ These levels would be adjusted downward by any shortfall in paynmts into the Reserve Bark blocked 
ac%unt for Covemnmt debt service payments; and by the amunt that dfsbursernents of specified external 
cash loans and grants exceed I% 67.7 million during Decenber 31, l987-June 30, 1988, M< 115.2 million 
during Decenber 31, l987-September 30, 1988, M( 164.2 million during Ikcemter 31, 1987~Decmber 31, 1988, 
and M< 214.6 million during Decenber 31, l987-%rch 31, 1989. 

21 F~~ludes arrears on debt service for which a request had been made to Paris and lmdon Club 
crGiitors for rescheduling. These debt service arrears were eliminated under the program by end-May 
1988, through cash paymnets or through rescheduling. 

3/ Excludes any debts related to debt rescheduling with Paris and London Club creditors. 
z, Excludes short-term trade finance. - 
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MALAWI - Relations with the Fund 
(At April 30, 1988) 

(Amounts in millions of SDRs, unless otherwise specified) 

I. Membership status 

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

A. Financial Relations 

II. General Department 

a. Quota: 

b. Total Fund holdings of Malawi 
kwacha 

c. Fund credit 
Credit tranches (SBA) 
Compensatory Financing 

Facility 
Extended Fund Facility 
Supplementary financing 

under SBA 
Enlarged access 

Under EFF 
Under SBA 

d. Reserve tranche 

III. Current and previous arrangements 
and special facilities 

Date of 
'arrangement 

a. Current arrangements 

37.2 

Millions Percent 
of SDRs of quota 

115.90 
80.90 

9.25 

10.35 
17.81 

1.72 4.62 
41.78 112.30 

(36.75) (98.78) 
(5.03) (13.52) 

2.20 

311.57 
217.48 

24.87 

27.82 
47.88 

5.92 

Duration Total Utiliza- 
(months) amount tion 

Stand-by Mar. 2, 1988 15 13.02 9.25 
b. Previous arrangments 

Stand-by Oct. 1979 30 I/ 26.3 5.5 
Stand-by May 1980 24 49.9 40.0 
Stand-by August 1982 12 22.0 22.0 
Extended 

arrangement Sept. 1983 36 al.0 21 57.0 

11 ,Arrangement canceled after seven months. 
I/ Reduced from the original amount of SDR 100 million (EBM/B5/77, 

5/T2/85). 
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MALAWI - Relations with the.Fund (continued) 

C. Special facilities 
Compensatory financing 

(exports) 
Compensatory financing 

(exports) 

Compensatory financing ' 
(cereals) 

Buffer stock financing 
Compensatory financing 

(exports) 
Compensatory financing 

(exports) 

Date of 
purchase 

Aug. 1979 I. 

Nov. 1979 
Dec. 1979 

Sept.. 1981 
Dec. 1982 

Mar. 1983 

Aug. 1984 

Amount 

IV. SDR Department 

V. 

a. Net cumulative allocation 
b. Holdings 

Administered accounts Amount 

a. Trust Fund loans 
(i> Disbursed 

(ii) Outstanding 
b. SFF Subsidy Account 

(i> Donation 
(ii) Loans 

(iii) Payments by Fund 

10.98 
0.73 

14.66 
3.85 

4.09 

APPENDIX I 

Total 
amount 

9.5 

a.0 
1.5 

12.0 
0.9 

12.2 

13.8 * 

Percent. of 
allocation 

100.0 
-- 

VI. Financial obligations due to the Fund 

Overdue 
Financial Principal and Interest Due 

Obligations " 
(4/30/88) - - - - 1988 1989 1990 1991 

Principal 
Repurchases 

-- 15.5 20.7 14 :3 15.3 - 
-- 13.8 19.0 13.8 15.2 

Trust Fund 
Repayments -- 1.7 1.7 0.5 0.1 

Charges and interest 
including SDR and 
TF (provisional) -- 3.9 5.2 3.9 2.9 - 

Total -- 
- 19.4 25.9 - - 18.2 la.2 
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MALAWI - Relations with the Fund (continued) 

APPENDIX I 

B. Nonfinancial Relations 

VII. Exchange rate arrangement 

The Malawi kwacha is pegged to an unannounced basket of 
currencies. The intervention currency is the U.S. dollar, for 
which the Reserve Bank of Malawi's rates are based on the U.S. 
dollar/SDR rate calculated by the Fund for the preceding 
day. The rate on April 30, 1988, was MK 1 = USSO.4037. 

VIII. Last Article IV Consultation 

The last Article IV consultation discussions were 
conducted during November 12-28, 1987. The staff report for 
the 1987 Article IV consultation (EBS/88/25) was discussed by 
the Executive Board on March 2, 1988, and the following 
decision was adopted: 

1. The Fund takes this decision relating to Malawi's 
exchange measures subject to Article VIII, Section 2(a), and 
in concluding the 1987 Article XIV consultation with Malawi, 
in the light of the Article IV consultation with Malawi 
conducted under Decision No. 5392-(771631, adopted April 29, 
1977 as amended (Surveillance over Exchange Rate Policies). 

2. Malawi maintains the restrictive exchange measures 
described in SM/88/41 and Correction 1, in accordance with 
Article XIV, Section 2, except that the exchange restrictions 
evidenced by external payments arrears on commercial payments 
are subject to approval under Article VIII, Section 2(a). The 
Fund urges the authorities to take measures to eliminate these 
arrears as soon as possible. In the meantime, the Fund 
approves the retention by Malawi of these restrictions, until 
the earlier of June 30, 1988 or the completion of the first 
review under the stand-by arrangement, and of any restrictions 
remaining pending the implementation of bilateral agreements 
under the Paris and London Clubs' rescheduling or refinancing 
of Malawi's external debt until December 31, 1988. 

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

IX. Technical Assistance, 1983-86 

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

1982-84. 
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fi 
MALAWI. - Relations with the Fund ,(concluded) 

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

7 I 
C. Consultant on the computerization of Reserve Bank 

operations: approximately six*monthsffrom March 
/ 1985. 

d;. ..,.;Administrative Advisor to the Reserve :Bank; : 
, ; I/' !,dl2 months from June 1986; .* . 

e. Advisor on Bank Supervision to the Reserve Bank; , 
12 months from June 1988. 

', I L L 
"I, f . Foreign Exchange Advisor to the Reserve Bank; 

". ! ;'; 12 months from June 1988; 
,,Y' 

2. FAD: Budget Advisor to the Ministry of Finance, J,uly 
1985-July 1986. 

i / !3. :STAT: Technical assistance in the area ,of money.and! 
' banking statistics, November'%23-December,8, 1983. 

; >,. >.* . _/ 
i, :Technical assistance in the area .of gene.ral 
1, *.-$conomic \data; Octo.ber ,13-24,' 1986. p. 

X. Resident Representative/Advisor 
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MALAWI - Relations with.'the,World Bank Group 

Over the past 21 years, Malawi has received 38 IDA credits and one 
Special Fund credit, totaling about US$549 million, and 10 Bank loans 
totaling US$124 million, of which 2 were on third-window terms. Malawi 
has also received two African Facility Credits totaling USS50.0 million 
equivalent. Of Bank Group assistance, some US$182 million (25 percent) 
was for‘agriculture, US$135 million‘(l9 percent) for education, 
US$114 million (16 percent) for roads, US$178 million (25 percent) for 
structural adjustment, US$39 million (5 percent) for power, US$31 mil- 
lion (4 percent) for water, US$lB million (2 percent) for health, and 
the balance of US$28 million (5 percent) for development finance, 
technical assistance, and urban housing. 

. 
For fiscal year 1987, the following credits were approved: a 

USS20.0 million equivalent for the Second Lilongwe Water Supply Project, 
a First Education Sector Credit ($27.0 million), a Second Family 
Health/Population Project ($11.0 million), a smallholder Agricultural 
Credit Project ($5.9 million), and a US$lO.O million SAL III supple- 
mental credit from the African Facility. An Industrial and Trad,e Policy 
Adjustment Credit (USS70.0 million) is to be considered by the World 
Bank's Board in mid-June 1988. Additional lending operations are 
planned in agriculture, transport, and education. 

IFC's equity participations and lending commitments in Malawi total 
about USS27.9 million and include investments in textiles, sugar, a 
development finance corporation ('INDEBANK), tourism, the manufacture of 
alcohol from molasses, .and a leasing and finance company. In addition, 
a USS40.5 million equity subscription and USS3.2 million loan investment 
in the Viphya Plywoods and Allied Industries United were approved in 
August 1984 and August 1'986. 
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MALAWI - Basic Data 

Area, population and GDP 
per capita 

Area 
Population: Total (1986) 

Growth rate 
GDP per capita (1986) 

Gross domestic product 
(at 1278 factor cost) 

Total (in millions of Malawi kwacha) 
Agriculture 
Manufacturing 
Government 
Other 

Annual real rate of growth 
:(percentage change) 

GDP at current market nrices 

Total (in millions of Malawi kwacha) 
Domestic expenditure 

Private consumption 
Government consumption 
Gross fixed capital formation 
Stockbuilding 
Imports of goods and nonfactor 

services 
Exports of goods and nonfactor 

services 

Central government finance 21 (In millions of Malawi kwacha) 

Revenue 
Total expenditure 

Recurrent expenditure 
Development expenditure 

Overall deficit (excluding grants) 
Foreign grants 
Overall deficit (including grants) 
Financing 

Foreign (net> 
Domestic (net) 

Of which: banking system 

,’ . I : 
. . . ’ 

. * ,I, : 

118,500 square-kilometers I . 
7.30 million r .) 
3.2 percent I 
SDR 143 * 

APPENDIX III # 

1983 1984, 1985 . 1986, 1987 
Est. 

(In p' ercent of total, except where stated) 

770.7 805.1. 839.3 
37.6 38.1 36.7 
12.7 12.5 12.0 
12.0 12:6 12.7 
37.7 36.8 38.6 

3.5 4.5. 4.2 2.8 -0.2 

. 1 

1,435.g 1,706.; 2,021.7 
107.6 98.1 104.6 
67.6 69.5 69.7: 
16.4 15.7 * 17.0, 
13.7 13.0 * 12;a 
9.1 ’ -0.2 5.1 

28.4 26.4 28.1 24.4 25.5 

20.8 28.4 23.5 22.0 23.1 

862.7 860.7 11 
36.1 
11.7 

,13.5 
s38.7 

- 36.8 
11.6 
14.0 
37.6 

2,301.‘;, 2,871.l A/ 
102 :4 102.4 

72.8 72.9 
la.8 17.1 
10.6 11.6 
0.2 0.8 

286.0 353.3 442.1 
432.0 503.2 643.5 

(289.1) (364.8) (457.3) 
(142.9) (138.4) (160.2) 
-146.0 -149.9 -201.5 

33.7 40.5 44.8 
-112.3 -109.4 -156.7 

112.3 109.4 156.7 
95.0 53.0 51.8 
17.3 56.4 104.9 
(6.1) (10.0) (72.4) 

492.9 
797.0 

(560.5) 
(189.8) 
-304.1 

79.3 
-224.8 

224.8 
115.0 
109.8 
(60.9) 

574.6 
884.2 

(656.4) 
(208.5) 
-309.6 

95.0 
-214.6 

214.6 
97.6 &-, 

117.0 ’ 
(45.5) 

, 
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MALAWI - Basic Data (continued) 

Money and credit (end of period) z/ 

Net domestic assets 
Domestic credit (net) 

Government (net) 
Statutory bodies (net) 
Private sector 

Money plus quasi-money 

13.2 -0.1 la.4 5.9 
3.0 10.9 20.8 2.8 
2.8 33.6 41 24.2 16.4 

-78.9 382.6 78.3 -73.1 
16.9 -19.3 41 5.7 4.2 
0.6 39.6 -3.5 20.6 

Prices 

GDP deflator 11.5 
Urban consumer prices 12.4 
Export price index 5/ -0.7 
Import price index 3/ -- 

Terms of trade - -0.7 

Balance of payments 

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

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

Current account balance 6/ 
Capital account (including-net 

errors and omission) 
Overall balance 

Gross official foreign reserves 
In weeks of imports 

External debt 

Disbursed and outstanding 
Including Fund credit 
Excluding Fund credit 

Debt service ratio 7/ 
Including Fund credit 
Excluding Fund credit 

1983 

230.3 

1984 1985 1986 

(Annual percentage change) 

,13.8 13.6 10.8 
12.4 14.9 14.8 

7.5 -16.8 -16.5 
9.0 -6.4 -9.1 

-1.4 -11.1 -a.2 

(In millions of SDRs) 

25.4 
26.7 

2.2 
2.7 

-0.4 

308.0 
-263.3 

246.1 211.6 
-282.4 -218.9 

214.2 
-229.4 -288.9 

(-100.9) (-105.3) (-113.1) (-87.6) (-89.6) 
-58.7 44.7 -36.2 -7.3 -15.2 
-66.2 -60.9 -59.0 -57.8 -29.9 

-124.9 -16.2 -95.2 -65.0 -41.4 

’ 42.5 58.4 49.5 -2.0 85.4 
-82.3 42.2 -45.7 -67 .O 44.0 

12.8 58.0 39.8 15.7 34.4 
2.3 11.5 7.3 3.7 a.0 

1987 
Est. 

-3.9 
7.1 

10.5 
24.1 

-- 
30.3 

778.4 870.0 853.9 845.1 875.2 
680.9 755.1 732.0 743.7 797.5 

49.9 37.6 44.5 57.4 48.8 
43.1 29.0 35.1 46.5 35.8 
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MALAWI - Basic Data (concluded) 

Social and demographic indicators 8/ 

Population density (1986) 
Population characteristics (1985) 

Life expectancy at,birth 
Infant mortality (aged under 1, percent) 
Child death rate (aged l-4, percent) 

Health (1981) 
Population per physician 
Population per nurse 

Education (1984) 
Primary school enrollment (percent) 
Secondary school enrollment (percent) 

62 per square km 

45 
156 
35 

53,000 
2,980 

62 
4 

APPENDIX III D 

l/ A new series for real GDP has been introduced for 1987 onward. Certain wage payments to 
nonestablished posts (largely consultants) which had previously been omitted or classified as 
government consumption have been reclassified under government services. The GDP figure for 
1987 is given on the basis of the old classification ; the new series figure is MK 868.3 million. 

2/ Fiscal year starting April 1 of year indicated. 
y/ Includes MK 7.6 million of loan disbursements not yet fully recorded. 
z/ Reflects the assumption by Government of the Press group's debt to the commercial 

banks and the reclassification of blocked government deposits. If adjusted to an equivalent 
basis with previous years, the change in net credit to Government and credit to the private 
sector was 4;5 percent and 0.7 percent, respectively. 

5/ In SDR terms. 
6/ Excluding official transfers. 
T/ Debt service as a percentage of exports of goods and nonfactor services, before debt 

relief. 
a/ Source: World Development Report, 1987, IBRD. - 
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APPENDIX IV 

Malawi : Schedule of Purchases During Period of 
Stand-by Arrangement, May 1988-May 1989 A/ 

Amount 
Schedule Conditions necessary 

availability for purchase 21 

SDR 0.754 million After May 15, 1988 Compliance with quantitative ’ 
performance criteria as of 
March 31, 1988 

SDR 0.754 million After August 15, 1988 Compliance with quantitative 
performance criteria as of 
June 30, 1988 and completion 
of the first program review 

SDR 0.754 million After November 15, 1988 Compliance with quantitative 
performance criteria as of 
September 30, 1988 

SDR 0.754 million After February 15, 1989 Compliance with quantitative 
performance criteria as of 
December 31, 1988 and the 
completion of the second 
program review 1 

SDR 0.754 million After May 1, 1989 Compliance with quantitative 
performance criteria as of 
March 31, 1989 

l/ The Malawian authorities have indicated their intention to make none of 
the above purchases --although Malawi has observed all the performance criteria 
for end-March 1988, no purchase has been made --following Executive Board 
approval of their request for loans under the ESAF. 

2/ Other than generally applicable conditions under the arrangement and 
nonquantitative performance criteria (including the performance clause on the 
exchange and trade system). 




