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CURRENCY EQUIVALENTS

Currency Unit = Malawi Kwacha (MK)
US$1.00 MK 0.812
MK 1.00 US$1.232
SDR 1.00 US$1.275

(As the Malawi Kwacha is officially valued at a fixed rate of
MK 1.00 to SDR 0.9487, the US$/MK exchange rate is subject to
change. Conversions in this report were made at US$1.00 to
MK 0.812, which is close to the recent exchange rate.)

ABBREVIATIONS

ADMARC - Agricultural Development and Marketing Corporation
CCDC - Capital City Development Corporation
DSB - Department of Statutory Bodies
EPD - Economic Planning Division
ESCOM - Electricity Supply Commission
ICC - Investment Coordinating Committee
MOA - Ministry of Agriculture
MDC - Malawi Development Corporation
MHC - Malawi Housing Corporation
NRDP - National Rural Development Program
OPC - Office of the President and Cabinet
UNDP - United Nations Development Programme

FISCAL YEAR

April 1 - March 31
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MALAWI

TECHNICAL ASSISTANCE LOAN

LOAN SUMMARY

Borrower Republic of Malawi

Loan Amount: US$1.0 million equivalent

Terms : Repayment in 20 years, including 5 years of grace, at

9.6 percent interest per annum.

Loan
Description: The proposed technical assistance loan supports the

related structural adjustment loan which is being sub-
mitted separately. It aims at assisting the Government

in achieving its goals of attaining self-sufficiency in
meat and dairy products, in developing its agro-based
industries in improving the efficiency and effective-
ness of the Malawi Development Corporation and in carry-
ing out its structural adjustment program. Specifically,
the proposed two-year project, would finance around
70 months of consultant services: (a) to study the
development prospects and price incentives in the live-
stock, meat and dairy industries; (b) to review the
Malawi Development Corporation's present and projected
and financial position, its management structure, and its
operating guidelines; (c) to help strengthen MDC's export
marketing capabilities; and (d) for other, currently
unidentified studies, needed to carry out the structural
adjustment program. Overall responsibility for project
monitoring and execution rests with the Ministry of
Finance. The proposed project would be implemented by
the Ministry of Agriculture and the Malawi Development
Corporation. As a result of the project, Malawi plans
to expand its investments in livestock and to signifi-
cantly improve the financial and economic performance of
one of its most important parastatals, the Malawi Develop-
ment Corporation. Both studies, if successfully carried
out, would assist the Government in its program of
economic recovery. There are no major risks since the
Government is committed to implementing the structural
adjustment program as quickly as possible.

This document has a restricted distribution and may be used by recipients only in the performance
of their official duties. Its contents may not otherwise be disclosed without World Bank authorization.
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Estimated Cost: ---------------… u
Local Foreign Total

Consultant Services for
livestock study 10 80 90

Consultant services for
MDC studies 80 370 450

Export Marketing Specialist 40 280 320
Consultant services for
Other Studies Related to the
Structural Adjustment Program 30 180 210
Sub-total 160 910 1,070

Price Contingencies 10 90 100

Total 170 1,000 1_170

Finance Plan:
----- U-----TJS$-000…-------…-

Bank - 1,000 1,000
Government 170 - 170

Total 170 1,100

Estimated Disbursements:
US$-000

FY82 FY83 FY84

Annual 600 300 100
Cumulative 600 900 1,000

Appraisal Report: None



INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT

REPORT AND RECOMMENDATION OF THE PRESIDENT
TO THE EXECUTIVE DIRECTORS

ON A PROPOSED TECHNICAL ASSISTANCE LOAN
TO THE REPUBLIC OF MALAWI

1. I submit the following report and recommendation on a proposed
loan to the Republic of Malawi for the equivalent of US$1.0 million for
technical assistance related to structural adjustment of the economy. The
loan would have a term of 20 years, including 5 years of grace, with interest
at 9.6 percent per annum.

I. THE ECONOMY 1/

2. A report entitled Memorandum on the Economy of Malawi (Report No.
1677-MAI), dated September 30, 1977, was circulated to the Executive Directors
on October 10, 1977. A basic economic mission visited Malawi in May/June
1979. Thus far five special reports, dated May 8, 1981, that resulted from
the mission will be distributed to the Executive Directors in early June: the
Development of the Agricultural Sector, the Development of Manufacturing,
Basic Needs, the Development of Human Capital, and the Employment Aspects of

Development. Annex I contains the basic country data.

Background and Development Strategy

3. When Malawi gained independence in 1964, its economy was charac-
terized by surplus labor and few natural resources other than a favorable
climate and moderately fertile agricultural land. It lacked capital, tech-
nology, entrepreneurship, skilled labor and managerial talent. Being land-
locked, it had to depend on other countries for access to the sea.

4. Despite these constraints, the Government was determined to achieve
rapid, sustained economic development. It has opted for an outward-looking,
export-oriented growth based on agriculture and agro-based manufacturing.
This strategy has been reflected in the Government's policies toward the

agricultural and manufacturing sectors, toward prices and wages, and toward
the roles of domestic and foreign investment. In order to attract foreign
capital and managerial skills, Government policy has encouraged the establish-
ment of an open, market-oriented economy with the private sector as the
primary engine of economic growth. Relatively low tariffs and limited use of

quantitative restrictions on imports have prevented the emergence of highly

1/ This section is the same as Part I of the President's Report on the
Structural Adjustment Loan (Report No. P-3024a-MAI).
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inefficient local import substitution industries so characteristic of many

other developing countries. The Government has deliberately restrained those

forces which would raise wages above market-determined levels (e.g., trade
unions, excessive decreed wage increases), thus encouraging the establishment

of labor-intensive manufacturing firms and agricultural estates. Moderate
wage expansion, coupled with growing labor productivity in most sectors of the

economy, has helped to keep Malawian goods competitive in international trade.
Wage moderation has also kept the demand for labor high and the resultant

rapid expansion of employment opportunities has helped control the rural-urban
income gap and hence rate of internal migration.

5. Public investment has been intended primarily to support private
efforts in the directly productive sectors through provision of essential

infrastructure, public utilities and supporting services. The Government has
opted for a two-pronged approach to agriculture, involving the traditional

smallholder and estate sectors. Attaching high priority to public invest-

ment in the traditional sector, the Government has undertaken, in the past, a

number of regional integrated rural development projects involving provision
of infrastructure and agricultural inputs and services. More recently, it

embarked on the National Rural Development Program (NRDP), an ambitious 20-year
program designed to extend agricultural services to smallholders countrywide.

The estate sector has been left largely in private hands (except for public

enterprise participation in sugar and in some tobacco estates) and the
Government has limited its role to that of providing a favorable investment

climate. The Government's decision to emphasize directly productive sectors

and related economic infrastructure has resulted in relatively slower develop-

ment of the social services such as health and education until recent years.

Evaluation of Past Performance

6. In terms of its stated objectives, Malawi has an impressive record

of accomplishments. Aggregate and per capita real incomes have grown rapidly.
Real GDP grew at an average rate of 5.5 percent per annum over 1967-79 and per

capita income at about 3.0 percent per annum. Growth in all sectors (except
in subsistence production) exceeded 5.0 percent per annum. By 1979, GNP per

capita in current prices reached US$290. Over the same period, inflation

averaged 9.0 percent per annum.

7. At independence, investment constituted only 8.6 percent of GDP and
domestic savings were virtually nil (0.5 percent of GDP). What little capital

formation that took place had to be financed from foreign sources. But since
then, the picture has changed dramatically. Between 1967 and 1979, gross
domestic investment grew at an average annual rate of 12.5 percent per annum,

raising investment's share in GDP from 16 to 29 percent. The domestic
resource mobilization effort has been even more impressive. Domestic savings
rose from 4 percent of GDP in 1967 to 17 percent in 1979, increasing the

share of investment financed from domestic sources to about 60 percent. Owing
mainly to government mobilization of foreign assistance but with increasing
contributions for private and public enterprise ventures, net foreign long-
term capital flows have increased from a total of US$66 million over 1967-69
to US$328 million over 1977-79.
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8. Over the 1967-79 period, export volumes grew at an annual average
rate of 4.5 percent while real imports grew at 3.5 percent. Agriculture
accounts for some 90 percent of export earnings. Since 1967, agricultural
estate production has been growing much faster than smallholder output and
this has been reflected in export performance. During 1967-79, agricultural
exports from estates expanded at 15.0 percent per annum while smallholder
exports recorded no growth. Thus, the estates share of agricultural exports
increased from 32 percent in 1967 to 65 percent in 1979. Since the bulk of
estate exports is in tobacco and tea, the concentration of Malawi's exports
has increased significantly.

9. The country's favorable export performance can be partly attributed
to the policy of moderate wage increases and to growing labor productivity
which has kept Malawi's products competitive in the international market.
Over the same period, wage employment expanded almost as rapidly as the
modern sector as a whole (over 8 percent per annum) suggesting a labor-
intensive pattern of growth.

Recent Economic Crisis

10. Notwithstanding these impressive achievements, the Malawian economy,
increasingly dependent on two primary commodity exports, tea and tobacco
(para. 8) has remained highly vulnerable to international price fluctuations.
Since 1974 the country has experienced periodic balance of payments disequilib-
ria of increasing severity due primarily to (a) rapid escalation in import
prices, particularly of fuel and intermediate and capital goods; (b) cyclical
swings in export prices of tobacco and tea; and (c) significantly higher
costs of transport for both exports and imports owing to rising ocean freight
charges, port congestion in Mozambique, and disruptions of the overland
route.

11. While the Government managed to successfully steer the economy
through balance of payments crises in the past, the deterioration in the
balance of payments since 1978 has been less tractable (Table 1). Malawi's
worsening external position during the past three years was due mainly to an
estimated 35 percent fall in the terms of trade between 1977 and 1980.
Export prices fell 8 percent (due mainly to declines in tobacco prices) while
import prices were rising by about 41 percent. The fuel import bill more
than doubled between 1977 and 1980. The effects of the growing trade deficit
were compounded by a doubling of the non-factor service payments due mainly
to rising transport costs arising from rapid increases in sea and air freight
charges, the closure of the Zimbabwe-Mozambique border in 1976, intermittent
fighting in Mozambique delaying or severing transit and adding to port con-
gestion. In 1978 and 1979, transport charges accounted for as much as 28
percent of the value of imports, f.o.b. In fact, during 1978-80, the deficit
in non-factor services was considerably larger than the deficit in trade.
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Table 1: BALANCE OF PAYMENTS, 1977-80
(US$ million)

1977 1978 1979 1980
(Actual) (Actual) (Revised (Estimate)

Estimate)

Merchandise Trade
Exports, f.o.b. 226.9 198.0 238.8 294.6
Imports, f.o.b. -207.8 -279.2 -319.9 -341.4
Balance 19.1 -81.2 -81.1 -46.8

Services (net)
Non-factor Services -64.4 -94.4 -124.5 -119.4
Factor Services -28.9 -5.0 -43.8 -39.2
Balance -90.3 -99.4 -168.3 -158.6

Balance of Goods and Services -71.2 -180.6 -249.4 -205.4

Private Transfers (net) 6.3 6.3 0.4 -0.9

Current Account Balance
before Official Grants -64.9 -174.3 -249.8 -206.3

Official Grants (net) 22.6 41.3 47.9 66.7

Other Long-Term Capital Movement (net)
Private 12.6 20.8 15.3 38.7
Official a/ 72.2 74.3 94.6 64.2
Total 84.8 95.1 109.9 102.9

Use of IMF Facilities 8.5 1.0 34.0 31.3

Short-term Capital plus Errors
and Omissions b/ 14.0 12.6 46.5 14.6

Official Reserves (Increase = - -65.0 +24.3 +11.5 -9.2

Decrease = +)

a/ Includes net capital inflow to Government and public enterprises and
officially intermediated private capital.

b/ Includes commercial bank short-term borrowing.

Source: Ministry of Finance.
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12. While Malawi's current account deficits have averaged 8-9 percent
of GDP since independence, the deficit reached 17 percent of GDP in 1978, 19
percent in 1979, and 14 percent in 1980. Part of these deficits was covered by
inflows of foreign capital (and increased use of IMF facilities). In contrast
to past experience, however, whereby the bulk of capital inflows were grants
and soft loans, over 35 percent of the 1978-80 capital flows were on commercial
terms. Such commercial borrowing will have a pronounced effect on debt
servicing in the next few years. On the basis of loans committed by the end
of 1980, Malawi's debt service ratio is projected to increase to over 20
percent in the early 1980s (as compared with 7 percent in 1977 and 12 percent
in 1979). Because capital inflows have not been sufficient to cover the
current account deficits, Malawi has also experienced a sharp drop in foreign
exchange reserves. Between the ends of 1977 and 1980 gross official reserves
fell from US$84 million to US$74 million (from the equivalent of four months
to two months of imports). Over the same period, net official reserves fell
from US$41 million to minus US$40 million.

13. Malawi's budgetary position has also seriously deteriorated over the
past several years (table 2). From independence through 1974/75, government
expenditures and revenues expanded roughly in line with the increases in GDP;
while deficits grew larger, they still did not exceed 5-6 percent of GDP. In
the past five years, however, expenditure growth outstripped the increase in
revenue and the share of government deficits in GDP rose to an average of 12
percent in 1978/79 and 1980/81.

Government Stabilization Program Under IMF Standby Arrangement

14. Faced with these problems, the Government in 1979 initiated a
number of short-term demand management measures culminating in a two and
one half year standby arrangement with the IMF covering the period through
December 31, 1981. The economic dislocations at the end of 1979, however, led
to replacement of this arrangement with a new two-year standby arrangement
covering the period April 1, 1980 through March 31, 1982 (drawing on the
second through fourth credit tranches and the supplementary financing facility
for US$64.8 million equivalent). As part of the financial program, the
1980/81 budget provided for increases in excise taxes on cigarettes, spirits
and beer, in import duties including those on capital goods, and in the
airport tax. These measures followed increases during the previous fiscal
year in the rate of surtax on imported and domestically produced goods (from
15 to 20 percent), and in the levy on imported fuel to a rate equivalent
to over 60 percent of the value of imported fuel. Together, these tax measures
were expected to raise additional revenue equivalent to about 3.5 percent of
1980 monetary GDP.

15. Government recurrent expenditures in the 1980/81 budget were limited
to an increase of eight percent over the 1979/80 level (given projected
inflation, a decline in real terms) and increases in development expenditures
limited to what could be financed from additional foreign aid. In agreement
with the IMF, the Government set quarterly ceilings on the expansion of net
bank credit to Government (an increase of 15 percent in 1980/81 as compared
with 51 percent in 1979/80). To limit external borrowing on commercial terms,
a ceiling of MK 25 million (US$31.5 million) of new government or government
guaranteed borrowing of 1 to 12 years maturity was set for the first year of
the program.
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Table 2: K&LAWI CE2TRAL GOVERNMAENT BUDGETARY OPERATIONS
1974/75 - 1980/81

(K Million)

1974/75 1975/76 1976/77 1977/78 1978t79 1979/80 1s9t80/te

Total Revenue 80.0 90.0 95..8 116.4 148.6 186.9 204.9

Total Expenditures 107.2 147.9 142.5 178.5 248.0 305.8 364.2
Recurrent Expenditure 66.4 77.9 86.6 101.9 134.5 177.9 198.6
Development Expenditure 40.8 70.0 55.9 76.6 113.5 127.9 165.6

Overall Deficit -27.2 -57.9 * -46.7 -62.1 -99.4 -118.9 -159.3

Financing
External Grants 1.3 11.0 9.4 16.0 26.1 34.6 61.3
Foreign Loans (net) 20.8 32.4 23.9 42.5 61.8 71.0 55.1
Domestic Borrowing (net) 9.4 22.9 15.8 -3.9 11.6 13.3 42.9
Other 1/ -4.3 -8.4 -2.7 7.5 - -

Memorandum Items
(as percentage of GDP)

Revenues .16.4 15.9 14.7 15.1 17,4 17.8 16.5
Total Expenditures. 22.0 26.1 21.8 23,2 29.1 29.1 20.3
Overall Deficit 5.6 10.2 7.1 8.0 11.6 11.3 12.8

I/ Consists of changes in extra budgetary and residual items.

Source: Ministry of Finance.
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16. The Government has also raised the lending and borrowing rates
charged by financial institutions twice over the past two years. The Bank
discount rate was increased from 7 to 8 percent in August 1979 and
to 10 percent in March 1980. Major lending and borrowing rates were adjusted
upwards on both occasions, by amounts totalling more than three percentage
points in all cases. Presently, lending rates range between 11.5-16.5 percent
for agriculture and 13.5-18.5 percent for all other sectors. Deposit rates
range between 8.75 and 11.75 percent. The domestic inflation rate has averaged
13 percent over the past two years. In addition, the minimum liquidity ratio
was raised from 25 to 30 percent. In agreement with the IMF, the Government
set quarterly ceilings on total domestic credit expansion for 1980/81, limiting
the increase to 11 percent compared with 30 percent in the previous 12 months.

17. The fiscal position weakened considerably in 1980/81. Revenue growth
was much less than expected because of stagnant economic activity. Moreover,
a number of public enterprises experienced serious financial difficulties.
Substantial recourse to domestic credit sources to finance extrabudgetary
demands meant that the ceilings on net bank credit to Government for December
1980 and March 1981 were exceeded, the latter by a substantial margin. The
IMF ceiling on total domestic credit was also exceeded in March 1981, even
though private sector credit was kept well within the target implicit in the
financial program. For this reason, the Government became ineligible for
further drawing in December 1980. Further drawing on IMF resources will
recommence now that the financial program for the second year has been approved
by the Executive Board of the Fund on May 13, 1981.

18. The program covering the second year of the standby arrangement with
the IMF focusses mainly on redressing the fiscal imbalance. The 1981/82 budget
provided for a reduction in real government expenditures, and introduced
increases of 15 percent in specific excise and customs duties, an across-the-
board tariff increase of 3 percentage points and a 10 percent tax on hotel
and restaurant services; these measures are expected to increase government
revenue by 5 percent. In light of these actions, and the proposed price
increases for certain statutory corporations (para. 53),the program for
1981/82 provides for a zero increase in net bank credit to Government, and
a 12 percent increase in total domestic credit. The ceiling on external
public borrowing on commercial terms was set at MK 30 million (US$37.7 million)
for the second program year.

Emerging Structural Problems

19. While the primary cause of the present crisis is the sharp deteriora-
tion in the country's international terms of trade, it has revealed several
underlying structural weaknesses in the Malawian economy: the slow growth of
smallholder exports and the narrowness of the export base; the modern sector's
dependence on imported oil, and the progressive depletion of domestic fuelwood
resources; the deteriorating financial position of the public enterprise
sector; growing budgetary deficits owing to a rapid expansion of expenditures
combined with a relatively slow growth of revenues; a growing imbalance
between government recurrent and capital expenditures; and increasing economic
adjustment difficulties caused by the rigidities in the system of administered
prices and wages.
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20. Lack of Diversification of Estate Exports. Agriculture accounts for
90 percent of Malawi's export earnings with estate agriculture contributing 62
percent and smallholder exports 28 percent of total merchandise exports during
1979. Estate exports are heavily concentrated on tobacco and tea, and several
factors will constrain future growth of these two crops. Fuelwood is in
increasingly short supply in Malawi, presenting a problem for the production
of flue-cured tobacco. Under prevailing technology, it is estimated that a
sustained yield from two to four acres of timber are needed for every acre of
flue-cured tobacco. Most large estates have reforestation programs included
in their investment plans but smaller estates which now rely on available bush
timber would soon have to start planting their own woodlots. In addition,
shortage of credit and scarcity of managerial talent in the country are
expected to become a serious constraint to further rapid expansion of both
burley and flue-cured tobacco. Growth of tea production will also be hampered
by the lack of suitable new land and the shortage of fuelwood. If the estate
sector is to maintain its role as the country's principal foreign exchange
earner, it must diversify into other crops. Moreover, the economy will have
to look increasingly to smallholder agriculture to broaden the export base
beyond tobacco and tea.

21. Slow Growth of Smallholder Production. Despite sizeable public
investment in smallholder agriculture, smallholder exports have stagnated over
the past ten years following a decade of rapid growth. While such performance
can partly be attributed to limited coverage of past agricultural projects,
low producer prices have almost certainly played an important role. An
analysis of prices by the Government and the Bank has shown that, on balance,
pricing has treated the smallholder sector less favorably than the estates,
and within the smallholder sector, it has subsidized the production of maize
and rice, while taxing production of export crops such as cotton, groundnuts,
and smallholder tobacco. A price incentive problem also applies to meat,
poultry and dairy products which are mostly produced by smallholders. Here,
pricing decisions have been more ad hoc and arbitrary than in the case of
crops, with price increases occurring infrequently and in quantum jumps,
making adjustments difficult for both consumers and producers.

22. Rising Cost of Energy Resources. Energy issues, as elsewhere,
are becoming increasingly important in Malawi. Fuelwood represents some 80
percent of the total energy consumed in Malawi. In the rural areas, wood is
used for cooking and for curing tobacco and tea. As a result of population
growth and expansion in tobacco and tea production, the demand for fuelwood is
outstripping available supplies, leading to deforestation and environmental
problems. With respect to petroleum, Malawi is totally dependent on imported
resources. While volume only increased by 8 percent between 1977 and 1980,
the value of imported petroleum doubled and the share of imported petroleum
in total imports, c.i.f., rose from 10 to 15 percent. Thus, the Government's
difficult task in the sector is to provide for the energy needs of the rural
areas while reducing the modern sector's dependence on imported oil.

23. Deteriorating Finances of the Public Enterprises. As a group,
Malawi's statutory boards and public enterprises have functioned well both
by providing essential services with reasonable efficiency and by making a
reasonable contribution to their own investment requirements. However, the
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financial situation of several of these entities has deteriorated during the

past two years. The Agricultural Development and Marketing Corporation
(ADMARC--a monopoly marketing institution for smallholder crops) which has

operated as a relatively efficient marketing institution suffered a substantial
loss in 1980 as a result of higher fuel costs, losses from improper crop

handling and poor transport planning. Air Malawi suffered large losses on its

international service which had to be discontinued at the end of 1979.
Domestic tariffs were increased by 60 percent in early 1980 and international

charter rates were raised later that year. To reduce losses further, additional

tariff increases of domestic and cargo service may be necessary. Malawi
Railways finances have been adversely affected by rising fuel costs and
transport problems at the ports and on lines through Mozambique. Despite a

1979 tariff increase of 17 percent, the company suffered an operating loss for

the first time since 1972 and its overall cash deficit, after debt service and

renewal investments, rose substantially. Hitherto financially sound Electricity

Supply Commission (ESCOM) also began to experience large cost overruns on its
Nkula project, primarily as a result of transport difficulties. While tariff

increases of 10 percent in 1979 and 5 percent in 1980 helped to alieviate the

cash deficit, the company is still experiencing cash flow difficulties. The
Malawi Housing Corporation and Capital City Development Corporation (CCDC)
have been channeling Government funds and external loans into housing and

construction of the new capital at Lilongwe, and are now experiencing difficul-
ties meeting their mounting debt service obligations out of their low income

from rents. MHC increased rents for low cost housing by 40 percent but it is

not generating sufficient funds even to provide for maintenance. The Malawi
Development Corporation (MDC) is a wholly government-owned holding company

with interests in agriculture and agro-industry, manufacturing and commerce.

Its financial position has steadily deteriorated in recent years as the
liquidity position of its subsidiaries declined with the onset of recent

economic crises, and MDC has had to provide more guarantees for its subsidiaries'

borrowings. It has also accumulated medium-term debt, borrowed mainly on hard
terms to finance equity investments. Given the large projected interest
payments, MDC is expected to run at a loss during 1980 and 1981. The deteriora-

tion in the performance of these public enterprises is having an adverse
impact on the Central Government's budget by increasing the requirements for

subsidies or for deferment of debt service owed to Government. In addition,

the demand by the public enterprises for new medium-term external credit or
for additional domestic borrowing has increased.

24. While Press Holdings, Ltd. is a private enterprise, its operations
are so large that they have a profound impact on the country's economic life.
Press is a holding company with wholly-owned subsidiaries and associate

companies in most sectors of the economy, including agriculture, industry,
wholesale and retail trade, building and construction, transportation, banking
and insurance. Until 1979, Press and its subsidiaries had been consistently

profitable, but thereafter, the group's financial position deteriorated
rapidly. Press' enormous cash needs have placed severe strains on Malawi's
two commercial banks and this led to restricted domestic credit expansion

to the rest of the private sector. Unless Press' financial and operational

problems can be resolved rapidly, they will have an adverse impact on the

country's output, employment and exports.
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25. Budgetary Deficits and Underfunding of Recurrent Activities. The

Government has generally managed its finances. prudently. Revenue has increased

as rapidly as GDP, the recurrent account (since 1972/73) has consistently

generated surpluses to contribute to development finance, and budget deficits

have been relatively modest. Since 1978/79, however, the Government's fiscal

position has deteriorated. While revenues have increased slightly faster than

GDP, recurrent and development account expenditures have grown more rapidly

owing to a rapid expansion of development projects. In addition, there is

growing evidence of underfunding of recurrent budget requirements. Control

over recurrent expenditures has been tight because of domestic revenue

constraints and the need to expand government savings to finance development.

On the other hand, because of the availability of foreign finance on con-

cessionary terms, capital projects have been relatively easy and inexpensive

to finance. As a consequence, the expansion of government exployment and

expenditures for goods and services has not kept pace with the growth of

capital expenditures. The problem has become particularly acute in agricul-

ture (and to a lesser extent in road maintenance and in health). The lack

of adequate provision for recurrent operations has reduced the benefits

originally expected from project investments.

26. Rigidity of Price Controls and Wage Policy. A system of formal

and informal price controls has evolved for most domestically manufactured

goods in Malawi over the past decade. Administered by the Ministry of Trade,

Industry and Tourism, formal controls are exercised over a set of fairly

homogeneous products such as cement, fertilizers, and sugar; they also cover

commodities that figure predominantly in the consumption of low income groups,

such as maize meal, vegetable oils, bread, milk, matches and fish. In

addition, the requirement that manufacturers notify the Ministry of Trade,

Industry and Tourism in advance of price increases and wait for a letter of

"no objection" is in effect an informal price control to cover practically

all goods in the formal manufacturing sector not subject to the above formal

price controls. With increased inflationary pressure, the system has begun

to create serious disincentives for producers. Long delays between price

increase applications and approval have adversely affected the financial

position of many businesses. Similar delays have characterized granting of

tariff increases for the country-s principal statutory bodies.

27. The Government has also adopted a system of wage controls designed

to restrain real increases in wages. However, administration of wage controls

has been destabilizing with the Government holding down wages for as long as

possible and then granting large wage increases to make up for several years

of real decline. This has resulted in serious adjustment problems for the

economy. For example, the minimum wage for urban unskilled workers, which

had remained unchanged since 1973, was increased by 12.5 percent in 1980 and

by additional 56 percent in January 1981. (Even with these quantum jumps the

minimum wage in 1981 is only three-quarters of its 1973 level in real terms).

The civil service wage structure has not been adjusted since 1978.
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II. THE GOVERNMENT'S MEDIUM-TERM PROGRAM

Government's Medium-Term Objectives

28. Recognizing these problems, the Government has formulated a medium-
term program covering 1981/82 - 1985/86 in consultation with the Bank and the
IMF to reduce the balance of payments current account deficit to manageable
proportions while ensuring moderate growth of per capita income. The Ministry
of Finance, the Economic Planning Division (EPD), the IMF and the Bank's
appraisal mission have worked together to design the overall policy and
macroeconomic framework and conferred on sectoral strategies and targets. The
projections and targets contained in the program are conservative, based on
realistic assessment of external resource availability and international terms
of trade movements. The Government's major objectives for the next five years
are the following:

- a real GDP growth rate of 4.8 percent (comprising average
growth rates for smallholders of 5.0 percent per annum, estates
of 2.9 percent, manufacturing 7.5 percent and 4.1 percent for
the remainder of the economy);

- increased diversification of sources of foreign exchange
earnings or savings through the development of new smallholder
and estate crops, faster smallholder export crop growth and
the development of livestock and forestry industries and
agro-businesses; and

- improvement in internal and external balance through
measures which improve the financial performance of public
enterprises and public budget thus reducing dependence on
external resources and domestic borrowing to manageable
levels and providing for an improvement in foreign exchange
reserves.

Balance of Payments Prospects

29. Malawi is expected to experience continuing balance of payments
problems over the next five years. On the basis of present IBRD commodity
price projections, Malawi's 1985 terms of trade will only be 2.5 percent
higher than the relatively poor 1980 year, a level still some 20 percent
below the average of the mid-1970s. While export prices are expected to
improve, most of the improvement will be absorbed by rising import costs,
especially for fuels and fertilizers; the real prices for the important tea
and sugar crops are projected to decline over the period. Since there is
little prospect for a significant improvement in port conditions or in the
rail lines in Mozambique, transport costs will continue to constitute a
significant drain on foreign exchange. Due to heavy borrowing on commercial
terms by the Government and public enterprises in the late 1970s, debt service
will rise dramatically in the early 1980s. Moreover, since by the end of 1980
gross official reserves stood at a level equivalent to 1.5 month's worth of
imports, the Governmnt is establishing priority to the buildup of reserves to
more prudent levels.



- 12 -

30. Table 3 shows balance of payments projections over the 1980-85
period. Since the growth of traditional estate crops is expected to be slow
(in tea and tobacco), export expansion will depend upon the growth of existing
smallholder crops, and the development of new crops and agro-industrial exports.
Traditional smallholder exports (groundnuts, cotton, rice, and tobacco) are
projected to grow at just over 7 percent per annum 1980-85. From a low
initial base, "other exports" (including new crops and agro-industrial exports)
are projected to grow at almost 20 percent per annum over the same period.
Projections for imports of various types have been related to the growth of
certain sectors of the economy through elasticities; the overall elasticity of
real imports with respect to real GDP is about 0.6, roughly what it has been
in the past. On the basis of the foregoing assumptions, Malawi's current
account deficit is expected to average over US$260 million per annum over the
five-year period. In nominal terms, it would climb from US$227 million in
1981 to US$287 million in 1985. As a share of GDP, the deficit would fall
from 12.4 percent in 1981 to 8.6 percent in 1985. In the absence of increased
flow of foreign resources, Malawi's economic situation will deteriorate further
during 1981 and 1982. Without additional Bank assistance and increases in aid
flows from other donors over and above those likely from firm sources for
those two years, the financing gap would amount to US$50 million in 1981 and
US$30 million in 1982. Monetary and fiscal stringency would have to be even
more severe. Import volumes would decline still further leading to growing
shortages of essential intermediate and capital goods and stifling economic
activity, and real GDP growth would fall below the 3.5 percent growth rate now
projected for the next two years.

31. Malawi will be able to service a moderate amount of external debt
on relatively hard terms. Assuming that the public and private enterprise
sectors borrow about US$30 million per year on average from foreign sources
on commercial terms (12 percent interest and repayment in 7 years including
2 years of grace) and the Government borrows the remainder on average terms
of 6 percent interest, 6 years grace and 25 years repayment, Malawi's debt
service ratio for public debt would rise from 12 percent in 1979 to a peak of
about 24 percent in 1982, declining thereafter to 16 percent in 1985. This
projection also assumes that grant aid will grow at 5 percent per annum (a
conservative estimate compared to the 30 percent real growth per annum between
1977 and 1980) and that the Government will build up its official reserve
holdings to equivalency of three months of imports by 1985. In 1985, the Bank
Group's share in Malawi's public indebtedness would be 18 percent, and its
share in debt service, 5 perent.

Government's Program for Structural Adjustment

32. The policies for obtaining these objectives have been incorporated
in a comprehensive structural adjustment program which is designed to address
each of the economy's structural problems discussed above (paras. 19-27). The
elements of this program, which is described in detail in the Government's
Letter of Development Policies (Annex IV of the proposed Structural Adjustment
Loan), fall under four main categories:

(a) Improvement in balance of payments;
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Table 3: MALAWI - BALANCE OF PAYMENTS

(US$ million)

1980 1981 1982 1983 1984 1985

Exports, f.o.b. 294.6 318.7 368.4 444.0 515.2 607.1

Imports, f.o.b. 341.4 366.7 413.3 476.7 543.3 619.8

Trade Balance -46.8 -48.0 -44.9 -32.7 -28.1 -12.7

Services -158.6 -177.2 -207.0 -228.3 -246.8 -271.9
Non factor services -119.4 -123.0 -135.3 -155.5 -176.1 -202.1
Factor services -39.2 -54.2 -71.7 -72.8 -70.1 -69.8

Balance on Goods and Services 205.4 -225.2 -251.9 -261.0 -274.9 -284.6

Private Transfers -0.9 -2.2 -2.1 -2.5 -2.7 -2.8

Current Account Balance before
Officials Grants -206.8 -227.4 -254.0 -263.5 -277.6 -287.4

Officlal Grants 66.7 87.8 107.1 119.4 138.5 160.7

Other Long-Term Capital (Net)
Government 64.2 123.0 126.8 135.3 143.4 144.4
Public Enterprises, Private & Private
Officially intermediated 38.7 8.0 1.6 -0.6 2.7 10.0

Use of IM1F Facilities 31.3 20.9 34.5 29.1 16.4 -
Short-Term, Errors and Omission 14.6 - - - - -
Change in Reserves -9.2 -12.3 -16.0 -19.7 -23.4 -27.7

Source: Ministrv of Finance ane Mission Estimates
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(b) Improvements in price incentives and income policies;

(c) Resource management; and

(d) Institutional improvements.

Measures to improve balance of payments relate to development of smallholder
and estate agriculture, energy resource development and agroindustrial
investments and are designed to expand exports and to bring about efficient
import substitution. Improvements in price incentives and income policies
would be achieved by granting more frequent and more gradual price tariff and
wage increases which would make adiustments easier. A comprehensive review
of the existing price control system will be carried out with a view toward
introducing greater flexibility. Measures in the resource management category
aim at improved financial performance of the Government and the statutory
corporations, reduced domestic borrowing and ensuring adequate budgetary
allocations to key economic and social sectors. Finally, the institutional
improvements include measures to strengthen the Government's planning,
economic monitoring and debt management capacity, and institutional reform
packages for MDC and Press Holdings, Ltd.

Improvement in Balance of Payments

33. Promotion of Smallholder Exports. Expansion and diversification
of Malawi's exports is central to the structural adjustment process. The
Government's program includes several measures designed to promote smallholder
exports. These include an expansion of recurrent budgetary support for
agricultural extension and research services, an increase of investment in
smallholder development projects, and a strengthening of Malawi's principal
agricultural marketing organization, ADMARC. In addition, action is being
taken to improve the mechanism for determining producer prices for smallholders.
Recognizing that low producer prices provide inadequate incentives for farmers
to produce and market cash crops, the Government established an interministerial
Price Advisory Committee in 1978. The Committee completed one comprehensive
price review in 1980; the Government will further institutionalize this
practice by carrying out annual crop price reviews in advance of each growing
season. To facilitate the working of this committee the Government, in
consultation with the Bank, has formalized the methodology to be used in these
reviews and has distributed it to the Ministry of Finance, the Ministry of
Agriculture (MOA), EPD, and ADMARC. This methodology takes into account three
criteria: export parity prices of crops, growers' crop margins and ADMARC's
financial requirements. Final price decisions will depend critically on the
relative weights attached to these criteria. Incentives for cotton production
have deteriorated and its market output has stagnated because cotton prices
have not been changed since 1977 while input (pesticide) prices have gone up.
Taking this into account Government will by September 1, 1981 implement an
increase in the producer price of cotton prior to the start of the 1981/82
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growing season to a level acceptable to the Bank (Section 3.05 of the draft
Structural Adjustment Loan Agreement). The Government also intends to begin
annual price reviews for wholesale and retail prices of livestock and livestock
products. However, since it does not have reliable data on the costs of
production or on supply and demand, the Government will carry out a study
designed to consolidate its knowledge of livestock products industries and has
requested Bank financing (para. 65).

34. ADMARC provides valuable crop and input marketing and distribution
services to smallholders and operates the country's grain silos. Hence,
increasing the efficiency of ADMARC's operations (para. 23) would greatly
benefit smallholder agriculture and promote agricultural exports. The
Government has requested the FAO to conduct a study of ADMARC's marketing
and distribution system. The study would focus on the potential for reducing
marketing, transport and storage costs and improvements in crop quality
through grading, insect/pest control, and training of ADMARC personnel.

35. Expansion of Estate Exports. The performance of Malawi's tobacco
industry will remain critical to the economy from the standpoint of generating
foreign exchange and employment. Malawi grows several types of tobacco each
having its own unique problems. For example, growing scarcity of fuelwood
and stagnant world demand will place a constraint on the expansion of dark-
fired tobacco. Moreover, flue-cured tobacco will also be adversely affected
by rising fuel costs and the shortage of management talent. The Government
will examine the mix of varieties which would maximize tobacco earnings.
At Government request, using resources provided under the NRDP (Phase I
Project, 857-MAI) and Shire Valley Agricultural Consolidation Project (Phase
III, 823-MAI), the Bank Group will finance studies which would taJ examine the
long-term world outlook for dark-fired, oriental, burley and flue-cured
tobacco; (b) identify measures to improve the efficiency of existing tobacco
estates and smallholder farms (taking into account the energy requirements
for different varieties); and (c) explore the possibility for future tobacco
production and diversification. The terms of reference for these studies have
been agreed upon by the Government and the Bank, and the findings will be
reviewed with the Bank by June 30, 1982.

36. Energy Development. The Government has attempted to cope with the
country's energy problems through price/tax policies to limit the consumption
of petroleum and through investments aimed at developing new energy sources.
Oil imports have been subject to tax at rates equivalent to 30-60 percent and
domestic prices regularly adjusted to reflect the full c.i.f. value of fuel
plus tax. This policy has played an important role in holding the rate of
increase in domestic consumption of petroleum to 1.7 percent per annum 1973-79
(about one-quarter of the growth rate of the modern sector of the economy).
The Government has also launched investments in wood energy and ethanol. The
IDA-financed Wood Energy Project (992-MAI) includes (a) a pilot program for
the establishments of a national network of 88 nurseries operated by the
Forestry Department for the production of seedlings for sale to the public who
would be encouraged to grow their own woodlots; (b) establishment of 13,000
ha. of fuelwood and pole plantations for commercial and industrial use; and
(c) the establishment of an energy unit to investigate more efficient use
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of wood energy and alternative sources of energy. In connection with this
project, the Government is committed to increasing wood prices gradually
to levels which reflect full production costs. By the end of 1981, based on a
general review of pricing policies affecting forestry products, the Government
would reach agreement with the Bank on the 1982/83 increases in the price of
fuelwood. The ethanol project (with IFC loan and equity participation)
involves the conversion of the molasses by-product from sugar production and
would replace some 8-10 percent of Malawi's current petrol consumption result-
ing in substantial foreign exchange savings.

37. The Government recognizes that a comprehensive energy sector study
is needed to assess available resources, project future demand and supply, and
examine alternative sources of energy and the possibilities for intrasectoral
substitution. The Government has asked the Bank, in collaboration with USAID,
to carry out such a study. The study would emphasize development of fuelwood
but would also examine the possibilities for coal and for further investments
in hydro power and in the production of energy from biomass. During negotia-
tions, the general scope of work, composition of the mission and overall
timetable for completing the sector study were agreed on by the Government,
the Bank and USAID. The energy sector mission is expected to visit Malawi
in August 1981.

Price Incentives and Incomes Policy

38. Wages and Prices. The Government recognizes that administration of
its wage and price policies destabilizes the economy and has adverse effects
on the profitability of public corporations and businesses. In its Letter of
Development Policies, the Government has expressed acceptance of the principle
of more frequent and more moderate increases in prices and wages. By October
1982, the Government will conduct a review of its incomes policies, with a
view toward introducing greater flexibility to the system, and discuss the
findings with the Bank.

39. Exchange Rate. Since June 9, 1975, the currency of Malawi, the
Kwacha, has been pegged to the SDR at MK 1 = SDR 0.9487. The exchange rate
for the US dollar is determined on the basis of IMF's daily calculations of
the US dollar/SDR rate. Consequently, over the past three years, the value
of the Kwacha has appreciated relative to the US dollar by some 10 percent.
However, Bank missions have found little evidence to suggest that the exchange
rate has much negative impact on export production. Under IMF standby, the
exchange rate will be subject to periodic reviews, and the Government and the
Bank will continue to study its impact on Malawi's export industries.

40. Interest Rates. The Government has raised lending and borrowing
rates twice over the past two years (para. 16). These were significant
increases and helped to ration scarce credit to more important uses and
provide better incentives for savings. The increases in lending rates were
an important factor in reducing the demand for imports. Many of the lending
rates are positive in real terms but in the present inflationary environment,
additional adjustment may become necessary. In consultation with the IMP, the
Government will continue to monitor its interest rates policy to ensure that
appropriate incentives are maintained.
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Resource Management

41. Public Expenditure Program. To contribute to the achievement of
targets for growth and structural changes in a highly constrained f-nan^zial
environment, public resources must be used as efficiently as possible. The
Government in consultation with the Bank has produced a five-year (1981,82-
1985/86) public expenditure program covering the Central Government recurrent
and capital expenditure and those public enterprise investments externally
financed through the Government's budget. This program, in our view, reflects
the Government's commitment to an improved allocation of public resources:
low priority expenditures have been reduced or eliminated; the past imbalance
between recurrent and capital expenditures has been largely corrected; and the
proportions of total expenditures directed towards key economic and social
sectors have been increased.

42. Public Investment. The overall size and sectoral composition of
the five-year public investment program (1981/82-1985/86) appear to be satis-
factory. The size of the investment program represents a very modest increase
over the efforts of recent years and is consistent with the expected avail-
ability of foreign loan and grant resources. In the aggregate, the projected
public investment expenditures total about MK 710 million at constant (1980/81)
prices. Average annual investment expenditures of MK 140 million would be
somewhat lower than the preliminary estimates of actual expenditures for
1980/81.

43. In view of Malawi's difficult financial position (especially during
1981 and 1982) the Government has given priority to the completion of ongoing
projects over the undertaking of new investments; more than 60 percent of
development expenditures in 1981/82 will go to ongoing projects. Resources
allocated to new projects will be concentrated on sectors that are likely
to contribute most directly to increased production or to the development
of skilled manpower. Investments in sectors that are not directly productive
will be reduced drastically to economize on scarce funds. During the -4-e-
year period, the Government will continue to review the composition ol .
investment program as part of its regular budgetry process.

44. The sectoral allocations for the five-year program reflect the
Government's emphasis on smallholder agriculture, transport and manpower
designed to support its strategy for diversification of agricultural produc-
tion and exports (table 4). The program calls for a significant increase in
the share of total outlays going to agriculture (22 percent versus the 18
percent reached over the previous five years) and to the social services--
education (10 percent versus 4 percent), health (4 percent versus 2 percent).
The share of water supply and sanitation also more than doubled (8 percent
versus 3 percent). A moderate reduction is called for in the share going
to transport (36 percent from 42 percent). In addition, the Government is
committed to reducing appropriations for "government buildings", (expenditures
on government buildings and facilities and equipment for the army and police)
both absolutely and proportionately; in all, the share of government buildings
will be about one-third of the levels reached in recent years. During negotia-
tions, discussions were held with the Government on how its increased alloca-
tions to the social sectors could best be geared to redressing Malawi's urgent
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Table 4: SUMMARY OF PUBLIC INVESTMENT PROGRAM

BY SECTOR 1981/82 - 1985/86
(Percentage)

Actual Public Investmen B dt Public Investment Program
1975/76 - 1979/80 1980/81 1981/82 - 1985/86

General Services

Government Buildings 14.4 16.8 5.6

Social Services

Education 4.2 4.9 10.0
Health 1.8 3.3 3.5
Hous.ing & Community
Development 1.8 1.3 4.1

Economic Services

Agriculture & Natural Resources 17.9 18.8 22.1
Agriculture (13.6) (11.1) (14.3)
Forestry & Game (2.7) (3.8) (3.9)
Veterinary Services (1.0) (3.3) (3.2)
Fisheries & Surveys (0.6) (0.6) (0.7)

Transport 41.5 38.0 35.8
Post & Telecommunication 3.5 0.8 3.0
Finance, Industry & Commerce 3.3 0.3 3.3
Water Supply & Sanitation 3.2 5.9 7.6
Power 5.9 2.5 2.8
Other Economic Services 2.5 7.4 2.2

Total 100.0 100.0 100.0

ource: Ministry of Finance
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manpower needs and to improving the effectiveness, efficiency and coverage
of its programs in health, water supply and education. General agreement was
reached that the Government could over the next five years make considerable
progress in alleviating its immediate skilled manpower constraints while
establishing a cost-effective means of providing social services consistent
with available financial resources.

45. The bulk of agricultural investment is directed toward implementa-
tion of the NRDP (para 5). Over the next five years, the Government will
concentrate investments on completing existing projects and on projects in
existing cultivated areas where manpower and infrastructure are most developed
and therefore immediate production increases are likely to be greatest.
Increased allocations to forestry projects such as the Wood Energy Project,
Timber Plantations, and Community Forestry reflect the Government's commitment
to the development of forest resources to strengthen the country energy
resource base. A larger share going to the veterinary services is designed to
support the Government's goal of supporting a dynamic livestock sector that
can play a key role in the overall diversification strategy.

46. Expenditures in the transport sector are directed toward improving
the administrative and socioeconomic integration of the country, increasing
access to rural areas to support agricultural development, and maintaining
efficient external transport links. The main thrust of road investments
will be on improvement of regional road links and the lakeshore road, and
extension of the feeder road network to handle a larger volume of agricultural
output. Investments in the railways will give priority to maintaining and
increasing rolling stock. Investments in rolling stock are urgent because of
Malawi's need to return wagons to Zimbabwe and because of the long turnaround
time arising from port congestion in Mozambique.

47. While financial circumstances constrain spending in socio-economic
sectors, reduced expenditures on government buildings and transport has
released resources for additional investments in some key areas. The Government
recognizes the critical role of education, health and water supply in develop-
ing skilled manpower and in improving the health and productivity of the labor
force. In education, the Government's objectives are to relieve the skilled
manpower constraint through the expansion of secondary school and technical
school enrollment through the expansion of the Polytechnic Institute. A
senior-level program of post-basic training in management and public adminis-
tration will also be implemented. Malawi's Primary Health Care program is
designed to provide widespread services for the population through a system of
central hospital, district hospital and primary health care centers. During
the next five years, the investment program in health will center upon expand-
ing rural health facilities consistent with the availability of trained
manpower. Investments in water supply and sanitation will provide support for
the Government's goal of safe water and sanitary waste disposal for the entire
population by the year 1990. The five-year investment program emphasizes
improving urban access to water (especially in Lilongwe where rapid expansion
has overtaxed the system) and an extension of the rural program of community
shallow wells, gravity-fed piped systems and boreholes.



- 20 -

48. Recurrent Expenditure. The Government has undertaken to rectify the
underfunding of agricultural operations in 1981/82 by providing an additional
MK 4.4 million (US$5.5 million) over that provided in the 1980/81 budget to
the key departments of agriculture and research, fisheries, and veterinary
services. To date, they have allocated MK 1.6 million to agriculture and
they will provide an additional MK 2.8 million in a supplementary allocation.
According to our estimates, these allocations would be sufficient to cover
existing operations while making an adequate provision for recurrent activities
scheduled to be transferred from development to revenue account during the
year. The supplementary allocation is consistent with the Government's objec-
tive of emphasizing smallholder output and exports as a key element in the
structural adjustment process.

49. For the remainder of the five-year development program period, the
Government has committed itself to providing funds for an annual expansion of
recurrent operations consistent with the requirements implied by its investment
program. According to Bank projections, a Government commitment to improved
revenue performance, raising the share of reserve in GDP from 145 percent to
165 percent over the plan period, would allow recurrent expenditures in the
key economic and social sectors to grow at 4 to 5 percent per annum in real
terms (table 5). Such growths should be adequate to provide for expanding
recurrent operations implied by the Government's past and planned investment
program (para. 50). During negotiations of the proposed Structural Adjust-
ment Loan, agreement was reached that by October 31, 1981, the Government
would provide the Bank for discussion its updated five-year budget, balance of
payments and national accounts projections (Part vii of Schedule 3 of the draft
Structural Adjustment Loan Agreement).

50. Resource Mobilization. The Government's objective is to mobilize
additional revenues to provide for a real expansion of recurrent expenditures
(as well as for needed local resources on development account) while reducing
its reliance on domestic borrowing. In its letter of Development Policies,
the Government has stated as its objective to expand revenues through more
frequent adjustments of specific taxes and departmental charges to compensate
for inflation, the introduction of new taxes, and improved administration.
Such revenue measures would allow the Government to meet its commitment to
provide for real growth in recurrent expenditures in the key economic and
social sectors and gradually reducing overall deficit from 9.5 percent of
monetary GDP in 1981/82 to 5.5 percent in 1985/86. In addition to the large
increases in taxes introduced over the last two years (para. 14), the Govern-
ment has introduced the following measures in its 1981/82 budget: (a) an
increase of 15 percent in all specific import and excise duties; (b) an intro-
duction of 10 percent tax on hotel and restaurant services; and (c) across-the-
board tariff increase of 3 percentage points. There will, however, be reduc-
tions in non-tax receipts, especially from statutory bodies, so that in
1981/82, total revenue is expected to grow by only 5 percent. The Government
has also requested technical assistance from the IMF to help the Ministry of
Finance build up capabilities in budget management and fiscal forecasting.
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Table 5: MALAWI CENTRAL GOVERNMENT BUDGETARY OPERATIONS
1979/80 - 1985/86

(K Million)

1979/80 1980/81 1981/82 1982/83 1983184 1984/85 1985/86

Total Revenue 186.9 204.9 216.0 256.1 308.6 372.2 448.3

Total Expenditures 305.8 364.2 357.1 414.7 459.8 524.6 599.C

Recurrent Expenditure (Net) 177.9 198.6 201.1 238.8 256.5 290.0 329.2

Development Expenditure 127.9 . 165.6 156.0 176.6 203.3 234.6 269.8

Overall Deficit -118.9 -159.3 -141.1 -158.6 -151.2 -152.4 -150.7

Financing

External Grants 34.6 61.3 52.0 89.8 100.8 116.9 125.6

Foreign Borrowing (Net) 71.0 55.1 89.1 68.8 50.4 35.5 25.1

Domestic Borrowing (Net) 13.3 42.9 0.0 0.0 0.0 0.0 0.0

Memorandum Items (as percentage of GDP)

Revenues 17.8 16.5 14.5 15.0 15.5 16.0 16.5

Expenditures 29.1 29.3 24.1 24.3 23.1 22.6 22.0

Overall Deficit 11.3 12.8 9.5 9.3 7.6 6.6 5.5

Sou-rce: Ministry of Finance for 1979/80 through 1983/82 and mission estimates thereafter.



- 22 -

51. Government Borrowing. In its 1981/82 budget, the Government will
attempt to reduce its net domestic borrowing from the banking sector to zero
through restraints on recurrent expenditure, cutbacks in development expendi-
ture and revenue increasing measures mentioned above. Moreover, under IMF
Standby, external debt ceiling remains on the government and government
guaranteed external borrowing of 1-12 years maturity. The ceiling for
1981/82 is K 30 million (para 18).

52. Finances of Statutory Bodies. A series of measures has already
been taken to help improve the financial position of the statutory bodies
and further actions are planned. In the fall of 1980 a Department of Statutory
Bodies (DSB) was established in the Office of the President and Cabinet to
monitor the activities of all public enterprises. The DSB, in cooperation
with the Ministry of Finance, has just completed a review of the recent
performance and FY81-82 outlook for these enterprises. The DSB has also
started to provide assistance to various enterprises in their medium-term
financial planning. Its staff will soon be strengthened by experts recruited
under U.K. technical assistance.

53. The Government plans to grant more frequent, moderate public utility
tariff increases in line with increased costs, in order to ensure that they
can make contributions to their investment requirements. On March 1, 1981,
the Government increased the Electricity Supply Commission's tariff by 10 per-
cent. During negotiations of the proposed Structural Adjustment Loan, agree-
ment was reached that by October 31, 1981, the Government would increase the
Blantyre Water Board tariff to a level acceptable to the Bank (Part vi of
Schedule 3, draft Structural Adjustment Loan Agreement). Moreover, by October
31, 1981, the Government plans to review with the Bank its proposed measures
to improve the financial performance and economic management of Air Malawi and
Malawi Railways (Part viii of Schedule 3, draft Structural Adjustment Loan
Agreement). To date, the Government has asked the UK and UNDP to send consul-
tancy teams to review the financial and management plans of Air Malawi and
Malawi Railways. Preliminary studies have already been completed and further
in-depth reviews are planned.

54. Two other statutory bodies of a somewhat different nature have also
experienced financial problems in the past few years, i.e., ADMARC and MDC.
As noted earlier (para 34), a study of ADMARC's administration and marketing
operations to be undertaken in the coming year, is designed in large part to
identify ways to reduce unit costs of transport and handling. MDC's financial
problems stem from a very unfavorable debt structure, and losses incurred by
several subsidiaries. Two of MDC's unprofitable subsidiaries have recently
been closed down, and new management for MDC has been appointed. The MDC has
also requested Bank financing of two management consulting studies to improve
budgetary controls over production, working capital and investment decisions
(para 68). In addition, by October 1982, MDC in conjunction with the Ministry
of Finance and DSB will complete a review of MDC's present and projected
financial position and discuss the findings with the Bank.
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Institutional Improvements

55. In line with its commitment to better economic management, the
Government has recently instituted new procedures to improve monitoring of its
investments and management of its debts. It will also reinforce its planning
capacity and ensure improvements in the management and financial practices of
MDC and Press Holdings.

56. Monitoring of Investments. The Government has created an Investment
Coordinating Committee (ICC) to monitor investments by all public institutions
and major private corporations to ensure that they are economically justified
and financially feasible and that their financing arrangements do not place
undue burden upon the institution or on the country. The ICC, which includes
high-level representation from the public and private sectors, reviews and
recommends project missions to the Malawi Cabinet. The Committee applies
standard economic and financial rate of return analysis to projects costing
more than MK 0.5 million. All large projects would also be subject to detailed
technical review by independent consultants.

57. Economic Planning. Present government planning capacity is being
severely strained by the increasing demands of day-to-day economic management
in a period of economic crisis. The Government has, therefore, requested UNDP
financing for higher-level training in economics and planning, shorter-term
planning courses and consultancy services for in-house training. However,
the Government feels an immediate need for experienced external personnel to
assist the Ministry of Finance, EPD and MOA. Terms of reference for these
personnel will be drawn up through consultation among UNDP, the Bank and the
relevant Government officials; upon acceptance, the UNDP will fund the project
and the United Nations Department of Technical Cooperation for Development
will act as executing agency.

58. To provide a better basis for economic management and planning, it
is also essential to augment the capabilities of the National Statistical
Office. The UNDP currently is considering a project aimed at strengthening
the system of national accounts (and supporting statistical requirements such
as national household survey capability, input-output work, agricultural
surveys, etc). The project would:

(a) create a comprehensive plan for the development of
statistical resources;

(b) finance expatriate service staff for the major
statistical areas; and

(c) provide for the training of young Malawians.

Government has accepted the UNDP's proposal to fund the preparation of a
project document. Upon completion of the documents by UNDP, the Government,
UNDP and Bank would agree to consider responsibilities for finance and
staffing.
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59. Institutional Reforms Aimed at Promoting Agro-industrial Investment.
MDC and Press Holdings, Ltd. are expected to participate in the development of
agro- and forest-based industries which can make a substantial contribution to
Malawi's structural adjustment. Because of financial difficulties, neither
MDC nor Press is in a position to make substantial new investments in the near
future. For this reason, the Government's medium-term program includes a
reform package designed to strengthen these two organizations. Those measures
relating to MDC have already been mentioned in para. 54, under statutory
corporation finance. Though Press is a private holding company, because of
its size and its impact on the economy, the Government and the company have
agreed to make Press group's financial restructuring a part of the Government's
medium-term program.

60. Press has already taken a number of measures designed to improve the
performance of its subsidiaries and the management of its financial resources.
It has suspended payments of dividends since 1979, has closed down some of
its unprofitable operations and trimmed its labor force by over 20 percent.
Furthermore, it has employed the services of an international management
consulting firm to conduct studies of each of Press' subsidiaries and to
make recommendations about changes in management and financial practices and
possibly closing down unprofitable operations. The study will be conducted
in two phases: Phase I, which was completed in March 1981, covers overall
corporate structure and development strategy and an investigation of the
subsidiaries with the most serious problems; Phase II, to be completed by
the end of 1981, will cover the remaining subsidiaries. Some of the consult-
ing firm's recommendations are already being implemented while others will
follow the completion of reports. The ICC (para. 56) will in the future
review the economic viability and financial arrangements of all of Press'
proposed investments.

61. The above measures taken by Press and the Government are important
and, if properly implemented, will improve Press's profitability and facili-
tate its financial restructuring. Such a financial restructuring, however,
is unlikely to precede the completion of the consulting firm's study and the
implementation of many of its recommendations. By October 31, 1981, the
Government plans to review with the Bank Press' progress in implementing
measures to improve its profitability and management practices and in develop-
ing a long-term program of financial restructuring (para. 53).

62. Institutional Reforms Aimed at Strengthening Malawi's Debt Management
Although Malawi's debt reporting and management preformance have been satis-
factory in the past there is a need to strengthen debt management and to
monitor more closely external borrowing. During negotiation of the proposed
Structural Adjustment loan, agreement was reached that by October 31, 1981
the Government would submit for Bank review its proposal to improve its
capacity to monitor its public and government guaranteed private debt, as
well as establish a target range for future public debt ratio (Parts iii and
iv of Schedule 3, draft Structural Adjustment Loan Agreement). It was further
agreed during negotiations that a Bank staff member would visit Malawi in
August to assist the Government in standardizing and streamlining its debt
reporting system.
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PART III - BANK GROUP OPERATIONS IN MALAWI 1/

63. Over the past 15 years Malawi has received 23 IDA credits totalling
US$257.2 million and four Bank loans totalling US$29.2 million, of which two
were on Third Window terms. Of the total Bank Group assistance, US$98.2
million (34 percent) was for agriculture, US$37.8 million (13 percent) for
power development, US$73.4 million (26 percent) for education, US$65 million
(23 percent) for roads, US$3 million (1 percent) for a development finance
company (INDEBANK) and the balance of US$9 million (3 percent) for water
supply and to finance feasibility studies for a pulp mill at Viphya. The
first Bank loan to Malawi was made on Third Window terms in June 1976, and the
first standard Bank loan in April 1977. The most recent IDA credit, SDR 32.2
million (US$41.0 million equivalent) for a fourth education project to develop
secondary education was approved on March 26, 1981 and is expected to become
effective in August 1981. IFC's investments in Malawi consist of a loan of
US$6 million made in 1976 for a textile mill, another of US$9.5 million for
sugar development in 1977, a US$0.6 million equity investment in INDEBANK in
1979, and a US$2.0 million loan to Malawi Hotels Limited for tourism in 1979.
A US$262,000 equity investment and a loan of US$1.7 million for the production
of ethanol from molasses were approved on July 29, 1980. A summary statement
of Bank Group operations and notes on the execution of ongoing projects are
provided in Annex II. Project implementation has been fully satisfactory.

64. During the next five years, Bank Group assistance to Malawi will
be closely tailored to Malawi's structural adjustment needs and to increasing
agricultural productivity. The third phase of the NRDP, to help raise agricul-
tural production in the north, has already been appraised and the fourth phase
of NRDP is under preparation. A second equity investment to INDEBANK is
planneA and possible investments in energy, health, agro-industry and water
supply (phase II) are being investigated. Additional assistance for education
and for structural adjustment are also expected to figure prominently over the
next several years. The Bank Group's economic and sector work will continue
to provide support to the lending program by focusing on key sectoral issues
affecting the economy: agricultural financing and production; assessing the
most cost-effective approaches to providing social services, investigating
energy investment opportunities; and public sector management.

PART IV - THE PROJECT

65. In combination with the accompanying Structural Adjustment Loan,
which is being submitted concurrently, the proposed technical assistance
project will support the Government's economic program outlined in Part II.
The project focuses on assisting the Government in achieving its goals of
attaining self-sufficiency in meat and dairy products, in developing its

1/ This text is the same as in Part IV of the President's Report on the
Structural Adjustment Loan (report No. P-3024a-MAI).
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agro-based industries and in improving the efficiency and effectiveness of
MDC. The project was discussed with the Government in August/September 1980
and in January 1981. Negotiations were held in May 1981 with a delegation
headed by Mr. G. Kalinga, Senior Deputy Secretary, Ministry of Finance. A
loan and project summary is given at the beginning of this report and supple-
mentary data on the loan are contained in Annex III.

Project Description

66. The proposed project, to be executed over a 30 month period, would
assist the Government in its structural adjustment program by: (a) providing
consultancy services to prepare a study on Malawi's livestock, meat and dairy
industries; (b) financing three consultant studies on MDC; (c) financing an
export marketing specialist to be seconded to MDC; and (d) financing consultant
services for other unidentified studies on the implementation of Malawi's
structural adjustment program.

Detailed Features

67. A Study of Livestock, Meat and Dairy Industries. Although there
appears to be considerable potential for developing the country's livestock
industry, its growth to date has been slow, and Malawi still imports substan-
tial amounts of meat and dairy products. While the slow growth is mainly
attributable to inadequate incentives, in the past the Government has not
given much emphasis to livestock development and as yet has not clearly
defined its long-term development strategy for this sub-sector. To provide
a basis for formulating a long-term policy, the Government has requested
Bank financing for a study of the development prospects of the livestock, meat
and dairy industries with emphasis on estimating production and marketing
cost, price responsiveness of producers and consumers and future demand and
supply. Terms of reference for the study were agreed during negotiations.
Two specialists would be needed to conduct the study, an economist/financial
analyst and a livestock specialist working concurrently and interactively over
a period of three months (i.e. the study should require no more than 4 months).
The Government expects to provide a Malawian anthropologist to work with the
specialists to ensure their findings are consistent with customary livestock
practices. During negotiations, agreement was reached that the Government
would by September 30, 1981, employ a firm of consultants or consultants to
carry out the study. The qualifications, experience and conditions of employ-
ment would be satisfactory to the Bank (Section 3.02 of the draft Loan Agree-
ment). Agreement was also reached that the study would be completed by
March 31, 1982, and that the Government would exchange views with the Bank on
its findings and recommendations not later than June 30, 1982 (Section 3.03(a)
of the draft Legal Agreement). The development of an efficient and productive
livestock sector will depend ultimately on the relationship between livestock
price and the prices of input, particularly feed. Pricing decisions to date
in the sector have been carried out on a largely ad hoc and arbitrary basis
because the Government has not had enough reliable data on the costs of
production or on supply and demand. The proposed livestock study will provide
the basis of information required by the Government for its annual reviews of
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the wholesale and retail prices of livestock, meat and dairy products as well
as provide useful recommendations for developing a long-term strategy for the
sector.

Malawi Development Corporation (MDC)

68. MDC, a wholly-owned government corporation, is charged with the task
of assisting in the development of the country's agricultural, industrial and
commercial resources in accordance with sound business principles. It is run
by a General Manager and has 38 professional staff and 24 supporting staff.
These staff are divided among four divisions: Operations, Finance, Personnel
and Training, and Auditing. Since its inception in 1964, MDC has generally
been profitably operated on a consolidated basis but owing to the present
economic crisis and an unfavorable debt structure, its financial position has
deteriorated sharply during the past year. While MDC has taken a number of
actions to remedy the situations, such as closing down two out of four of its
loss making subsidiaries, appointing a new general manager and reviewing its
present and projected financial position, further steps are necessary. To
provide a basis for improving its performance, MDC has asked the Bank to
finance 24 months of consultant services for two management studies of MDC.
The terms of reference for the two studies were agreed on during negotiations.

(i) A Working Capital and Budget Management Study. MDC's serious
liquidity position is exacerbated by inadequate management of
the substantial investment in working capital and the absence
of a system of management reporting and coordinated forward
budgeting for itself and its subsidiaries. The study would
examine the working capital situation at MDC headquarters
and in the group-managed subsidiaries and set out standard
operating policies and procedures designed to improve the
management of inventories and working capital. It would

= also examine MDC's present budget and management accounting
practices and economic improvements in its management and
budgetary information system for coordinating the activities
and important investment decisions of its subsidiaries,
projecting the group's financial requirements and monitoring
and controlling performance. The study, whose terms of
reference were agreed during negotiations, would be carried
out by a management consulting firm or group of four consul-
tants (two management accountants, one financial management
specialist, and one management information specialist).
Altogether around 20 months of consulting services would be
required over a 9-month period. MDC would provide full-time
counterpart staff from the Finance Division to work with the
consultants.
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(ii) An Operating Strategy Study. MDC does not have clear
operating guidelines on the types of activities it should
emphasize in future investments, the types and shares of
ownership it should have, the use of technical partners
or whether or not it should undertake financially unprofit-
able projects at the request of the government. The
study would aim at formulating at least two alternative
long-term strategies and would encompass guidelines for
project development, rationalizing its capital structure,
resource mobilization and organizational structure and
staffing. The study, whose terms of reference were agreed
during negotiations, would be carried out by a three-month
management consultant and a one-month industrial economist
over a four-month period. MDC would provide an operations
officer from the Operations Division to work with the
consultants.

69. Agreement was reached that the Government would by September 30,
1981 have employed the specialists needed for the two management consulting
studies of MDC with qualifications, experience and under conditions of employ-
ment satisfactory to the Bank. Further agreement was reached that the Govern-
ment would complete the two studies by June 30, 1982 and would exchange views
with the Bank on the findings and recommendations not later than September 30,
1982 (Sections 3.02 and 3.03 (b) draft Loan Agreement).

A Marketing Specialist

70. In view of the importance placed on export promotion and the limited
experience MDC has had in exploiting export markets, the Government had asked
the Bank to finance a marketing advisor to be seconded to MDC over a 24-month
period. This consultant would work with MDC's individual subsidiaries and
produce-lines to examine export market prospects, identify markets and help
devise and implement export oriented and domestic marketing program. The
consultant would liaise closely with the Ministry of Trade Industry and
Tourism in order to coordinate export promotion activities. The terms of
reference for the marketing advisor were agreed during negotiations. MDC
would provide an operations officer from the Operations Division to work on
a full-time basis with the marketing specialist. By the end of the two year
consultancy, the Operations Officer would be responsible for the export
marketing aspects of MDC's work. The consultant would also work closely with
the General Manager of MDC. During negotiations, agreement was reached that
the Government would, by September 30, 1981, employ a marketing specialist
with qualifications, experience and under conditions of employment satis-
factory to the Association (Section 3.02 of the draft Loan Agreement).

Expert Services

71. The proposed project would also provide funds for medium and short-
term consultant services to be used by the Government for other studies to
help carry out the structural adjustment program. The consultants would be
recruited by the Ministry of Finance and would be assigned, as necessary, to
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the various ministries and parastatals involved in implementing the economic
recovery program. During negotiations agreement was reached that the Govern-
ment would: (a) by April 30, 1982 select the consultants needed with quali-
fications and experience and under terms of reference and conditions of
employment satisfactory to the Bank; and (b) by December 31, 1982 exchange
views with the Bank on the findings of the consultants (Section 3.04 of the
draft Loan Agreement). Up to around 16 person-months of consultant services
may be needed to carryout this part of the proposed project.

Project Implementation

72. The technical assistance project would be carried out by the Ministry
of Finance on behalf of the Government of the Republic of Malawi through MDC
and MA. MDC would assume overall responsibility for arranging and coordinat-
ing all consultancy services related to the preparation of three MDC studies
and to the recruitment and deployment of an export marketing specialist. The
MA would be responsible for arranging and coordinating the livestock study.

Project Cost Estimates and Disbursements

73. Total project cost inclusive of taxes and duties, which are negli-
gible, is estimated at US$1,170,000 of which US$1,000,000, or 85 percent,
would be foreign costs. These costs were estimated at January 1981 prices
and include price contingencies on foreign components of 9 percent in 1981
declining to 8 percent in 1983. The amount of consulting and expert services
required are estimated at around 70 person-months, at an average cost of
around US$13,000 per person-month including salaries, international travel
and subsistence. These costs are based on recent consultant contracts for
similar work in Eastern Africa and include sizeable amounts for travel
reflecting the short-term nature of the services required. The executing
agencies (Ministry of Finance, MOA and MDC) would meet the costs of counter-
part staff, office facilities, transport and other support services. The
loan would finance 100 percent of foreign expenditures for consultants' and expert
services, or 85 percent of local expenditures. All consultant contracts
regardless of size, would be subject to prior approval by the Bank. All
disbursements would be fully documented. Disbursements are expected to be
completed in 30 months.

Accounts and Audit

74. The Ministry of Finance would establish and monitor consolidated
project accounts for all expenditures financed under this loan in a clearly
identifiable manner. Separate accounts would be maintained by MOA and MDC.
During negotiations, agreement was reached that the statement of accounts and
expenditures would be audited by the Auditor General or other independent
auditors acceptable to the Bank, not later than 6 months after the end of the
fiscal year (Section 4.02 of the draft Loan Agreement). Agreement was also
reached that the Government would monitor progress of the project and not
later than 6 months after the Closing Date, or such other agreed date, would
prepare and submit to the Bank a full report on the execution of the project
(Section 3.05(b) and (c) of the draft Loan Agreement).
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Benefits and Risks

75. The benefits are that the project would provide support for the
accompanying Structural Adjustment Loan. It would do so first by examining
the prospects and making recommendations for formulating a long-term strategy
for the future development of livestock sector and by setting up the infor-
mation base needed to support a system of annual price reviews for the meat
and dairy industry; second by strengthening the management and financial
position of MDC which is expected to make a key contribution to investment in
agro-based industries; and third by enabling the Ministry of Finance to make
use of additional consultants services as needed to oversee and examine
specific aspects of the structural adjustment process. There are no major
risks to the project since the Government is committed to implementing the
structural adjustment program.

PART V - LEGAL INSTRUMENTS AND AUTHORITY

76. The draft Loan Agreement between the Republic of Malawi and the
Bank and the Recommendation of the Committee provided for by Article III,
Section 4 (iii) of the Articles of Agreement of the Bank are being dis-
tributed to the Executive Directors separately.

77. Special features of the draft Loan Agreement and draft Project
Agreement are listed in Section III of Annex III of this Report.

78. I am satisfied that the proposed loan would comply with the Articles
of Agreement of the Bank.

VI - RECOMMENDATION

79. I recommend that the Executive Directors approve the proposed loan.

Robert S. McNamara
President

Attachments

Washington, D.C.
June 4, 1981
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TABLF 3A

MALAWI - SOCIAL INDICATORS DATA SUrtT

MIAUWI RETERFNCt cRoirs lwcPTrn ABErACtS
LAND AREA (THOUSAND Q- KOT RfCFNT EFTtk7E)

TOTAL 118.5
ACRICULTURAL 41. 2 MOST RECENT LCW 1NccIE 1nDDLE INCCHI

1960 jb 1970 /b EST1UIATE lb AFRICA SOUTE OF SAHAPA AFPICA SOtTH OF SAPAPA

GNP PER CAPITA (USS) 50.0 80.0 200.0 260.0 868.0

ENERGY CONSUMPTION PER CAPITA
(KILOGRAMS OF COAL EQUIVALENT) .. 46.0 52.0 80.0 699.4

POPTILATION AND VlTAL STATISTICS
POPULATION. MID-YEAR (MILLIONS) 3.4 4.5 5.7
URBAN POPULATION (PERCENT OF TOTAL) 4.4 6.4 8.9 17.3 28.9

POPULATION PROJECTIONS
POPULATION IN YEAR 2000 (MILLIONS) 11.0
STATIONARY POPULATION (MILLIONS) 32.0
YEAR STATIOhARY POPULATION IS REACHED 2165

POPULATION DENS ITY
PER sq. rK. 29.0 38.0 49.0 27.4 61.7
PER Sq. KM. AGRICULTURAL LAND 89.0 113.0 141.0 82.6 126.0

POPULATION AGE STRUCTURE (PERCENT)
0-14 YRS. 43.6 43.9 47.5 44.9 45.5

15-64 YRS. 52.0 52.1 50.0 52.2 51.6
65 YES. AND ABOVE 4.4 4.0 2.5 2.8 2. 8

POPULATION GROWTH RATE (PERCEXT)
TOTAL 2.4 2.8 2.9 2.7 2. 7
URBAN 4.8 6.6 7.3 6.8 4.9

CRUDE BIRTH RATE (PER THOUSAND) 53.0 52.0 52.0 47.4 46.8
CRUDE DEATH RATE (PER THOUSAND) 27.0 22.0 20.0 19.6 16.4
GROSS REPRODUCTION RATE 3. 2 3.2 3.5 3.2 3. 2
FAMILY PLANNING

ACCEPTORS. ANNUAL (THOUSANDS)
USERS (PERCENT OF MARRIED WOMEN) .. ..

FOOD AND hURITION
INDEX OF FOOD PRODUCTION

PER CAPITA (1969-71-100) 90.0 91.0 101.0 91.8 94.0

rER CAPITA SUPPLY OF
CALORIES (PERCENT OF

REQUIREMENTS) 86.0 98.0 90.0 90.2 92.7
PROTEINS (GRAMS PER DAY) 55.0 67.0 59.0 53.0 53.0

OF WHICH ANIMAL AND PULSE 5.0 10.0 10.0 18.4 15.6

CHILD (AGES 1-4) MORTALITY RATE 41. 0 32.0 27.0 27.7 21. 3

HEALTH
LIFE EXPECTANCY AT BIRTH (YEARS) 37.0 42.0 46.0 45.3 50.1
INFAN,T MUkTALITY RATE (PER
THOUSAND) .. 149. 0

ACCESS TO SAFE WATER (PERCENt OF
POPULATION)

TOTAL .. . 33.0 23.2 31.0

URBAN .. .. 70.0 58.0 66.8
RURAL .. .. 29.0 16.8

ACCESS TO EXCRETA DISPOSAL (PERCENT
OF POPULATION)

TOTAL .. . .. 28.9
URBAH .. .. 15.0 67.0

RURAL .. .

POPULATION PER PHYSICIAN 42400.0,c 38430.0 48198.0 30910.4 14508.2
POPULATION PER NURSING PERSON 12918.0 16344.0 3291.0 5793.2 3279.5
POPULATION PER HOSPITAL BED

TOTAL 92 7. 07d 649. 0 546.0 1198.9 1141. 5
URBAN 115.0 110.0
RURAL 1312.0 802.0

ADMISSIONS PER HOSPITAL BED .. 36.3Le

HOUSING
AVEPAGE SIZE Or IIOUSEHOSD

TOTAL .. ..
URBAN .. 3.4/f
RURAL .. .. 5.0

AVERAGE NMBER OF PERSONS PER ROOC
TOTAL .. ..

URA .. B.9N 1.7 .
RURAL .. . .

ACCESS TO ELECTRICITY (PERCENT
OF DWELLINGS)

TOTAL .. . .

URBAN .. 16.0 ..
RURAL .. ..
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HALAWI - SOCIAI INDICATORS DATA SHEET

MALAVI REFEREtrE ROVtPS iVIETED AVEI ES
- MOST RECENT tST1MATE)L

MOST RECENT LUV INCOME HIntDS. TNCG4F
1960 /b 1970 /b ESTIMATE /b AFRICA SOUTH OF SARARA AFRICA SOt1fl OF SAHARA

EDUCATION
ADJUSTED ENROLLMENT RATIOS *

PRIMARY: TOTAL 63.0 40.0 59.0 57.7 61.7
MALE 81.0 50.0 * * 74.2 69.2
FEMALE 45.0 29.0 73.0* 54.1 51.4

SECONDARY: TOTAL 1.0 2.0 .9 10.0 20.6
MALE 1.0 3.0 6.0 13. 7 29.2
FEMALE 0. 3 1.0 2.0 7.1 14.7

VOCATIONAL ENROL. (7 OF SECONDARY) .. 3.0 7.2 6.8 7.0

PUPlL-TEACHER RATIO *62.0
PRIMARY *1.00 43.0 6 *5.0 36.6
SECONDARY 14.0 16.0 200* 25.2 24.3

ADULT LITERACY RATE (PERCENT) .. 22. 011 25.0 25.5

CONSUHPTION
PASSENGER CARS PER THOUSAND

POPULATION 1.8 2.0 1.9 3.6 38.8
RADIO RECEIVERS PER THOUSAND

POPULATION 1. 0 24.0 26.0 31.5 83.5
TV RECEIVERS PER THOUSAND

POPULATION 0. 7 .. .. 1.8
NEWSPAPER ('DAILY GENERAL
INTEREST") CIRCULATION PER
THOUSAND POPLLATION .. .. 1.0 4. 6 24.2
CINEMA ANhUAL ATTENDANCE PER CAPITA 0.3 .. . 9 .. 0. 7

LABOR FORCE
TOTAL LABOR FORCE (THOUSANDS) 1570.5 1980.8 2404.2

FEMALE (PERCENT) 38.3 37.8 38.0 33.5 38.1
AGRICULTURE (PERCENT) 92.0 89. 1 86.0 80.7 54.3
INDUSTRY (PERCENT) 2.7 3.7 5.0 8.1 17.8

PARTICIPATION RATE (PERCENT)
TOTAL 48.2 46.9 45.8 42.2 38.8
MALE 60.3 59.2 58.1 55.1 48. 4
FEMALE 36.4 35.0 33.9 29.5 29.4

ECONOMIC DEPENDENCY RATIO 1.0 1.1 1.2 1.2 1.3

INCOEE DISTRIBUTION
PERCENT OF PRIVATE INCOME
RECEIVED BY

HIGHEST 5 PERCENT OF HOUSEHOLDS .. 29.5
HIGHEST 20 PERCENT OF HlOUSEHOLDS .. 52.9
LOWEST 20 PERCENT OF HOUSEHOLDS .. 5.7
LOWEST 40 PERCENT OF HOUSEHOLDS .. 15.0

POVERTY TARGET GROUPS
ESTIMATED ABSOLUTE POVERTY INCCHE
LEVEL (LSS PER CAPITA)

URBAN .. .. 123.0 138.&2
RURAL .. .. 99.0 P6. 1

ESTIMATED RELATIVE POVERTY INCCME
LEVEL (USS PER CAPITA)

URBAN .. .. 65.0 107.0
RLURAL .. .. 52.0 65.0

ESTIMATED POPULATION BELOW ABSOLUTE
POVERTY INCOIIE LEVEL (PERCENT)

URBAN .. .. 25.0
RURAL .. .. 85.0 66.9

Not available
Not applicable.

NOTES

La The group averages for each indicitor are population-veighted aritlhetic reans. Coverage of countries
among the indicators depends on availability of data and In not uniform.

/b Unless othervise noted, data for 1960 refer to any year between 1959 and 1961; for 1970, betweeB 1969
and 1971; and for Most Recent Estfrate, between 1974 and 1978.

jc 1962; /d 1963; Le 1965; Lf 1967; ]g 1966.

Most recent estimate of GNP per capita is for 1979, all other dots are as of April, 1980.

* Data supplied by EAPED December 1980 October, 1980
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ANNEX I

HALAWI * ECONOMIC DEVI -LOPF.N7T DATA SMEIT

Actual. _ EstI tuAte Proiections Acera- e Annual Grooth Ratef?) 1980
1975 1976 1971 19id i979 A98Z 1981 1982 1903 1984 1985 1975-80 1980-85 Share o0

GDP

A. Notiol Account.
(Millions of US$ at 1979 price.)

1. CDP 1009.5 1082.2 1167.7 1230,7 1284.8 1292.5 1337.8 1387.3 1466.3 1548.5 1635.2 5.0 4.8 100.02. TT Adjustment 47.6 77.7 78.6 36,2 - - 25.2 - 26.1 - 41.7 - 32.1 - 32.9 - 25.3 - - 1.93. CDY 1057.1 1159.9 1246.3 1266.9 1284.8 1267.3 1311.7 1345.5 1434.2 1515.4 1609.9 3;6 4.9 98.14. Ioports, GNFS 469.6 392.8 387.1 454.8 472.2 447,0 435.8 442.6 468.2 498.2 525.6 -0.8 3.3 36.95. Eports., GNFS 218.3 231.8 240.0 217.0 266.6 325.9 324.6 354.3 383.4 408.1 434.2 9.6 5.8 25.26. Eports - TT Adjustment 265.9 309.5 318.6 253.3 266.6 300.8 298.6 312.5 351.3 375.2 408.8 2.6 6.3 23.37. Reource Cap - TT Adjustment 203.7 83.2 67.3 201.5 200.1 146.3 137.2 130.1 125.5 123.0 116.8 . , 1138, Total Cunounption 973.4 1069.9 1058.1 1009.9 1085.3 1132.4 1201.8 1230.1 1296.7 1358.4 1425.7 5.2 4.7 87.69. lovertment 287.4 173.2 256.6 458.4 394.0 281.2 247.1 245.6 262.4 280.2 300.9 2.0 1.4 21.810. NOtioonI Saving. 103.5 71.3 165.6 258.0 150.6 99.6 64.5 62.2 85.9 111.4 142.0 1.4 7.3 7.711. Do-ootic Savings 83.7 90.0 188.2 257.0 199.5 134.9 109.9 115.5 137.5 157.2 184.1. 4.2 6.4 10.412. CDP at Current US$ 694.6 755.5 842.6 1011.6 1284.8 1529.0 1828.8 2097.7 2452.2 2864.9 3346.7 18.7 17.1

8. SDctor Output
(Share of GDP at 1973 prices)

1. Manufa-turiog Industry 12.9 11.7 12.0 12.4 12.5 12.9 12.4 12.6 15.4 14.0 14.7 5.7 7.62. Agrtiulture 44.7 44.9 44.7 44.0 43.2 42.6 43.9 44.2 43.5 42.9 42.2 4.0 4.73. Othur 42.4 43.4 43.3 43.6 44.3 ! 44.5 43.7 .43.2 43.1 43.1 43.1 .5.0 3.8

C. Prices (1979 - 100)

1. Euport PrIce Index 83.0 98.0 111.4 105.7 100.0 i 102.8 112.3 118.9 132.5 144.4 160.0 4.3 9.32. Import Index 65.7 69.4 79.7 88.0 100.0 j 112.8 123.7 137.6 146.6 159.1 171.5 11.4 8.73. Tern- of Trade 126.3 141.2 139.8 120.1 100.0 91.1 90.8 86.0 90.4 90.8 93.J *5.6 0.54. CDP Deflator (US0) 68.8 69.8 72.2 82.2 100.0 118.3 134.7 151.2 167.2 185.0 204.6 12.9 11.75. Avera-g Eohonge Rate (USS/HK) 1.158 1.095 1.108 1.185 1.224 1.232 - - - - -

D. Selectod Indicator. 1971-75 1975-80 1980-85

1. ICOR 3.6 4.5 3.8 
u2. Import Elasticity 0.7 '0.4 0.6

3. Acoruge Do.e.tic Savings Rate 9.7 13.0 9.8
4. A-era-e Nattonal Savings Rate 10.0 11.6 6.6
5. ltrginal National Savings Rste 0.16 0.17 0.80
6. Import/CDP 27.7 32.7 32.8
7. In-eut.e.t/CDY 20.6 25.4 I 19.1
8. Resouro. Gap/GDY 12.1 12.3 9.1

E. Eoplup.ent (Thousands) 4970 1975 1976 1977 1978_ 1979

1. Labor Fo-e Total 2246.6 2629.0 2676.8 2724.6 2172.4 2820.2
2. Wage Employent 159.3 244.7 264.1 275.3 339.5 369.1

Actuols.Etmts Prolecti.ns
F. Public Flnance (US$ Millions) FY1974 Ff1975 r1976 FY1977 FY1978 Ff1979 FY1980 FY1981 Ff1982 FE1983 FY1984 Ff1985

Total Revenue 92.6 98.6 106.1 137.9 181.9 230.2 252.4 266.1 315.5 380.6 458.6 552.3

Total Eopuoditures 124.1 161.9 157.9 211.5 303.6 376.7 448.7 439.9 510.9 566.5 646.3 738.0Rocurrent Enpenditores 76.9 85.3 96.0 120.8 164.6 219.1 244.7 247.8 294.2 316.0 357.3 405.6Development Expenditsrss 47.2 76.6 61.9 90.7 139.0 157.6 204.0 192.1 216.7 250.5 289.0 332.4

Overall Deficit 31.5 63.6 51.8 73.6 121.7 146.5 196.3 173.8 195.4 185.9 187.7 185.7

Financ * Ing
Grants 1.5 12.0 10.6 19.0 31.8 42.6 75.5 64.0 110.6 124.2 144.0 154.7Foreign Loans (Net) 24.1 35.5 26.4 50.5 75.6 87.5 67.9 109.8 84.8 61.7 43.7 31.0Domeettc B.rrmoing (Not) 10.9 25.1 17.5 .4.6 14.3 16.4 52.9
Other 1/ -5.0 -9.0 -2.7 8.9 -

1/ Consists of changes in extra budgetary snd residual itme.

RAlDS
may 1981



MALAWI * BALANCE Or rAYntNTS INt) EXTERNAL ASSISTA1CE

I S$ mtillion)

Actual Eitinate Prolections
1975 1976 1977 1970 1130 19~81 1982 1983 1984 1t85

A. Stimmary of Balance of
Payments

1. Exports (Inc. NFS) 17U.3 213.6 239.1 211.4 266.6 348.6 379.5 441.9 524.4 .14.1 71u.U
2. Imports (Inc. NFS) 290.1 256.3 281.4 387.0 472.2 514.8 550.5 622.1 717.6 818.9 934.8
3. Resource Balance -119.8 . 42.7 - 42.3 -175.6 -205.6 - 166.2 -171L0 -180.2 -188.2 -204.9 -214.8
4. Net Factor ;ervice Income 9.2 - 20.7 - 28.9 - 5.0 - 43.8 - 39.2 - 54.2 - 71.7 -w 72.8 - 70.1 - 69.8
5. Current Transfers (Net) 5.it 5.7 6.3 6.3 - 0.4 - 0.9 - 2.2 - 21 - 2.5 - 2.6 - 8
6. Balance on Current Account - 104.8 - 57.7 - 64.9 -174.3 -249.8 - 206.3 -227.4 -254.0 -263.5 -277.6 -287.4

7. Private and Public Enterprise
Rn-ro.inp (Nec) 15.0 13.8 12.6 20.8 15.3 38.7 8.0 1.6 - 0.6 2.7 10.0

8. Grantx 18.4 12.7 22.6 41.3 47.9 66.7 87.8 107.1 119.4 138.5 160.7
Public M & LT Capital

9. Disbursements 86.8 34.1 83.7 95.t 111.6 155.5 160.5 182.4 202.6 208.2 199.6
10. Aortization 11.0 5.0 11.5 20.8 17.0 52.6 37.5 55.6 67.3 64.8 55.2
11.. Net Disbursement 75.8 29.1 72.2 74.3 94.6 64.2 123.0 126.8 135.3 143.4 144.4
12. Use of IMF Resources (ne't) 2.9 1.7 8.5 1.0 34.0 31.3 20.9 34.5 29.1 16.4 -
13. Short-Term Capital Transac-

tions and not monetary nova-
ments - 22.7 - 35.9 14.0 12.6 46.5 14.6 - - - -

14. Change in Reserves C.
- increases) + 15.4 T 36.3 - 65.0 + 24.3 + 11.5 _ 9.2 - 12.3 - 16.0 - 19.7 - 23.4 - 27.7

lb .Granr and lWoan Com"ittants

1. Official Grants - - 10.2 10.9 11.6
2. Public H & LT Loans 43.6 34.5 168.6 143.1 146.2
2.1 IfRD - 9.2 17.0 3.0 _
2.2 IDA 20.1 - 15.0 43.2 14.5

2.3 Other Multilateral 6.9 5.8 37.5 12.2 '16.2
2.4 Governments 16.6 19.5 64.1 57.2 41.3
2.5 Suppliers _ - , _ 11.9
2.6 Financial Institutions - - 35.0 27.5 62.3
2.7 Bonds - -

2.8 Public Loans n.-.i. -

3. Other N & LT Loans . - -

C. rlemorandum Items

1. Grant Element of Total
Coomitment 74.0 67.2 42.4 48.4 42.5

2.. Average Interest (Percent) 1.4 2.1 4.7 4.6 5.1
3. Average Maturity (Years) 41.4 38.6 28.0 30.9 27.7

EAIDB
April 1981
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ANb3EX I

AtW AWI - DEBT A-'D CREDIVORTIINESS

1975 1976 1977 1978 1979

A. Mediurn and Long-terTn Debt (Disbursed Onty)
Ttl (115$ million)

1. Totel,Debt Outstanding (DOD End of Period) 243.5 256.9 300.3 399.3 423.3
2. Including Undisbu'sed 333.0 347.2 458.3 612.0 605.8
3. Public Debt Service 16.5 14.6 12.6 23.5 27.0
3.1 Interest 8.1 6.3 4.2 11.6 16.2
4. Other M&LT Debt Service - - - -

B. Debt Bu-den

1. Debt Service Ratio 9.1 7.2 7.0 13.5 12.0
2. Debt Service/GDP 2.5 2.0 1.5 2.6 2.2
3. Public Debt Service/Government Revenue 15.9 13.2 10.1 14.0 11.8

C. Terms

1. Interest on Total DOD/Total DOD 3.3 2.4 1.4 2.9 3.8
2. Total Debt Service/Total DOD 6.8 5.5 4.5 4.9 6.4

D. Dependency Ratios for M&LT Debt

1. Gross Disbursements/Irports (incl. NF') 16.5 13.2 23.4 25.2 29.4
2. Net Transfer/Imports (incl. NFS) 11.0 7.6 18.9 19.2 23.6
3. Net Transfer/Gross Disbursements 65.8 51.1 80.9 75.9 o0.5

E. Exposure

1. IBRD Disbursements/Gross Total Disbursements - 0.3 3.6 2.7 9.3
2. Bank Group Disbursements/Gross Total Disbursements 23.6 35.3 20.2 21.3 19.7
3. IBRD DOD/Totat DOD ? - 0.04 0.8 1.3 4.2
6. Bank Group DOD/Total DOD 25.3 28.7 28.9 26.9 31.7
5. IBRD Debt Service/Total Debt Service - - 0.07 1.2 2.2
6. Bank Group Debt Service/Total Debt Seaivice 2.4 3.4 5.5 4.2 7.0

F. Exte-nal Debt (Disbursed Only) Outstanding Decenber 31. 1979
AFoebnt OPerct
(US$ million)

1. IBRD 17.9 4.2
2. IDA 116.2 27.5
3. Othe-I Multilateral 57.2 13.6
/. Governments 120.6 28.6
5. Suppliers 9.4 2.3
6. Financial Institutions 100.0 23.7
7. Bonds 2.1 0.1
8. Public Debt, nei - -
9. Total Public 1&LT Debt 423.4 100.0
10. Other M&LT Debt - _
11. Total Public Debt (incl. Undisbursed) 605.8 143.1
12. Total M&LT Debt (incl. Undisbursed) _ _

EAIDB
April 1981



- 37 -

ANNEX II

THE STATUS OF BANK GROUP OPERATIONS IN MALAWI

A. Statement of Bank Loans and IDA Credits (as of April 30, 1981)

Bank
incl.

Loan or Third Un-
Credit No. Year Borrower Purpose Window IDA disbursed

Two loans and 12 credits have been fully disbursed 17.00 81.10

S-17-MAI 1974 Republic of Transport Engi-
Malawi neering & Services 2.00 0.23

523-MAI 1975 Second Highway 10.00 0.86
590-MAI 1976 Education II 11.60 0.98
1286-T-MAI 1976 Agriculture-

Karonga II 9.20 0.36
711-MAI 1977 Water Supply 7.00 5.50
758-MAI 1977 Third Highway 10.50 0.44
823-MAI 1978 Shire Valley

Consolidation 10.70 3.24
1610-MAI 1979 INDEBANK First DFC 3.00 2.07
857-MAI 1979 Republic of National Rural

Malawi Development
Programme I 22.00 15.52

910-MAI 1979 Education III 14.50 12.09
992-MAI 1980 National Rural

Development
Programme II 13.80 12.99

1099-MAI 1981 Highway IV 33.0 33.0
(SDR 25.9)

1123-MAI 1981 Education IV 41.0 41.0
(SDR 32.2)

TOTAL 29.20 257.20
of which has been repaid 2.08
Amount sold
of which repaid
TOTAL now held by Bank and IDA 1/ 29.20 255.12

TOTAL undisbursed 2.43 125.85 128.28

1/ Prior to exchange adjustments.



- 38 -

ANNEX II

B. IFC INVESTMENT IN MALAWI
April 30, 1981

Total
Investment Type of Held Undis-
Number Year Obligor Business Equity Loan Total by IFC bursed

…------------(US$ Million)…------

326-MAI 1976 David Whitehead Textiles - 6.0 6.0 5.0 -

& Sons (Malawi)
Limited

362-MAI 1977 Dwangwa Sugar - 9.5 9.5 9.7 -
Sugar Corpora- Production
tion Limited

434-MAI 1978 Investment and Development 0.6 - 0.6 0.6 0.1
Development Finance
Bank of Malawi Company

502-MAI 1979 Malawi Tourism - 2.0 2.0 2.0 1.6
Hotels
Limited

543-MAI 1981 Ethanol Company Manufactur-
Limited of ing Alcohol
Malawi from

Molasses 0.2 1.7 1.9 1.9 _

TOTALS 0.8 19.2 20.0 19.2 1.7
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ANNEX II

C. BANK PROJECTS IN EXECUTION

Credit No. S-17-MAI Transport Engineering and Services Project; US$2.0
Million Credit of June 13, 1974; Date of Effective-
ness: August 28, 1974; Closing Date: June 30, 1981

The project helps determine the infrastructural requirements
and provides technical assistance for the exploitation of the Viphya forest
resources. Necessary transportation studies and the design of the required
transport facilities have been completed. Part of the credit proceeds that
remained were used to assist in putting together a financial package for
the proposed mill. The package is still incomplete, however, and the pro-
posed project is still being analyzed by the Government. The Closing Date
was extended to June 30, 1981.

Credit No. 523-MAI Second Highway Project; US$10.0 Million Credit
of December 19, 1974; Date of Effectiveness;
February 21, 1975; Closing Date: June 30, 1982

The project consists of reconstructing to two-lane bituminous
paved standard the Lilongwe-Kasungu road (about 70 miles), including a
bypass around the Lilongwe industrial area and reconstructing the Ligadzi
bridge; and a pilot program in one district for improving development and
maintenance of district roads. Construction works for the main road are
complete and savings of approximately US$3.5 million were realized for this
component. Results from the pilot program for district roads improvement
and maintenance indicate clearly that the program has been successful and
that it is feasible to extend it to other districts. The savings from the
reconstruction component are being used to extend the pilot program to three
additional districts; accordingly the Credit Agreement was amended by letter
of June 9, 1978 and the Closing Date was extended to June 30, 1982.

Credit No. 590-MAI Second Education Project; US$11.6 Million Credit
of November 24, 1975; Date of Effectiveness;
February 24, 1976; Closing Date: December 31, 1981

The project provides for constructing 22 model primary schools
as examples for replication by communities and facilities at the schools
for a rural education program; it establishes a new primary teacher college;
adds practical subjects in selected secondary schools with emphasis on
facilities to increase female enrollment. As costs permitted, the project
scope was enlarged to include computer facilities for the Malawi Certificate
Examination and Testing Board and additional staff housing. All contracts
have been awarded and, except for minor additional construction at a number
of primary schools, the project has been substantially completed. At the
Government s request the Bank Group recently extended the Closing Date to
December 31, 1981 to permit completion of all contracts.
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ANNEX II

Loan No. 1286-MAI Second Karonga Rural Development Project;
US$9.2 Million Loan of June 24, 1976; Date of
Effectiveness: August 18, 1976; Closing Date
December 31, 1981

The project, financed on Third Window terms, consists of seasonal-
and medium-term credit to farmers, extension service, market complexes,
health facilities, boreholes and other infrastructural facilities, agri-
cultural and hydrological research, preparatory investments for the National
Rural Development Programme, and rehabilitation of berthing facilities at
Chipoka Lake terminal. Improvement of Chipoka harbor has been completed.
Although understaffing hampers implementation efficiency and small cost
increases have occurred, the project's progress is satisfactory.

Credit No. 711-MAI Blantyre Water Supply Project; US$7.0 Million
Credit of June 3, 1977; Date of Effectiveness;
April 18, 1978; Closing Date: March 31, 1982

Initial delays in project implementation occurred due to revision of
the project's scope, but implementation is now proceeding reasonably well.
Detailed engineering is substantially complete; bid documents have been issued
and awards made on three of the four contracts being financed by the Associa-
tion with the award of the fourth contract expected shortly. However, due to
the initial delay, commissioning of the works is now scheduled for late 1982,
rather than December 1980 estimated at appraisal.

Credit No. 758-MAI Third Highway Project; US$10.5 Million Credit of
January 18, 1978; Date of Effectiveness: June 29,
1978; Closing Date: June 30, 1981

The project consists of constructing the 52-mile Kasungu-Jenda
road to two-lane bituminous surfaced standard; strengthening three short
sections of the Zomba-Lilongwe road; and providing consultant services
for the supervision of the roads, and for the feasibility and engineering
studies of the Jenda-Mzuzu road. Construction works on the Kasungu-Jenda
road are almost completed, and strengthening works on the Zomba-Lilongwe
road are well underway. Studies for the Jenda-Mzuzu road are nearing
completion, and consultants are preparing tender documents.
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ANNEX II

Credit No. 823-MAI Shire Valley Agricultural Consolidation Project;
US$10.7 Million Credit of July 7, 1978; Date of
Effectiveness: September 6, 1978; Closing Date
December 31, 1982

The project is the consolidation phase of the Shire Valley Agri-
cultural Development Programme and includes extension services to support
increased cotton and foodcrop production, seed multiplication and afforesta-
tion programs, production credit, livestock and fisheries development, health
and potable water supply facilities, a smallholder irrigation development
study and some rural roads. It will provide social and infrastructure
services to about 70,000 families. The Valley attained self-sufficiency
in food crops for the first time in its history in 1977/78. Cotton produc-
tion also regained the levels attained in the early 1970s. Guar bean pro-
duction is rising rapidly, but groundnut production is declining. The
project had a slow start because of staffing shortages and procurement
delays. Although steps have been taken to improve staffing, it remains
a problem, with inadequate middle level staff and delays in replacement of
senior staff. Civil works and road construction, although somewhat behind
schedule, are proceeding well. Production estimates for cotton and maize for
1979/80 show a further decrease from 1977/78 and 1978/79 levels, while guar
beans have continued to increase. Apart from maize and guar, the areas
planted to crops decreased, and a severe drought from December 1979 through
March 1980 also affected yields.

Loan No. 1610-MAI Investment and Development Bank of Malawi Limited;
US$3.0 Million Loan of July 7, 1978; Date of
Effectiveness: November 1, 1978; Closing Date:
July 1, 1983

The project provides foreign exchange for financing medium- to
large-scale industrial and agro-industrial investments, and will help
INDEBANK consolidate its policies and procedures and develop project
promotion. To date, US$1.3 million has been committed for three sub-
projects and US$0.8 million has been disbursed for three sub-projects.
More commitments are expected shortly.

Credit No. 857-MAI National Rural Development Programme Project
Phase-I; US$22.0 Million Credit of December 21,
1978; Date of Effectiveness: April 5, 1979;
Closind Date: September 30, 1983

The project is assisting the Government in implementing the first
phase of Malawi's National Rural Development Programme. Over a five-year
period it aims to increase output of maize, groundnuts, fire-cured tobacco
and rice, and expand milk and meat production. It will strengthen the
Ministry of Agriculture and Natural Resources Central Service, four existing
Management Units and establish eight new development areas. It will also
complete the consolidation phase of the Lilongwe Land Development Programme.
The project is cofinanced by CIDA, DEG, EDF, and ODM. It is proceeding
satisfactorily except for staffing and recurrent financing problems which are
being addressed within the context of the Structural Adjustment Loan.
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Credit No. 910-MAI Third Education Project; US$14.5 Million Credit
EEC Credit No. 12-MAI June 19, 1979; Date of Effectiveness: September 4,

1979; Closing Date: June 30, 1984

The project is assisting the Government in improving and expanding
primary and secondary education and improving curriculum development, in-
service training and management of education. Its major components include
constructing, furnishing and equipping primary schools; improving and expand-
ing primary teacher training, secondary teacher training, secondary and
technical schools; providing primary school textbooks; establishing an Insti-
tute of Education responsible for curriculum development, in-service teacher
training, and materials preparation; and assisting school inspectorates,
architectural and engineering services, educational studies and project
administration. An EEC Special Action Credit of US$7.5 million was made
available to the project. Implementation is proceeding well and on time.

Credit No. 992-MAI National Rural Development Programme (NRDP) Project
Phase II (Wood Energy); US$13.8 Million Credit of
April 25, 1980; Date of Effectiveness: June 9, 1980;
Closing Date: December 31, 1985

The project is assisting the Government in its long-term energy
development program aimed at increasing forest resources. It will establish
a national network of 88 nurseries to produce seedlings for sale to small-
holders, who will be encouraged to establish their own woodlots; fuelwood
and pole plantations to help meet increasing demands from the commercial and
industrial sectors, as well as from urban dwellers; and an energy unit in
the Forestry Department of the Ministry of Agriculture and Natural Resources.
It will finance preinvestment activities for launching NRDP phase III.
Implementation is proceeding satisfactorily.

Credit No. 1099-MAI Fourth Highway Project; US$33.0 million equivalent
(SDR 25.9 million) of February 20, 1981; Date of
Effectiveness: July 22, 1981; Closing Date:
December 31, 1984

The project is assisting the Government in developing the economic
potential of the Northern Region by constructing and improving the major
unpaved sections of the principal North-South road. In addition, the project
will promote the maintenance of the main, secondary and district road networks
and provides consultant services and training. The Closing Date was extended
from April 22 to July 22 because no legal opinion has yet been provided by the
Government. It is expected shortly. Tendering for the construction of the
major paved road sections plus improvements of the existing road between
Luwawa Turnoff and Mbowe to a low gravel standard has recently been completed
and contracts will be awarded to the. lowest bidder shortly. Implementation is
proceeding on schedule.
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Credit No. 1123-MAI Fourth Education Project; US$41.0 million equivalent
(SDR 32.2 million) of March 26, 1981; Date of
Effectiveness: August 27, 1981

The project is assisting the Government in improving and expanding
secondary education and the training of secondary school teachers. In addi-
tion, it will assist the Government in the preparation of a national educa-
tion plan to provide the basis for future development of the education
system. Project implementation is proceeding on schedule.
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MALAWI

TECHNICAL ASSISTANCE LOAN

Supplementary Loan Data

I. Timetable of Key- Events

(a) Loan request to Bank April 1980

(b) Appraisal Mission August/September, 1980

(c) Post-appraisal Mission January 1981

(d) Completion of Negotiations May 15, 1981

(e) Planned date of effectiveness Ninety days after the date
of signing

II. Special Bank Implementation Action

None

III. Special Conditions of the Loan

(a) The Government would (i) by September 30, 1981, employ
suitably qualified consultants to carry out the study of
the livestock, meat and dairy industries with qualifica-
tions, experience and under conditions of employment
satisfactory to the Bank (para. 67); (ii) complete the
study not later than March 31, 1982; and (iii) would
exchange views with the Bank on its findings and recom-
mendations not later than June 30, 1982 (para. 67);

(b) The Government would by September 30, 1981: (i) employ
a marketing specialist with qualifications, experience and
under conditions of employment satisfactory to the Association
(para. 70); and (ii) appoint the specialists to carry out
the two management studies of MDC with qualifications,
experience and under conditions of employment satisfactory
to the Bank (para. 69);

(c) The Government would complete the two management studies of
MDC by June 30, 1982 and would exchange views with the Bank on
its findings and recommendations not later than September 30,
1982 (para. 69); and
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(d) The Government would by: (a) by April 30, 1982 select suitable
consultants with qualifications and experience and under terms of
reference satisfactory to the Bank to carry out other studies
associated with the structural adjustment program; and (b) by
December 31, 1982 exchange views with the Bank on the consultants'
findings (para 71).


