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I. ESTIMATION OF THE EQUILIBRIUM REAL EXCHANGE RATE FOR MALAWT

1. This section estimates the path of the equilibrium real exchange for Malawi.
Based on a dynamic model of a small open economy, the section identifies and discusses the
dynamics between certain fundamental variables and the real exchange rate. It also
investigates the presence of a long-run relationship between the real exchange rate and the
explanatory variables and estimates both the equilibrium real exchange rate and the speed at
which it converges towards its equilibrium level. The section concludes with a short
discussion on episodes of discrepancies between the real effective exchange rate and its
equilibrium level.

2. The Malawi equilibrinm exchange rate is treated as time varying defined by a

set of long-run fundamental determinants. This approach is chosen for two reasons. First,
the real effective exchange rate (REER) series® contains a unit root (i.e., it is I{1)), so a
traditional purchasing power parity (PPP) approach is not applicable. Second, certain
characteristics of the Malawian economy, such as the importance of one export commodity
(tobacco), capital account restrictions, and the lack of a forward foreign exchange market,
affect the plausibility of interest rate parities and render industrial country models less useful.
As a result, this section uses an error-correction model and a technique developed by Gonzalo
and Granger (1995) to analyze the fundamental factors affecting the equiiibrium real
exchange rate and to construct this rate.

A. Definition and Determinants of the Real Exchange Rate

3. This section defines the equilibrinm real exchange rate (ERER) as the relative
price of nontradables to tradables, which, for given sustainable values of certain
fundamental variables, results in internal and external equilibrium. Internal equilibrium
occurs when the market for nontradables clears in the present and is expected to clear in the
future, while extemal equilibrium holds when present and future tradable goods markets
clear.

4. Edwards’s (1988 and 198%) dynamic model of a small, open economy in which
both tradables and nontradables are exchanged, provides a coherent framework to
identify the fundamental variables that are associated with an ERER.’ In its empirical
version, the model allows for both real and nominal factors, but only real factors—the
“fundamentals”-—can influence the equilibrium exchange rate. Edwards’s original model was
used to describe nominal misalignment in fixed exchange rate regimes, in particular in small,
low-income, open economies.

! Prepared by Johan Mathisen.

2 Not seasonally adjusted. Based on IMF, Information Notice System {INS) methodology and Malawian
authonities’ 1994 trade weights.

* The model is discussed in depth in Williamson (1994).



5. Edwards’s model is particularly suited to identify the fandamental variables

that determine the Malawian equilibirum real exchange rate. First, Malawi is a low-
income country, where public expenditure accounts for almost one-third of GDP, driven
partly by large flows of development assistance. 1t is also relatively open, with mmports and
exports exceeding 50 percent of GDP, and dependent on international tobacco exports.
Malawi has an underdeveloped industrial base and is very dependent on imported goods, both
for consumption and investment. Finally, although the kwacha was floated in the mid-1990s,
it has since undergone periods of remarkable stability vis-a-vis the U.S. dollar. The key long-
term explanatory variables derived from Edwards’s model and used in this analysis are
briefly discussed below, as are the expected signs of their coefficents:

) Government consumption excluding salaries and wages as a share of GDP.* The
expected sign is ambiguous, depending on the share of tradables and nontradables in
government consumption. If government spending is mainly directed toward
nontraded (traded) goods, the effect is expected to be positive (negative). Empirical
studies, based on a sitnilar framework to this section, including Cerra and Saxena
(2000) on India and Mongardini (1998) on Egypt, found that the impact of
government spending on the real exchange rate was positive.

. Government salaries and wages as a share of GDP. The expected sign is negative,
as civil servants constitute the middle-income class, and any real increment in wages
and salaries is expected to increase consumption of (imported) tradables more than
nontradables.

. Investment. The expected sign is ambiguous, as supply-side effects depend on the
relative ordering of factor intensities across sectors. However, for Malawi, which has
a low industrial base and low cost of labor, the sign is most likely negative as
investment largely finances tradable (and imported) goods.

. Terms of trade of goods. The expected sign is positive. The income effect stipulates
that, in the case of a positive terms of trade shock, there will be an increase in the real
wage in the export sector, and this sector subsequently expands, leading to a trade
surplus, to be restored by a REER appreciation.

. Technological progress. The expected sign is positive. The Balassa-Samuelson
effect stipulates that higher differential productivity growth in the tradables sector
improves wages in this sector, which subsequently expands, causing a trade surplus.
To restore the internal and external balance, the REER must appreciate. Although the
Malawi industrial production index measures production volume, it is used here as a
proxy for technological progress, as it measures an expansion or contraction in the
tradables sector.

* As data on government consumption of nontradables and tradables are unavailable, spending on public wages
and salaries is excluded because the impact op the real exchange rate may differ from general government

consumption.



. Capital flows. The expected sign is positive. Although an incomplete measure,
changes in net foreign assets are used as a proxy for capital flows. Moreover, larger
net foreign assets would allow running a larger trade deficit and a more appreciated
exchange rate in the future.

B. Data and Key Observations

6. The data reveal a shock to several of the variables in the mid-1990s (Figure 1.1).
This period was marked by the turmoi! associated with the transition to a multiparty
democracy and the initiation of an economic reform program, including the flotation of the
exchange rate.’

C. The Empiricat Model

7. Edwards’s theoretical model identifies the following “fundamental variables” as
the most important ones in determining the ERER: the level and composition of
government consumption, external terms of trade, investment, and capital flows.® In
addition, a variable has been introduced to capture the Balassa-Samuelson effect (MacDonaJd
and Ricci, 2001 and 2002). Hence, the empirical model for the ERER is

Log (e,) = B+ log(gnwsgdp)+B,log(gewsgdp)+ B,log(invgdp)+B,log(totg)+p,log(techpro)+ B log(NFA)+e,, (1)

where the evolution of the logarithm of the real exchange rate {e,") is a function of the
logarithms of government spending on wages and salaries as share of GDP (gnwsgdp),
government consumption (excluding wages and salaries) as share of GDP (gewsgdp),
mvestment as share of GDP (invgdp), terms of trade of goods (totg), technological progress
(techpro), and capital flows (Anfa), as well as an error term ¢. _

8. This analysis focuses on permanent changes in the explanatory variables that
bring about changes in the long-run ERER. The observed real exchange rate is composed
of two components — the ERER and deviations from the ERER. The ERER is associated
with the fundamental variables in their steady state level. Deviations of these variables from
their respective steady state level result in deviations from the ERER. Thus, estimating the
long-run cointegrating relationship between the real exchange rate and the fundamentals,
using the observed values, would yield a biased estimate of the ERER. The econometric
approach used in the analysis is described in Appendix IL.

* The analysis uses quarterly data from the International Finance Statistics (IFS), staff estimates, and Malawian
authorities and, in some cases are interpolated from annual data. The variables and the data sources are listed in
Appendix L.

® In addition to these long-run fundarnentals, Edwards identifies macroeconomic policies (monetary and fiscal)
as the source of short-term deviations of the exchange rate from the ERER.



Figure 1.1, Malawi: Real Effective Exchange Rate and its Determinants
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D. Econometric Characteristics

9. In order to estimate the empirical model as shown in equation (1), we first test for
stationarity of the fundamental variables, then for cointegration, using the Johansen
cointegration test (Johansen, 1988), and finally we proceed with the estimation procedure as
outlined i Appendix II.

10. Using augmented Dickey-Fuller statistics and selecting the number of lags based
on the Schwarz criterion, the results show that all explanatory variables are stationary
in the first differences, as is the REER. The difference stationarity of the REER is
consistent with other studies of the real exchange rate, and renders the PPP, in its traditional
form at least, less useful. In all model specifications tested by using the Johansen
cointegration test, the null hypothesis of zero cointegrating equations can be rejected; in some
cases there appear to be two cointegrating equations.” The lag length for the error-correction
model (ECM) was determined by backward selection, beginning with a lag of four to
economize on degrees of freedom. Table 1.1 shows the elasticities of two of the ECMs tested
with model 1, including all the variables derived from the theoretical model, and model 2
omitting the two variables that were found to be not significant.

E. Resnilts

11. The results of the estimation are largely consistent with the theoretical model
(Tables L1 and L2). Public consumption, excluding wages and salaries, has a positive
(appreciating) impact on the real exchange rate, indicating that most government spending in
Malawi 1s directed toward nontradables. In contrast, the long-run impact of wages and
salaries on the real exchange rate is negative, confirming that a larger wage bill in terms of
GIP tends to put pressure on the external current account. The terms of trade of goods is
positively correlated with the real exchange rate, confirming the impact of the income effect.
Finally, investment is negatively correlated with the real exchange rate.

12, The finding that the industrial production index and net foreign assets were not
significant might be due to the choice of these variables as proxies for technological
progress and capital flows, respectively. Real GDP per capita could have been an
alternative proxy for technological progress. However, given that GDP also captures
nontradables and agricultural value added that is largely subsistence farming or not exported
owing to high transportation costs, the industrial production index appears a more suitable
proxy for technological progress. The finding that net foreign assets are not significant in a
data set starting in 1980 might be due to tobacco export earnings and balance of payments
assistance becoming a substantial part of net foreign assets only during the 1990s.

? The results in Tables 1.1 and 1.2 are obtained by estimating the ECM by imposing one cointegrating vector for
ease of mterpretation.



Table I.1. Malawi: Results from the Cointegrating Equation

Model Model

1 2
LGCNSWGDP(-1) 042 -0.66
Standard error 0.12 0.16
t-stqiistics 376 -4.07
LGSWGDP(-1} 0.89 1.17
Standard error 0.13 0.16
t-statistics 7.00 7.27
LTOTG(-1) (.21 -0.50
Standard error 0.10 0.17
{-statistics 2.04  2.84
LTECHPRO{-1) 0.09
Standard error . 0626
i-statistics 0.24
LINVGDP{-1) 0.19 0.32
Standard error 0.09 0.15
t-statistics ' 2.06 2.11
LANFA 0.01
Standard error 0.03
I-statistics 0.34
C -1.75 0 021
Standard error .59 0.99

t-statistics -3.00 -0.21
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Table 1.2. Malawi: Results fromn Error comrection Models with d(LREERY} as Dependent Variable

Variable Model 1| Model 2
CointEgl -0.39 -0.27
Standard error 0.08 0.06
T-statisties -5.20 -4.67
DLREER({-1) 0.03 0.02
Standard error 0.11 0.10
T-statistics 0.30 -0.20
DLREER(-2) 0.10 0.03
Standard error Q.12 010
T-statistics 0.91 0.32
DLGCNWSGDP(-1} -0.22 -0.22
Standard error 0.06 0.06
T-statistics -3.71 -3.67
DLGCWSGDF{-2) -0.22 0.22
Standard error Q.05 0.05
T-statistics -4.13 -4.28
DLGWSGDP(-1) 0.18 0.14
Standaré error 0.07 0.97
T-statistics 2.60 2.02
DLGWSGDP(-2) 0.12 0.09
Standard error 0.06 0.06
T-statistics 1.89 1.54
DLTOTG(-1) 0.3 (.01
Standard error 0.14 Q.13
Tsiatistics 0.19 0.06
DLTOTG{-2) -(r.22 -0.19
Standard error .14 0.13
T-seatistics -1.46 -1.43
DLTECHPRO{-1) 0.02
Standard error 0.09
T-statistics 0.17
DLTECHPRO{-2) 0.01
Standard error 0.09
T-statistics 0.09
DLINVGDP(-1) 0.11 0.12
Standard error 0.08 0.07
T-statistics 1.37 1.711
DLINVGDP(-2) 011 0.11
Standard error 0.08 0.07
T-statistics 1.44 1.57
DALNFA(-1) -0.01
Standard error 0.02
T-statistics -0.47
DALNFA{-2) 0.02
Standard error 0.02
Tistatistics 0.96
Memorandum items:
R-squared 0.41 0.33
Adj. R-squared 0.29 0.23
Sum sq. resids 0.49 0.56
S.E. equation 0.094 0.09
F-statistic 3.34 157
Log likelihood 93.66 92.83
Akaike AIC -1.92 -1.93
Schwarz SC -1.48 -1.61
Mean dependent .00 -0.00
S.D. dependent 0.10 0.10
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13. The long-run relationship between the REER and the key explanatory variables
can be summarized as follows (Table L.1):

. A 1 percent increase in the level of government consumption, excluding wages and
salaries, as a share of GDP is associated with an appreciation of the REER of 0.4-
0.7 percent.

. A 1 percent increase in the level of government wages and salaries as a share of GDP

15 associated with a depreciation of the REER of 0.9-1.2 percent.

. A 1 percent increase in the terms of trade of goods is associated with an appreciation
of the REER of 0.2-0.5 percent.

. A 1 percent increase in investment as a share of GDP is associated with a depreciation
of the REER of 0.2-0.3 percent.

F. Adjustment Speed

14. When there is a gap between the value of the real exchange rate and its
equilibrium level, the real exchange rate will tend to converge to its equilibrium level.
Depending on the cause of the gap, the adjustment requires that the real exchange rate either
move progressively toward a new ethbnum level, or retum from its temporary deviation to
the original equilibrium value. - -

15. This study estimates that between 26 percent and 39 percent of the gap is
eliminated every quarter, implying that, in the absence of further shocks, half of the
gap would be eliminated within five to eight months. This adjustment speed is relatively
fast, compared to the half-life of a shock to the real exchange rate in South Africa, estimated
to be about 2)2-3 years (Ricci, 2002).

G. The Gap Between the Real Exchange Rate and the Equilibrium Level

16. During the last decade, there were several episodes when the ERER and REER
were misaligned (Figure 1.2)." Two major droughts, in 1992 and 1994, caused food prices 1o
rise substantially, reversing the gains made in reducing inflation. In 1995, the flotation of the
exchange rate and the sharp depreciation of the nominal exchange rate, led to an
undervaluation of the REER. This was reversed in 1996, when the REER peaked as the
Reserve Bank of Malawi (RBM) maintained the nominal exchange rate at MK15.3 per U.S.
doliar and the expansionary monetary and fiscal policies resulied in high inflation. A

® Based on the long-run relationship summarized above and some short-run deviations as shown in Table L 2,
the ERER has been estimated for 1980-2002. As the estimated ERER shows a high degree of volanlltyﬁpaﬂly
owing to shocks to the “fundamentals” as shown in Figure 1.1—the ERER has been smoothed using a Hodrick-
Prescott filter with 2 smoothing factor of 500. Although Hodrick-Prescott filters tend to perform poorly at both
ends of the series, the results for 2001 and 2002 are broadly consistent with the estimated series,
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Figure I.2. Malawi Actual and Real Effective and Equilibrium Real Exchange Rates
(March 1981 - March 2002, in logs)
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subsequent adjustment program had some initial success in bringing down inflation, which
was, however, lost in 1999, when the RBM maintained a nominal exchange rate to the U.S.
dollar. The REER appears to have been in equilibrium in late 2001 and early 2002.

H. Conclusion

17. The section shows that the ERER in Malawi is affected by various factors.
Government consumption, excluding wages and salaries has a positive impact on the real
exchange rate, indicating that most government spending is directed toward nontradables. In
contrast, the long-run impact of wages and salaries on the real exchange rate is negative,
indicating that a larger wage bill in terms of GDP tends to put pressure on the external
current account. The terms of trade of goods is positively correlated with the real exchange
rate, confirming the impact of the income effect. Investment appears to be negatively
correlated with the real exchange rate.

18. The results also indicate a rapid adjustment speed from any deviation to the
real exchange rate from its equilibrinm value, The section shows that, in the absence of
further shocks, about half the gap between the actual value of the REER and its equilibrium
values could be eliminated within five to eight months.
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Variables: Definitions and Sources

19.  The quarterly data set from March 1980 to March 2002 consists of the following
variables:

. LGNSWGDP: Natural logs of government consumption excluding wagces and salaries
as share of GDP. Sources: IMF, International Financial Statistics (IFS); and staff

estimates.

. LGSWGDP: Natural logs of government wages and salaries as share of GDP,
Sources: IFS; and staff estimates.

. LINVGDP: Natural logs of investment as share of GDP. Source: National Statistical
Office, Malawi.

. LTOTG: Natural logs of terms of trade of goods. Sources: IFS; and staff estimates.

. LTECHPRO: Natural logs of the index of industrial production. Source: National

Statistical Office, Malawi.

* LANFA: Natural logs of changes in net foreign assets. Sources: IFS; and Reserve
Bank of Malaw1.
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Cointegration and Orthogonal Decomposition

20.  This section relies on an econometric technique developed by Gonzalo and Granger to
decompose the observed real exchange rate (RER) into a transitory and a permanent
component. The estimated ERER is taken to be the permanent component, while the
transitory component reflects deviations from equilibrium.

21.  Inorder to understand the link between equilibrium and cointegration, it is useful to
depart from the theory of purchasing power parity (PPP), which implies a constant value of
ERER. In econometric terms, PPP implies a stationary process for the RER (i.c., that the
RER 15 integrated of order zero (I(0)). However, if the RER contains a unit root (i.e., it is an
I(1) variable), no constant equilibrium can be defined for RER, and the PPP hypothesis is
rejected,

22.  Failure of PPP to hold does not necessarily imply that no equilibrium exist,, but rather
that the equilibrium may be time varying. In this case, if log(gnwsgdp), log(gwsgdp),
log(invgdp), log(totg), log(techpro), and log(nfa) are cointegrated, the RER will fluctuate
around a time-varying equilibrium characterized by the long-run cointegrating relationship
{1-B,-P:- B~ P~ Ps-Bs]. Thus, the presence of cointegration among a set of variables allows
for the presence of a time-varying equilibrium and presents a very desirable property: it
allows for the decomposition of the relationship among the variables into two components.
The permanent component, which would be I(1), describes the long-run properties of the
relationship among the variables and can be identified with a time-varying equilibrium
path; a transitory component, which would be I(0), corresponding to deviations over time
from the permanent component and would represent departures of the fundamentals from
their steady state values. ‘

23. Gonzalo and Granger (1995) propose a way of solving the econometric problem so
that the permanent (equilibrium) component of the key endogenous variable, the real
exchange rate, can be constructed by means of the permanent components, rather than the

~ actual values of the fundamental determinants. Their approach is to derive a decomposition
where the transitory component does not “Granger cause” the permanent component in the
long run, and where the permanent component is a linear component of contemporaneous
observed variables. The first restriction implies that the changes in the transitory
component will not have an effect on the long—run values of the variables. The second
restriction makes the permanent component observable and assumes that the
contemporaneous observations contain all the information necessary to extract the
permanent component.
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24.  The Gonzalo and Granger procedure is as follows:

Let X, be a (px1) vector of I(1) series with mean 0 and assume that there exists a matrix Qe
of rank r such that o’X, is I(0). Then the vector X, has the following ECM representation:

AX = an,1+2rAX“+g,, (A1)

par % i1

where A is the lag operator. The elements of X, consist of (p-#) I{1) variables, f, known as the
common factors, plus some /() components, as follows:

X =d4f+X, | (A2)

prl pxk kel AL

where & = p-r. Gonzalo and Granger define A f, and X, as the permanent and temporary
components of X, respectively, such that only the innovations from the permanent

component can affect the long-run forecast of X, Innovations to the temporary components of
all the endogenous variables, including the fundamental determinants, do not affect the long-
run, i.e., “equilibrium™ forecast of X,.

25. The only linear combination of X, that precludes X, from having any long-run 1mpact
on X (the conditions sufficient to identify the common factor £} is given by:

=X, (A3)

fcp  pxl . .
where y, is the orthogonal complement of ¥ (i.e. ¥, ¥= 0) and k = p-r. Once the common

factors f, have been identified, the matrix (y,, @)’ can be inverted to obtain the P-T
decomposition as follows: -

X = "X+ 'X

e Ve A (A4)
where 4, _(y," @) and 4, _ (e’ ). The first term on the right-hand side providés the
permanent component at each point in time, #, for the vector of endogenous variables (the

RER and the fundamental variables).



-18 -

II. TaxPoLicy’
A. Iatroduction

26. The Malawian poverty reduction strategy envisages tax policy to contribute to
economic growth by impreving the efficiency of the tax system while maintaining
revenue collections with a broader tax base at reduced tax rates. It also highlighis the
need to rationalize expenditure to keep the overall tax burden at a reasonable level. '

27.  The tax policy approach in the poverty reduction strategy paper (PRSP)—in line
with sound policy prescriptions—focuses predominantly on collecting revenue with the
least possible inefficiency impact, leaving equity concerns to be addressed through
expenditure interventions. In other words, economic growth will be higher the lower the
distortive impact of the tax system. More growth will reduce poverty, a process that can be
further accelerated by increasing poverty alleviating expenditure. However, the expenditure
needs in Malawi may be so large that there is a need to further boost domestically-generated
revenue to finance additional poverty alleviating expenditure in a sustainable manner. In
these circumstances, more progressive taxes may have a role to play. Moreover, if there are
msufficiently targeted expenditure instruments, and the government has strong equity
considerations, a case can be made for supplementing the efficiency objective with equity
concerns when designing tax policy.

28.  This section reviews recent tax policy changes in Malawi, in general supporting the
direction of the ongoing tax reform. However, the tax base could be further broadened
(particularly for surtax and income taxes), and there may be a case for simplifying the excise
regime. Moreover, the recent moderate increase in the progressivity of the tax system to
complement poverty alleviation achieved from the expenditure side would seemjustified.

B. Taxes and Poverty

29.  The most immediate impact of taxes on poverty is by raising fundsin a
sustainable manner to finance pro-poor expenditure. In order to sustainably finance
expenditure, a certain level of revenue is required. The most effective way to increase
revenue without increasing distortions and the disincentive impact of taxes excessively, is by
broadening the tax base, either by changes in policy or administration. However, more recent
contributions to the tax policy literature have focused attention on the role more progressive
tax policies could play, particularly in low-income countries, as an effective tool to increase
revenue while achieving certain equity objectives.!!

® Prepared by Thomas Baunsgaard.

'* See Republic of Malawi, Poverty Reduction Strategy Paper, 2002, section 4.1.2.6.

" Zee (1999} presents a model where it is optimal to finance an expenditure program with progressive taxation,

and the optimal progressivity increases the higher the income inequality and the lower aggregate income. In

other words, in designing equity-oriented expenditure programs in low-income countries, progressive taxation
(continued...)
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30. Tax policy may also complement expenditure policy if there are constraints on
how effectively expenditure instruments can be targeted. While the most direct way for
fiscal policy to reduce poverty is through the expenditure side-—either redistributing
resources to improve equity or by strengthening the growth potential by building up buman
capital—in many low-income countries expenditure programs are poorly targeted. Often
there are also a more limited number of instruments available to the policymaker. For
example, effective transfer programs targeted at the poor are rare and human capital
enhancing spending, such as health and education programs, is often not aimed at the poor.
This is in spite of empirical evidence suggesting that the incidence of, for example, primary
education and preventive health care is more progressive.'? Implementing more progressive
tax policies may therefore, in addition to raising revenue, complement the extent to which
expenditure policies can make the budget more effective in alleviating poverty.

31.  However, since poverty can only be sustainably reduced by increasing growth,
policymakers must ensure that any benefits from giving more weight to equity concerns
are not offset by an excessive efficiency loss. There are few, if any, countries that have
reduced poverty in a sustained manner without improving the economic growth performance.
In other words, while economic growth may not be sufficient to reduce poverty, it is almost
always a necessary condition. The policymaker must therefore carefully assess the effect of
increasing the progressivity of the tax system on the inefficiency impact of taxes (Box IL1).
Modest increases in progressivity may be feasible, however, without incurring excessive
efficiency losses, particularly if the additional revenue is spent on growth-enhancing
programs (such as health and education).

32. The weak administrative capacity in many low-income countries limits the
progressivity of a tax system, as tax evasion could increase. If higher statutory tax rates
cause an ncrease in tax evasion, so as to leave the effective tax burden unchanged (or
perhaps even decline), nothing will have been gained. This highlights the need to
simultaneously strengthen tax administration. But even with progress in strengthening the tax
administration, the economic characteristics of most low-income countries will limit the
ability to increase the progressivity of tax systems. These economies have typicaily a very
narrow formal sector, with most employment and economic activities being carried out in the
mformal—and mostly untaxed—economy. In many countries, therefore, the number of
taxpayers is small, which imposes limits on how much tax collections can be increased.’
Over time, the only solution will be to broaden the tax base by bringing into the tax net more
of the informal sector activities. However, this can be achieved only gradually, and real gains
are likely to be conditional on realizing broad-based economic development. Accelerated
efforts to spread the tax net—for example, by relying on presumptive taxes—must be

may have a role to play, not only to reduce inequity, but as the most efficient means for raising the revenue to
finance the expenditure programs.
"*See the review of the empirical evidence in Chu, Davoodi and Gupta (2000).

" Although the low tax-to-GDP ratios suggest that the tax burden is modest, if the number of taxpayers is alsc
very small, an aggregate view could disguise an excessive tax burden per taxpaver.
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carefully assessed so as not to incur excessive administrative costs relative to the additional
revenue that can be gained in the short term.

Box II.1. Tax Policy and Growth

Given the importance of economic growth as a necessary condition for sustained poverty alleviation, a key
question is whether more progressive tax policies would siow down growth. Whiie one would intuitively
expect this, the empirical evidence on this is spotty. The impact on growth from tax policies is highly
correlated with the impact on growth from the expenditurc financed by the taxes coliected. Were revenue to
be spent in a way that increased economic growth one could expect a positive correlation between taxes and
growth. However, in many instances, public expenditure is undertaken in less productive manners—
crowding out the private sector rather than crowding it in—resulting in negative correlations between tax
and prowth.

From a theoretical point of view, there are at least four different ways in which taxes may affect growth
-negatively. First, investment activities can be discouraged by high imcome tax rates, capital gains taxes, and
low depreciation allowances. Second, high personal income tax rates may slow down labor supply growth
by discouraging labor participation. Third, tax policy can reduce productivity growth, for example if it
negatively impacts on research and development activities. Fourth, taxes can influence the marginal
productivity of capital (physical as well as human) by influencing the allocation of resources in favor of
“‘more lightly taxed sectors that may have lower social productivity, In Malawi, this could be the case, if an
excess amount of resources were allocated to the informal sector to avoid laxes.

While the empirical evidence on the impact of taxes on growth tends to support the theoretical, and intuitive,
view that taxes are bad for growth, many of the findings are not robust. Most empirical evidence, both ¢ross-
country and time series analyses, suggests that higher taxes in themselves have a negative impact on output
growth. Furthermore, there is some evidence that the structure of taxes matters, suggesting that income
taxation is more harmful to growth than bread based (and less distortionary) consumption taxes, However, it
can be problematic to assess the full impact of taxes on growth. First, only focusing on the tax side ignores
the expenditure benefiting growth that may be funded by higher taxes, Second, there are probiems with
__reverse causality befween growth and the fiscal explanatory variables.

The scope for redistribution through the tax system is constrained by the likely conflict between equity and
efficiency that will affect the growth rate. Although there may be instances where achieving both ohjectives
can be complementary, it is moest likely that there will be some trade-off between equity and efficiency. A
clearly undesirable outcome of more progressive tax policies would be if these were to impact negatively on
growth by increasing tax policy induced inefficiencies. However, it is possible that more redistributive
policies, including tax policy, could lead to 2 more broad-based growth perforrnance that may be better
sustained and will achieve faster reductions in poverty. Particularly, if additional tax revenue is used to
finance improvements to the capital stock (both human and physical) this may also better sustain the growth
performance over time.

Source: Engen and Skinner (1996),

C. Tax Collections in Malawi

33. In Malawi, tax collections are low, reflecting the narrow tax base (arising mostly
from the small formal sector) and limited administrative capacity. That said, Malawi -
compares favorably to other HIPC countries in Africa. With an average tax-to-GDP ratio of
15 percent of GDP during the 1990s, Malawi is placed among the HIPC countries with the
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highest tax take (Figure I1.1)." It is also noticeable that tax collections increased during
1999-2000 coinciding with the establishment of the Malawi Revenue Authority. This is
likely to reflect a relatively well-functioning revenue administration (even though some
administrative problems have come to light recently).

34. Malawi relative to other HIPC-countries has a slightly larger portion of revenue
coming from direct taxes while indirect taxes are dominated by the surtax (a VAT) and,
more recently, excise collections. This is particularly striking since the surtax currently only
applies to manufacturing, imports and selected services. The large share of personal income
tax and corporate income tax collections is also noticeable. One possible explanation may be
the concentrated structure of the private sector with a limited number of dominating
companies that could prove more straightforward to focus on for tax administrators.

Box H.2. The Needed Revenue

Why would tax collections need to increase in Jow-income countries? While one could argue that donor
tunds should substitute for tax revenue, at least temporarily, thereby reducing the burden on the private
sector and freeing up the economy to develop with minimum inefficiencies, in practice, this argument is
questionable for two reasons. First, many low-income countries are in a very difficult situation with a very
low level of tax collections combined with the need to substantially boost pro-poor and social expenditure.
To make a meaningful dent in poverty, it is unlikely that donor inflows will provide sufficient additional
resources. Certainly, debt rehef in itself is not sufficient. In most HIPC countries, the existing spending on
pro-poor programs is so limited that more tax revenue, in addition to debt relief, is required to sustainably
fund the needed increases in social and pro-poor expenditure. The real test, of course, is to ensure that the
additional revenue is spent effectively in improving the productive capacity of the economy, including by
building up human capital.

The second factor supporting the need for increased revenue relates to the predictability of funds. Donor
financing is typically less predictable and more prone to exhibit large swings than own sources of revenue.
The rational behavior would be for recipient countries to build up precautionary savings by mcreasing
international reserve holdings when large donor inflows are received. These could then be drawn down if
there were delays in donor inflows. Failing to do so could put pressure on domesticsources of financing if
donor shortfalls should cccur, since the financial sector is typically thin in low-income countries. However,
building up a core source of financing from own sources of revenue, while being somewhat less prone to
large swings, will make it easier to continue core spending programs even in instances where there are
delays or shortfalls in the disbursement of donor financing for the budget.

' Average tax collections for 1990-2000 in a sample of 15 HIPC-countries in Africa have been about 12
percent of GDP, much lower than the.tax burden in more develeped economies. However, there are large
differences between countries with some having collected around 10 percent of GDP over the period (e.g.,
Burkina Faso, Cameroon, Chad, Madagascar, Mozambique, Tanzania, and Uganda), whereas others have
collected taxes closer to I8 percent of GDP {The Gambia and Zambia).



-9

Figure I1.1.Tax Collections, 1992-2000
(In percent of GDP)
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35.  Tax collections declined moderately in the mid-1990s, followed by a steady
turnaround during 1998-2000." The latter was driven by an increase in the collection of
personal income tax, withholding taxes and surtax, whereas the collection of corporate tax
revenue was stagnant, and import duties declined slightly following trade liberalization. This
decline to some extent has been offset by an increase in excise duties as the list of excisable
goods has been expanded to counter the revenue loss from lower import tariffs. The low tax
effort in most low-income countries, including in Malawi, have led to calls to strengthen tax
collections to sustainably fund increases in expenditure benefiting the poor (sec Box [1.2).

D. Recent Tax Policy Changes

36.  There have been a number of tax policy changes in Malawi with the last three
budgets (Table IL.1). In addition to raising revenue, the stated objectives have
predominantly been to improve the efficiency impact of the tax system to promote economic
growth and thereby reduce poverty. With the 2002/03 budget, this has been complemented by
an explicit objective of ensuring that the tax system becomes more equitable. The recent
budget speech states that tax measures aim at rationalizing and broadening the tax structure to
achieve a simple, efficient and equitable tax system. While the tax package is unlikely to
achieve quite so much, it does appear to introduce a better balance between efficiency and
equity objectives than perhaps has been the case in the previous two budgets. The envisaged
extension of the surtax is welcome as an effective means to broaden the tax base, but the
proliferation of excisable goods since 2000/01 does little to simplify the tax system.

Personal income tax

37. Over the last three years, personal income tax (PIT) rates have been gradually
reduced and the thresholds for the income brackets have been increased. With the recent
budget, an additional income bracket for high income earners was introduced increasing the
top marginal rate. While the top marginal rate was reduced from 38 percent in 1999/00 to 30
percent in 2001/02, this reduction was reversed with the new 40 percent income bracket.
Since the income brackets are not indexed, the higher brackets have partly been to adjust for
inflation. Most of the PIT revenue is collected as PAYE taxes through withholding by
employers.

38. While the structure of the PIT is reasonably simple with only four taxable
income brackets, the number of exemptions is high. Of particular concern is the
exemption of gratuities (up to MK 40,000 or about 1US$$500), certain redundancy payments
and housing allowances (aithough the exempted amount is small), which provides an
incentive to disguise salary payments as benefits to reduce the tax liability. Not all fringe
benefits are taxed at their full value, although this does simplify the tax administration.'® The

"* Tax collections declined again in 2001 reflecting both a slowdown in the economy and the tax cuts in the
2001/02 budget. :

* Fringe benefits are taxed under the corporate income tax, some at prescribed rates.
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tax base 1s also reduced by the exemption of most capital gains, but this is common in other
countries in the region.

Table II.1. Malawi: Main Tax Policy Changes, 2000/01-2002/03

2000/01 budget

2001/02 budget

2002/03 budget

Tax policy Increase efficiency and Increase disposable income; Rationalizing and broadening
objectives competitiveness; reduce the stimulate private sector the tax base to achieve a tax
(in budget tax burden for companies and | productivity. structure that is simple,
speech) individuals, efficient and equitable.
Personal Removal of 3 percent drought | Reduction in tax rates and Introduction of additional
income tax | levy and doubling of mcome | increase in income brackets. income tax bracket.
brackets.
Income (in MK) Tax rate Income (in MK) Tax rate Income (in MK} Tax rate
0-24,000 0% 0-36,000 0% 0-36,000 0%
24,001-42,000 15% 26,001-54,000 10% 26,001-54,000 10%
42,001-60,000 25% 54,001-72,000 20% 54,001-72,000 20%
Above 60,000 33% Above 72,000 30% 72,001-100,000 30%
Above 100,000 40%
Corporate Removal of 3 percent drought | Reduction in tax rate. Nomne
incomne tax | levy. . )
Standard tax rate 35 % Standard tax rate  30%
Withholdin | None Replacement of dividend tax | Exemption of dividends
g taxes accounting system by a final | distributed between
dividend withholding tax at subsidiary companies.
10 percent. The withholding
tax threshold on interest
increased 10 MK 10,000,

Surtax Extended to commercial Zero tating of milk, and Extension to the retail siage
transporters and television capital goods and machinery { by Scptember 2002. Zero-
providers. Exemption of used for manufacturing rating extended to salt and
petrol, dicsel and paraffin exercise books.

(replaced by excise duty).

Excise Introduction of excise duty on | Further increase in selected Increase in excise duty on

duties petrol and diesel {20%), on consumer goods (by 10-20%). | alcoholic beverages and
paraffin (10%4}, and selected Reduction in excise duty on certain motor vehicles.
consumer goods {10%). alcoholic beverages (by 25%), | Introduction of excise duty on
Increase in excise on certain footwear, and petroleum jelly. | certain food products (20%).
motor vehicles, alcoholic Introduction of a mininmm
beverages (by 20%), and fixed amount of excise duty
cigarettes, on petrolenm determined at

: the beginning of the year.
Trade taxes | Reduction in import tariff Removal of impoert duty on Introduction of an export duty

rates on intermediate goods
and raw materials (from 15%
to 10%), and on certain pick-
up motor vehicles,
Elimination of import duty on
computers.

capital goods and machinery
used for manufacturing.
Reduction of import duty on
agricultural hand tools.
Increase in import duty on
crude cooking oil.

on raw, unprocessed tobacco
(20%), and of a minimum
fixed amount of import duty
on petroleum determined at
the beginning of the year.
Reduction in import duty on
textiles. '
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39, One consideration when assessing income tax policy is the equity impact {see Box
IL.3. for a discussion of optimal income tax policy). While there are insufficient data to
carry out a proper analysis of the taxpayer distribution, the number of PIT payers is small,
and tends to be concentrated among higher-income segments of society and public sector
employees (partly because it is more difficult to evade taxation for government employees)."”
The authorities at the time of the 2001/02 budget maintained that the impact of the tax rate
cuts would be a more progressive PIT system, by lowering the tax burden proportionally
more on the low-income PIT payers. However, since most poor people are not paying any
income tax at all (either because they operate in the informal sector or their income is below
the taxable threshold), the imipact of the PIT changes in 2001/02 was regressive by benefiting
mostly middle-to-high income earners.’® The introduction in 2002/03 of an additional income
bracket was more progressive by increasing the tax burden on high-income earners.

Box IL3. Optimal Income Tax

The most direct way to achieve redistribution through the tax system is by income taxation. The literature on
optimal income tax highlights the negative impact high marginal tax rates will have in terms of discouraging
labor participation or investment. The tax rules that have been derived in the literature illustrate the trade-off
between equity and efficiency that a policymaker will face. i

The tax ruie for the optimal linear tax provides some guidance to policymakers. If the disincentive effect of
taxation is itnportant, this will reduce the optimal tax rate. However, if the difference between the average
household labor supply and the social welfare-weighted labor supply is large—an indication of the equity
concerns of the policymaker—this will increase the optimal income tax rate. The tax policy rule highlights
the trade-off between equity and efficiency concerns.

The optimal tax problem can also be investigated in the unrestricted case of non-linear taxation. The
theoretical insights with policy implications are (i) that optimal marginal income tax rates must be between
zere and one; and (i) for households at the highest and lowest abilities (and therefore levels of household
income) the marginal tax rate must be zero. The intuition for the surprising last result is that any income tax
schedule with a posilive marginal rate for the top household can be replaced by one that leaves all
households better off, inducing them to earn more income but paying the same tax.

The optimal income tax problem requires balancing equity and efficiency considerations in an economy
with unequal distribution of income. While income tax is the most direct instrument to meet a certain equity
objective, it immposes disincentives to effort particularly when the marginal rate of tax increases with income.
Moreover, even if the government has very strong redistributive preferences, high marginal tax rates may
not be appropriate. The rationale is that high marginal tax rates at high levels of income are inefficient
becanse they produce little revenue, while high marginal tax rates at very low levels of income are
inequitable because they impose burdens on those with very high social marginal utility of income. Based
on this reasoning, the policy recommendation underlying many tax reforms in recent years has been that the
optimal tax function should be approximately linear with moderate levels of average and marginal tax rates.

Sources: Diamond and Mirrlees (1971), Auerbach and Hines (2001}, and Myles (1995).

" Even though a number of parastatals and even line ministrics have been withholding PIT contributions from
employees, but not passing these on to the Malawi Revenue Authority.

** The authorities at the time also suggested that there would be a substantial trickle down impact by well-off
Malawians assisting poorer relatives through informal transfer mechanisms.



226 -

40.  While data are not available to estimate the effective distributional impact of the
changes to the PIT, normative simulations indicate that recent tax policy has been
progressive. Figure I1.2 shows the average and marginal personal income tax rates
comparing the last four years’ tax systems over a range of current year income. The first chart
shows that the average tax burden was substantially reduced with the 1999/00-2001/02 tax
changes, reflecting both an increase in the income brackets and the reduction in the rates.
With the 2002/03 changes, however, some of the tax relief provided to middle-to-high
income earners was clawed back. The overall distributional impact appears to have been
progressive by providing tax relief to low-income earners while shifting more of the tax
burden to the middle-to-high income eamers.'” The bottom chart of Figure II.2 shows that the
matrginal incore tax rates have changed substantially in the last three years. First, the PIT
system has become more progressive over time by lowering marginal tax rates on low-
income taxpayers. Second, the top marginal tax rate becomes applicable on personal income
at almost 10 times the GDP per capita level, whereas if the 1999/2000 regime had remained
in place it would have kicked m at four times the GDP per capita level.?® Third, the recent
introduction of a new income bracket constitutes a substantial increase in the top marginal tax
rate for middle-to high- income earners.

Corporate income tax

41. The corporate income tax (CIT) applies to all corporations except for specifically
exempted organizations including nonprofit groups and rural banks. The general tax -
rate has been reduced gradually from 38 percent in 1999/00 to 30 percent in 2001/02. There
are reduced tax rates for certain organizations, including exempt status for enterprises located
in or designated as export processing zones (EPZs) and for gazetted priority industries.”’ The
value of benefits provided to an employee is taxable in the hands of the employer, at cost,
except for housing, cars and education allowances which are taxed at prescribed rates.

42.  Tax rate changes have also affected the integration between the personal and
corporate income taxes.” Table I1.2 presents the relevant tax rates (for CIT, PIT and the
dividend withholding tax) following the last two budgets. With the 2002/03 increase in the
top personal income tax rate the difference between the PIT and CIT rates has increased to
10 percent on retained earnings. However, the difference between the top PIT rate and the

" The effective distributional impact of the tax changes cannot be assessed without data on the actal taxpayer
distribution.

% GDP per capita was US$166 in 2001, and the top personal income tax rate becomes effective just short of
US$1,500.

*! No industry has yet been gazetted as a priority industry.

* In general, it is advisable to minimize the difference between the tax rate on corporate profits and the tap
personal income tax rate so as to level the playing ficld between corporate enterprises and small-scale
businesses taxed as personal income. This is also imporiant to reduce the scope for tax evasion if the tax burden
is dependent on the formal structure of a business.
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Figure I1.2 Malawi: Personal Income Tax, Simulated Impact of Different Tax Regimes
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effective CIT rate for distributed profits is only about 3 percent.”® As long as this difference
remains, there are incentives for small-scale businesses to incorporatize to reduce their tax
burden, and this advantage is particularly dominant for retained earnings.** The difference
could be reduced relatively easily by either increasing the corporate income tax rate or
reducing the top personal income tax rate by 5 percentage points. These options are presented
in the alternative scenarios in the table. Although the incentive to reinvest profits remains, the
incentive for small businesses to incorporate to evade taxes is much reduced. The revenue
impact of the two scenarios will naturally be different.

Table I1.2 Malawi: Integration of PIT and CIT

Alternative scenarios
2001/02  2002/03 Higher Lower
budget budget ClTrate PITrate

{In percent)

Corporate income tax rate _ 30 30 35 30
Dividend withholding tax rate 10 10 10 10
Top personal income tax rate 30 40 40 35
Effective.tax rate on distributed profits Y 37 42 37
Difference between effective CIT and
PIT rates:

- on distributed profits 7 -3 2 2

- on retained earnings 0 -10 -5 -5
Source: Staff calculations

43.  The CIT legislation provides quite generous capital allowances and dednetions,

which reduce the tax burden on the private sector. One could question whether these are
too generous and the recent reduction in the CIT rate ought to be accompanied by a further
broadening of the tax base by tightening allowable allowances. While the depreciation
allowances in themselves do not appear overly generous, in combination with an initial
allowance for specific capital assets this provides for accelerated depreciation.” The benefit

* The effective tax rate on distributed profits shows the full amount of tax paid on dividends received by
sharebolders consisting of the corporate income tax and the final dividend withholding tax. It is calculated as:
CIT rate + (1-CIT ratey*dividend withholding tax rate = 0.3 + (1-0.7)*0.1 = 0.37.

2 A positive effect of this is that it increases the incentives to reinvest profits, which may have been the
intended effect of the recent tax changes.

** The initial allowance applies during the year of acquisition to assets such as plant, machinery, fencing and
vehicles at rates between 10-33.33 percent.
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to investors is further enhanced by an additional investment allowance for certain fixed
assets.” Other available tax incentives include training and export allowances, and for new
manufacturers a general provision allowing expenditure incurred up to 18 months prior to
commencement of business to be deducted as an immediate expense.

44, As most enterprises in export processing zones (EPZs), which are tax exempt,
are located outside of any secure zone, the risk of leakage of tax free goods into the
surrounding economy is large. Furthermore, there is also a potential risk that related
companies may be engaging in trausfer pricing to evade taxes using firms designated as
EPZs. It would be advisable for the authorities to carefully review if the benefits in terms of
investment generation justify the costs, both the direct and the indirect from tax evasion,
from the present quite generous incentive package particularly for EPZs.

Withholding taxes

45. An increasing amount of income tax revenue is collected by withholding—the
most important withholding taxes being a withhelding tax on tobacco sales (at7
percent) and a final withholding tax on dividend payments (at 10 percent), The -
withholding tax on tobacco is an efficient collection tool that utilizes the point of sale on the
auction floors to collect taxes including from small-scale farmers who may otherwise not
report this income. Tobacco estates and other registered taxpayers can offset the withholding
payments against their final tax assessment. In response to an increase in tobacco sales
circumventing the auction floors, the authorities introduced with the 2002/03 budget a 20
percent export fax on raw, unprocessed tobacco.” It is yet to be seen if this can be effectively
collected given the porous borders.

46.  The final dividend withholding tax introduced in 2001/02 replaced a relatively
unique dividend tax acconnt system. Under the previous system, each company would

have a dividend tax account credited by the amount of income tax paid. When dividends were
distributed, the amount of income tax attributed to the dividends would be debited (by
calculating the tax paid on the grossed-up dividends at-the standard tax rate). If the tax
account turned negative {for example if the company benefited from tax incentives so that the
underlying tax attributed to the dividends exceeded actual tax payments), an additional tax
payment would be assessed. The effect of the dividend tax account system was to recuperate
some of the tax incentives provided. The private sector argued strongly against the system,
and saw this as a major disincentive to distributing profits. This negative perception may
have been fostered by the complexity of the system, which made the administration difficult.
As a consequence, the authorities replaced the system with a final dividend withholding tax

* The additional allowance applies to fixed assets such as industrial buildings, plant and machinery, and farm
improvements at 40 percent for new assets and 20 percent for used assets.

* To counter the revenue loss from farmers circumventing the withholding tax and fees on the auction floors, a
lower export tax rate—say at 10 percent—would have been sufficient.
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at 10 percent with the 2001/02 budget, and farther exempted the distribution between
subsidiary companies with the 2002/03 budget.

47.  The exempt threshold on bank interest—subject to a 20 percent withholding
tax-—was increased substantially with the 2001/02 budget from MX 200 to MK 10,000
to provide incentives to increase savings. While it is debatable how sensitive aggregate
savings behavior is to tax incentives, the higher threshold could encourage taxpayers to split
savings accounts into a number of bank accounts to avoid the tax. The withholding tax on
casual labor applies at a quite low threshold, which appears inconsistent with the recent
increase in the threshold under the PIT, and is also likely to have a regressive impact on the
overall tax system (although the extent to which this tax is actually collected is likely to be
limited).

Surtax

48. The government plans to extend the surtax to the retail stage by September 2002
to bolster revenue collections over the medium term and improve the efficiency of the

tax system. The revenue impact will come from extending the tax to distribution and to -
services that are currently exempt. Extending the taxable supply chain also reduces the risk of
revenue loss from smuggling on imported goods (since these will be taxed at the wholesale
and retail stages even if tax is evaded at the border) and from transfer pricing. The efficiency
benefits will come from reducing tax-induced distortions on business decisions, including by
lowering the scope for tax cascading. The planned extension has caused relatively little

debate regarding the equity impact of this change.”

49, The current surtax is an invoice-type VAT collected on imports, at the
manufactaring stage and on an extensive list of taxable services. A standard rate of

20 percent applies to most taxable goods and services, in addition to a reduced rate of

10 percent (on residential electricity, hotel accommodation and related services). In addition
to exports, a number of goods, including pharmaceuticals, agricultural inputs, some vehicles,
and capital machinery used for manufacturing, are zero rated. The consumption of maize and
many other foodstuff as well as fuel products is exempt from surtax. Fipally, a number of
social and financial services are implicitly exempt by not being included in the list of taxable
SErvices.

50. Equity concerns are addressed under the existing surtax by exempting social
services and foodstuff that are likely to constitute a large share of the consumption of
the poor. However, some of the other exemptions, particularly petroleurm and financial

22 Research commissioned by the Ministry of Finance found that the households that will be most vulnerable to
the tax extension have low income and/or are engaged in agricultural activities. The ultra-poor households in
the rural areas who depend on own consumption, however, are expected to be little affected by the surtax
extension {Chipeta and Chalu, 2001).
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services, are likely to be more beneficial to the better-off segments of society.” A strong
equity argument could be made for removing the exemptions that appear te benefit mostly
the more well-off groups in society, including on petroleum and diesel, and the reduced rate
for residential electricity consumption, which will also simplify the tax administration. The
exemption for capital machinery seems superfluous at best, a potential loophole at worst,
since manufacturers would be able to claim back the tax paid on this. A similar argument
would suggest that the exemption for petroleum products and diesel can be eliminated
without any adverse impact on businesses (as long as these are registered surtax payers).

51.  To broaden the tax base, the authorities will extend the surtax to the retail stage
and broaden the coverage of the services sector (excluding only explicitly exempt
activities), Parliament during the November 2001 session approved the new Surtax Act
facilitating the extension by September 1, 2002, and the Ministry of Finance and the Malawi
Revenue Authority have now initiated final preparations for the extension. The approved
legislation extends many of the current exemptions and zero-rated goods and services,
including on petroleumn and certain working vehicles. Nevertheless, it is an improvement
compared to the existing surtax regime (Table I1.3).

52.  Tax administration will be simplified by applying only one standard tax rate at a
much higher threshold (of MK 2 million). Despite the higher threshold, the number of
taxpayers will increase, since the existing threshold (of MK 75,000) is not being actively
enforced. The list of zero-rated supplies has also been scaled back. Nevertheless, if drugs,
condoms and medical Services were exernpt rather than zero-rated, this would simplify the
administration and reduce the potential revenue loss. The decision to zero-rate fertilizer will
benefit small-scale farmers who are not able to claim back input tax. The amendment in the
2002/03 budget to zero-rate salt and exercise books have little justification. The list of
exempted supplies is wider than generally recommended and a case could be made for
removing tractors and trucks from the list. Equity concerns of the authorities are addressed by
exempting (or zero-rating) health and medical supplies, inputs into farming, and unprocessed
foodstuff. Other exemptions are likely fo be more beneficial to the more well-off households
including petroleum products.

Excise duties

53. Malawi collects excise duties on all traditionally excisable products such as
alcohol, cigarettes, fuel and motor vehicles. In addition, with the last three budgets excise
duties have been imposed on an increasing number of consumer goods. This may have been
partly to offset the revenue loss from the ongoing trade liberalization, but may also reflect an
intended strategy to increase the tax burden on goods consumed predominantly by more well-
off households. The gains in terms of revenue collection and equity impact, however, must be

* Financial services, excluding bank and non-life insurance, are typically recommended to be taxable.
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Table I1.3. Malawi: Comparison of Current with Extended Surtax

Current surtax

Extended surtax

Base Applicable only to imports, the The surtax will be extended to the
manufacturing stage, and prescribed services | manufacturing stage covering all goods and
(positive list). These mclude: professional services with specific exemptions (negative
services; computer services; services list).
provided by agents and brokers; repair
services; building, electrical and plumbing
contractors; commercial electricity supply
and telecommunication services; hairdressing,
dry cleaning and laundry services; gardening
services; secretarial agencies; advertising;
taxis and car hire; courier and security
services; public enterfainment; goods
. processing; accommodation and catering;
satellite and cable television; and commercial
transporters (excluding minibuses).
Rates 20 percent standard rate. Reduced rate of 20 percent standard rate.
10 percent on electricity supplied to
- noncommercial premises; accommodation
and catering services provided by hotels;
office cleaning; pest control; and various
vegetable extracts.
Threshold Annual turnover exceeding MK 75,000 Annual turnover exceeding MK 2 million
{about USS 1,000) for businesses involved in | (about USS$ 27,600},
importing, manufacturing or the provision of
prescribed services.
Exempted Unprocessed foodstuff including maize; Live animals; animal products; raw
supplies petroleum, diesel and paraffin. Many services | vegetables; water; residues or waste from the
are implicitly exempted by being excluded food indusiry; petroleum products;
from the list of prescribed services. insecticides, fungicides and herbicides; books
and newspapers; mosquito nets; coins; pumps
for agricultural or horticultural use; tractors,
ambulances and goods-carrying vehicles;
medical equipment; educational services;
banking and life-insurance services; postal
services; funeral services; and transport of
exports.
Zero-rated Export of goods and services; pharmaceutical | Expotts of goods and services;
supplies products; fertilizers and insecticides; animal pharmaceutical products; medical services:
feed; working vehicles; black tea; broken rice | fertilizers; condoms, salt, and exercise books.
and grain sorghum,; laundry soap; mosquito
nets; fresh and processed milk; and capital
goods and machinery used for manufacturing.
Exempt Some goods for the use of government; Goods for the official use by the President
individuals cmbassies and diplomats; international and the Vice President; embassies and
and agencies or technical assistance schemes. diplomats; international agencies or technical
organizations assistance schemes where the government has

agreed to exempt these from taxes; and
specified goods for the use of government,
including donations.
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offset against the added complexity of the tax system arising from the proliferation of excise
duties. Since many of these goods are not produced locally, the replacement of import duties
by excise duties in effect also tends to offset efficiency gains from trade liberalization. For
some of these products, the revenue collected is likely to be quite small and therefore may
not justify the administrative expenses, both to the Malawi Revenue Authority and taxpayers.

54..  The last three budgets introduced many changes in excise duties (Table IL4).
Particularly the rates on alcoholic beverages have been very volatile. The increase with the
2000/01 budget was followed by a reduction in the following fiscal year in response to
pressure from domestic producers; to offset the revenue loss, the excises on alcoholic
beverages were again increased in 2002/03. The (noncreditable) surtax on fuel products was
converted into excise duties in 2000/01 at a higher rate. However, {uel products are exempt
from surtax whereas most countries in the region apply a VAT as well. Recently, the Minister
of Finance announced his intention to introduce a minimum amount of excise revenue
determined at the beginning of each fiscal year. A more transparent way to reduce the impact
of oil price fluctuations on the budget would have been to apply a specific excise rate on
petroleum products (to be adjusted regularly in line with inflation). The excise rates on motor
vehicles have also been gradually increased over the last three years. The most recent excise ™
tariff schedule is quite complex with rates of taxation ranging from 10-100 percent. While
this makes the taxation of cars very progressive (so that more expensive cars are taxed
higher), it may increase the administrative burden unduly and could increase the incentive for
smuggling, misclassification or undervaluation of expensive motor vehicles. A strong case .
could be made for applying a more simplified excise tariff schedule with only a few different
rates, while retaining some progressivity in these.

Customs duties

55.  Substantial progress has been made in trade liberalization, including the
elimination of quota barriers and reduction in tariff rates. Still, a complex tariff regime
remains in place with different tariff treatment depending on the origin of imports.*® The
standard tanff regime is reasonably simple consisting of three categories of ad valorem rates:
broadly speaking, for raw materials and inputs (5-10 percent), for intermediate products

(10 percent), and for final products (30 percent). There is in place a duty drawback system
allowing exporters to reclaim customs duty paid on imports. Furthermore, the Customs Act
provides broad powers to the Minister to provide relief from customs duty through rebates or
remission. The authorities have been working on a system to rationalize the approval process
and plan to introduce clear selection criteria in terms of economic benefits generated.

* A distinction is made between imports originating from most favored nations (MFN), ACP countries,
COMESA, SADC members and other countries.
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Table I1.4. Malawi: Excise Duty Changes, 2000/01-2002/03

2000/01 budget 2001/02 budget 2002/03 budget
Alcoholic ] An mcrease by 20 percent on A reduction in excise duty on | An increase in excise duty on
beverages | alcoholic beverages (to 60-80 | alcoholic beverages {to 55 opaque beer {from 5 to 15
percent). percent) and for cane spirits (to | percent), on cane spirit (from
35 percent). 35 to 45 percent), and on other
alcoholic beverages (from 55
to 65 percent).
Tobacco | Anincrease by 20 percenton | None None
ciparettes.
Fuel Conversion of a (non- None Introduction of a minirmum
preducts | creditable) surtax to excise amount of excise revenue
duty at higher rates: petroleum determined at the beginning of
and diesel (20 percent), and the fiscal year.
paraffin (10 percent). -
Motor Increase in excise duty on 4- None An increase in excise duty
vehicles | wheel drive cars above 2,000 rates on (i) passenger cars not
cc (from 10 to 50 percent), exceeding 1000cc (from 5 to
double cabin motor vehicles 10 percent), not exceeding
above 2.99 tons {from 20 to 25 1500cc (from 15 to 20
percent), on double cabin percent), not exceeding 1799¢cc
motor vehicles below 2.99 tons (from 5 to 20 percent), not
(from 5 to 10 percent), and on exceeding 1999¢c (from 25 to
trucks (5 percent). 35 percent); (ii) on 4-wheel
- drive vehicles not exceeding -
1999¢c {from 5 to 20 percent),
not exceeding 2999¢c (from 50
to 60 percent); and (iii) on
general motor vehicles not
o exceeding 399%cc (from 65 to
B0 percent), and exceeding
39%9¢c (from 65 to 100
percent).
Other Introduction of a 10 percent Increase in the excise duty by | Introduction of a 20 percent
goods excise duty on selected goods, | 10 percent on electrical excise duty on edible

including wheat flour, frait
juices, textiles and fabrics,
paper, foot-wear, perfumes,
furnitare, video games, and
selected sea foods.

appliances, pocket lighters,
smoking pipes, perfiunes,
carpets, textiles, human hair
and wigs, and clothing and
accessories made from fur
skin. Increase by 20 percent on
precious stones and metals,
cutlery, and electro-
mechanical domestic
appliances. Removal of excise
duty on plastic shoes.
Reduction in excise duty on
petroleum telly (to 20 percent).

vegetables and tubers, poultry
products and other meat,
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Distributional impact of indirect taxes

56. Little analysis has been done on the distributional impact of indirect taxes (see
Box 1.4 for a discussion of equity and commodity taxes). Although rudimentary, some

Box IL4. Optimal Commodity Taxes

The most well-known strand of the optimal tax literature poses the question: how should commodity tax
rates be set so as to minimize the excess burden on economic activity? The initial problem is posed by
ignoring equity concerns, focusing on the efficiency costs of taxation.

The solution to the optimal commodity tax problem can be expressed by the Ramsey rule saying that to
minimize the efficiency cost of the tax system, the compensated demand for each good should be reduced by
the same proportion relative to the pre-tax position. The implication of this tax rule is that goods for which
demand is most unresponsive to price changes (with a low price elasticity) will bear higher tax rates than
goods for which demand is more responsive to price changes, Since goods that are unresponsive to price
changes are typically necessities, such as food or other basic goods, the tax rule would suggest that these
face the highest tax rates whereas luxuries are taxed more lightly, This is not a result that corresponds all
that well with actual tax systems, as many countries attempt to impose a lighter tax burden on essentiais and
higher taxes on luxuries,

The result from the Ramsey rule is not surprising given the model specification. By implying that all
households are identical, any equity concerns the policymaker may have are, by definition, assumed away.
However, these can be brought into the model! framework by extending this to many, non-identical
households. This brings to the forefront the trade-off facing the policymaker between efficiency and equity
objectives. . -

The optimal tax rule incorporating equity concerns says that the reduction in (compensated) demand for a
good as a result of the imposition of a tax system should be lower for goods consumed by households witha
high net social marginal utility of income. This will be the case if (i) the demand for the good is
concentrated amongst households with a high social marginal utility, as these are the households that are
regarded as socially important, and (ii) the demand is concentrated among households whose tax payments
change considerably as income changes. The first term relates to the equity impact of the tax 2nd the latter
the efficiency impact. The more weight in the social welfare function the policymaker attaches to
households with low income, the lower should be the tax rate on commodities consumed by those
households. For a policymaker with a strong equity objective, this provides an argument 1o exempt from
taxation, or even subsidize, goods that are predominantly consumed by the poor.

In practice, however, there are limits to how much distribution can be achieved through indirect taxes. From
an administrative point of view there are clear benefits from having some degree of uniformity in indirect
tax rates. While some differences in the tax burden on individual goods can be achieved by a combination of
VAT and excise rates and perhaps the exemption of a limited number of goods and services, there are
obvious administrative reasons why this should be kept to a reasonable level. Moreover, while there clearly
are goods that have a relatively larger share in the consumption bundle of the poor, these are typically also
consurned by the rich, often at higher absotute levels. Tax reductions that are intended to benefit the poor are
therefore likely also to reach the rich households. This is an example of a imperfect targeting mechanism.

Sources: Diamond and Mirrlees (1971), Auerbach and Hines (2001), and Myles (1995).
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inference can be made from the Iatest household survey carried out in Malawi.”! Figure 1.3
presents data on houschold expenditure for main categories of goods and services for all
households, rural households and urban households. The charts on the lefi-hand side present
the relative share of expenditure in each category of households. The charts on the right-hand
side give a sense of the absolute spending in each category of households by presenting
expenditure by these relative to the mean household expenditure for the whole population.

57.  The household survey shows that food constitutes the dominant share of _
expenditure by poor and ultra-poor households (between 60-80 percent of their budget).
~ In contrast, the urban nonpoor households spend less than 30 percent of their budget on food.
But given the large difference in absolute expenditure between poor and non-poor
households, the latter category spends substantially more in absolute terms on food. This is a
clear example where the benefits from exempting food from taxation may be targeted at the
poor households, but in absojute terms at least are more beneficial to the more well-off
households. In contrast, the decision to tax consumer durables more heavily seems to be
justifiable from an equity point of view. Both in a relative and absolute sense, the
consumption of consumer durables and housing related costs 1s heavily concentrated in the
non-poor urban households. Whereas these households also tend to consume more education
and health services than the poor households, both in relative and absolute terms, the
difference is much less marked. Also, to continue efforts to expand access of the poar to
social services, the current exemption from indirect taxes of these services seems well-
grounded from an equity point. Finally, the consumption of fuels has a quite similar share for
both the poor and non-poor households (the relative share is highest for the ultra-poor urban
households who are restricted in their access to firewood). However, consumption of paraffin
is more important for poor households, which would support the lighter taxation on this
product. From an equity point of view, one could justify the complete exemption of paraffin
to provide benefits for the poor urban households.

¥ Since the 1997/98 household survey did not collect data on actual taxes paid by households, the analysis will
focus on expenditure patterns on main groups of goeds and services,
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Figure II.3 Malawi: Household Expenditure Patterns, 1997/98

All Households

In percent of mean expenditure for all
households

Ultra-poor Poor Non-poor

Urban Houscholds —

households

In percent of mean expenditure for all

Ulra-poor

Nan-paor

In percent of mezn expenditure for all
households

All

All Households

120
B Food
100 F
Ml Health and
20 education
&0 b B Consumer
durables and
housin
0| Brusise
20

=]

Poor

Ultra-poor

Non-poor

Rural Households

100

Ultra-poor  Poor Non-poor Al

Urban Households

160
140
120
100
80
60

40
20

Poor

Ultra-poor

Non-paor

Source: Profile of Poverty in Malawi (2000); and staff calculations.



-38-

E. Conclusion

58. Malawi will need to sustain and even further boost tax collections to fund an
increase in pro-poor expenditure. Although debt relief plays a crucial role in releasing
funds for pro-poor expenditure, the poverty-reducing spending needs are so large that even
more resources are necessary. This will mostly require broadening the tax base and
strengthening tax administration rather than increasing nominal tax rates. Rather, the
repressed tax take reflects a narrow tax base and weaknesses in the administrative capacity,
as well as the predominance of the (untaxed) informal sector. This would suggest that the
first-best approach to generating more revenue would be to widen the tax net, either by
reducing exemptions or strengthening tax administration.

59. The extension of the surtax to the retail stage is expected to increase revenue.
However, the tax base could be further broadened by reducing exemptions under the surtax,
particularly on fuel products and motor vehicles. The income tax base could also be
broadened by assessing the cost-effectiveness of the tax incentives provided, particularly to
EPZs. Moreover, there may be a case for simplifying tax administration by reducing the
extent to which excise duties have gradually been expanded to cover consumer goods beyond
traditionally excisable products.

60. The recent tax reforms aimed at broadening the tax base and moderately
increasing the progressivity in the tax system appear appropriate. More progressive tax
policies may have a role to play if a certain improvement to the income distribution can be
realized with less efficiency loss by combining expenditure policies with a slightly more
progressive tax system. There may also be fewer well-targeted expenditure instruments
available to policymakers in Malawi, which could further strengthen the case for addressing
some equity objectives through the tax side.

61. By giving too much prominence to equity considerations, inefficiency costs might
inerease, which could, in turn, slow down growth. Poverty can be reduced sustainably
only by achieving higher growth. If a more progressive taxation introduces excessive
efficiency costs to the economy, the gains to the income disiribution will be lost to the lower
realized growth. The administrative constraints should also be recognized and these may
reduce substantially the scope to effectively improve the tax incidence. Although the tax
burden at the aggregate level may appear to be low, since the number of taxpayers 1s also
very small, the tax burden per person is high. If more progressive taxes will fall
predominantly on a small number of already heavily taxed individuals, it may simply trigger
higher tax evasion and no change to the effective progressivity of the tax system.
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III. SELECTED EXPENDITURE MANAGEMENT AND FISCAL DATA ISSUES™
A. Intreduction

62.  Malawi’s fiscal programs have been frequently derailed by expenditure
overruns. These overruns have reflected policy decisions and lack of political commitment
to the program, but they have also been a consequence of the weak capacity of expenditure
management and control. The weak expenditure management inevitably impacts on the
quality of the reported fiscal data. In recent years, the authorities have made improvements to
the expenditure management systems, supported by technical assistance; however, progress
has not been as fast as expected, with some systemic weaknesses remaining. This may reflect
the limited ownership and few incentives fo strengthen expenditure management.

63. An important recent initiative to strengthen expenditure management is the
initiation of weekly cash management meetings between the Treasury, Accountant
General’s Department (AG) and the Reserve Bank of Malawi (RBM). Senior
management participate in these meetings and take decisions on funding levels and
associated borrowing implications. However, decisions taken are constrained by the
timeiiness and quality of information on fiscal developments. This illustrates the impact of
the data quality problems on the decision-making.

64.  This chapter provides an overview of the main issues in expenditure management
(Section B), and the progress made on tracking pro-poor expenditure (Section C). Moreover,
it haghlights a number of issues regarding the quality of the fiscal data (Section D).

B. Expenditure Control and Management

65.  This sections focuses on the systems at the heart of budget execution: The Credit
Ceiling Authority (CCA) system, the Commitment Control System (CCS), and, looking-
forward, the planned implerentation of the Integrated Financial Management Information
System (IFMIS). '

Credit Ceiling Authority System

66. The main instrument for budget execution is the CCA system, a zero-balance
cash release system. It was introduced in May 2000 to eliminate the need for line ministries
to maintain large deposit balances in commercial banks, and to give the Treasury tighter
control over the execution of the budget. While the system has addressed these two
objectives successfully, some weaknesses remain, preventing the CCA system from realizing
its full potential in strengthening expenditure management and control.

%2 Prepared by Thomas Baunsgaard.
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67, Twice a month, the Treasury and the AG Department issue credit ceiling
authorities and supplementary credit ceiling authorities for wages, other recurrent
transactions (ORT) and development expenditure.” The combined credit ceilings provide
the maximum expenses the line ministries can incur, with any unused credil to be carried
forward 1nto the following month. The line ministries can issue checks drawn on commercial
banks up to the total amount authorized under the credit ceilings. On a daily basis, the four
commercial banks participating in the system are reimbursed by the RBM for checks that
have been cashed. The commercial banks are remunerated for providing this service.

68.  The CCA system was introduced to avoid the build-up of idle deposits by line
ministries in commercial banks. Previously, the Treasury would release cash to line
ministries that would be deposited in commercial bank accounts. The Treasury had little
oversight over how much money was actually spent by line ministries—at least in the short
run—and over time there was a large buildup in line ministries’ bank accounts.** With the
introduction of the CCA system, in principle all line ministries’ commercial bank accounts
should have been closcd and the available balances transferred back to the centralized
government account, the so-called MG account no. 1 in the RBM. In practice, a number of
line ministries maintain commercial bank accounts for project funds disbursed by donors and
for Treasury funds, and some may even keep non-tax revenue outside the oversight of the
Ministry of Finance.” Nevertheless, commercial bank deposits have declined significantly-—
in April 2002 they amounted to 0.4 percent of GDP down from 1.7 percent of GDP in May
2000—-although some government activities still remain outside the CCA system.

69. However, the CCA system is compromised by a lack of coordination. The
operation of the CCA system is supported by a committee of officials from the Treasury, the
AG Department, and the RBM meeting on a monthly basis. The commiittee has an important
coordinating role to ensure the smooth functioning of the system. One problem identified
earlier was the issuance of supplementary CCAs by the AG, which were not properly
coordinated and captured in the system, although steps have now been taken to address this.
However, some confusion remains regarding the exact ceilings issued, as revealed by the, at
times inconsistent, information on this presented by the three agencies involved.

70. A weakness relates to the reimbursement by the RBM of commercial banks’
daily claims. The RBM has now begun to maintain holding accounts organized by economic
type for each ministry to intermediate the transfer of funds from the line ministry accounts to
reimburse the commercial banks. However, each ministry has typically more operating
accounts than there are holding accounts (e.g., different operating accounts for ORT in each

* Supplementary credit authority ceilings mostly relate to foreign-financed development projects and, on a
smaller scale, to expenditure through Treasury funds and other line ministry deposit accounts.

* As cash releases continued to be made on a monthly basis without any regard to balances in the bank
accounts.

* Treasury funds are deposit accounts outside the central budget maintained by line ministries for certain
activities.
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cost center versus one holding account in the RBM). When the RBM receives a claim from a
commercial bank, the reimbursement against a particular operating account may therefore
exceed the funding limit for this account without breaching the holding account limit in the
RBM. This system could be strengthened by introducing corresponding holding accounts
for all the operating accounts and enforce the spending limits for these.

71. Another problem relates to the carry-over of funding between fiscal vears, The
rules are clear: budgetary funds that have not been spent by the end of the fiscal year will be
available for one month to settle checks issued toward the end of the fiscal year. Thereafier,
any funding that has not been spent should revert to the MG account no. 1. However, when
the CCA system was introduced in May 2000 the full balance cutstanding by the end of the
fiscal year was carried forward into the new fiscal year (2000/01) amounting to more than
MK 1.5 billion. Line minisiries tapped into this by reducing the outstanding balance by
MK 1 billion during 2000/01 (see Figure IT1.1). Moreover, the instruction from the AG in
May 2001 clarifying the treatment of unused credit between fiscal years was not effectively
implemented.

72. Despite its weaknesses, the CCA system is an improvement of cash management
and budget execution relative to the previous situation. However, the potential benefits
from the system could be fully realized with little additional effort. To strengthen the control
functions built into the system, it is essential that the RBM effectively enforce the funding
limits associated with the line ministry accounts. Efforts should also be made to facilitate the
timely compilation of data on reimbursements by economic and administrative classification.
This is expected to substantially strengthen the quality of expenditure data.

Commitment Control System

73, The CCS was introduced to provide the authorities with a handie on
commitments to prevent these from evolving into arrears. The emphasis in the CCS as
implemented, however, is more on reporting commitments rather than on controlling their
incurrence. The system has also been marred by implementation problems impacting on both
the quality and the timeliness of reports. This may have led policymakers not to utilize the
information on commitments and arrears generated by the system.*”

74.  The CCS is essentially a ministry-based commitment recording system, It
requires line ministries to maintain a commitment register and ensure that commitments are
not incurred in excess of the available funding (although this aspect of the system does not
seem to be strongly enforced). The Treasury generates a monthly management report
aggregating this information, including information on commitments, accounts payable and
arrears.

%% This explains why commercial banks on several occasions have been reimbursed in excess of the credit
ceilings.
*7 This reduces the incentive and pressure on ministries to improve the quality of the information,
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Figure II1.1 Malawi: Credit Ceiling Authority System, 2000/01-2001/02
(In millions of kwacha}
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75.  The CCS reports have been compiled with some time lag and the quality of the
data reported by line ministries suffers from shortcomings. It is not uncommon that the
reported commitments for particular ministries are not consistent between monthly reports
(i.e., stocks and flows are inconsistent). This reflects the weak recording of commitments at
the level of line ministries, as well as a need to provide more training to line ministry
accountants in maintaining these. However, many of the observed data problems could have
been identified and corrected by the Treasury when compiling the monthly reports.

76. The CCS system will prevent the accumulation of arrears if commitments are
approved only subject to availability of funds under the respective budget lines
allocated in the CCA system. However, the quality and timeliness of the generated reports
must be substantially improved, which will require a more comprehensive approach.
Foremost is the need to train staff in line ministries to maintain proper recording and control
of commitments and arrears. This may require the Treasury to introduce credible penalties for
line ministries that fail to control commitments and submit returns, perhaps by making
reporting compliance one of the criteria against which the performance of controlling officers
1s Judged. But it will also require more vigilance on the part of the Treasury in monitoring the
quality of the information produced by the systemn. Finally, if policymakers were actually
seen to make use of information, this would provide incentives to line ministries for
improvement.

Integrated Financial Management System

77.  To improve the expenditure management situation, the government with the
support of the World Bank in 1995/96 initiated work toward introducing an JFMIS,
This is a comprehensive financial management system that will, when fully operational,
allow a major strengthening of expenditure management. However, the implementation of
IFMIS has been marred by delays. Recently, the UK Department of International
Development and the World Bank have stepped in with additional funding and this appears
to have given some new momentum. Although repeatedly postponed, IFMIS has been
introduced in four pilot sites namely the Treasury, the AG, the Ministry of Agriculture, and
the Ministry of Education, with a further roll-out planned to proceed shortly.

78.  The World Bank in December 2001 pointed out several problems with the
implementation at the pilot sites. First, the implementation had not been carried out in a
systematic and satisfactory manner. Second, the software application would need adjustments
to fully comply with the current business processes and accounting procedures, particularly
relating to cash management (such as the issuance of CCAs, reimbursement of checks paid
by commercial banks, and issuance of receipts for fees and charges). Third, there is a need for
further refinement in budgeting and accounting procedures to be introduced concurrently
with IFMIS. The AG 1s now working on addressing these issues, but is planning to proceed
with the roll-out as originally planned.

79.  As a long-term solution to strengthen expenditure management and control, a
properly implemented IFMIS will be of great importance, and the roll-out shounld
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provide momentum to improve expenditure management. However, in the short term the
need to address problems as they occur—by introducing focused solutions—is unavoidable.
Ongoing attempts at improving the existing systems should therefore continue in parallel
with the rollout of IFMIS. The successful implementation of IFMIS is also dependent on the
witial data being correct, which requires proper reconciliation between banking and
expenditure data as well as an up-to-date commitments register.

C. Pro-poor Expenditure Tracking

g0. Given its well developed program-based budget presentation, Malawi is in a
good position to monitor pro-poor expenditure. The authorities have already made
commendable progress in developing and implementing a system to monitor pro-poor
expenditure. A strong feature of the system is that it uses the existing reporting systems and
classifications. However, the critical issue will be to.garner political support to ensure the
effective implementation. It is encouraging, therefore, that the pro-poor expenditure programs
were identified in the 2002/03 budget and endorsed by parliament in line with the PRSP A
list of the programs included in the budget are shown in Appendix I.

81.  Discussions with the authorities during the last year focused on the appropriate
tracking of pro-poor expenditure under the HIPC Initiative.

. First, the budget will identify particular programs and sub-programs as priority
pro-poor expenditure. The identification of pro-poor expenditure reflects the PRSP
prioritization, although only programs that are directly poverty alleviating will be
mcluded in this definition. To fully implement the PRSP further refinement of the
program or sub-program budget classification may be required.

. Second, actual expenditure in 2000/01 on the identified pro-poor programs will
constitute the baseline for establishing additionality under the HIPC Initiative.
The additionality requirement recognizes the fungibility of financing and is intended
to ensure that HIPC debt relief does not replace pro-poor expenditure already being
undertaken. The baseline is based on actual expenditure reports submitted by line
ministries for 2000/01.

. Third, the anthorities have established a HIPC account as a subsidiary account
to the MG account ne. 1. The purpose of this account is only to record the inflow of
HIPC debt relief; the funds will not be tied to any particular expenditure. Accounting
for debt relief has proven difficult, partly reflecting the authorities’ very poor record
keeping of Joan terms and condifions, and the multiple channels through which
creditors provide debt relief. A few creditors reimburse Malawi after the full debt
service has been paid. To some extent, for recording purposes this is the most

* To increase transparency, the Treasury could consider to explicitly identify PPE programs in the
programmatic budget document (vol. 4b).
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straight-forward form of debt relief, since it can be recorded as a grant when the

~ reimbursement is received.” However, most creditors outright forgive debt service
payments (some up to 100 percent). This requires Malawi to properly record as debt
relief the amount of debt service forgiven. The authorities have indicated that the
establishment of the HIPC account as an accounting device has been helpful in terms
of focusing attention on the need to strengthen the recording of debt relief.

» Fourth, to reduce the risk of virement of pro-poor spending into nonpriority
spending and to provide additional control when releasing funds, the Treasury is
considering to amend the CCA system by introducing separate CCAs to release
funding for pro-poor expenditure programs.” The amendment may not fully
prevent virement since, to reduce the administrative burden, the CCAs most likely
will not be drawn on separate bank accounts.

- Fifth, spending on pro-poor expenditure programs will be protected, and if the
budget has to be cut—for example, in the case of revenue shortfalls—this will be
done by reducing funding for nonpriority expenditure programs. Introducing
separate CCAs for pro-poor expenditure programs will facilitate this by providing an
effective instrument to the Treasury to protect pro-poor spending while reducing
funding for non-priority expenditure.

. Sixth, spending on pro-poor expenditure programs will be monitored on a
monthly basis using the expenditure returns from line ministries. Given the
substantial interest in this by civil society, information on expenditure will be
published, including in newspapers and on the website of the Ministry of Finance. In
addition, the authorities are planning to, with assistance from civil society, develop
output based monitoring for selected core pro-poor expenditure programs during the
fiscal year.

D. Data Quality Issunes

82.  The weak expenditure management is reflected in the poor quality of fiscal data,
as evidenced by the substantial discrepancy between above and below the line data in
the fiscal table for 2001/02. Despite some recent improvements, major weaknesses seriously
limit the authorities” ability to monitor fiscal policy. Focus of this section is on the reported
expenditure and financing data as guality issues on tax and non-tax data are minor."

¥ Although uncertainty relates to the timing of when debt service is being reimbursed.

0 This is contingent on a technical assessment to ensure that the gains from a separate CCAs will justify any
additional administrative costs this may entail.

*! However, the authorities are encouraged to carry out 2 monthly reconciliation exercise between the Malawi
Revenue Authority revenue reports and tax deposits in the MG account no. 1.
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83, The fiscal reports prepared by the Ministry of Finance reveal large discrepancies
between expenditure and financing data. To some extent, this is inevitable and mercly
reflects time differences in the recording of cash and check transactions (the float). However,
a large part of the statistical discrepancy relates to the lack of timely reconciliation between
expenditure and banking data. This is supposed to be done at the line ministry level, but is
carried out with some delay—and in some ministries not at all—so that the monthly fiscal
reports do not reflect this reconciliation.

84.  The AG’s finalizing of the annual accounts has in the past been delayed
exceeding the statutory requirement. These delays slow down the preparation of audited
accounts by the Auditor General. Certainly, the late submission of the audited accounts to
Parliament makes less likely any action to rectify discrepancies identified in the audited
accounts.

Expenditure

85. The need to strengthen the quality of expenditure data has long been recognized,
but, with the need to transparently monitor pro-poer programs, has now gained
renewed importance. There are currently two primary sources for expenditure data: (i) data
based on funding released by the Treasury; and (ii) data based on expenditure returns
submitted to the Treasury by line ministries.*” The expenditure data reported in the fiscal
tables are based on funding released by the Treasury rather than actual spending reported by
line ministries, reflecting the weak quality and poor timeliness of the expenditure returns, By
relying on funding data rather than actual expenditure, one would expect some discrepancics
between expenditure and financing data. However, this should reflect timing differences so
that over-funding in one month would be followed by over-spending in subsequent months
and vice versa. The best source of expenditure data would be from the reimbursements
through the CCA system. Currently, these data are only provided at the aggregate level, but it
is expected that the RBM shortly will begin reporting monthly reimbursement data with an
appropriate economic and administrative classification. -
86.  While there are large differences between funding and spending for both
2000/01 and 2001/02, it is difficult to assess the degree to which this reflects data
problems—{rom tke weak quality and incomplete coverage of the expenditure
returns—or real differences between funding and spending. However, combined with
information from the CCA system for 2001/02, the data suggest that funding for ORT has
oxceeded actual spending through March 2001.* This may be explained by line ministries

* The expenditure returns are based on the vote books (recording vouchers processed) and not the cash books
(recording actual cash spent). The latter are submitted to the AG with a time lag,

* It appears that funds have been diverted away from wages, development expenditure and normal ORT to
finance unbudgeted special activities.
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“saving” some of their funding for later in the fiscal year.** Another explanation for the
discrepancy, of course, could be that the spending reports are not comprehensive.

g7.  Although more projects have been brought into the development budget in
recent years, this has not been supported by systematically capturing either expenditure
or disbursements against these projects. There are two main issues: First, the debt and aid
unit in the Ministry of Finance reports only data on disbursement from multilateral donors,
whereas almost no bilateral disbursements are captured. Second, expenditure on development
projects in the fiscal table are simply derived as the total of project grant and loans
disbursements. Particularly in cases where donors require pre-financing by reimbursement of
costs, development expenditure could be double-counted.* There are also likely to be timing
differences between actual expenditure and disbursement of financing. An attempt should
therefore be made, over time, to capture more fully actual spending also on extemally funded
projects,

Expenditure arrears

88. The authorities are attempting to clear any new expenditure arrears within one -
quarter following verification by the Auditor General. Moreover, if a line ministry
accumulates arrears, these should be settled within the original budget allocation for that
ministry to remove any incentives to finance expenditure through arrears accumulation.

89.  The authorities® strategy has been only partially effective, and serious concerns
remain regarding the quality of the arrears data and the delays experienced in clearing
the verified arrears. First, while the Auditor General’s verification report should be
prepared within 45 days of the end of the quarter, none of the reports has yet been completed
in compliance with this requirement.* Second, comparing the Auditor General’s reports with
arrears information from the CCS show large differences in the reported data for individual
ministries (although the total stock of arrears is converging, see Figure H1.2).*” Third, a
number of ministrics appear not to be consistently included in all the reports (affecting both
the CCS and the Auditor General’s reports), which makes the change in the arrears stock

* This does not rule out arrears; before the CCA system was introduced, large bank balances and arrears co-
existed.

“ If the original spending has been captured in the credit ceiling for domestically funded development
expenditure and the reimbursement by donors of this is subsequently captured in the disbursernent data and
reported as externally funded development expenditure.

% For example, the arrears report for end-June 2001 was only received in mid-September, the report for end-
September was delayed until Jannary 2002, and the full end-December 2001 was only received in July 2002.

7 This could be due to the Auditor General having determined that these were related to ineligible payment
claims; however, given the magnitude of the difference (and that the Auditor General has not explicitly reported
finding large differences) it is possible that there are arrears that have not been captured in the Auditor

General’s reports.
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Figure II.2 Malawi: Stock of expenditure arrears, 2001
{In millions of kwacha)

Total stock of expenditure arrears State Residences

100

BCCS-4
B Aud-Gen

80

40 }
20 }

Jun Sep Dec

Ministry of Education Ministry of Health

100

BSCCS-4
B Aud-Gen

40
20

Mar Jun Sep Dec Mar Jun Sep Dec

Ministry of Defence ) ~ Police

70
8¢ F @mCCs-4
L

B Aud-Gen
40 |
30 }
20 F
10

BCCS4

Minisiry of Lands Ministry of Foreign Affairs

120
BCCS-4 100
Aud-GGen 80 F

BCCS-4
And-Gen

40 t
e

Mar Jun Sep Dec Sep Dec

Source: Ministry of Finance and National Audit Office.



-50-

difficult to interpret.*® Fourth, the data in the Auditor General’s reports are not consistent
with separate data on government atrears to the Water Boards. The Auditor General has
agreed to broaden the verification exercise to reconcile line ministry data on arrears with the
information from utilities, initially focusing on the Water Boards.”

90. The authorities have not been able to clear new arrears in a timely manner. This,
to some extent, reflects the delays experienced in the compilation of the verification reports,
but also a lack of enforcement of the clearance mechanism. For example, there have been
instances where funding released to line ministries for clearance of arrears has been diverted
to other uses. Moreover, it is difficult to reconcile the information on arrears cleared directly
by the Ministry of Finance with the data reported by line ministries. This may be because line
ministries have not updated their arrears information correctly. A memorandum of
understanding was signed in 2001 between the Auditor General and the Treasury to
strengthen the information flows to reduce these inconsistencies,

91. Before data on arrears can be reported with confidence, the inconsistencies in
the reports must be corrected. The impact on the reported flow of arrears (net change in the
stock) is unclear. However, to ensure consistent data over time, it is important that any
revisions to the stock data be fully reflected across all quarterly reports so as to prevent
distortions in the flow between quarters.

92. The authorities’ approach to arrears has achieved its objectives to some extent.
The issue has received more attention than in the past and this has led to improvements in the
recording of arrears data and also reduced the scope through which expenditure is financed
by incurring arrears. Nevertheless, a concerted effort to strengthen the data is required.

Financing

93.  Performance of Malawi’s fiscal program is monitored using financing data,
given that these are traditionally regarded as being more reliable than revenue and
expenditure data. However, there are some concerns about the financing data, particularly
the quality and consistency of external and domestic debt data, adding to the uncertainties
regarding arrears developments. To ensure that policy decisions are based on correct
information, this is an issue that wiil need to be addressed.

94, There have been inconsistencies in the data on external debt service (interest and
amortization) as reported by the RBM and the Ministry of Finance. This could be due to

“® While it is possible that this reflects large swings in the stock of arrears (e.g., if all arrears owed by a ministry
are fully repaid in one quarter, followed by an equivalent accumnulation of arrears in the following quarter), this
is not very plausible.

* The capture of arrears between utilities and line ministries may have been obscured by past attempts by the
Ministry of Finance to carry out offset operations that have not been properly recorded. The aunthorities have
agreed not to conduct any further offset operations.



-51-

incorrect treatment of HIPC debt relief but also to lax accounting procedures.*® However,
even for actual cash payments the various data presentations have not been fully consistent.
Data on project disbursements are not sufficiently comprehensive and actual disbursements
are likely to be underestimated. The data on repayments of special financing (such as supplier
credits) are poor and not reported transparently. Particularly information on disbursements
(and on the receipt of the goods financed by supplier credits) is incomplete, and the
information provided on the repayment schedule has been insufficient to make reliable
projections of actual repayments during the fiscal year.

95, Some discrepancies between different sources of information on t-bills and bank
advances have been resolved by the RBM. However, the government issuing papers to the
RBM to reduce the ways and means advance may have led to some inconsistent recording in
the data on RBM financing and non-RBM financing when the RBM sold those papers in the
secondary market. :

E. Conclusion

96.  Expenditure management and control remain weak in Malawi. However, over the
last couple of years, a number of improvements have been implemented. While some
systemic problems remain, these appear to be fixable with relatively little effort. This also
suggest that expenditure overruns in the past have been more a reflection of policy decisions
rather than the failure of expenditure management systems per se. To ensure that the
remaining shortfalls are comrected, strong ownership and commitment are crucial.

97. The CCA system is clearly an improvement in terms of budget execution and
cash management and the remaining shortfalls in the system could easily be overcome.
Foremost of these, is the need for the RBM to maintain separate holding accounits for each
bank account for which CCAs are issued and enforce the spending limits. Even though
progress has been made recently in terms of timeliness of the CCS reporting, more effort
should be devoted to strengthen the quality of the commitments and arrears information both
at line ministry levels and in the Ministry of Finance.

98.  Commendable progress has been made in setting up a system for tracking pro-
poor expenditure, using the existing reporting systems and budget classification. The
key issue is to maintain strong and committed implementation; this is becoming even more
important given the prominence civil society attaches to this issue. Moreover, there is a need
to build up strong political support for the system. There is still room to improve the
transparency, including by clearly identifying PPEs in the program-based budget documents.

*" HIPC debt relief can either be reimbursed by donors after initial payment by Malawi or simply forgiven, thus
not requiring an up-front cash payment (the majority of donors have chosen this treatment). In both instances,
the authorities have agreed that the amount of debt relief reccived will be booked as a grant in the fiscal table
and this will be offset by showing the external debt service on a due basis before debt relief (i.e., both the part
of the debt service that is actually paid to the donors, and the part of the debt service that is forgiven).
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99. The problems of the expenditure management systems resurface in the fiscal
data. There are serious data quality issues affecting particularly the expenditure and
financing data. Many of these can be addressed by strengthening cooperation at the technical
level between the Treasury, the AG and the RBM (e.g., on the discrepancies in the debt
service data). Expenditure data may be more difficult to correct in the short term since these
are relying on accounting practices in the line ministries. However, the quality of the data can
only be improved through more forceful supervision by the Treasury and the AG. The initial
momentum for improving the data on expenditure arrears seems to have slowed down, and
serious questions remain regarding the quality of the reported data.
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»  Teacher training
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IV. TRADE PoOLICY ISSUES™

100. Malawi has made commendable progress in liberalizing its trade regime, but will
need to continue to pursue liberal trade policies. An important aspect of the unfinished
trade reform agenda is resolving the problem of overlapping membership in regional trade
arrangements (RTAs). These overlaps have greatly increased the complexity of the trade
regime with negative consequences for trade and investment. Recent market access initiatives
by QUAD** members, notably the United States and the EU, will improve market access for
Malawi in some areas, €.g. textiles and apparel to the United States. But the overall impact of
these preferential arrangements may be constrained by continued high tariffs and restrictive
rules of origin requirements on products of export interest to Malawi.

101. Malawi has made significant progress in trade liberalization in the Jast decade.
Beginning in 1988, and continuing through most of the 1990s the government implemented a
series of measures liberalizing the trade regime. Consequently, Malawt’s rating on the Fund’s
Trade Restrictiveness Index improved from 7 in 1992 to 2 in 2002, indicating that the trade
regime moved from restrictive to open.” The improvement in the trade regime is consistent
with Malaw1’s major trading partners in sub-Saharan Africa, For example, Mozambique,
Zambia and Uganda improved their restrictiveness ratings from 7, 10 and 10 in 1991 to 2,
respectively, indicating a fundamental shift from a restrictive to open trade regime. The
introduction of import restrictzons in 2001—import licenses were introduced on cement and
sugar and import bans on dairy products, vegetable cooking oil and dry cells*—are not a sign
that Malawi will return to protectionist policies.”

102.  The pursuit of liberal trade policies has reduced the anti-export bias in the trade
regime and improved the domestic environment for export expansion. Despite these
improvements, however, export performance has not been strong. In the 1990s, Malawi’s
exports grew by approximately 1.8 percent per annum, which is less than the average export
growth in Sub-Saharan Africa of 3.4 percent per annum. The disappointing performance is
the result of a variety of factors, including macroeconomic instability and weak
infrastructure.

103.  The progress in trade reform however, does not imply that Malawi has
completed its trade referm agenda. Importantly, the trade regime is made extremely

*! Prepared by Arnold Mclntyre.

52 Canada, the EU, Japan, the United States.

** The index is based upon the classification developed by Robert Sharer and others, 1998, “Trade

Liberalization in IMF Supported Programs,” World Economic and Financial Surveys (Washington,

International Monetary Fund) A rating of between 7 and 10 c:lass1ﬁes a country as restrictive; 5 or 6 as
“moderately restrictive™; 3 or 4 as “moderately open”; and 1 or 2 as “open.”

** The import restrictions were in response to claims of unfair trading practices by Zimbabwe (due to 2 parallel
exchange rate}, but were applied indiscriminately. .
** The ban on vegetable oil has been removed and it is expected that the remaining restrictions will be removed
in July 2002.
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complex by Malawi’s overlapping membership in RTAs resulting in a variety of
inefficiencies which can impede trade and investment flows. Malawi has a variety of bilateral
and regional trade arrangements. These include bilateral preferential trade agreements with
South Africa and Zimbabwe* and regional trade agreements—the Common Market of
Eastern and Southern Africa (COMESA) and the South African Development Community
(SADC). Malawi’s overlapping bilateral and regional trade agreements unnecessarity
complicate the trade regime as each agreement with its own rules of origin increase the
complexity. In addition, imports coming into Malawi can face different tariff rates depending
on whether they come from COMESA, SADC or any of the bilateral agreements. There are
also serious problems of consistency that need to be urgently addressed. For example, when
COMESA becomes a customs union in 2004, and a common external tariff (CET) will need
to be adopted, this will be inconsistent with the nonreciprocal bilateral trade agreement that
Malawi has with South Africa and, in general, the free trade arrangement with SADC. In
these circumstances, there is an urgent need for Malawi to rationalize its involvement in
RTAs and improve the environment for international trade.’”

104.  MalawP’s external trade arrangements have changed with the provision of
preferential market access to the QUAD markets of the United States and the EU
through the African Growth and Opportunity Act (AGOA) and the “Everything But
Arms” (EBA) initiative respectively. An important issue is whether these initiatives provide
meaningful additional market access for Malawi and therefore will contribute to stimulating
exports and growth and reducing poverty. If not, would additional market access be
beneficial? The available evidence suggests that the preferential market access provided by
AGOA and the EBA will stimulate exports and have a positive impact on growth. However,
to assist in significantly increasing growth and reducing poverty, a superior policy option is
to provide unrestricted access to QUAD markets for all LDCs.

105.  Since Malawi already receives highly preferential access to the EU market under
the Cotonou Agreement, the impact of the EU’s EBA on enhancing market access will
be negligible ** with the exception of sugar. Under the EBA, all duties on sugar will be
climinated by 2009. In the interim, the EU will continue to offer a tariff free quota that will
increase by nearly 15 percent per annum. In 2000, the quota for Malawi was 20,000 tons and
it was fully utilized. Given the substantial price advantage that the quota provides to sugar
producers in beneficiary countries, there is considerable potential for an expansion in sugar
exports to the EU.

* The Zimbabwe preferential agreement is 2 reciprocal duty-free arrangermment that covers all goods and the
preferential agreement with South Africa is nonreciprocal.

*" The issue is becoming increasingly urgent with preparations starting for the negotiation of Economic
Partnership Agreements (EPAs) with the European Union (EU) stipulated in the Cotonou Agreement between
the EU and the African, Caribbean and Pacific (ACP) States. The core of the EPAs will be the negotiation of
free trade agreements with different geographical configurations in Africa which will build on existing regional
arrangements. Therefore Malawi cannot belong to SADC and COMESA in participating in an EPA.

** However, after the expiration of Lomé preferences in 2007, Malawi is likely to continue enjoying preferential
access to the EU market under the EBA.
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106. AGOA extends duty-free and quota-free treatment to imports of virtually all
products as long as they meet AGOA’s rule of origin requirements and are imported
directly from a sub-Saharan African (SSA) country. Exceptions include fabrics and yarns
not imported as part of a finished apparel product, and products determined by the United
States to be import sensitive (e.g., all agricultural commodities that are subject to a tariff-rate
quota). Apparel and ciothing have their own preferential regime that includes some flexibility
in the rules of origin to utilize regional fabrics (i.e., not made in the United States).”

107. Nearly 90 percent of Malawi’s exports are agricultural commaodities. Tobacco
accounts for about two thirds of total exports® followed by tea and sugar of about 8 percent
each.®’ Malawi appears to have a definite niche in the international tobacco market. It is the
second largest producer and exporter of burley tobacco, behind the United States, but it does
not compete directly with the United States, as it produces a different variety. Similarly,
Malawi does not compete with the varieties produced by large producers like Brazil and
India.

108. Given these considerations, the issne is whether AGOA provides enhanced
market access for Malawi to the U.S. market and is an opportunity to expand exports.
For agricultural commodities of interest to Malawi, AGOA does not provide additional
market access. In the case of tobacco, tariffs remain high on tobacco imported for
cigareties®—-35 percent—and relatively low on tobacco imported not for cigarettes—
approximately 5.6 percent—and are not an impediment to exports. For many of the other
agnicultural commodities such as sugar, raw cotton, coffee, black tea, certain kinds of
peanuts,” paprika, lentils and cut flowers, they are either governed by a tariff-rate quota or
are not eligible under the general United States agricultural policy. Malawi’s duty-free
exports to the U.S. under AGOA were valued at US$35.4 million in 2001, most of which
were agricultural products. These exports represented 49 percent of Malawi’s total exports to
the United States,

109.  The principal market access benefits of AGOA appear to be in textiles and

apparel. * AGOA will have some positive impact on apparel exports, but export growth is
constrained by the restrictive rules of origin. An influential factor in assessing the potential
benefits of AGOA for textile and apparel exports from SSA is the restrictive rules or origin

** Notably, SSA countries that are LDCs {including Malawi) can export apparel wholly assembled in their
countries, irrespective of the origin of the fabric, for a period of four years.

* Malawi is one of the six African countries for which one commeodity accounts for more than 50 percent of the
total exports. The others are Angola, Nigeria, Burundi, Congo, and Guinea Bissau,

¢! Manufacturing exports account for about 10 percent of total exports. These inciude mainly textile and
clothing and, to a lesser extent, furniture and processed food products (e.g., biscuits).

* Malawi’'s burley tobacco is used in cigarettes. Therefore the tariffs on tobacco (imported for cigarettes)
should be relevant for Malawi.

% These are HS: 12022080, 12021080, which have high tariffs of 132 and 165 percent.
% Malawi was approved for textile and apparel benefits in August 2001.
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requirement. A recent empirical study® estimated that AGOA (under relatively conservative
assumptions about the supply response) increases the level of non-oil exports from SSA by
about 7 percent. A large proportion of the increase would be accounted for by the apparel
sector, whose exports are expected to increase by 8.3 percent. However, it is also estimated
that non-oil exports from SSA would have increased by about 43 percent if unrestricted
access had been provided to the United States market. The study estimates that 80 percent of
the shortfall under AGOA is attributable to the rules of origin requirements in the apparel

sector,

% See A. Mattoo, A.; D. Roy and A. Subramanian, “The Africa Growth and Opportunity Act: Rules of Origin
and the Impact on Market Access,” IMF Working Paper (Washington: IMF, forthcoming).
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Table 1. Majawi: GDP by Econoic Activity at Constant 1994 Factor Cost, 1996-2000 1/

1996 1997 1998 1999 2000

{In millions of Malawi kwacha)

Agriculture 4,064 4,069 4,490 4,944 5,210
Smaltholders 3,070 2,964 3,520 3,992 4,059
Estates 993 1,105 969 952 1,151

Mining and quarrying 206 157 164 170 188

Manufacturing 1,675 1,691 1,717 1,749 1,705

Electricity and water 152 161 172 171 139

Construction 231 254 266 293 288

Distribution 2,575 3,018 2,838 2,765 2,760

Transport and communication 505 553 559 576 552

Financial and professional services . 834 1,128 1,034 1.032 1,057

- QOwnership of dwellings 169 172 176 180 183

Private community services 236 260 262 264 271

Government services 1,168 1,200 1,232 1,257 1,282

Unaliacable financial charges =315 -407 =333 =378 -387

GDP at constant 1994 factor cost 11,500 12,257 12,579 13,023 13,300

(Annual percentage change, unless otherwise indicated}

Agriculture . 25.5 0.1 10.3 10.1 16.0
Smallholders ) 7 “3.8 18.8 13.4 15.3
Estates 9.6 11.2 -12.3 -1.8 18.8

Mining and quarrying 336.8 -23.5 42 34 i4.6

Manufacturing -0.6 1.0 1.5 1.8 -0.7

Electricity and water -1 58 7.2 -0.4 038

Construction 16.9 9.9 4.8 10.1 8.1

Distribution -0.1 172 -6.0 -2.6 =2.7

Transport and communication -82 9.5 1.1 2.9 -1.3

Financial and professional services 20.8 35.2 -8.3 0.2 22

Qvmership of dwellings 22 2.1 2.1 2.2 48

Private community services 9.8 10.0 0.7 0.7 35

Government services -2.5 2.8 2.7 2.0 4.0

GDP at constant 1994 factor cost 10.5 6.6 2.7 3.6 5.8

Memorandum items:

GDP at current factor cost (in millions of Malawi kwacha) 33,109 38,503 49,540 76,669 96,262
GDP at current factor cost (percentage change) 76.9 16.3 28.7 348 25.6
GDF deflator at factor cost (1994=100) 2879 314.1 393.8 588.7 7238
GDP deflator at factor cost (percentage change} 60.0 9.1 25.4 49.5 229

Source: National Statistics Office.

I/ Figures for 2000 are provisional.



-50_

STATISTICAL APPENDIX

Table 2. Malawi: GDP by Expenditure at Constant 1994 Market Prices, 1996-2000 1/

1996 1997 1958 1999 2000
{In miliions of Malawi kwacha)
GIDP at constant 1994 market prices 12,934 13,424 13,868 14,428 14,672
Net exports or imports(-} of goods and services 4,626 -3,937 -2,098 -3,479 -2,563
Exports of goods and services 3,622 3,619 4,012 3,870 3,517
Exports and reexports of goods 3412 3,332 3,652 3,511 3114
Exports of nonfactor services 210 287 360 359 403
Imports of good and services -8,248 -7.556 -6,110 -7,348 -6,079
Imports of goods, fob. -4 BOS -5952 -4,552 -5,475 -4.393
Imports of nonfactor services -3,443 -1,604 -1,538 -1,873 -1,687
Gross domestic expenditure 16,048 17,046 16,911 17,795
Consumption 14,009 14,816 14,839 15,403 -
Government 1,941 1,971 1,819 1,843 1,854
Compensation of employees 755 954 950 504 1,022
Goods and services 1,185 1,018 869 039 832
Private 12,068 12,845 13,020 13,560 - e
Fixed capital formation 1,682 1,867 1,711 2,017 2,101
Govemment and statutory bodies 1,160 1,382
Private 523 485 Ve -
Stock building 357 363 361 375
(Annual percentage change, unless otherwise indicated)
GDP at constant 1994 market prices 73 3.8 i3 4.0 1.7
Exports of goods and services -10.7 -0.1 1.9 -3.5 -9.1
Exports and reexports of goods -12.4 -2.4 9.6 -3.9 -11.3
Exports of nonfactor services 296 366 255 -0.4 12.3
Imports of good and services 384 -8.4 -19.1 203 -17.3
Imports of goods, f.o.b. 28.8 239 -23.5 203 -19.8
Imports of nonfactor services 54.6 -53.4 -29 202 -10.0
Grass domestic expenditure 17.0 6.2 -0.8 52
Consumption 200 58 0.2 3.8 e
Government -14.8 1.6 1.7 1.3 0.6
Compensation of employees 257 262 -00.4 -4.8 13.1
Goods and services 5.0 -14.1 -14.6 8.0 -11.4
Private 28.4 6.4 1.4 4.2 .
Fixed capital formation <33 11.0 -8.3 17.9 4.2
Government and staiutory bodies 0.8 169.2
Private -11.2 -7.3
Stock building 18.9 1.8 -0.7 39
Memorandum items:
GDP at current market prices (in millions of Malawi kwacha) 37,233 41,661 53,957 79,804 101,634
GDP at current market prices (percentage change) 70.5 11.9 29.5 479 274
GDP deflator at market prices (1994=100) 287.9 3103 389.1 553.1 692.7
GDP deflator at market prices (percentage change) 589 78 254 42.2 252

Source: Natonal Statistics Office.

1/ Figures for 2000 are provisional.

.
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Table 3. Malawi: GDP by Expenditure at Current Market Prices, 1996-2000 1/

1996 1937 1968 1999 2000

(In miltions of Malawi kwacha)

GDP at cutrent market prices 37,233 41,661 53,957 79.804 101,634
Net exports or imports(-) of goods and services -6,456 -4 885 -5,721 -15,432 -12,740
Exports of goods and services 8,322 9,658 18,022 21,578 26,622
Exports and reexports of goods 7,792 8,868 16,735 19,713 23,925
Exports of nonfactor services 530 790 1,287 1,866 2,697
Imgports of good and services -14.777 -14,543 -23,743 -37.010 -39,362
Imparts of poods, fo.b. . -8,608 -11,456 -16,982 -26,144 -28,059
Imports of nonfactor services -6,169 -3,087 -6,762 -10,866 -11,303
Gross domestic expenditure 43,051 47,242 60,212 94,969 112,780
Consumption 38,746 42,163 52,950 79,739 93,616
Government 4,636 5,242 6,399 9,599 13,850
Compensation of employees 1,905 2,624 3,394 4,679
Goods and services 2,731 2,618 3,005 4,920
Private 34,110 36,921 46,551 70,140 -
Fixed capital formation 3,405 4,080 5.973 13,630
Governument and statutory bodies 2,280 2,949 4,700 11,834
Private 1,125 1,131 1,273 1,797
Stock building 900 1,000 1,289 1,600 1,290

(In percent of GEP, unless otherwise indicated}

GDP at market prices _ 100.0 100.0 100.0 100.0 100.0
Exports of goods and services 22.3 232 334 27.0 26.2
Exports and reexpornts of goods 209 213 31.0 24.7 233
Exports of nonfactor services 14 — 1.9 24 23 27
Imports of good and services -39.7 -34.9 -44.0 -46 .4 -38.7
Imports of goods, f.o.b. -23.1 -27.5 -31.5 -32.8 274
Imports of nonfactor services -16.06 -7.4 -12.5 -13.6 -11.1
(Gross domestic expenditure 1156 — 1134 111.6 119.0 111.0
Consumption 104.1 1012 98.1 9%.9 92.1
Government 125 12.6 11.9 12.0 136
Compensation of employees 51 6.3 6.3 5.9
Goods and services 73 6.3 5.6 6.2
Private 9.6 - 8806 86.3 87.9
Fixed capital formation 9.1 08 11.1 17.1
Government and statutory bodies 6.1 7.1 87 148
Private 30 27 24 2.3
Stock building 24 24 24 2.0 1.3

Memorandwm items:

Indirect taxes (in millions of Malawi kwacha) 3,345 3,807 4,751 6,766 9,588
Indirect taxes 9.6 9.1 8.8 8.5 94

Source: Natiopal Statistics Office,

1/ Figures for 2000 are provisional.
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Table 4. Malawi: Agricultural Production by Principal Crops, 1996-2000

1996 1997 1998 1999 2000
(In thousands of metric tans)
Total production ’

Tobacco (auction sales) 1415 158.1 1354 133.0 159.9
Flue cured 153 14.5 13.% 139 10.8
Fire cured .7 85 59 3.2

Northern division 6.5 . 7.6 6.3 )

Southemn division 1.2 0.9 0.6 6.9
Burley 117.8 1339 138 110.4 1422
Other 0.6 0.8 0.5 0.5

Tea 37.2 4319 40.4 3835

Supar 2178 1953 2097 200.1

Smailholder production

Maize 1,793.5 1,226.5 1,534.3 ‘ 22458 2,290.6

Rice 726 65.7 68.8 92,8 1.6

Groundouts 40.3 68.7 97.2 124.6 116.6

Tobacco 69.0 3.6 94.1 846 98.7

Cotton - 2.6 45.1 363 50.6 349

Serghum 54.7 3935 41.5 414 36.8

Millet 203 16.4 19.6 20.2 19.5

Palses 1831 172.2 208.9 233.8 263.4

Cassava 534.6 713.6 820.8 895.4 2,757.2

Sweet potatoes 596.5 858.1 . 1,432.4 1,680.2 1,877.0

{Annual perceniage change)
Total production

Tobacco (auction sales) 8.6 11.7 -14.7 -1.8 0.2
Flue cured ~23.5 226 -7.4 0.7 0.2
Fire cured -6.1 10.4 -25.9 18.8

Northern division -133 16.9 -25.0 15.9

Southern division 714 -25.0 -33.3 50.0
Burley 16.2 13.6 - -15.0 -3.0 03
Other 00 133 12.5 A4

Tea 8.8 iB.0 2.5 -4.7

Sugar -3.1 -10.2 11.2 4.6

Smallholder producton

Maize 351 -31.6 251 46.4 0.0

Rice 85.% 9.5 4.6 349 -0.2

Groundnats 33 70.5 44.4 282 -0.1

Tobacco 94.9 212 12.6 =101 6.2

Catton 2278 -45.4 -19.5 394 0.3

Sorghum 172.1 278 5.1 -0.2 .1

Millet 52.6 -18.2 1%.5 3 0.0

Pulscs B35 -2.1 16.5 11.e ol

Cassava 62.8 335 16.3 1.9 2.1

Sweet potatoes 877 439 659 7.3 o1

Source: Narional Statistics Office, Monthly Statistics Bulletin; and Tobacce Control Comgmision (TCC).
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Table 5. Malawi: Average Auction Prices for Tobacco and Tea, 1996-2000

1996 1997 1998 1999 2000
(Malawi kwacha per kilogram)

Tobacco 1/ 25.8 259 554 62.2 54.1
Fiue cured 35.0 314 59.9 64.7 67.9
Fire cured 249 29.9 757 67.7 536
Northern division 254 31.0 78.0 67.8 54.2
Southemn division 21.0 206 55.8 65.7 47.0
Burley 24.7 251 53.8 61.5 531
Other ’ 11.1 18.5 45.4 431 231

Tea, Malawi auction 2/ 12.0 264 29.5 37.0 64.7

{Annual percentage change)

Tobacco 1/ 8.4 04 113.8 12.3 -13.1
Flue cured 171 -10.3 0.9 7.9 5.0
Fire cured . . -3.3 20.1 1533 -10.7. -20.7
Northern division -1.8 22.0 151.5 -13.0 -20.1
Southern division -10.5 -1.9 171.0 17.7 -28.5
Buriey 9.8 1.6 114.2 14.5 -13.7
Other -51.8 76.2 1329 -5.0 -46.5

Tea, Malawi auction 2/ 2.6 120.0 14.6 25.5 749

Source; National Statistics Qffice, Monthly Statistical Bulletin .

1/ Weighted average of auction prices in Lilongwe and Limbe.
2/ Simple average.
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Table 6. Malawi: Nationa] Composite Consumer Price Index, 1996-2002

All Ttens Food Nonfood All tems Food Nonfood All items
Weights
(In percent) 100.0 553 44.5 100.0 555 44.5 100.0
(Base 1990 = 100) {12-month mflation) 1/ {Average inflation) 2/
1996 556.2 680.7 401.0 6.7 2.3 18.5 7.7
1997 607.1 736.8 445.3 15.2 19.0 104 9.1
1993 T87.7 941.2 596.3 53 46.6 61.2 29.8
1999 1,140.5 1,346.3 884.0 298 7.7 323 448
2000 1,712.2 1,734.9 1,683.8 154 224 57.0 29.6
2001 2,090.9 2,301.2 1,828.6 221 326 8.6 27.2
1999 Jan. 1,090.0 1,347.7 768.6 556 536 60.2 331
Feb. 11,1224 1,391.1 787.3 56.2 54.0 61.3 36.5
Mar. 1,150.1 1,423.0 809.7 56.7 54.8 61.0 39.8
Apr. 1,140.8 1,303.8 8253 534 52.9 54.3 42.7
May 1,143.7 1,399.0 8253 529 - 359 46.7 434
Jun. 1,129.3 1,372.2 826.4 523 559 458 48.0
Jul. 1,103.3 1,310.0 8455 503 51.3 4R8.5 50.4
Aug. 1,035.1 1,181.8 852.0 42 8 36.2 49.6 51.4
Sep. 1,130.2 1,272.1 23532 364 32.0 44.4 3.5
Oct. 1,143.5 1,282.2 970.5 32.3 . 29.1 82 ) 49.0
Nov, 1,234.0 1,364.5 1,071.2 32.5 27.5 41.6 472
Dec. 1,264.1 1.417.8 1,072.4 28.2 21.9 40.4 44.3
2000 Jan. 14194 1,660.8 1,118.3 30.2 232 455 42.4
Feb. 1,466.0 1,744.0 1,119.3 306 254 42.2 401
Mar. 1,482.7 - 1,771.2 1,122.9 289 24.5 38.7 378
Apr. 1,446.2 1,696.0 1,134.7 26.8 21.7 375 356
May 1,427.5 1,612.8 1,196.4 248 15.3 450 334
Jun. 1,379.6 1,496.7 1,233.6 222 9.1 49.3 31.1
Jul. 1,382.6 1,465.9 1,278.7 253 11.% 512 -18.4
Aug. 1,341.7 1.390.4 1,281.0 29.6 17.6 50.3 287
Sep. 14694 1,518.2 1,408.5 30.6— - 123 478 283
Oct, 1,542.8 1,563.6 1,516.9 34.9 219 56.3 286
Nov. 1,666.0 1,685.3 1,641.9 350 235 53.3 289
Bec. 1,712.2 1,734.9 1.681.8 354 224 57.0 29.6
2001 Jan. 1,898.1 2,000.5 1,770.3 337 20.5 58.3 30.0
Feh. 1.914.9 2,017.9 1,786.4 30.6 15.7 59.6 300
Mar. 1,908.8 1,987.7 1,810.3 287 12.2 61.2 299
Apr. 1.842.0 1.865.2 1,813.2 274 10.0 598 299
May 1,780.3 1,137.0 1,834.3 247 7.7 533 298
Jun. 1,720.9 1,625.2 1,840.3 24.7 8.6 492 296
Jul, 1,748.7 1,674.2 1,848 26.5 142 44.0 299
Aug, 1,743.1 1,672.9 1,830.7 299 20.3 42.9 30,0
Sep. 1,881.3 1.035.5 1,813.7 28.0 27.5 28.8 29.8
Cct. 1,960.3 2,068.1 1,8259 27.1 333 20.4 29.2
Nov. 2,079.2 2,270.5 1,840.6 24.8 347 12.1 28.4
Dec. 2,090.9 23012 1,828.6 221 32.6 8.6 27.2
2002 Jan. 2,280.2 2,578.9 1,907.7 20.1 28.9 78 26.0
Feb. 22759 2.556.2 1,926.3 18.9 26.7 7.8 24.9
Mar. 2,2529 2,504.8 1,938.7 18.0 26.0 7.1 23.9
Apr, 2,164.5 2,308.8 1,984.5 i7.5 238 95 231
May 2,085.3 2,154.5 1,999.0 17.1 24.0 9.0 224

Source: Malawian authorities.

1/ Annual data refer to 12-month inflation rate at end-December,
2/ Monthly data refer to percentage change of the average index for the 12-month period ending in that month over the
* corresponding index for the previous year.
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Table 7. Malawi: Central Government Operations, 1996/97-2001/02 1/

1996/97 1997/98 1998/99 1999/2000  2000/01 2001/02
Act. Act. Act. Act. Act. Est.

(In millions of Malawi kwacha)

Total revenne and grants 7,651 10,567 16,316 22,104 31,233 32,093
Revenue 5,943 8,598 12,075 15,808 20,880 22,663
Tax revenue 5,615 8,029 10,301 14,353 19,285 20,168
Direct taxes 2,462 3,510 4,818 6,590 8,740 9,338
Individual 834 1,554 2,136 3,104 31816 4,040
Corporate 1,356 1,468 2,002 2,570 3,140 2,587
Withholding tax 273 488 679 916 1,785 2,310
Indirect taxes 3.305 4,738 5,762 8,075 11,074 11,262
Taxes on goods and services 1,946 2,949 4,012 5,834 8,169 8,722
Surtax 1,655 2,539 3,577 5,189 6,091 6,472

Excise duties 291 410 435 644 2,078 2,250

Taxes on international trade 1,350 1,761 1,721 2,201 2,385 2,396
Import duty 1,018 1,510 1,721 2,201 2,385 2,396

Expart levy 332 251 0 0 0 0

Misc. duties 9 28 29 41 520 144
Collection of arrears 0 0 0 120 0 g

Tax refunds -15i -218 =277 -432 460 -373
Tax adjustment {RD checks} ] 0 -0 ] -69 7
Nontax revenue 328 569 1,773 1,455 1,595 2,495
Departmental receipts 328 489 450 1,050 1,036 1,202
Sale of maize 0 40 1,042 0 0 0
Petroleum levy for national roads authority ] 0 248 400 559 - 1,180
Petroleurn levy for safety nets ) 0 0 0 1] Q 113
Transfer of RBM profits o 40 33 5 0 0
Total grants 1,708 1,968 4,242 6,296 10,353 9429
Program 1,273 1433 2,733 3,725 6,209 2,375
Drought-related 0 0 — 0 0 0 0
HIPC Initiative 0 0 ¢ 0 579 3384
Project 435 536 1,508 2,574 1,565 3,668
Total expenditure and net lending 3,714 13,844 19,736 27,229 37,887 44,143
Total expenditure 8,714 13,844 — 19475 27,221 37,303 44143
Current expenditure 6,976 13,940 13,952 17,638 25,772 33,157
‘Wages and salaries 1,771 3,204 3,209 4,296 5,954 8,687
Other purchases of goods and services 2,950 4,553 5,315 7,043 7,690 10,891
Interest on debt 1,881 1,793 2,535 3.400 5,267 7,644
Foreign 402 612 1,126 1,319 1,841 1,766
Domestic 1.480 1,181 1,409 2,081 3,426 5,878
Subsidies and other transfers 374 1,390 2,525 2,624 6,173 5,218
Transfers to NRA and MEA O §] 351 542 884 1,878
Transfer to National Roads Authority o 0 346 400 552 1,180
Transfers to Malawi Revenue Authority ¢ 0 5 141 332 698

Pension and gratuities 374 679 667 1,206 1,273 1,463
Separation benefits 0 0 0 4 79 o
Discretionary exemptions 0 o 12 0 0 0
Transfer o NFRA/JADMARC 0 ¢ 0 0 2,141 &858
Other 0 711 1,495 872 1,797 1,620
Additional pro-poor expendimre 0 ] 0 ] 66 0
Expenditure in arrears 0 0 368 276 6l6 I8
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Table 7. Malawi: Central Government Qperations, 1996/97-2001/02 1/

1996/57 1997/98 1998/99 1995/2000  2000/01 2001/02
Act. Act. Act. Act. Act. Est.

{In millions of Malawi kwacha)

Development expenditure 1,738 2,904 5524 9.583 11,530 10,986

Domestically financed 540 797 1,190 1,932 1,741 2,180
Foreigr financed 1,197 2,106 4,333 7,651 5,789 8,806
Net lending 0 0 261 8 584 0
Lending 0 0 261 400 584 0
Repayment 0 0 0 -392 0 0
Overall balance (including grants) -1,063 -3,277 -3,420 -5,125 6,654 -12,050
Total financing i.086 4,031 3,404 6,258 6,981 10,878
Net foretgn financing 1,782 1,616 5,794 4373 5,580 1,019
Borrowing 2367 2,522 6,846 6,473 10,456 5,138
Program 1912 951 3,390 1,383 4,521 b
Drought related 0 0 1,230 0 0 0
Project 763 1,57t 2,825 5,080 5,935 5,138
Bridging financing -308 0 -599 0 0 4]
Amortization -586 -906 -1,527 -2,137 -5,129 -3,799
Special financing (incl. foreign promissory notes) 0 0 475 37 233 -320
Domestic financing -685 2,416 -2,390 1,886 1,401 5,859
Bank financing (net) =340 1,334 -2,774 -1,253 -201 10,981
Nonbank financing (net) -8 238 -40 3,449 1,083 -1,075
Domestic supplier credits 0 0 0 0 373 =277
Change in arrears } 283 653 23 -310 -168 70
Privatization proceeds 135 191 136 0 114 158
Petroleum 2cconnt 0 0 265 0 0 0

Discrepancy 23 754 -17 1,133 327 . -1,173
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Table 7. Malawi: Central Government Operations, 1996/97-2001/02 1/

1996/97 1997/98 1998/99  1999/2000 2000/ 2001402

Act. Act. Act. Act. Act, Est.
{In percent of GDF)

Total revenue and grants 20.0 18.1 24.4 244 274 238
Revenue 15.5 14.8 18.1 17.4 18.3 16.8
Tax revenue 14.6 13.8 154 15.8 16.9 14.9
Direet taxes 6.4 6.0 7.2 7.3 1.7 6.9
individual 22 27 32 34 34 30
Corporate 33 2.5 o 2.8 28 2.2
Withholding tax 0.7 08 1.0 1.0 1.6 1.7
Indirect taxes 86 8.1 8.6 8.0 9.7 83
Domestic taxes on goods and services 5.1 5.1 6.0 6.4 72 6.5
Sortax _ 43 4.4 5.3 5.7 54 4.8
Excise duties 0.8 0.7 0.6 0.7 1.B 1.7
Taxes on intemational tade 35 3.0 2.6 24 21 1.8
Misc. dutics ) 0.0 0.0 0.0 0.0 0.5 0.1
Collection of arrears 0.0 0.0 0.0 0.1 0.0 0.0
Tax refunds 0.4 -0.4 -0.4 0.5 -0.4 -0.3
Tax adjustment (RD cheques) 0.0 0.0 0.0 0.0 -0.1 0.0
Nontax revenue - 0.9 Lo 27 1.6 1.4 1.8
Deparimental receipts 0.9 0.8 0.7 1.2 0.9 0.9
Sale of maize © 0.0 0.1 1.6 0.0 0.0 0.0
Petroleum levy for national roads authority G0 0.0 04 04 0.5 0.9
Petroleum levy for safery nets 0.0 0.0 0.0 0.0 0.0 0.1
Transfer of RBM profits _ 00 0.1 0.0 ' 0.0 0.0 0.0
Total grants 45 34 6.3 8.9 9.1 7.0
Program 33 25 4.1 4.1 55 1.8
Drought-related 0.0 0.0 0.0 0.0 Q.0 0.0
HIPC Initiative 0.0 0.0 0.0 0.0 05 25
Proiect 1.1 0.9 2.3 2.8 31 2.7
Total experditure and net lending 227 238 295 30.0 333 32.7
Total expenditure 227 23.8 29.1 30.0 328 327
Current expenditure 82 188 209 19.4 22.6 246
Wages and salaries 1/ 4.6 5.5 4.8 47 52 6.4
Other purchases of goods and services 77 7.8 7.9 7.8 6.8 8.1
Interest on debt 4.9 31 38 3.7 4.6 57
Foreign 1.0 1.1 1.7 1.5 1.6 1.3
Domestic : 39 2.0 21 2.3 30 4.4
Subsidies and other ransfers ' L0 24 38 29 5.4 4.3
Transfers to NRA and MRA 0.0 0.0 0.5 0.6 0.8 1.4
Pension and gratnities 1.0 1.2 1.0 1.3 1.1 1.1
Separation benefits 0.0 0.0 0.0 0.0 01 0.0
Discretionary exemptions 0.0 0.0 0.0 0.0 0.0 0.0
TFransfer to NFRAJADMARC 0.0 0.0 0.0 0.0 19 0.6
Other 0.0 1.2 22 1.0 1.6 1.2
Additonal pro-poor expenditure 0.0 0.0 0.0 0.0 0.1 0.0
Expenditure in arrears 0.0 0.0 0.5 ‘ 03 0.5 _ 0.1
Development expenditure 4.5 5.0 83 10.6 10.1 8.1
Domestically financed 14 14 1.8 21 1.5 1.6

Eoreign financed 31 346 6.5 8.4 8.6 6.5
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Table 7. Malawi: Central Government Qperations, 1996/97-2001/02 1/

1996/97 1997/98 1998/99 19992000  2000/01 2001/02

Act, Act. Act. Act. Act. Est.
(in percent of GDP)

Net lending 0.0 0.0 0.4 0.0 Q.5 0.0
Lending 0.0 0.0 0.4 0.4 0.5 0.0
Repayment 0.0 0.0 0.0 0.4 0.0 0.0

Overall balance (including grants) -2.8 -5.6 -5.1 -5.6 -5.8 -8.9
Total finaocing . 28 6.9 5.1 5.9 6.1 8.1

Net foreign financing 4.6 28 8.7 48 4.9 08

Borrowing 6.2 43 10.2 7.1 9.2 338
Program 5.0 1.6 51 1.5 4.0 0.0
Drought related 0.0 0.0 18 0.0 6.0 0.0
Project 2.0 2.7 42 5.6 52 13
Bridging financing -0.8 0.0 -0.9 0.0 0.0 0.0

Amortization -1.5 -1.6 -2.3 -2.4 -4.5 -2.8

Special financing (incl. foreign promissory notes) 0.0 0.0 0.7 0.0 0.2 -0.2

Domestic fnancing -1.8 4.1 =16 2.1 1.2 7.3
Bank finan¢ing (net) -1.4 23 -4.1 -1.4 -0.2 3.1
Nonbank financing (net) 0.0 0.4 -0 318 _ 1.0 -0.8
Domestic supplier credit 0.0 0.0 0.0 0.0 0.5 -0.2
Change in arrears -0.7 1.1 0.0 -0.3 -0.1 0.1
Privatization proceeds 0.4 0.3 0.2 0.0 0.1 0.1

Petroleum account 0.0 0.0 0.4 0.0 0.0 0.0
Discrepancy . 0.1 1.3 0.0 1.2 03 -0.9
Memorandum items:

Domestic balance -3 -4.3 -3.3 <27 -4.7 -8.1

Nominal GDP {in miltions of kwacha) 38,340 58,225 66,881 90,719 113,828 135,021

Source: Malawian authorities.

1/ Fiscal year beginning April 1 until 1997/98; beginning July 1 from 1998/99 onward.
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Table 8. Malawi: Revenue Colleciions, 1996/97-2041402 1/

1996/97 1097/98 1558/35 159900 2006/01 200142

AcL Act AcL Act Act Esl
(In millians of Malawd kewacha)
Revenue 5,543 BAGE 12073 i5.808 20880 22,643
Tax revenus 5.615 8,025 10,301 14,353 15,285 20,168
Taxes on income, profits, and capital gaing 2,462 510 4816 £,550 8,740 9,328
Indrvidusl 834 1,554 2,156 3,104 3,816 4,040
Pay-as-you-cam 739 1,418 1,948 2,831 3,440 3,598
Other @axes 95 13? 187 253 37 443
Corporate 1,356 1,468 2,002 2,570 3,140 2,987
Company assessment tax 700 492 573 853 1,022 1,180
Provisional tax 5356 369 1,428 1,717 L8 1,808
Withholding tax 273 488 79 918 1,785 2,310
Taxes on goods and services 1,948 2,949 4,012 5,834 8,168 8722
Surtax 1,655 2,538 1,577 5,189 6.091 6472
Damesnc 604 1014 1,263 1,626 2,429 2,822
Inport ) 1.524 2312 3,563 3,683 3,699
Excise duties 91 410 433 G644 2,078 2,250
Domestic 476 493
Inport . 1,602 1,757
Taxes an intematdonal trade 1,350 1,761 L2 2,201 2,335 2,396
Import duty 1,18 1,510 1,721 2,201 2,385 2,396
Export levy 332 251 0 i o 0
Misc. duties L] 28 29 41 520 144
Tax refimrs -151 <218 -277 432 -460 -373
Tax adjustmen: (RIY) checks - . - -69 -67
Caliection of arrears o L] G 120 Q 9
Nontax revenue 128 569 1,773 1,455 1,595 2,495 _

Deparimental receipts 28 489 450 1,050 1,036 1,202
Petroleum levy for national roads authoriny [} 0 248 4010 559 1,180
Feiroleam levy for eocial salety nets ] '] 4] [1} o 113
Sale of majze G 40 1,042 4 1] ¢
Drough levy 0 ¢ 0 0 0 o
Fuel stabitization fund 4] ¢ ] 0 1] o
Transfer of REM profis a 40 a3 5 o 9

- {In percent of GIIP, unless otherwise indicaled)
Revenue 155 148 181 174 53 168
Tax revenue 146 1338 154 158 169 14.9
Taxes on inerme, profils and capital gains 64 4.0 72 73 77 &9
Individual 22 7 2 34 34 ip
Pay-as-you-cam 1% 24 29 31 kX 2.7
Other taxes a2 0.2 G.3 0.3 as 0.3
Fringe benefit taxes 0.2 0.2 L¥] 0.3 0.3 0.2
Nonresiden1 mx 3] 0.0 0.0 0.0 0.0 0.0
Corporsis as 25 30 28 28 22
Company assessment tax 1.8 13-4 0.8 0.9 0.9 0.9
Provisional tax 17 1.7 21 19 19 1.3
Withholding tax Ley 0.8 1.0 1.0 1.6 1.7
Taxes on poods and services 51 51 6.0 6.4 1z 65
Surtax 4.3 4.4 3.3 3.7 5.4 4.8
Domestic 1.7 1.7 1.9 1.8 2.1 23
Import 2.6 2.6 35 a9 32 27
Excise dutiss 08 0.7 0.6 07 1.8 1.7
Domestic . 04 o4
Tinport . . . - 14 13
Taxes on internationak trade 35 30 26 2.4 X1 1.8
Import duty 27 26 26 24 2.1 18
Export levy 058 G4 0.0 20 a9 40
Misc. duties 0.0 0.0 00 H.0 0.5 ot
Tax refunds -0.4 «(h4 -0.4 0.5 04 =03
Tax adjustment (RD) checks . 0.1 0.0
Collection of amears 00 0.0 0.0 o1 124 0.0
Nontax revenus 0% 10 27 1.6 1.4 L8
Departrmental receipls 0.9 08 n.7 12 0.9 0.9
Petroleun Levy for pational roads suthority 0.4 Q.0 0.4 0.4 [ X 0.9
Petroleum bevy for social safety nats 0.4 0.0 oo 0.0 00 0.1
Sale of maize 0.0 01 16 0.4 Q0 i)
Drough levy 0.0 6.0 1] 0.0 [+4] 0.0
Fuel stabilization fimd [31] 0.0 a0 0.0 0.0 0.0
Transfer of RBM proiits 0.0 o1 0.0 0.0 0.0 0.0

Memorandum item:

Nominal GDP fin millions of kwacha) 38,340 58,225 66,881 0,719 113,828 13582]

Source: Malawian avithorities,
1/ Fiscal year beginning April # until 1997/98; beginning July 1, lrom 1992499 onward
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Table 9. Malawi: Functional Classifzcation of Ceniral G E ditare, i Lassi ion, FY 1996/97 - 2001/02 I/
1996/57 1997/9% 1998/95 1999/2600 200011 2001102
Act A, Act. Act Act Est.
(In mitlions of Malawt kwacha)

Total spending 8,737 13,213 16,404 23,189 35,802 43,051
General pablic services 2,448 3,383 4,096 5,805 14,609 14,729
Greneral adminisiration 1L, 2,420 3,175 4,227 12,455 12,064
Defense 354 461 446 6% 98Y 1,032
Puhlic order and safety 387 501 475 88 1,164 1,633
Sociaf and community services 2,857 5316 6,481 5,147 10,186 11,714
Bdutation 1,417 2,443 2451 3,395 4,337 6,790
Health 6579 952 1,714 1,975 2,275 4,334
Socizl security and welfare 367 1,288 857 1,680 1,392 i
Housing and eommunity ammenity Aog 437 1,381 1.546 2,018 113
Recreanional, colnral, and other 35 4z 7 61 i4 ]
Broadeasting and publishing 4y 122 a2 141 54 109
Boonomit serviees ™7 1,678 1,145 4,935 7 6914 6,480
Enexgy and mining 11 21 12 3} 17 a3
Agriculture and oatural resourees 521 776 1,124 2,058 1,541 2,356
Tourism el 37 5 27 33 B9
Physicai planning and developraeut 2 30 24 a6 1% 455
Transpont and comemamication 18§ 643 849 2.523 3,540 2,940
Industry and cormmeTee 24 114 8% 174 139 271
Labor relations and employment 3 7 10 21 2 24
Environmental protection and cosservation 1 H 113 37 247 284
Scicatific and technologica] services L] 3 H 26 19 25
Okher ecanamic services ) 4 & 1 9 1,331 13
Unallocable services 2,635 2,836 3,681 3251 4,114 15,119
Toul recurreni spending 6,999 11,405 11,980 13,950 24,635 32472
General public services [.75% 310 3,557 1,778 12,318 10,684
General adhinisiration 1,039 221t 2,680 2459 19,300 8,448
T Defense 340 435 439 523 9221 243
Public grder and safery 379 A7 458 ob6 1,057 1,293
Social aud comamumity serviess 2,358 4,567 3373 5772 6,800 8,836
Bdueanion 1,27 2,002 1,67% 2556 3,007 5215
Heeith 616 £57 162 1,421 Lay 072
Social securiry and welfare 354 1,275 768 1,583 1,392 a7
Housing and commumity smmenity 3} 8 %0 £35 138 113

_ Recreationzl, cultural, and ather - 15 42 37 42 &5 54 T -
Broasasring and publishing 21 84 37 40 53 75
Ecomomic services 515 40 689 1,143 1,404 2,833
Energy and maning 1 2l 1 13 17 33
Agriculrure and natuzal resources i 536 317 98 833 1,760
Tourism 11 19 5 26 L7 85
Physical planning and development 21 30 16 9 8 259
Transpont and commmunication 93 180 53 05 341 328
industry sod commeace 21 Ho 30 EQ 125 158
Labor relations and employinent 3 24 1 21 28 24
Eavironmental protection and conservation 1 1 2 0 4 g
Scientific and technological acrvices 10 14 ] pA) 1% 25
Other econommic servicos 4 3 6 ] 16 13
Unallocable services 2,369 778 3,462 3,251 4,114 AT
Tatal development spending 1,738 1,808 5,31 9,23% 11,186 10,579
Genera) public services 691 263 £19 2,027 2,291 4,045
General administration 668 209 515 £, 768 3,154 1616
Defonse 15 2 ¥ T4 @ B
Public gader and safery B a1 n 1B4 57 340
Sock] and commumity services 499 Tag 3,108 3,420 3385 2,876
Bducarion 146 50 72 835 1,330 1,575
Health 63 115 952 554 123 1,262
Social secunity and welfare i2 5 8E a7 o [1]
Housing and community ammenity 249 21% 1,281 L&D 1,378 [+}
Recrcational, culiural, and other b [ 0 s b 7
Broadeasting and publishing 9 39 & 101 41 34
Economic services 282 TaE L.45¢ 3,792 3,509 3,636
Energy and mining 0 H 1 o o L]
Agricultre and natural resourees 150 240 607 1,281 w07 595
Tourism 1 1] o i 6 k|
FPhysical planning and development 2 [ 8 T 11 156
Trangport and communication 2% 463 78S 2418 3,198 2,612
Indusiry and comrocree k! 4 38 84 k] 13
Labor relations and enployment 7] 3 a a [ ]
Environmental proteetion and conservation 1 ] _18 1% 244 76
Scientific and technological services o ] 1] 1 4] 4
{Orther econnemic servicss Y] L3 [t} 1} 1,321 ]

Unaliocable setvices 266 55 220 a a a
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Tabie 9. Malawi: Fonetional Classification of Cetitral Govi E dirre, ional chassification, FY 1996/87 - 2001402 1/
1996/97 1997/9% 1998/99 199972000 20000 2001762
At Act Act, Act, Acl, Byt

{In percent of totat for cach category of spending}

Tota} spending 100.0 100.0 100.0 100.0 100.0 100.0
Gieneral public services 8.0 258 5.0 25.0 40.8 342
General administration 135 183 19.4 182 348 28.0
Defense 4.1 15 0 3.0 2B 24
Public crder and safaty 44 kN3 2.9 38 33 3B
Social and comzunity services 3zz 40.2 3035 7 184 172
Education 1.2 1B.5 149 14.6 12.1 153
Health 1.8 15 1G4 8.5 6.3 LN}
Social security and welfare 42 2.7 52 12 e o7
Housing and communiey amoenity a5 23 B4 B4 5.6 0.2
Recreational, cultural, and ether T 6.3 a2 6.3 92 o
Broadcasting and publishing Q.6 0.9 a3 0.8 a3 2.3
Economic services o1 12,7 13.1 213 9.3 5.1
Energy and niining 0.1 0.2 0,1 [*8] 0.0 LN}
Apricultwre 3nd nabural resources 6.0 59 63 9 43 5.5
Towrism 0.1 1% 0.0 .1 [N 0.2
Physical planning and development 0.3 . 0.2 0.t 0.2 [+8 ) 1.1
‘Transpert and commmication 22 1.8 52 1oz 8.9 (2]
Industry and caminerce 2.3 a9 0.5 1] 0.4 .6
Labor relxsions and employment 0.0 02 ol 0.l 0.1 L
Envinonmenra] protection and conservation 0.0 0.0 0.t 0.2 07 o9
Seirntific and fechnologics] services 0.1 0.2 0o a1 Q.t 01
Othcr econamic services 0.0 0.0 oo o0 37 5.0
Unallocable services 30.2 215 224 14.0 1.5 23.5
Total rooorent spending 1000 100.0 100.0 100.0 1000 108.0
General public services 25.1 274 321 27.1 50.0 318
General sdministration 14.8 15.4 24.0 17.é 41.8 6.0
~ Dicfemse 49 3.3 4.0 43 37 Y
FPublic order and safery 54 4.1 4.1 5.0 45 4.0
Social and eorrmunity services 1.7 40.0 304 41.4 76 212
Education 182 183 15.2 18.3 12.2 16.1
Health 1 75 6.5 10.2 8.7 @5
Social secority and welfxee 5.1 t12 69 15.3 56 (5]
Housing and commmumity ammenicy 0.9 1.9 [X:] 1.0 0.6 a3

_. Recreational, cultural, and other _ 0.5 04 0.3 %] 0.3 0.2 -
Broadeasting and publishing 03 07 03 o3 02 D2
Economic services 74 B2 6.2 8.2 57 8.7
Buetgy and mining 0.z 0.z ol Q1 0.1 a1
Agriculture and natural LR 4.7 47 5.7 34 5.4
Towtsm 0.2 02 0.6 Q.2 0.1 Q.3
Physical planning and development 0.2 0.3 ol o3 oo 0.9
Transport end communication 1.2 1.5 0.G 0.8 14 1.0
hdustry and comtnerce 0.3 1.0 0.5 Q.6 a5 03
Labor relations and employinent 0.0 a2 ol 6.2 0.1 0.1
Envirgnmensl protection and conscrvation 0.0 0.0 0.0 ol (Ao 0.0
Scientific and techmological services 0.1 [V 31 'N] a.2 0.1 01
Other coonomic services 0.l i 01 ol 0.0 0.0
Unaliocable services EER ) 244 312 233 16.7. 2
Total developmeny spending 100.0 100.0 100.0 180.0 100.0 100.0
Greneral public services EER ) 14.5 .l 219 0.5 32
Geoeral adminisration 38.5 115 9.7 15.1 1%.3 34.2
Defense Q.8 L2 (L8] 0B 06 0.3
Fublic crdey and safeey 0.5 L7 .3 2.0 0.6 32
Social and community serviees 287 41.4 58.4 e 303 212
Education B4 19.4 14.5 5. 11.9 149
Health 36 7.5 179 60 11 1.9
Social security and welfare 27 03 1.7 1.1 0.0 0.0
Housing and ity i 143 121 242 19.6 168 0.0
Recreational, cultural, and other 0.0 op o0 0.2 01 0.1
Broadeasting and publizhing 1.6 1 0.1 1.} 0.4 a3
Economic sorvices 5.2 40.8 173 410 453 3.6
Energy and mising o4 a.o 0.0 Q.0 0.0 o0.a
Agriculture and netusal resources 1.3 133 14 136 6.3 56
Tourism 04 [ 2 0.0 o0 0.1 0.G
Physica] planning and development 0.1 0o 0.2 ol 0.1 15
Transport and cormmunicatien 55 256 14.8 26.2 28.6 24,7
Industry and commerce 0.2 0.2 0.7 0.9 0,1 0.1
Labor relatiens and +mployment ’ 0.0 i3] o0 0.0 0.0 &4
Environmenial protection and conscrvation 0.0 L] 03 134 22 . 26
Seientific and techoological services 0.0 0.5 0.0 0.0 a4 0.9
Otbtr etonomic services 09 0.0 0o b.o [1.B 0.9
Unallecable services 153 a2 4.1 0.0 L] 0.0

Sowres: Econarnic Report, National Economic Council; and budygct decuments, Minwstry of Finance.

1/ Fiscal year beginning April 1 until 1997/08; beginting July [, from 199R/A49 omward.
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Table 10. Mafawi: Accounts of Main Public Enterprises, 1995/96-1999/2000 1/

(In thousands of Malawi kwacha)

Interest Net Profit Gross
Revenue Charges Depreciation or Loss Investrnent
Agricultura] Development and
Marketing Corporatian

1995/96 646,912 80,126 12,660 33,363 67,367
1996/97 1,603,529 21,633 13,525 42,695 35,000
1997/98 952,076 137,665 17,340 -37.211 31,012
1998/59 2,112,642 168,817 23,830 160,444 54,000
199972000 2,869,341 49,435 39,665 -853,681

Malawi Railways

1995/96 44,405 2,087 14,552 8,303

1996757 B,

1997/98 £2,997 642 28,356 -17,451

1998/1999

1599/2000

Electricity Supply Commission (ESCOM) } -

1995/96 360,399 26,625 90,617 243,147 637,709
1996/97 457,503 48,517 87,252 321,724 677,824
1997/98 685,519 124,034 295,008 54,848 1,113,658
1998/9% 1,130,283 143,931 160,119 67,721 1,113,658
1999/2000 1,667,481 161,000 176,000 ) 80,000

Malawi Development Corporation 2/

1996 70,702 12,758 I,681 34,011 6,411
1997 72,055 9,675 5,398 28,750 108,725
1958 80,455 25,749 624 -118,234 10,899
1999 v
2000 T

Malawi Housing Corporation

1995/96 59,612 8,335 15,580 -1,375 6,010
1996/97 84,099 _ 7.927 15,564 12,121 05,500
1997/98 158,759 5,039 57,528 30,230 91,156
1998/99 179,902 4,359 26,933 33,862 152,309
19592000 221,804 2,742 72,775 12,416

Air Malawi )

1995/96 371,149 1,672 11,957 18,190 15,337
19%6/97 427,890 3,480 35,671 12,140 21,450
1997/98 572,169 7,122 38,452 -17.39 16,723
1998/99 1,017,998 28,783 56,389 -88,984 55,495
1999/2000 1,131,322 117,401 -117,980

Blantyre Water Board

1995/96 105,536 3,901 23,360 6,966 139,191
1996/97 155,251 3,793 30,437 18,461 151,556
1997/98 207,49 4,242 35283 18,579 64,290
1998/9¢ 346,742 2,260 72,207 36,243 123,978

1999/2000 504,51 87,535 79,091
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Table 10. Malawi: Accounts of Main Public Enterprises, 19%5/96-1999/2000 1/ (concluded}

(In thousands of Malawi kwacha)

Interest Net Profit Qross

Revenue Charges Depreciation or Loss Investrnent
Lilongwe Water Board
1995/96 48,834 17,291 16,610 -22.822 7,007
1996/97 100,936 19,316 22,500 5,426 17,457
1997/98 118,100 22,500 21,800 -56,600 10,300
1998/99 126,899 33,170 42,694 -147,713 21,514
1999/2000 260,976 28,735 46,806 26,138
Matawi Book Service
1995/96 25,600 10,859 316 537 727
1996/97 Privatized
Mining Investment and Development
Corporation (MIDCOR)
1995/96 2,312 ¢ 50 58 23
1996/97 Abolished
Malawi Dairy Industries 3/
1995/96 84,459 74 4,244 4,797 12,495
1996/97 138,192 1,158 4,244 9,075 19,163
1997/98 Privatized

Source: Ministry of Statutory Corparations.

1/ Unless otherwise indicated, fiscal year beginning April 1.

2/ Year ended December 31.
3/ Year ended September 36.
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Table 11. Malawi: Interest Rates, 1996-2001

(In percent per annum, unless otherwise indicated; end of peniod)

1996 1997 1998 199% 2000 2001
Reserve Bank of Malaw:
Bank rate 27.0 23.0 40.0 47.0 50.2 46.8
Treasury bilis 1/
91 days 15.5 20.6 45.4 39.6 86.6 54.6
182 days 16.7 21.0 52.0 6.1 65.1 56.4
271 days 16.9 224 56.6 53.8 83.6 50.9
Commercial banks 2/
Lending rates 3/
Minimum (= prime lending rate) 26.0 22.0 43.0 47.0 53.0 46.0
Maximum 31.0 27.0 45.0 53.0 59.0 52.0
Deposits
Savings 13.0 10.0 25.0 30.0 35.0 26.0
Short term 4/
3 months 12.0 10.0 2835 330 373 30.0
12 months 10.0 12.0 nego. nego. nego. nego.
Other financial institutions 4/
New Building Society
Fixed deposits (6-11 months) 8.0 26.5 200 36.0 Jo.0
Savings deposits 12.5 9.5 23.0 25.0 27.0 23.0
Investment deposiis 13.0 11.0 24.0 26.0 izs 27.0
Minimum mortgage rate 3/ _ 300 17.5 “38.0 is5.5
Leasing and Finance Co,
Lending rate 365 300 45.0 51.0 37.0 54.0
3-month time deposits 11.5 11.5 30.0 39.0 35.0
Investrnent and Development Bank
24-hour notice of withdrawal 5.0 5.0 9.0 . 7.0 6.0 7.0
30-day time deposits 5/ 13.0 10.0 26.0 290 il 320
12-month time deposits 5/ nego. 9.0 nego. nego.
Local registered stocks 6/ 393 393 393 42.0 385 38.5
Memorandum items:
Real interest rates 7/
Commercial banks
Prime lending rate 15.5 -2.9 -B.9 26.0 16.5 375
Savings deposits 3.6 -12.5 -20.4 11.5 2.8 18.7
Local registered stock -84 -20.4 -36.3 -14.3 -23.9 -5.8
Composite consumer price index
(12-month rate of change, in percent) 6.7 15.2 531 28.2 354 221

Source: Reserve Bank of Malawi.

1/ Annualized interest rate at end period.

2/ Selected from a much wider range of rates offered by the institutions.

3/ Effective July 23, 1987, these rates were deregulated and set independently by the commercial banks.
4/ MK 10,000 or over; subject to 30 days' written notice of withdrawal; maximurn MK 1 million.

5 MK 250,000 or over.

6/ Maximum available nominal rate on stock with five years or more to redemption.

7 Deflated by the seasonally adjusted annualized monthly rate of change of the consumer price index.



Table 12. Malawi:

Monetary Survey, March 1999-March 2002

1599 2000 2001 2062
Mar. June Sep. Dec. Mar. Tune Sep. Dec. Mar. June Sep. Dec Mar.
(In millions of Malawi kwacha}

Met foreign asseis ) 7164 9,606 9,444 8,848 8,333 9,766 12,805 14,252 18,024 19,588 15,527 1,717 7,654

Manetary authorities 1/ 5,734 7,635 8,267 7,397 6,789 7,548 9,656 11,289 15,680 15,932 13,906 8,769 5,303

Forcign assets 10,159 11,657 11,945 11,422 10,639 12,037 15,228 19,500 23,677 21,526 18,681 13,667 10,652

Foreign liabilites 4,425 -4,0622 -3,678 -4,025 -3,851 4,489 -5,542 -8,211 -7.997 -5,594 -4,775 -4,80% -5,349

Commeteial banks 1,429 1,971 1,177 1,451 1,544 2,218 2,929 2,964 2,344 3,656 2,021 3,009 2,351

Net domestic assets 1,505 2,181 2,253 2,697 2,982 3,714 1,470 2,192 -2,626 47 2,840 6,661 5,795

Tomestic credit (nef) 1,990 3,520 31 3,978 5,200 4,308 6,618 6,208 1,124 3,1 5,851 10,905 13,202

Credit to the government -1,393 -332 =221 676 -195 -1,597 1,023 117 -4,228 -2,134 590 5,661 6,891

Credit to statutory bodies 134 366 581 1,289 1,012 1,047 012 1,047 633 826 116 -45 397

Credit to the private sector 3,249 3,486 3,381 3,365 4,382 4,857 4,678 5,044 4,668 4,479 5,146 5,289 5914

Other assets (net) -485 -1,34¢ -1,463 -1,281 -2,21p -592 -3,148 4,016 -3,74% -2,701 -3,011 4,244 -3,4G7

Money and quasi money 8,669 11,787 11,697 11,546 11,314 13,479 16,085 16,444 15,398 20,059 18,767 18,438 17,449

Money ) 4,364 6,661 6,649 6,417 6,149 7,397 7,733 B, 771 8,175 10,996 16,047 9,312 8,730

Currency outside banks 2,078 3,376 3,420 2,992 2,850 3,470 4,113 4,145 3,874 540 4,790 4,209 4,397

Demand deposits 2,786 3,287 3229 3,425 3,259 1,926 3,621 4,626 4,301 5,585 3,257 5,104 4,332

Quasi money 3,805 5,124 5,048 5,129 5,160 6,082 8,352 7,673 7,224 9,063 B, 720 9,126 8,720

Of which: foreign curmency deposits 1,491 2,271 3,168 1,442 1,666 227t 3,168 2,709 2,376 3,020 2,042 2,630 2,547
Memorandum items:

(12-month change; in percent of beginning of period broad woney stock)

Met foreign assets S0.8 88.7 59.7 141 13.5 14 27.1 46.8 857 729 206 -15.1 -67.3

Net domegtic assets -46.0 -39.2 -30.1 19.5 17.8 13.0 10.4 44 -49.6 -24.1 -19 272 0.7

Credit to the government -54.1 -30.1 -30.4 -2.9 13.8 -10.7 10.7 6.9 <356 -4.0 -2.7 337 722

Credit fo statutory bodies -t.4 0.9 4.2 18,5 10.1 5.8 30 -2.1 -2.9 -l.8 -4.9 -0.6 -1.9

Credit to the private sector 237 16.5 3.4 21 12.1 1.4 111 14.5 25 -2.8 23 1.5 Bl

Other assets (net) -14.1 -26.6 -123 1.8 200 6.3 -l4.4 21,7 115 -15.6 0.9 -14 23

Money and quasi money 44.9 49.5 29.7 134 30.5 14.4 375 42.4 36.1 48.8 167 12.1 133

Sowrce: Reserve Bank of Malawi,

1/ Valued at current Malawi kwacha-SDR exchange rate.
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Table 13. Malawi:

{In millions of Malawi kwacha; end of period}

Summary Accounts of Monetary Authorities, March 1999-March 2002

1959

2000 2001 2002

Mar. Jun, Sep. Dec. Mar, Jun. Sep. Dec. Mar. Jun. Sep. Dec. Mar.
Net foreign asseis 1/ 5,734 7,635 8,267 7,397 6,789 7,548 9,686 11,289 15,680 15,932 13,806 8,769 5,303
Foreign assets {0,159 11,657 1]L245 11,422 10,639 12,037 15,228 19,500 23,677 21,526 18,680 13,664 16,652
Foreign liabilities -4,425 --4,022 -3,678 -4,02; -3,851 4,489 -5,542 -8,211 -1,997 5,594 4,774 -4,896 -5,349
IMF ~4,423 -3,994 -3,650 -3,99 -3,837 4,486 3,539 6,610 6,417 -5,594 -4,773 -4,892 -5,349
Other -1 -29 -28 -28 -13 -4 -3 -1,602 -1,581 4 0 -4 -1
Net domestic assets -1,636 -1,624 -2,075 -1,468 -1.077 -1,4%0 -2,638 4,533 -9.5%0 -8,078 -5,36% -604 1,942
Net domestic credit -L,012 164 -1is -219 78 -839 1,223 771 -5,620 -3,498 -957 3,830 4,313
Credit 1o the government (net) -1,229 -67 -360 -476 -188 -1,123 927 -1,068 -5,817 -3,794 -1,249 3,663 4,026
Credit {gross) 1,620 807 2,627 2,559 3,357 2,073 2,078 446 442 442 1,611 5,846 6,305
Deposits -2,849 -874 -2,986 -3,035 -3,545 -3,196 1,151 -1,514 -6,358 -4,236 -2,860 -2,183 2,280
Credit to statutory bodies {net) 217 231 244 257 2648 284 296 256 296 206 292 166 287
Credit (gross) 235 249 262 275 284 301 314 jl4 314 314 34 314 314
Deposits -17 -7 -17 -i7 -17 -17 17 -17 -17 -17 -22 -147 -26
Other assets (net) -2,391 902 -1.074 -560 -497 -703 -3,938 -3,373 -2916 -3,386 -1,393 -3,586 -1,840
Other itetns (net) 1,768 -886 -836 -682 -658 52 ' <388 -1,054 -1,195 -1,019 -B48 -531
Reserve money 4,099 6,011 6,192 5,930 5,712 6,059 7,047 6,756 6,089 7,854 8,537 8,165 7,245
Liabilities to banks 2,021 2,635 1,77 1610 2,822 2,588 2,935 2,086 2,216 2,443 3,747 3,956 2,848
Cash in vault 240 244 283 6518 320 313 201 653 38 392 408 782 419
Deposits with Reserve Bank of Malawi 1,781 2,391 2,489 2,992 2,502 2,215 2,533 1,432 1,835 2,050 3,339 3,174 2,430

Liabilities to the private sector

(currency in circulation) 2,078 3376 3,420 2,992 2,830 3,470 4,113 4,145 3,874 5411 4,790 4,209 4,209

Source: Reserve Bank of Malawi.

1/ Valued at end-of-month Malawi kwacha-SDR exchange rate; prior to January 1994, liabilities to the IMF and SDR allocations revalued every May.
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Table 14, Malawi: Summary Accounts of Commercial Banks, March {999-March 2002

{in millions of Malawi kwacha, unless otherwise indicated; =nd of periad)

1999 2000 2001 2002
Mar. Jun, Sep. Dec Mar. Jun. Sep. Dec. Mar. Jun. Sep. Prec, Mar.
Net forzign assets 1,429 1,971 1,177 1,451 1,544 2,218 2,929 2,964 2,344 3,656 2,021 3,009 2,351
Foreign nssets 1,829 2,461 ||,735 2,196 2,101 2,927 3,893 4,313 3,203 4,673 2,824 4,024 3,265
Foreign liabilities -400 ~450 <558 =744 -558 -708 -963 -1,350 -861 -1,017 -803 -1,016 -914
Cash and reserves 1,956 2,459 2,776 2,762 2,771 2,184 2,6:1 3 1,985 I 1,851 2,044 2,953 3,433 2,670
Cagh 228 244 283 618 320 373 441 653 381 332 408 783 419
Deposits wilh Reserve Rank of Malawi 1,728 2,255 2,493 2,144 2,451 1,81t 2,212 1,332 1,470 1,65t 2,545 2,700 2,251
MNet dornestic assels 3,205 3,940 4,324 4,341 4,11¢ 5,607 6,430 7,351 7330 8,948 9,003 7,738 8,032
Dumestic credit {net} 3,002 3,356 3,962 4,502 5,122 3,145 5,394 6,979 5,744 6,669 6,308 7.076 8,889
Credit to the government (net) -164 -265 264 106 -7 475 161 1,185 1,689 1,661 1,839 1,998 2,865
Credit fo statutory bodies (et} -84 135 317 1,032 747 763 els 751 386 530 -177 =211 i09
Credit {gross} 152 623 817 1,443 1,153 1,229 1,174 1,218 B9 1,118 368 575 737
Deeposits -233 -487 -500 -§11 -406 466 -558 -467 -510 -588 -544 -786 -528
Credit to the private sector 3,249 1436 3,381 3,365 4,382 4,857 4,678 5,044 4,668 4,479 5,146 5,280 5,914
Other assets (net) 203 584 362 ~162 -1,013 462 1,036 7 586 2,279 2,196 663 -857
Deposits of the private sector 6,591 8,411 8,277 8,554 8,424 10,009 11,972 12,299 11,525 14,648 13,977 14,229 13,052
Demand depasits 2,736 3,287 3,229 3,425 31,259 1926 3,621 4,626 4,301 4,585 5,257 5,104 4,332
Forcign cumency deposits 1/ 1,491 2,102 1,387 1,442 1,666 2,271 3.lﬁh 2,709 2,374 3,020 2,042 2,630 2,547
Time and saving deposits 2,315 3,022 3,661 3,687 3,499 3,811 5,184 4,964 4,848 6,042 6,677 6,495 6,172
Memorandum ifem:
Reserve/deposit ratio {in percent) 2/ 26.2 26.8 304 251 29.4 181 185 10.8 12.3 iL.3 18.2 i9.0 17.2

Source: Reserve Bank of Malawi.

1/ Foreign cumrency depasits were introduced in February 1994,

2/ Including deposits of statutory badies.
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STATISTICAL APPENDIX

Table 15. Malawi: Commercial Banks' Advances by Sector, 1996-2000 1/

1996 1997 1998 1699 2000
(In millions of kwacha, end of period)
Agriculture 365.3 439.1 552.0 617.0 498.8
Mining and quarrying 0.9 8.4 5.6 6.2 g1
Manufacturing 3319 3221 573.7 9143 1,228.9
Electricity, water, and gas 15.6 1.1 32 4.0 195.3
Consiruction and civil engineering 349 54.8 1357 1514 378.0
Wholesale and retail trade 265.1 4919 719.4 1,259.9 1,119.8
Transport, storage, and communications 43.4 61.9 63.0 93.2 1,192.4
Finance, insurance, real estate, and business services 91.0 89.6 3326 688.2 506.9
Community, social, and perscnal services 52.6 394 140.8 152.7 848.6
Personal accounts 22.5 206.8 787.4 341.7 632.7
Total 1,223.2 1,715.1 3,313.35 4,229.0 6,610.5
(In percent of total)

Agriculture 299 256 16.7 14.6 7.5
Mining and quarrying 0.1 0.5 0.2 0.1 0.1
Manufacturing 27.1 8.8 17.3 216 18.6
Electricity, water, and gas 1.3 0.1 0.1 0.1 3.0
Construction and civil engineering 29 3.2 4.1 36 5.7
Wholesale and retail trade 21.7 28.7 217 29.8 16.9
Transport, storage, and communications 3.5 3.6 1.9 2.2 18.0
Finance, insurance, real estate, and business services 7.4 5.2 10.0 16.3 _1.7
Community, social, and personal services 4.3 23 4.3 3.6 12.8
Personal accounts 1.8 12.1 238 8.1 9.6

Sources: Reserve Bank of Malawi, Financial and Economic Review; and Malawian authorities.

1/ From December 1999 onward, includes Finance Bank of Malawi, First Merchant Bank, and Malawi Savings Bank.



Table 16. Malowi: Summary Accounts of Nonbank Finapcial Instiutians, March 1996-June 2001 1/

(1a millions of Malawi kwacha; end of periad)

1996 1597 1998 1959 2060 2001
March Dec. March Dec. Mhrch Dec, March 2/ June Dee. March June Dec. March June
(ash deposits with mooetary authorilies i7 14 3 24 10 il 8 12 48 12 48 24 15 1R
Domestiv asgets {net) 1,324 1,024 1,241 1,703 1,806 1,987 4,260 4,334 4,149 5,i%4 5613 TLiT0 6,798 7438
Credit to the govermment 246 161 158 218 198.4 127 418 527 377 574 727 1,255 1,283 1,738
Credit to statutory badies 1] ¢} 4 0 4.5 4 21 26 25 75 16 el 23 30
Credit to the private sector 934 1,009 1,040 1,463 1,643 1,892 2,175 2,001 2,032 2,428 2,813 2,983 2,879 2,903
Othier asseis (net} i44 -f46 39 21 -40 -36 1,647 1.781 1,715 2,117 1,998 2,902 2,54 2,718
Other assets (gross) 255 174 305 278 265 414 746 904 769 1,164 1,013 1,305 1,194 L414
Other liabilities (gross) 3/ -1l -19 -266 -237 -303 -454 900 877 946 953 985 1,597 1,315 1,304
Deposits 829 1,090 E014 i.178 1,109 1,264 1,715 2,071 1,887 2,955 3,228 3,788 3,580 4,406
- Share capital 176 240 270 322 380 509 548 527 441 504 517 830 763 733
Liabilities to banks 4/ & 0 o 1 i o 23 58 60 63 39 212 65 17
Insurance and sgsurance companics
Credit to the povernment 150 216 379 427 272 448 430 487 683 708
Credit to the private secter 409 587 570 584 525 297 236 252 220 220
Credit to banks 28 137 is 39 5] 13 38 41 3 56
Demand deposits 5 2 -9 -3 -5 -13 -14 -14 -35
‘I'me and savings deposits 23 kX 47 68 48 51 54 45 85
Other assets 82 58 53 54 310 403 411 407 416 95
Total assets 769 499 1,037 1104 1,172 1,137 1,113 1,186 1,350 1,377
Premiums received 28 54 74 65 246 807 889 1,089 1,061
Expenses, commissions, and claims paid 29 37 52 a5 67 57 128 00 66
Premiuns (aet) -1 17 24 « 29 780 750 761 935 995
Tnvestiment income 49
Miscellaneous incoms 6

Sources: Reserve Bank of Malawi, Finencial and Economic Peview; and other deta provided by the Reserve Bank of Malawi.

1/ Malawi Savings Bank (MSB), New Building Society (NSB), Mercantile Credit Bank (MCB), and luvestment Development Bank {Indebank); from May 1999 onward, includes also Leasing and Finance (LFC},

Finance Corporation of Malawi (FINCOM), IndeFinance, and CBM Finance,
2/ Frotn March 1999 gnward, other assets of all other financial institutions, exclwding LFC, FINCOM, IndelFinance, and CBM Finance,
3 From March 1999 onward, other Jiahilities of all other finaucial instimtions, exciuding LFC, FINCOM, lndeFinance, and CBM Finance.
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Table 17. Malawi: Balance of Payments, 1996-2001

(In millions of U.S. doliars, unless otherwise indicated)

STATISTICAL APPENDIX

1996 1997 1998

1999 2000 2001

Current account balance {incl. grants) -175.9 2634 -42.7
Trade halance -140.5  -244.0 407
Exports 4834 5394 5386
Traditiona] exports 414.0 4658 4559

Of whick : tobacco 3004 3516 3317
Nontraditional 69.4 73.6 B2.7
Imports 6238 -7834 -579.3
Services balance -107.7 -840  -134.0
Interest public sector (net) -21.6 203 =270
Receipts 7.1 12.8 8.0
Payments -28.6 -33.1 -35.0
Other factor payments -174 212 -19.0
Nonfacior (net) -68.7 430 -BRO
Receipts 34.6 47.0 39.0
Payments -103.3 ~80.0 -127.0
Unrequited transfers (net) 723 6406 132.0
Private {net) -243 188  -250
Receipts 8.3 17.9 it.o
Payments -32.6 -36.7 -37.0
Official 96.6 B83.4 157.1
Receipts _ 989 852 1586
Baiance of payments assistance 732 60.83 75.6
Project related 257 244 03.0
Drought related 0.0 00 200

Other {commercial) -2.4 -1.8 -1.5
Capital account balance (incl. errors and omissions) 29L.7 2150 1340
Medium- and long-term flows 145.8 710 1650
Disbursements 1934 1170 2100
Amortization {(public sector) 440 400 450
Foreign direct investment and other inflows 1/ 0.0 24.0 34.0
Short-term capital and errors and omissions 1120  1i4.0 -850
Overall balance — 1158 483 91.0
Financing -115.8 483 -91.0
Central bank -109.5 533 -162
Reserves (-ircrease) -112.4 63.0 -102.6
Liabilities 2.9 -0.7 264
Of which: IMF (net) 7.3 -6.5 -1.2
Purchases/drawings 22.1 10.4 17.9
Repurchases/repayments -14.8 -16.9 -25.0
Commercial banks 6.3 -5.1 -15.3
Arrears 0.0 0.0 0.0

Memorandum items:
Gross official reserves

In millions of U.8. dollars 2182 1552 3578

In months of imports 2/ 3.0 26 4.0
Current account balance (percent of GDP)

Excluding official transfers -12.] -139 -11.6

Including official transfers 1.7 -10.5 -2.5
Malawi kwacha per U.S. doftar {end year) 153 21.2 43.9
Terms of trade (annual percentage change) 32.0 9.2 -4.1

-151.0 -89.0 -127.7
2263 -187.7  -175.4
447.0 4055 4068
3910 2468 2360
2746 814 97.1
36.6 557 39.9
-673.0 -5632 -582.2
%00  -B69  -65.5
-17.0 206 -17.8
8.8 12.1 8.7
-260 327 265
200 177 -146
-53.0 487 331
420 453 48.7
-95.0 939 818
165.0 1556 1132
8.0 7.8 I5.5
22.0 21.8 21.8
-13.0  -139 -0.3
1570 1478 977
158.0 1484 98.3
86.0 78.4 510
66.0 69.9 47.3
6.0 0.0 0.0
-1.1 -6 -0.6

168.0 782 96.2 -
88.0 65.0 59.8

127.0 1249 1270

-38.0  -599 672
39.0 27.0 28.0
450  -138 8.5

7.0 108 315

-17.0 10.8 ils
-32.0 16.6 11.8
13.6 1.7 40.7
-46.0 149 2838
-11.9 -1.8 -1.8
10.6 8.4 00
-22.0  -10.2 -7.8
150 -5.7 =17
0.0 0.0 274

2442 2425 2018
4.2 4.4 2.8

-17.1 -142  -12.9
-8.3 -5.3 -13
46.4 80.1 67.3

-13.4 6.2 G.7

Sources: Malawian authorities; and staff estimates,

1/ Foreign direct investment not presented separately in years prior to 1995,
2/ In months of following year's imports of goods and nonfactor services.
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Table 18. Malawi: Composition of Exports, 1996-2001

{Values in mitlions of U.5. dollars, volumes in thousands of metric tons }

1996 1997 1698 1999 2000 2001

Tobacco
Value 3004 3516 3317 2746 2468 2360
Volume 106.7 116.7 1289 1203 1068 1192
Price (USS/mt} 28154 3,0129 25733 22826 23107 1979.8
Sugar
Valye 34.2 23.9 503 23.1 39.2 45.6
Valume 58.6 40.1 86.1 56.7 332 91.1
Price (US$/1b) 0.3 0.3 0.3 0.2 0.4 0.2
Tea
Value 25.7 42.6 40.2 393 36.9 46.1
Volume - 36.7 39.8 405"  47.0 40.0 384
Prce (US$/kg) 0.7 1.1 LD 0.8 0.9 1.2
Coffee
Value 10.7 12.7 103 89 5.2 53
Volume - 5.1 42 ~ 38 44 41 38
Price (US$/1b) 1.0 1.4 1.3 0.9 0.6 0.6
Cotton
Value 14.9 11.6 5.0 5.3 7.0 4.6
Volume 10.6 20.6 4.3 50 11.8 9.0
Price (US$/1b) 0.6 03 0.5 05 - 03 0.2 -
Other (commercial)
Value 1.5 1.8 24 2.5 1.5 0.9
Volume 3.1 3.8 53 3.4 2.2 1.3
Price (US$/mt) 4997 4737 4506 7353 7124 6718
Maize
Value 0.0 0.0 0.0 0.0 24 0.0
Yolume 0.0 0.0 0.0 0.0 50.0 0.0
Price (USS5/kg) . 0.1
Puises
Value 12.1 6.4 43 6.5 2.6 0.8
Volume 418 26.0 14.0 19.¢ 14.4 9.6
Price {US/mit) 290.1 2462 3071 3316 1813 24.6
Other
Vaine 69.4 73.6 063.2 56.2 55.7 59.9

Total domestic exports, fo.b.  469.0 5242 5076 4164 3975 3993

Reexports 144 15.2 31.0 30.7 8.0 7.5

Total exports, f.o.b. 4834 5394 5386 4471 4055 4068

Memorandurmn items:

Total exports, f.0.b. 483.4 5394 5386 4471 4055 4068
Traditional exports (incl. res 4140 4658 4754 391.0 3498 3469
Nontraditional exports 69.4 73.6 63.2 56.1 55.7 50.9

Sources: Malawian authorities; and staff estimates,
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Table 19. Malawi: Tobacco Exports, 1996-2001 1/

{Valnes m millions of U.S. dollars; volumes in thousands of tons; and prices in U.S dollars per kilograrm)

1996 1997 1998 1999 2000 2001t

Flue cured
Value 513 64.9 283 327 21.1 13.1
Volume 16.4 179 11.4 16.3 9.5 7.3
Unit value 31 3.6 25 2.0 2.2 1.8
Burley )
Value 2034 246.8 179.5 208.7 206.3 188.0
Volume 73.1 86.2 69.3 8.6 BR.7 94.0
Unit value 2.8 2.9 24 2.7 23 2.0
NDDF .
Value 11.3 4.9 9.1
Volume 7.8 6.2 4.9
Unit value 1.5 0.8 1.9

Fire cured {northern division)

Value 14.8 18.2 30.1
Volume 4.9 63 11.7
Enit value 3.0 2.5 2.6

Fire cured {southern division)

Value 0.7 0.3 93.8
Volume 0.3 4.8 34.1
Umt value 23 0.4 28
Sug/air-cured
Valye 0.7 1.5 2.8 0.7 0.9 0.1
Volume 0.3 0.3 1.4 0.3 0.4 6.1
Unit value 23 30 20 2.7 22 13
Other (commercial) 2/
Value i6 1.0 3.1 i8.6 18.7 10.8
Volume 0.6 03 1.3 7.2 82 5.6
Unit value 2.7 33 24 2.6 23 19
Total
Value 272.5 3327 337.6 260.5 246.8 212.0
Volume 95.6 112.0 129.2 102.3 106.8 107.0
Urit value 2.9 3.0 2.6 2.5 2.3 2.0

Source: Tobacco Control Commission (TCC).

1/ Data reported by the TCC differ from the data reported by the National Statistical Office. The former may
have a component of reexports. '
2/ Including SDF and eriental tobacco from 1999 onward.
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Table 20, Malawi: Direction of Trade, 1996-2001
. . Imports
1996 1997 1998 1999 2000 2001 1996 1997 1998 1999 2000 20061
(En millions of 1.S, dollars)
DOTS World total 460.4 537.2 478.6 482.4 4416 497.2 570.1 611.2 565.8 631.6 621.6 636.0
Industriat 272.9 3154 293.5 290.7 243.6 283.5 134.9 130.5 125.7 129.8 922 90.2
France 10.7 9.3 B.1 8.6 88 11.3 9.2 39 76 10.0 5.1 6.1
Germany 51.5 68.7 56.7 721 293 55.9 17.3 13.9 18.7 30.1 13.0 17.3
Japan 24.0 304 42.4 211 46.5 37.6 20.6 21.9 31.8 16.6 12.7 12.4
Metherlands 30.5 62.3 46.2 43.0 8.6 26.8 4.7 2.1 51 4.0 7.4 3.6
United Kingdom 2.7 19.7 15.9 16.0 153 19.6 354 333 23.8 3.2 i8.1 13.0
United States 7.1 79.9 S8.8 69.1 538 76.5 14.7 19.5 160 9.5 144 16.3
Other 62.3 45.2 65.4 60.9 61.2 55.8 331 295 22.8 284 21.5 214
Developing countries 187.5 221.8 185.0 191.7 1980 2136 4352 4807 440.1 501.8 529.4 545.8
Africa 124.6 119.1 106.3 95.6 106.3 117.0 I78.8 4154 388.1 4356 458.5 4727
Botswana 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Mozambique 9.4 2.8 235 2.5 0.6 0.7 L5 20.2 11.6 5.3 12.1 13.3
South Afiica 68.0 26.7 825 74.7 859 94.8 2419 270.6 2385 258.2 260.2 252.3
Tanzania 58 25 2.1 32 1.7 1.9 2.5 6.1 42 10.8 12,1 13.4
Zarabia 9.0 27 1.7 2.6 2.2 2.4 549 215 509 66.1 62.8 69.3
Zimbabwe 21.6 14.2 11.6 70 8.1 8.9 67.0 86.6 68.5 803 92.3 1015
Other 10.8 10.3 6.0 5.6 77 3.2 11.0 103 14.4 14.9 19.0 229
Other developing countries 62.9 102.6 78.7 96.2 91.8 96.6 56.4 653 52.0 66.2 70.9 731
(In percent of total, unless otherwise mdicatedy
DOTS World wotal 104.0 100.0 100.0 100.0 190.0 100.0 100.0 104.0 100.0 100.0 100.0 100.0
Industrial 59.3 58.7 61.3 60.3 55.2 57.0 23.7 214 22.2 208 14.8 142
France 23 1.7 1.7 i3 29 23 1.6 0.6 1.3 1.6 0.8 1.0
Germany 1.2 12.8 1l.g 15.0 6.6 1.2 3.0 23 33 4.8 2.1 2.7
Japan N 52 5.7 89 4.4 1.5 7.6 3.5 - 36 5.6 2.6 2.0 20
Netherlands 6.6 116 9.6 8.9 6.5 5.4 0.8 13 0.9 0.6 12 0.6
United Kingdom 4.9 37 313 33 35 39 6.2 5.4 4.2 49 2.9 2.0
United States 15.4 149 123 14.3 112 15.4 2.5 32 28 1.5 23 1.6
Other 13.5 8.4 137 12.6 13.9 11.2 5.8 49 4.0 4.5 s 14
Devetoping countries 4.7 41.3 387 39.7 44.3 43.0 76.3 786 78 79.5 852 B5.8
Alffrica 27.1 222 222 19.8 24.1 235 66.5 680 68.6 620 738 43—
Botswana 0.0 0.0 .0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Mozambigue 20 0.5 0.5 0.5 Q.1 0.1 03 33 2.0 0.8 1.9 21
South Africa 14.8 16.1 17.2 15.5 19.5 19.1 42 4 44.3 42.2 40.9 41.9 39.7
Tenzania 1.3 0.5 04 0.7 0.4 0.4 04 1.0 0.7 1.7 2.0 2.1
Zambia 1.9 0.5 0.4 0.5 0.5 0.5 9.6 5 9.0 10.5 10.1 109
Zimbabwe 4.7 2.6 id 1.5 1.8 L8 11.7 14,2 12.1 12.7 14.8 H:Q
Other 23 1.9 1.2 1.2 1.7 1.7 1.9 1.7 2.5 24 3.1 X
Other developing couneries 13.7 19.1 i64 199 20.8 12.4 3.9 10.7 92 10.5 11.4 11.5
Memorandum items:
Group of countries
{in millions of U.S. dollars}
European Union 160.5 191.9 168.6 1889 130.1 153.6 8%.4 20.0 78 983 589 54.6
Cross-Border Initiative countries 1/ 42.6 239 16.9 14.4 14.9 16.4 134.1 1242 131.7 165.1 176.1 194.0
Group of coutitries
(in percent of totat)
European Umion 349 357 352 391 29.5 30.9 157 13.1 12.7 15.6 9.5 8.6
Cross-Border Initialive countyies 1/ 9.1 4.4 3.3 30 34 i3 235 203 233 26.1 283 305

Soeurce: IMF, Direction of Trade Statistics (DOTS).

1/ Now Regional Integration Facilitation Forum.



-83- STATISTICAL APPENDIX

Table 21. Malawi: Public Sector External Debt and Debt Service, 1996-2000
{(In millions of U.S. dollars, unless otherwise indicated)

1996 1997 1998 1969 2000

Total debt stock 2,156 2,23% 2,479 2608 2,674
Multifateral 1,863 1,893 2,091 2,187 2,313
IMF 120 106 102 88 69
Other 1,744 1,787 1,989 2,099 2244
Bilateral 269 370 258 421 307
Paris Club 219 317 202 341 271
Non-Paris Club 50 52 66 40 36
Other (commercial) 23 21 30 36 53
Total scheduled debt service 86 85 103 87 93
Principal obligations due 38 56 76 60 65
Multiiateral 39 42 52 48 45
IMF 15 17 24 21 10
Others - 25 — 25 28 27 35
Bilateral 17 12 10 13 17
Paris Club 14 g 7 12 13
Non-Paris Club 3 3 3 1 2
Other 3 2 1 0 3
Interest obligations due 27 - 28 27 27 - 30
Multilateral 21 19 20 19 21
IMF 2 2 1 1 1
Others 19 17 19 18 21
Bilateral 6 8 7 7 8
Paris Club 5 6 5 6 4
Non-Paris Club 1 2 2 1 4
Other (commercial) 1 1 0 0 1

Memorandum items:

Debt-service/ exports ratio {in percent) [6.8 15.3 18.2 1.7 21.8
Debt-service/government revenue {in percent) 25.a6 234 355 278 28.8

Sources: Malawian authorities; and staff estimates.



Table 22. Malawi: Tax Summary
{(As of June 30, 2002)

Taxes

Tax Base
|

Exemptions, Allowances, and Deductions

Tax Rates

1. Profit taxes
1.1 Taxation of
business income

Taxation Act (Cap.

41:01)

Taxable persons

Income tax is payable on the net income
of all corporations, companies and other
operating entities unless explicitly
exempted.

All companies are treaied as separate tax
entities, and tax losses by one company
in a group of affiliated companies may
not be set off against profits of another
company in the group. Tax losses,
though, can be carried forward
indefinitely.

Concept of income

Income includes all receipts and
accruals, in cash or otherwise, if these
arise from a source within Malawi.

The following are specifically included
in the definition of income:
(a) rental income;

Exemptions

Income from the following is exempt:
{a} income of a public character from
ecclesiastical, charitable and educational
entities;

{(b) approved provident funds, building
societies and friendly societies;

{(c) Iocal authotities;

(d) employees’ savings schemes;

(e) clubs, societies and bodies conducted
for social welfare or civic improvement;
(f} non-commercial income of statatory
corporations;

{g) land and agricultural banks;

(h) investments attributable to pension,
provident and annuity funds; and

(i) registered trade unions.

The distribution of dividends between
subsidiary companies is exempt from
dividend withholding tax.

Deduciible expenses

Expenditure (not being of capital nature)
incurred for the purpose of trade or in the
production of income is allowed as a
deduction!

The following are specifically allowed
under the Act:

General tax rates

Corporations 30 percent
Foreign branches 35 percent
Export enterprises in

EPZs 0 percent
Priority industries:

- for 10 years 0 percent
- thereafter 15 percent
Taxable income of

ecclesiastical, charitable

of educational

institutions 28 percent
Discretionary trusts and

life assurance businesses 24 pereent

Dividend withholding tax 10 percent
Minimum tax

A minimum tax is payable by companies
with very low profitability o1 in a loss-
making situation at the following
amounts:
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Taxes

Tax Base

Exemptions, Allowances, and Deductions

Tax Rates

(b} interest and royalties;

(c) fees received in respect of services
rendered;

(d) premiums for the right to use or
cccupy land and buildings, plant and
machinery, or industrial property rights,
{e) capital gains from the sale of
property;

(f) income from investments other than
equities in life assurance businesses;

{g) lump-sum payments under a contract
of employment or service;

(h) amounts received from timber sales
if growing costs have been claimed as
deductions; and

(i) foreign exchange gains and losses
which arise from a source in Malawi.

Benefits in kind

The value of benefits {(e.g., housing,
motor vehicles, use of furniture)
provided by an employer, other than
government, to an employee with
taxable income in excess of MK 5,000
results in a fringe benefits tax liability at
the standard corporate tax rate on the

(a) bad and doubtful debts;

(b) contributions up to certain limits to
approved pension and provident funds;
(c) any deductible expenditure incurred in
the 18 months before setting up a
“manufacturing” business;

{d) premiums paid for the use of land,
buildings or industrial property rights,
plant and machinery;

(e) non-capital expenditure on
cxperiments and research;

(f) contributions to scientific or
educational institutions connected with
the taxpayer’s trade;

(g) grants or scholarships for technical
education;

(h) donations to specific charities;

(i) insurance premiums for insuting
norral business risk;

(j) contributions to the training funds set
up under the TEVET Act;

(k) export allowances (see befow),

(1} sale of timber;

{m) annuity payment to retirees; and

{n} assessed losses arising solely out of
trading or change in the sharcholding of a
company of formation of a new company.

Nondeductible expenses

The foliowing are specifically disallowed
as expenses:

(a) domestic or private expenses;

(b) losses or expenses recoverable under
insurance policies;

{c} any income tax or interest payvable
thereot;

Annual gross income (MK} Tax (MK)

0 - 250,000 5,000
206,000 — 500,000 25,000
500,000 — 2,000,000 50,000
2,000,000 — 5,000,000 160,000
Over 5,000,000 200,000
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Taxes

Tax Base

Exemptions, Aflowances, and Deduciions

Tax Rates

employer and is not included in the
employee’s taxable income.

The value of each benefit is generally
calculated at cost though standard rates
apply to certain specific items inclnding
the provision of housing, a car and
children’s education.

{d) incomg transferred to a reserve fund
or capifalized;

{e) expenses incurred on exempt income;
(f) contributions to non-approved
pension, sickness, accident or
unemployment funds;

{g) rent or cost of repairs to premises not
occupied for the purpose of generating
incorne;

{h) expenses in respect of which a
subsidy is received; and

(1) personal costs incurred by the taxpayer
or his family.

Depreciation allowances

Annual allowances are available for
qualifying assets on a declining balance
basis at the following rates:

(i) buildings, farm

improvements, hotels 5%

(i1} industrial fencing 5%
(iii) farm fencing 10%
(iv) heavy machinery and

installations 15%
{v) light machinery 10%
{vi} trucks and tractors 33.33%
{vii} light commercial vehicles 25%
(viii) motor vehicles 20%

Other allowances

fa) Initial allowance

Available on capital expenditure during
the year of acquisition at the following
rates:

(i) buildings, farm

improvements, hotels 10%
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Taxes

Tax Base

f

Exemptions, Allowances, and Deductions

(1i) farm fencing , 33.33%
(iii) heavy machinery and

installations 20%
(iv) light machinery 20%
(v) trucks and tractors 20%
(vi) automobiles forming part

of a commercial hire fleet 20%

(b) Investment allowance

An additional deduction of 40 percent of
expenditure on fixed assets including
industrial buildings, plant and machinery,
and farm improvements. A 20 percent
deduction is also aliowed for used
industrial buildings, plant and machinery,

{c) Training allowance

An allowance may be granted of 150
percent of the costs of training
employees,

{d} Transport allowance

An allowance may be granted of 125
percent of the international outward
transport costs for exports.

(e) Export promofion

Under the Export Incentives Act, a
registered exporter will be entitled to an
income tax allowance of 4 percent of
taxable income derived from exports.
Under the Investment Promaotion Act,
certain exporters will be entitled to a tax
allowance of 12 percent of export
revenues for nontraditional exporis.
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Taxes

Tax Base

Exemptions, Allowances, and Deductions

Tax Rates

1.2 Taxation of
individual income

Taxation Aet (Cap.

41:01)

Taxabie persons b

Income tax is payable on all income
which arises within Malawi.

Tax on wage income is collected by the
employer as a PAYE tax,

Concept of income

The income of an individual includes
remuneration, payments for services
rendered, and other payments such as
termination henefits. The taxable income
1s calculated as pross income (excluding
exempted amounts and fringe benefits
on which tax has already been borne by
the employer) less any allowable
deductions. Pensions are classified as a
separate source of income.

Exemptions

In addition to the exemptions under the
taxation of business income, the
following exemptions apply to
individuals: -

(a) pension payments;

(b) compensation received for injury,
disease or disablement suffered in
employment;

{c) amounts payable by a benefit fund or
under an insurance contract in respect of
sickness or injury; '

{d) start and end of contract passages for
expatriates and their families;

(€) gratuities up to a maximum of MK
40,000,

(f) scholarships or grants paid to persons
receiving full-time instruction at an
approved educational institution;

(g) the first MK 5,000 of a payment in
commutation of a pension;

(h) portion of an annuity purchased by the
taxpayer;

(i) relocation costs and small holiday
travel grants;

(j) interest up to MK 10,000 per annum
received by an individual from a
registered bank, building society or on
government stock, bonds or promissory
notes;

(k) capital gains from the disposal of a
taxpayer’s principal residence;

(1) capital gains realized by an individual
on the disposal of personal and domestic
assets not used in connection with a trade;

General tax rates

Antinal income (MK) Rate (%)
0 - 36,000 0
36,001 ~- 54,000 10
54,001 - 72,000 20
72,001-100,000 30
Above 100,000 40
Withholding taxes

Nonresidents are taxed at 15 percent on
gross income by withholding tax.

A withholding tax is deducted on
domestic payments to a resident at the
rates below. The tax withheld may be
credited against the taxpayer’s final tax
assessinent, except for dividends where
the withholding tax is considered final.

Nature of payment Rate of tax (%)
Royaities 20
Rents 20
Supplies under tender (above

MK 1,000) 7-10
Fees and commissions 20
Carriage and haulage 10
Tobacco and other farm products
(above MK 1,000) 7
Contractors and subcontractors 10
Public entertainment 20
Casual labor (above MK 500) 20
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Taxes

Tax Base

Exemptions, Allowances, and Deductions

Tax Rates

Payroll tax

A payroll tax has been introduced to
fund training costs (TEVET levy).
Claims for reimbursements of eligible

{m) gains from the sale of shates traded
on the stock exchange if held for at least
1 year,

(n) housing allowance of up to MK 200
per month;

(0) up to MK 50,000 of any amount paid
to an ernployer who has been made
redundant, as well as an amount paid for
voluntary termination;

{p) salary and emoluments of the
President and Vice President;

{q) pension and gratuity and other
benefits granted to a former President and
former Vice President; and

{r} salaries and emoluments to expatriates
working for their Governments and
international organizations or gazetted by
the Minister,

Deductible expenses

In addition to deduction of expenses
where applicable, individuals are entitled
to the following deductions:

{a) professional subscrption;

{b) contributions fo an approved pension
fund up to a maxirnum of 8 percent of
annual emeluments or MK 3,000
whichever is less; and

(c) other expenses incurred to carry out a
job.

A reduced rate of 1 percent applies to the
govemment and statutory corporations.

Bank interest (above MK 10,000) 20

Dividends 10

Minimum tax

A minimum tax is payable by
individuals in receipt of income other
than from employment or pension at the
following amounts:

Annual income (MX) Tax {MX)

0 - 100,000 0
100,000 - 500,000 5,000
500,000 — 1,000,000 7,500
Over 1,000,000 10,000

2 percent payroll levy
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Taxes

Tax Base -

Exemptions, Allowances, and Deductions

Tax Rates

1.3 Taxation aof
capital

Estate Duty Act (Cap.

43:02)

2, Taxes on goods
and services

2.1 Surtax

Customs and Excise
Act (Cap. 42:02)

costs can be made against the TEVET
funds.

An estate duty is levied on the estate in
Malawi of every deceased person and in
respect of foreign movable property in
the case of those domiciled in Malawi.

The duty is levied on the market value
after deduction of debts due at the date
of death.

Taxable persoits

All businesses involved in importing,
manufacturing or the provision of
prescribed services must register as
surtax payers if the turnover in the
current or ensuing 12 months will
exceed MK 75,000.

Other businesses may register at the
discretion of the authorities.

Taxable transactions

Surtax applies on goods imported into or
manufactured in Malawi and on the
following prescribed services:

No tax is levied on estates valued at MK
30,000 or less.

Exemptions
The main exemptions are:

(a) maize and many other unprocessed
foodstuffs; and
(b} petroleum, diesel and paraffin;

Many services are implicitly exempt {by
the omission from the hist of taxed
services) including education, health and
financial services.

Zero-rated goods

In addition to exports, the following
goods are zero-rated:

(a) pharmaceuticals;

The rates of estate duty are as follows:

Value of the estate (MK} Rate (%)

0 — 30,000

30,000 — 40,000
40,000 - 80,000
80,000 — 140,000
140,004 - 200,000
200,000 - 400,000
400,000 — 600,000
Over 600,000

oY= N e L IR~

Tax rates
There are three statutory rates;

(i} 20 percent applies to most taxed
commodities, including elecirieity -
supplied to commercial premises;

(ii) 10 percent applies to: electricity
supplied to noncommercial premises,
accommodation and catering services
provided by hotels, office cleaning, pest
control, and various vegetable extracts;
(iii) zero-rating applies to exports and
nther zero-rated goods.
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Taxes Tax Basq . Exemptions, Allowances, and Deductions Tax Rates
- |
{a) professional services; ' (b) fertilizers and insecticides;
{b) computer services; (c) some goods for the use of
{c) services supplied by agents and govemment;
brokers, excluding insurance and {d) animal feed;
agricultural produce for export; {e) many working vehicles;
(d) repairs of domestic appliances, (f) black tea;
vehicles and machinery; (g} broken rice and grain sorghum;
(e} building, electrical and plumbing (h} laundry soap;
contractors; (i} mosquito nets;
(f) commercial and domestic electricity  (j) fresh and processed milk; and
supply and telecommunication services; (k) capital goods and machinery used for
(g) hairdressing and beauty treatrnent, manufacturing goods
dry cleaning and lanndry services;
(h) landscaping and gardening services;
(i) secretarial agencies;
{j) advertising;
(k) car hire and rental, including taxis;
(§) courier and security services; :
() public entertainment;
(n) services provided processing goods;
(0) accommeodation and catering
services;
{p) satellite and cable television; and
(q) commercial transporters (excluding
minibuses).
2.2 Excise duties Tax hase Tax rate

Customs and Excise
Act (Cap. 42:02)

Excisc duty is levied on specific
manufactured goods on the ex-factory
value {on domestically manufactured
goods) ot c.i.f (on imports).

L Excisable goods

Alcoholic beverages
Cpaque beer

Powers No. 1
Cigarettes

Other tobacco products
Petroleum .
Diegel

Rate {%)

65
15
45
60
80
20
20
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1

Taxes Tax Base Exemptions, Allowances, and Deductions Tax Rates
Kerosene 10
Jet fuel 10
Other fuels 20
Paraffin 10
Petroleumn jelly 20
Passenger cars:
-up te 1,000 cc 10
- 1,000 — 1,500 cc 20
- 1,500 — 1,799 cc 20

. - 1,800 — 1,999 cc 35
- 2,000 - 3,999 cc R0
- above 3,999 cc 100
Four wheel drive vehicles:
-up t0 1,999 cc 20
- 2,000 - 2,999 cc o0
, Double cabin pick-ups:
- up to 2.99 tons i0
- above 2.99 tons 25
Trucks 5
Mator cycles 5
Yachts, pleasure vessels 30
Electrical energy 20
Other excisable goods:
- wheat fiour, fruit juices,
textiles and fabrics, photo-
! copying, lyping and

printing paper, sorme
packing items, foot-wear,
perfumes, furniture, foys
and some seafood; i0

- pocket lighters, smoking
pipes, perfumes, carpets,
textiles, human hair and
wigs, clothing, and
accessories made from fur
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Taxes

Exemptions, Allowances, and Deductions

Tax Rates

2.3 Customs duties Tax base

Customs and Excise Customs duties are levied on goods
imported into Malawi calculated on the
c.i.f. value. Malawi uses the Harmonized

Act (Cap. 42:02)

Tanff System.

Preferential duty rates

The tariff schedule aliows for preferential
tariff rates for imports originating in ACP
States and COMESA countries.

Daty drawback

There is a duty drawback system in place
for specified exported goods
manufactured or processed in Malawi
allowing a drawback of duty paid on
materials and components used (either all
or specified) once exported.

Exemptions

The iaw provides for suspensions,
rebates, remissions, and refunds of duty
it cerlain circumstances, and general
exemptions fromw duty including inter alia
goods imported for the use of the
President.

skin, edible vegetables and
tubers, poultry products

and other meat; 20
- precious stones and

metals (except for

industrial use), specific
toiletries, cutlery, weapons

and electro-mechanical

domestic appliances; 30
- electrical appliances 20

General duty rates

All general customs duties arc imposed
in the form of ad valorem rales and can
be summarized in the following broad
categories:

(i) low rates of 5 and 10 percent;

(i) an intermediate rate of 10 percent;
(ii1) a high rate of 30 percent.

Many products are exempt from customs

duty,
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Taxes

Tax Base

Exemptions, Allowances, and Deductions

Tax Rates

3. Other taxes
3.1 Stamp duty

Stamp Duty Act (Cap.

43:01)

3.2 Motor vehicle
taxes

3.3 Read levy

Stamp duty is levied on a number of
mstniments, including agreements, bills
of exchange, bonds, leases and lLicenses,
mortgages, and insurance policies,

Registration fees are levied at specific
rates according to type of vehicle and
weight.

The road levy is for road construction
and maintenance carried out by the
National Road Authority.

No stamp duty is payable on instruments
executed by the government and on all
forms of securities.

Rates of stamp duty vary depending on
the nature of the instrument and the
value thereof.

MK 406

K 6.75 per liter petrol
K 4.75 per liter diesel

Sources: Ministry of Finance, Malawi Revenue Authority, various tax legislation, and International Burean of Fiscal Documentation.
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