P oli ti cal Change, Economic Transi ti on

                                                                              and Cataly si s of IMF/W orl d B ank  Economi c M odel s

-  the case of M alawi

P . Kalonga Stambuli
1

Presented at Conference on

                                            0D ODZL�DIWHU� %DQGD�SHU VSHFWLY HV�LQ�D�UHJLRQDO�

$IULFDQ�FRQWH[W �

Centr e of Comm onwea lth Studies

Room  D1, Pathfoot Building

Univer sity of Stirling

Sc otland

� � �

WK
�6HSWHPEHU� �

1
      Senior Researc h Fel low, Surrey Insti tute for Gl obal  Economi cs Researc h, kstambul i@surreyinst i tute.org.uk

ABSTRACT

This paper invest igat es whether or not  there is a recognizable patt ern of cohesion in
economic policy formulat ion betw een poor count ries (on one h and ) and t he I MF and W orld

Bank  (on t he other hand) in t he context of change in domestic polit ical disp ensation.  Malawi
provides an appropriate st udy set t ing on account  of t he recent  shift from one part y
dictat orship t o mult ip art y democracy against t he backg round of  tradit ional cooperation wit h
t he IMF and W orld Bank in policy f ormulation.

The pap er finds that W orld Bank  and I MF had persist ent ly opposed t he strat egy of  elit e
agricult ural expansion,  inw ard looking indust ry and stat e expansion int o t he priv at e  sector. In
t heir place,  t he Bret ton W oods I nstit ut ions had suggest ed po lic ies seek ing t o revit alize
smallholder agricult ure, promote outw ard look ing indus try and privat e ent erprise.

As a result intransig ence of  the previous regime t he I MF and W orld Bank have t ak en
advant age of  political chan ge in Malaw i t o push a ref orm program.  Th e new regime  is k een t o
bring r ural agricult ural sectors int o t he cash market  economy,  undert ak e privat ization t o ease
of f pressures on fiscal resources, liberalize indust ry to promote a compet itive cult ure in
business and also libera lize t rade policies t o cont inually int egrate Malawi to the w orld trading
system.

However,  t hirt y years of neglect , dysfunct ional market s,  w eak  supply response and f ragile
f iscal f oundat ions are manif esting themselves in widespread economic st agnation. The
ent husiasm of  the W orld Bank  and I MF in pushing f or cont inued reform is f urther hurt ing t he
economy and pushing the regime into a crisis of confidence.

The main conclusion of  t his paper is t hat libe ral polit ical syst ems have a higher propensit y t o
conf orm t o f ree mark et  policy reforms,  but rat her than emphasize on resolve, credibilit y, and
cert aint y of the reform process,  and also allow reasonable t ime f or adjustment,  t he Ba nk and

Fund is k een t o pus h for ref orm wit hout  shaping business expectat ions or minimizing the
cost s of transit ion f or the f irms and p eople aff ected. Despite commit ment  to reform,  external
f inancing remains a quid pro quo against  specific policy act ions.  Cont rar y to ex isting liter at ure
on aid an d economic policy, external assistance is yet to evolve to become a reinf orcing
agent  or as a means of  reducing the cost of ref orms.

This paper is a product  of ongoing research on interactions bet ween w est ern ideals and
economic models (on o ne hand) and ho megrown programs of poor count ries (on the other).

T ABL E OF CONTENTS

I NTRODUC TION

                                               Earl y Begi nni ngs

                                               I MF Lendi ng to Mal aw i

                                               I MF Conditi onality

                                               The IMF and World Bank Model s

                                               Model  Speci fi cations

                                               Scope for Inve sti gati on

                                               Observati ons

Chapter 1 : AG RICUL TURAL POLICIES

                                               1. 2 Ag ri cultural Land Policy

                                               1. 3 Ag ri cultural Producti on Policy

                                               1. 4 Ag ri cultural Prices Poli cy

                                               1. 5 Policy Impli cations: Agricul ture

Chapter 2: PUBLI C SECTOR POLI CI ES

                                               2. 1 Grow th Implications

                                               2. 2 Public sector Reform

                                               2. 3 Parastatal s Sector

                                               2. 4 Pri vatisati on & Divesti ture

                                               2. 5 Summary

Chapter 3: INDUSTRI AL, AN D TR AD E POLICIES

                                               3. 1 Industrial Ow nershi p

                                               3. 2 Industrial Poli cy Implications

                                               3. 3 Trade and Exchange Rate Poli ci es

                                               3. 4 Policy Impli cations

                                               3. 5 Interest Rate Poli cy

Chapter 4: W ORLD B ANK AGRICUL TUR AL MODEL

                                               4. 1 New  Agri cul tural Polic y

                                               4. 2 First Bank Agri cul tural Model ˘  (1980 - 90)

                                               4. 3 Revised Fi rst Bank Agricul tural Model ˘  (1987 - 90)

                                               4. 4 Revised Fi rst Bank Agricul tural Model ˘  (1988 - 90)

                                               4. 5 Second Bank Ag ri cultural  Model ˘  1990

                                               4. 6  SB AM90 I mpl ementation

Chapter 5: INDUSTRI AL & TR ADE REFORM MO DELS

                                               5. 1 Trade Liberali sation

Chapter 6: FIN ANCI AL POLI CY REFORM

                                               6. 1 Financial Liberalization

                                               6. 2 IMF - Bank Model

                                               6. 3 Policy Implementati on

                                               6. 4 Macroeconomic I mplicati ons

                                               6. 5 Policy Impli catio ns

Chapter 7: NEW AG RI CULTUR AL STR ATEG Y

                                               7. 1 New  Go vt, New  Strategy

                                               7. 2 Policy impli cations

                                               7. 3 New  Strategy Old Probl ems

                                               7. 4 Bank - Go vt Co - operation

Chapter 8: I NDUSTRI AL REO RIENTA TI ON

                                               8. 1 Incomplete Reforms

                                               8. 2 Long term concerns

Chapter 9: STR ATEGI C R EORI ENT ATI ON

                                               9. 1 Bottom up Devel opment -  MASAF

                                               9. 2 New  I nfrastructure Mo del

                                               9. 3 Policy Impli cations of NR A

Chapter 10: TRANSITI ONAL ISSUES

                                               10. 1 Ag ri cul tural Li beral i sati on

                                               10. 2 Ag ri cul tural Marketi ng

                                               10. 3 Input Sectors

                                               10. 4 Constrai nts to Pri vat e Invol v ement

                                               10. 5 Land Reform

                                               10. 6 Rural Development

                                               10. 7 Devel opi ng Markets

                                               10. 8 Future of Reform

                                               10. 9 Donor Co - ordi nati on

I NTRODUC TION

Earl y Begi nni ngs

The rising influence of W orld Bank  and I MF in Malawi is associated wit h at tempt s to

overcome f iscal and bala nce of  payments problems t he country experie nced in the 1970 ´s.

The Organization of  the Pet roleu m Exporting Count ries (OPEC) quadrupled t he price of crude

oil in 1973 - 1974, and f urt her increased petroleum prices in 1979 and in 1980.

This result ed in a worl dw ide energy crisis t hat  t ransf ormed t he pat tern of internat ional flow  of

f unds.  The O PEC count ries’ monet ary reserves a ccumulat ed rapidly,  but  oil - export ing

count ries lik e Malawi experienced severe balance of payment s problems.

I n an eff ort  to subdue inf lat ionar y pressures caused by oil prices increases indust rial cou ntries

resorted to increases in int erest rates. The policy f ramew ork  also f avoured reduct ion of

imports t o accommodat e expensive pet roleum imports.

These me asures worsened the balance of  pay ment s def icit s for many of the developing

count ries. I n addit ion to high cost of oil,  debt or had t o pay higher interest  rates on loans

obt aine d from the industrial count ry b anks.   Reduced imports f rom indust rial co unt ries also

t ranslat ed into major reduct i on in f oreign exchange revenues for developing country

exporters.

Tow ards 1980, economic c ondit ions in most  poor count ries were charact erised by widening

f oreign exchange gaps.  This w as a combined ef fect  of  a dro p in foreign  exchange receipt s

aga inst  a ba ckground of  high import s bills.

Malaw i suff ered greatly,  because closure of t he Nacala rout e as a result of the war in

Mozambique meant  t hat  alternat ive and more expensive routes had t o be pursued to t he sea

via Beira and Durban.   Th is reduced export  proc eeds reaching the count ry as well as raising

cost s of f reight and insurance.

On one hand, t his meant  t hat  external borrowing was imperat ive to ach ieve balance of

payment s st abilit y.  On t he other hand,  f inancial gains of  oil export ing count ries were ref lect ed

in rapid accumulat ion of  p etro - dollars in west ern privat e banks. Rising deman d f or f oreign

exchange among developing count ries and t he rising supply of  petro - dollars in t he west

t herefore gave way t o a cyc le of  len ding and borrowing that charact erised i nt ernational

economic relations bet ween nort h and sout h.

I MF Lendi ng to Mal aw i

Although,  t he I MF was not  constit uted t o lend, it  found it self lending t o Malaw i and other oil

importing poor count ries t hrough an O il F acilit y est ablish ed in 1974.  This was en larged in

1975 to aid t he bala nce of pa yments diff icult ies. I MF also allowed Malawi access t o an O il

Facilit y Subsidy Account  est ablished to alleviat e t he cost of borrow ing under the Oil Facilit y.

The t hink ing of  IMF was that such rec ycling was necessary t o prevent  the world eco nomy
f rom experiencing t he w orst recession. This was however t o provide the chan nels t hrough
which the full ext ent of t he oil crisis translated it self into an external debt crisis.

Most oil import ing countries had acquired short - t e rm finance f rom privat e banks t o sat isf y
balance of  pa yment s need s they had perceived t o be t ransit ory. As it  t urned out,  repayment s
became due while export commodit y prices were st ill depressed,  thus necessitat ing further
borrow ing to f inance repa yment .

I MF Conditionali ty

Throughout t he 1980s t he I MF has moved be yond "lender - of - last - resort, " t o join the W orld

Bank  as mediat ors w ith credit or nat ions and private banks.  In due course,  bot h IMF and t he

W orld Bank f ound t hemselves gett ing invo lved in t he formu lat ion of macroeconomic and
st ruct ural reform polic y in Malawi.

Compelled by the exigency of  the debt crisis, the t wo instit utions have also moved f rom
t emporary arrangements t o programs for adjust ment  over longer periods.
2

  This h as ent ailed
t he att achme nt of condit ionalit y to t heir lending operations.

One type of  condit ionalit y is t he stabilisat ion program traditionally a dminist ered by t he I MF.

These include quant if ied t argets or ceilings f or bank  credit,  the budget deficit,  foreign
borrow ing,  external  arrears,  and internat ional reserves.  The other, administered by the W orld

Bank  includes a range of struct ural policy reforms,  which inc lude st atement s of  policies that
t he member int ends t o follow e.g. allow ing ordinary f armers to grow t obacco in Malawi.

The sig nificance of condit ionalit y is that it def ines a  progra m of  change that a count ry is
expected t o f ollow based on principles advocat ed by t he IMF and t he W orld Bank.  I n realit y,
condit ionalit y h as sought  to dismant le  welf are stat es in most  poor coun t ries, and it  ha s
become the basis upon w hich t he tw o instit ut ions are r eviled. The philosophy of the ba nk and

Fund has been criticized as  being too orient ed to the industrial economies and not  adapt ed to
developing economies.

The IMF and World Bank Model s

I MF St abilisat ion policies traditionally aim t o control the demand side of  the economy. The
principal target  is achievement  of  low  inf latio n and consequently, sustainable balance of
payment s.   This is contextually dif ferent  from the W orld Bank´s manageme nt  of  t he supply

2

     From short - t erm arrangement s, t he IMF has resorted t o extended arrangement s through the Struct ural

Adjust ment  Faci lit y (est ablished in 1985) and the Enhanced St ruct ural Adjust ment  Faci lit y (est abli shed
i n 1986)

side of t he economy on the basis of  eff icienc y raising policies is assigne d t he term `st ruct ural

adjust ment ´.

Corbo and Fischer (1992) charact erise t he short - t erm nat ure of  stabilisat ion p olicies an d t heir

emph asis on inf lat ion cont rol.   On the other hand,  Khan (1987) creates a cont rast ing prof ile of

adjust ment  policies f ocussing on their precursor y role t o growth by removing `market

imperfections´.   Unit ed nations (1992, page 1 - 2), also describe ad just ment  as policy cha nges

needed t o put t he economy on a sust ainable growt h pat h.

Mosley,  Subasat and W eeks (1995) determine t hat  in terms of  assignment of responsibilit y

I MF focuses on st abilisatio n seek ing t o ach ieve external and internal equilibriu m,  w hile W orld

Bank  focus on st ructural adjus t ment to promote lo ng - t erm growt h.  How ever, W illiamson

(1990) disputes a mut ually exclusive classificat ion.  He observes that programmes of  the two

instit utions are somet imes sequent ial, but at other t imes simult aneous.   He also argues that

t he act ivit ies o f  t he Bank and Fu nd have also been b lurred as a result  of  t heir involvement  in

joint  programmes.

The views of  W illiamso n have op ened scope f or pres ent at ions of t he Fund and bank in t he

cont ext  of the `W ashington polic y co nsensus´.   Th is is because W orld Ba nk  policies suff er t he

same stabilisat ion emphasis as those of  t he IMF.   Most  importantly, the view that the po licies

of  t hese inst itut ions w ere designed t o rest ore economic viabilit y has been at  t he centre of  t he

shift in mult ilateral financing from proje ct s t o policy reform (Mosle y,  Harrigan and Toye,  1991).

Model  Speci fi cations

The Bank  and Fund ef f orts t o st abilise t he macroec onomic environment  is premised on a

mode l specif icat ion based on explicit  choic es of fiscal policy and monetary polic y g iving

emp hasis to de mand manageme nt.  The mod el is based on t he premise t hat  f iscal deficits are

t he main cause of inflat ion,  and t herefore t ax and expendit ure inst ruments are cent ral t o t he

t ask of controlling inflation.

This, however, poses a number of  development  policy quest ions. From t he view point  of

conventional logic t hat increased social spending is key t o achievement  of t he object ive of

improving social in dicat ors, t he model spec ificat ion f aces the quest ion of  whether it is opt imal

t o relegate t he role of f i scal policy to short t erm object ive of inflat ion control.

Mosley & W eeks (1993) quest ion whet her t his amounts t o fiscal policy relinquishing its role in

st imulat ing growt h.   The I MF - Bank  model reassignment of  t he role of  f iscal policy also runs

count er to  the Harrod - Domar model st ipulat ion that growt h in pub lic investment is key to

increased capital accumu lation as a spur f or privat e invest ment, job creation and growth.

The IMF - Bank  mode l predict ion is,  however,  that low inflation is key to economic growt h .  This

is on t he expect at ion that low inflation promot es a st able economic environment,  which in t urn

indust rial policy restrict ing industrial ownership t o ADMAR C,  MDC, Press Corporat ion and
licens ed ent repreneurs.

During the post - Banda era, there is remarkable commit ment  t o implement economic ref orms.

Ag ricultural lib eralization is gradu ally bring in g rural sect ors of the country into t he cash mark et
economy. Privatizat ion is also eas ing of f  press ures on government t o subvent loss mak ing
pub lic enterprises while industrial liberalizat ion has brought  a new  competit ive culture in
business.   Liberal t rade policies are also advancing t he process of opening up t he country to
world trade.

Malaw i´s real p redicament has been t he protract ed resist ance to ref orm that has left  t he post -

Banda era with a long list of  reform act ions t hat  w ere overdue.  The b ank and Fun d have f ailed
t o commit themselves t o a thought fully spaced t imetable f or implementing reforms in  Malawi.

Rather t han emphasize the resolve,  credibilit y,  and ce rtainty of  t he ref orm process, and also
allow  reasonable t ime f or adjustment ,  the Bank  and Fund is k een to push f or reform w it hout
shaping business expectations or minimizing t he costs of  tran sit ion for the f irms and people
af fect ed.

The Bank  and Fund do not  seem t o realise that an export cult ure needs more time t han
usually allowed by time bound Ba nk - Fund ref orm programs. Bank - Fund models have als o
underest imated the social impact  of  economic reorient at ion.   Fiscal discipline has bee n
pursued emphasis on numerical reductions at  t he expense of  social obligat ions of  t he povert y
alleviatio n program.

Ext ernal fina ncing has been a major disappointment  for a government  that is commit ted to
reform.  Foreign finance remains a quid pro quo against  specif ic policy actions,  in a manner
t hat  would have been relevant w hen the Banda regime resisted reform. Ext ernal assistance
has not  evolved t o become a  reinforcing a gent  a nd as a means of  reducing the cost  of
reforms to which polic ymak ers in Malaw i are alread y

Reduction  of public sector employment  and  expendit ures has caused suf fering f or the poor.

Liberalisation of  f oreign t rade h as equally undermined indust ries providing employme nt in t he
privat e sect or. The remov al of  subsidies on basic consumptio n goo ds have  resulted in
det eriorat ing standards of  living. The fall in quant it y and qualit y of public services in health
and educat ion result ing f rom expen diture cuts have also worsened t he situation. Escalating
dema nds for more educat ion spending as a result  of  high school e nrolment  have also
int ensified pressures on the budget.

Chapter 1:

AG RI CUL TUR AL POLICIES

Agri cul tural  Land Poli cy

At independence in 1964, Malawi inher ited an agricult ure syst em consistin g of  a f ew large,

f oreign - ow ned,  export - orie nted estates and a smallholder sect or of most ly poor,  subsist ence

f armers.  Colonial laws allow ed estates t o obtain the full value of  export  sales b ut prevent ed

smallholders f rom producing burley t obacco,  t he most  lucrat ive export  crop, and forced

smallholders t o sell t hro ugh the  Agricultural Development  and Market ing Corporation

(ADMARC).

Despit e t he 1960 Manifesto of  Malawi Congress Party and t he 1962 - 65 Development  Pla n

assigning very high priorit y t o developin g smallho lder production,  the government  pursued t he

colonial agricult ural policy through the 1970s and 1980s.  The Land Acquisit ion Act of 1965

enact ed t o encourage t he t ransf er of smallholder lands to t he est ate sector heightened t he

estate bias.  As a res ult , leasehold land holdings ro se f rom 79,000 hect ares t o 759,400

hect ares from 197 0 t o 1989(Ng´ong´ola et al. , 1997a).

3
  The number of estat es also rose f rom

229 t o over 14, 000 during the same period.  (see Table 1.1).

                                                                                                             Tabl e 1.1: Number of estates and he ctarage,  1970 - 89

                                     Year  No of est at es  Cumulative area (’000 ha)  Mean size of  est ates (ha)

                                     1970  229  79. 0  345

                                     1970 - 79  1, 105  255.8  231

                                     1980  1, 321  273.1  207

                                     1981  2, 086  320.0  153

                                     1982  3, 806  386.0  101

                                     1983  4, 806  435.2  91

                                     1984  5, 292  460.1  87

                                     1985  5, 655  491 . 5  87

                                     1986  6, 247  517.9  83

                                     1987  8, 114  588.1  72

                                     1988  11, 953  695.8  58

                                     1989  14, 355  759.4  53

Source :  Mkandaw ire et al.  (1990)

Land losses w ere particularly sign ificant  in arable customary land requ ired for f ood

production. The do ubling of Malawi populat io n from 4. 4 million t o 8.2 million theref ore raised

f ood de mands beyond t he count ry´s product ion capacity. This has had permanent adverse

implications on the count ry´s food securit y.

4

The phenomenal increase in land u nder agriculture from 2,064,600 ha in 19 65/ 67 t o

3, 026,400 ha in 19 71/ 76 is sympt omat ic of  a vicious  build up of populat ion pr essure. Most

3
      It  i s also est i mat ed t hat  estat e l and rose t o 1,000,000 hectares b y 1997, compri si ng more t han 10 per

cent  of t ot al land

glaring is the further increase to 4, 540,000 ha in 1989/90 ref lect ing the spillage into
def orest at ion pressures. This w as in excess of  the upper t hreshold of  4, 100,000 hect ares
suitable f arming land.
5

1965/67

1971/76

1989/89

Land i n Use

Arable Land

                                                                                             0

                                                               500000

                                                         1000000

                                                        1500000

                                                        2000000

                                                      2500000

                                                      3000000

                                                     3500000

                                                    4000000

                                                   4500000

                                                  5000000

Fi gure 1.1:  C USTOM AR Y  LA N D DEF I C I T

Land i n Use

Arable Land

UNICEF (1993) est ablish ed that land pressures had forced smallholders to undert ake
cont inuous  cropping,  of ten of cereal monocult ures dominated by maize (grow n on 75%  of
t otal land are a) w it hout rot at ions or fallow .
6

DREA (1994) also o bserves t he rising incidence of  bad land use pract ices causing several
f orms of  land degradation, of  w hich soil erosion ran ks as the most serious environmental
t hreat.

Bunderson an d H ayes (1995)  establi shed that by 1987/ 88,  56% of  all smallholders in Malaw i
cultivated less t han one hectare of land,  31 % had 1 to 2 hect ares, and only 13% had more
t han 2 hectares. BDPA (1997) later established  that in 1996/97 cult ivated land w as 0.86 ha
per holding a furth er decrease of about 22% over t he previous ten - year period.

Agri cul tural  Production Poli cy

4

     Meanwhile cust omar y l and shrunk from 8.1 million ha t o 7.1 milli on hectares and pressures have
worsened wi th popul ati on expansion t o 10.4 milli on

5

     Commi ssion i nqui ry on Land est abl ished i n 1997 est abli shed that  of the 6.2 million ha of cust omar y
l and, onl y 4,100,000 were sui table arabl e l and whi le 2,100,000 was not

6

     Bunderson and Hayes (1995)  establi shed that  by 1987/88, 56% of all  small holders in Malawi
culti vat ed l ess t han one hectare of land, 31 % had 1 to 2 hectares, and onl y 13% had more t han 2
hect ares. BDPA (1997) l at er establi shed t hat  in 1996/ 97 cul ti vat ed land was 0.86 ha per hol di ng a
furt her decrease of about 22% over t he previ ous ten - year period.

The government also e nact ed the tobacco Act, def ining to tobacco as a commercial crop t o

be grown only on le asehold or f reehold land in t he conf ines of  registered es t ates.  That

pract ically excluded smallholder farmers f rom producing t he crop,  which has remained t he

most profit able throughout  the 1960´s t o t he 1990´s.

That  left a limited range of  cash crops availab le f or production by t he f armer. The list included

mai ze, groun dnut s,  rice, sorghum and millet . Most sugar estates had est ablished t heir own

irrigat io n sugarcane plant at ions t hus elimin ating t he scope f or out - grower sugarcane

schemes.  Citrus product ion exist ed t hroughout t he Sout h - west ern part  of  Mala wi but  i n t he

absence of secondary benef iciat ion indust ry,  the f ruit  has ende d up in local market s,  with little

value added.

Fi gure 1.2:  M AL AW I  P RODU CER  P RI CES

                0.0

                1.0

                2.0

                3.0

                4.0

                5.0

                6.0

                7.0

                                                   1986 1987 1988 1989 1990 1991 1992 1993 1994 1995

                                                                                 To bacco

                                                                                 Tea (Dry leaves)

                                                                                 G.nuts

                                                                                 Co tto n

                                                                                 M ai ze

                                                                                 So rghum

                                                                                 Rice

The government´s view of agricult ural development was based on t he belief  by Dr Banda that

promotio n of estate s w ould provide e mp loyment to Malawians.  The f ormer President ha d

believed in a t rickle down economic mo del in which workers employed by t he est ates w ould

acquire  t echnological k now ledge  t o apply to t heir ow n f arms.  The strategies were also based

on t he expectat ion t hat  farmers would produce their own food and depend on emplo yment

income f rom estates.

Agri cul tural  Pri ces Poli cy

 A cent ral plank of t he agricultural market ing policy in Malawi w as t o restrict sales of  maize

and smallho ld er produce t o ADMARC  on the basis of  pre - announced a nd cont rolled prices.

Meanwhile,  tobacco - producing estates enjo yed access to lucrative int ernational mark ets via

t he auction f loors.

The high level of  taxat ion aw arded the smallholder an average of less t han 50  percent  of

s mallholders’ gross prices. I n the face of diminishing land holdings,  rest rict ions on cash crop

production  and reduced incomes from AD MARC,  these government´s policies practicall y
excluded 72 percent  of its popu lation f rom developmen t.

                  Ta bl e 1.2: MAI ZE PRODUCER AND CONSUMER

PRI CES

 1987  1988  1989  1990  1991  1992  1993  1994  1995

Maize Pro ducer

Prices/kg  0. 10  0. 10  0. 20  0. 20  0. 30  0. 30  0. 40  0. 50  0. 70

Maize Consumer

Prices/kg  0. 24  0. 24  0. 37  0. 37  0. 64  0. 64  0. 89  1. 11  1. 22

ADMARC G ross
margin/k g  144%  144%  87%  87%  113%  113%  122%  122%  75%

Source:  Af rican Development  Indicat ors

I n t urn, ADMARC used it s high prof its t o subsidize t he consumer prices f or maize consumers
mostly on urb an areas and also undertake invest me nts in unproduct ive parts of the econom y

(see Table 1.2).  However, reduced incomes of smallholders ensure d t he success of  t he
estate sect or,  which depe nded on an ample supply of cheap t enant labour and low  prices f or
t he product s of smallholders.

Poli cy Im plicati ons: Agri culture

The st rat egy of  generating an agricultural surp lus as the prime sup port  f or development  w as
generally accepted as w ork ing w ell for t he count ry, The Malaw i economy maintained above
average rates of  growt h in response to grow th in  agr iculture, especially the development of
new  t obacco est at es. Indust ry and service sector also regist ered impressive growth.

However,  t he top dow n strat egy failed miserably.  The predict ed t rickle down of  income f ailed
because estat e incomes w ere t oo low . T echnological cross fert ilisat ion did not  materialise,
eit her.  A majorit y of tobacco producers were glorified smallho ld ers or civil servants;  as such
t he estat es w ere not w ell equipped nor well managed t o set  the desired examples.
7

  The
dichot omy betw een e st at es and smallholder was a breeding ground for conflicts over land,
labour and even markets and the Banda model f ailed t o spark the agrarian revolut ion that had
been ant icipat ed.

The ant icipated rise in cash crop production by smallholders did n ot mat e rialise and the
remaining land among smallholder was not  enough t o meet  the count ry´s food require me nt

(see:  Figure 1. 3, below ).  Poor f armers could hardly re alise a food surp lus to sell t o ADMARC.

The few w ho got  a surplus it was never a regular t rend and t hey remain ed inside the income
def iciency t rap as ADMAR C paid les t han 40% of the internat ional prices.

7

      A ma jori t y of t obacco producers were al so most l y gl ori fi ed smal lhol ders or ci vil  servant s

Fi gure 1.3:  M A I ZE D EM A N D Vs SU P P LY

-

500,000

1,000,000

1,500,000

2,000,000

2,500,000

1964

1966

1968

1970

1972

1974

1976

1978

1980

1982

1984

1986

1988

1990

1992

1994

1996

maize Supply

M ai ze Demand

The adverse price movement s, especially f or oil in 1979,  deliver ed the f inal verdict  on Malaw i.

This w as a t urning point  in the fortunes of the country.  High import prices and low  export

values caused a sharp decline in the t erms of trade.   The est at e sector would no longer

anchor t he Malaw i economy as the sole engine f or growt h.

This was f ollow ed by the civil w ar in Mozam bique, which closed Malawi’s direct out let s to the

sea (and sharply increased t ransport  cost s) and result ed in a mass influx in ref ugees later in

t he decade. Agricultural growt h also fell t o about 2. 5 percent per annum in the 1980s - less

t han the population  grow th rate - wit h particularly poor performance in t he smallholder sect or.

8

Mkandaw ire (1999) att ributes t he overall st agnat ion in smallholder production t o reduced

access t o k ey product ive inp uts such as land a nd low incomes. Product ion stagnat ed

becaus e t he smallholders could not  ado pt land productivity en hancing t echnologies such as

hybrid maize and fertilisers, which required resources or at least  availability of credit.  Their

high concent rat ed in maize product ion, w as largely f or int ernal self - consum pt ion while t he

scope f or int ernational t radabilit y.

The most crit ical concerns arise f rom increased export s of  t obacco, tea, and sugar,

simult aneous ly as food production w as d eclining.  Low prices that ADMARC p aid t o maize

producers did not encourage est a t e product ion of maize, either.   Since estat es w ere not

eligible t o receive su bsidized fertiliser,  maize prod uct ion was unprofit able wit hin the price

range paid by ADMARC.

8
 The economi c out come was worsened b y t he fact  that the small holder sect or, comprisi ng nearl y 2

mi lli on farm famili es had been marginali zed. This was a sect or taske d t o produce 80 per cent  of the

count rý s food producti on, but onl y 10 per cent of total  export s so it  could provi de 60 per cent  of t he

count rý s workforce

Evide ntly, a government  de cision t o incre ase maize  prices result ed in  some years  of  bumper
crops because of est ate production. Somet ime in t he 1980 ´s Malaw i export ed ma ize to
surrounding nations, a development  t hat  f uelled t he image of t he count ry as one of  t he
economic miracles of  Africa.

Tobacco prod uct ion under quota syst em a llowed t obacco farmers to use only part  of t heir
leasehold land. The remaining land would have been used t o produce maize.  However,
f urt her declines in the maize - t obacco price rat io an d escalatin g f ert iliser prices [following
periodic devaluatio ns]  made estat e mai ze prod uct ion absolut ely and relat ively unprof itable.

The fact t hat land rents had remained economica lly t oo low , had also lower t he opport unit y
cost s of idle land.  Most  f armers t heref ore kept t heir land idle.  I n Kasungu alon e, estat es used
only 45% of  t he ir land.

These practices persist ed w hile agricult ural surveys revealed high levels of malnutrition and
child mort alit y.  These f in dings suggested that the economic grow th model of  t he 1970s and
early 1980s h ad benef ited only a  few,  while t he majority of sma llholder f armers had not  seen
t heir circumstances improve.

The government sust ained its resistance to agricult ural reform and Est ates emerged t he
winners as t hey acquired  the best land. They also had access t o collat eralised f inance
secured b y t he same lan d acqu ired from smallholders. G overnment  po lic y of repressed
int erest  rates lit erally sub sidised the cost of estate f inances. Estates also enjo yed a
f avourable tax regime w ith a la nd t ax of  only 10 Kwacha per hectare alt hough it was lat er
raised to 30 Kw ac ha per hectare.  This all w ork ed at t he expense of alleviat ing povert y

(Mk andawire, 1999)

 Chapter 2:

PUBLI C SEC TOR PO LICIES

Grow th I mplicati ons

The success of post independence Malawi is exemplif ied in unbrok en growt h during 1964 -

1978.   Using vast quant i t ies of  available land, est ates responded to export price

improvements averaging 7.1% per annum (1967 - 73) and very hig h by a ny previous

st andards.

 The resulting surge is ref lected in sustained growth in agricult ure averaging 4.1% per annum

(1965 - 80). Outp ut  of  t obacco alone rose f rom 20, 600 t onnes in 196 7 - 71 to 54, 580 tonnes in

1980,  annual growth of some 18.3%.

This translated int o GDP g rowth averaging 5. 5%,  and annual growt h in  industry and service

sect ors averaging 6.4% a nd 6.7%, respectively (W orld De ve lopment  Report, 1992) .  The

changing pat tern of  Malawi´s economic fortunes is ref lect ed in strong export  growt h and a

major b oost in f iscal revenues that combined with high levels of  aid/ GDP rat ios t o support

high levels of  public investment .

I nitially, p ublic invest ment w as signif icant,  accounting for tw o - t hirds of  tot al invest ment .

However,  t he governme nt faile d t o t ranslat e these invest ment  out lays into so cial welf are

improvements. Health and education expenditure remained b elow 6 percent  of GDP in t he

lat e 1960s,  and despite continued growt h social expe nditures fell t o a bout  5 percent by t he

mid 1970s (Prior,  1990: 173).

Much of  the public resource w as dep loyed t owards public sector expansion. This was a

program of  creat ing parast at al organization to  undert ake various privat e sect or activities in

indust ry, t rade,  finance, and farming and propert y develo pment . At  t he time t he st rat egy w as

t o ext end t he scope f or st ate driven development  to other sect or outside agricult ure.

Short of  being const rued a n at ionalizat io n program;  the program of  parast at al development

brought  much of  the private sector under government  control. Most such investment s w ere

made t hrou gh g overnment  ministries.  These eff orts were complimented by MDC  involve me nt

in industrial devel opment alongside ADMARC and Pre ss Corporat ion owned b y Dr Banda.

This was t o replicat e t he agricultural optimism that had seen t he govern ment place t oo much

emph asis on est ate agriculture at t he expense of the smallholder f armers.

Changi ng Fortunes

The en d of  Malawi´s fortunes did not  come abru ptly. Alt hough exp ort  prices remained

f avorable,  averaging 3.8% per a nnum during 1975 - 84,  agriculture expansion had receded to

an annual average of  2. 2% during t his perio d.  Th is t ranslated int o lower rates of GDP gr ow th

The govern me nt clearly recognized t he need t o reform t he public sect or,  but its own view  t hat

State Enterprises w ere founded out of  t he best  of intentions st ood in contrast  to glaring losses
which resulted in reduced social spending.  The view  of  t he government  was t hat stat e
ent erprises w ere created t o e nsure t hat  cit izens had access t o goods and services t hat  the
privat e sector might not have been willing or able t o provide.

The government also arg ued that some ent erprises required high levels of  invest ment  and in
some cases a foreign technical part n er had t o be brought  in.  The latt er demanded
government  involvement  not only t o inspir e conf iden ce,  but as prot ectionist guarantee f or
recovery of  initia l investments wit hout  compet it ion,  given t he f act t hat  t he market  was small
and any competit ion would h ave been f atal.

The apprehensions of  the government t o reforming t he p ublic sector are not  wit hout  cause.

Early eff orts at  public  sector reform in Malawi h ad s park ed w hat  turned out  to be a cabin et
crisis.  Concerns over t he management  of  t he t ransition f r om an expatriate - based civil service
t o one dominated by Africans has resulted in The Skinner Commission, est ablis hed in 1964.

The report  recommend ed lower salaries and job reclassification f or Af rican employe es taking
over the civil service.

These recomm endatio ns were adopted and t he salary scales w ere compressed accordingly.

However,  very lit tle eff ort  was allot ted the more imp ort ant  task of creating incentives in t he
pub lic sector in order t o ensure the eff icient  provision of  basic services in,  for exam ple,
educat ion,  agriculture,  healt hcare and communicat ions .

Resistance to public sect or ref orm was apparent  in response t o a study commissioned by The

Economic Commission f or Africa in 196 6(Msosa 19 98).  This had recommended measures
aimed at increasing pub lic sect or efficiency and improving administrative capacities in stat e
instit utions. Very f ew of its recommendations were adopt ed.

Equally ineff ective was t he Herbecq Review  Commission of  1985  whose recommend ations
on st af f st ructure,  career development  an d job grading were n ot fully implemented. The
proposals were meant to improve the quality of the civil service,  w hile put ting a cap on
employment . O n the contrary, the number of  civil servant s cont inued to grow rapidly during
t he 1980s.

Parastatals Sector

The lack  of commitment to ref orm persisted while t he parastatals sector increasingly became
a major liabilit y t o Malaw i.  Over t he period 1985 - 92 t he W orld Bank  had urged Malaw i to
rethink her syst em of  economic pat ronage and downsize a pat ent ly ineff icien t  public sector.

The Bank  proposal suggested a combination of measures to improve t he management  of
parastat al finances,  while f ost ering development of  private industry,  in a t ransit ion towards
mak ing capit alism more significant .

Declining sign if icance o f  the public sect or is evident from a decline in parast at al cont ribut ion

t o national output from 9. 5% of  GDP in 1980 t o only 3.9% in 1986.  Contrary t o government ´s

justif icat ion of  t he role of  parastat als in industrial development , the share of public ente rprises

in non - agricult ural activity w as only 6% of  G DP in 1991 compared to 11.7% in 1980.

Their share of  gross domestic invest ment  also declined t o only 10. 2% f rom 49. 6% in 1980.  I n

relation to nat ional output,  t he share of  public ent erprises in gross in vest ment  also declined

f rom 12. 3% of G DP t o only 2. 2%.

I nvariably, Gross domestic credit t o public ent erprises account ed f or 38% of  GDP in 1986.

Apart f rom covering operation al losses, most such credit  went to payroll deman d of  bloat ed

employee regist ers, which consistently account ed for 12% of  f ormal sect or employme nt in the

count ry.  The de leterious eff ects of parastatal borrow ing is manif ested by t he f act  that t he

share of  public ent erprises in domestic credit  `out st anding´  w as as high as 20.4% of  GDP in

1991.  This w as inspite of stat e subvent ions averaging 1% of GDP from 1985 - 89.

11

Pri vati sation & Di vestiture

Adopt ion of privatisat ion by t he resistant  government poses a nu mber of interesting areas of

examinat ion in public sector reform.  Admitt edly,  t he m ain obstacles t o privatisation in Malawi

have been dist rust,  instit ut ional impediment s and poor planning. The not ion of "privat isat ion"

seemed to arouse tenacious bureaucrat ic resist ance.

These are sent iments embodied in t he p hilosophies that prevailed w i t hin t he D epart ment  of

Statut ory Bodies that had demonstrated lack of  authorit y and polit ical support to oversee

improvements in parastat al financia l management .  W as it t hen f easible for Malawi to

undert ak e privatisation under t he same instit ut ion?

This, o f  course,  is in addit ion to t he restrict ive polit ical environment,  sensitivity t o foreign

inf luences and distrust  of the mot ives of foreign invest ors.  Moreover,  t here w as unease about

t he social repercussions of displacing massive numbers of sk illed w ork er s.

The outcome is t hat  privat isat ion result ed in only 35 transact ions bet ween 1980 and 199 3.

This is an average of only 3 per year and does not compare wit h the f act  that the new

government  conclud ed 9 privat isat ions in 1996 alone.   I n a period of f ive ye a rs (1996 - 200 1),

t he new government  had concluded 44 privatisations,  raisin g a t ot al of $1. 2 billion.

Summary

A very out st anding feature of Malaw i´s economic st ruct ure appears to be stat e involvement ,

crafted along the lines  of  pat ronage.  Public sector expa nsion f ollows t he same t rajectory as

11

            Quantifi cati on of t he preci se degree of resource haemorrha ge b y parast at als i s a tri ck exerci se i s a

compl ex task because it would i nclude Indirect  t ransfers includi ng the absorpti on of l osses,  exempti ons

or non - pa yment  of duties and t axes which remai n a major drain on publi c budget s

estate domination in the agricu ltural sector.  The e st ablished cult ure seem t o have been
reinforced by the f act  that the prime benef iciaries subsisted in a climate of  influence and w ere
t herefore not amenable to any gos pel preach ing the advantages of change.

Early at tempts at  privat isat ion appear t o have suf fered serious inst itutional impediment s that
mirror t he lack of political will.  To t he ext ent  t hat  t he public sector provided  job openings f or
employees int roduced b y polit icians, it w as essent ially part of a polit ical utilit y funct ion. St at e
ent erprises undert ook  inappropriate investments, which e ntailed huge unjustif ied capital
out lays to generate outcomes t hat w ere polit ically desir able.

The fact  t hat  t he qualit y  a nd coverage of  product s and services off ered w as poor, but  sold at
artif icially low prices served t he government pursuit  for polit ica l triumphalis m.  W eak financial
performance result ing in losses was ant icipated and t he huge bailouts that persist ed serve d
t he regime.

I mplement ation of  t he rest ruct uring/divestit ure programs, clearly demanded req uisit e skills to
set goals,  priorities, sequencing of  t he privatisation program.  G iven t hat  the Depart ment  of

Statut ory Bodies suf fered persistent lack of  sk ills to  undert ake adequate prepa rat ory work,
government  acceptance of  privat isation did not  reflect a change of polic y st ance.
12

 Most
parastat als had w eak  and cumberso me organ izat ional st ruct ures and requiring them t o ref orm
t hem selves was a clear sign of unwilli ngn ess t o ref orm.
13

Three d ecades of  cent ralized investment planning, extensive government  cont rol and
regulat ion of economic act ivit ies also creat ed mist rust for t he privatisation program. This is in
add ition t o t he fact  that privat e sect or init iative ha d been suppressed by a pervasive
disincentive regime.
                                                                                                                      14

 Persis tence of an at mosphere o f partial economic liberalization also
signalled government reluctance to liberalise privat e act ivit y.

Privatisation it self  had serious af f lictions from bureaucrat ic discr et ion in t he applicat ion of
cont rols and arbit rary administ rat ion.   The poor financial condit ion of indust rial parast atals and
t heir inabilit y t o service t heir debt had also undermined their marketabilit y as a firm.   The use
of  licensing and other regulati ons t o curb non - indigenous entrepreneurs has also under mined
conf idence among the Asian and expat riat es to invest in privatised ent erprises.

12

          The government  it self adopted a number of ad hoc approaches, l eaving most  of t he work up t o the
parast atal s themselve s -- hardl y di si nt erested part ies

13

          The establi shment of the Privati sati on Commi ssion onl y ca me under the rei gn of t he new
government in 1996, al most  twel ve years aft er privati sati on had st arted.

14

          To some degree, t he rel at i vely l arge informal sector in Mala wi  woul d suggest  that busi ness was
alread y att empti ng t o escape ext ensive stat e i nt rusion by early 1990´s

Chapter 3:

I NDUSTRI AL, AN D TR ADE POLICIES

I ndustri al Ow nership

Since independ ence in 1964,  Malaw i indust ry has b een d irect ed by g overnment  policy of

seeking comprehensive ow nership of the means of  production and centralised management

of  t he economy. Ownership has been pursued t hrou gh a strat egy of  setting up ind ust rial

development inst itutions ext ending f rom the ma instay of government.  This has been

accomplished in three ways.

Firstly, government  creat ed MDC  as a specialised development bank t o est ablish new

indust ries. MDC was inst rumental in providing long - t erm financing f or invest ment  at  early

st ages of developm ent .  Its key in dustries include d t he Portland C ement  Company of  Malaw i,

packaging Industries, as well as invest ment  in Commercial Bank of Malawi.

15

Secondly, government  compelled ADMARC to est ablish ADMARC Investments Comp any to

recycle profit s made f rom p roduce trading int o ownership of  indust ry.  ADMARC w as sole

invest or in Finance Corporation of Malaw i exclusively providing import export  finance.

ADMARC also jo ined Barcla ys and St andard Bank in t he localisat ion of National Bank  of

Malaw i.

                                            16

Thirdly,  Pr es s Corporat ion ow ned b y Banda underto ok a number of acquisit ions in the key

st rategic areas of  t he economy.  Press joined ADMARC as co - invest or in Nat ional Bank .

Press also joined MDC as invest ors in Nat io nal Insurance C ompany, and un dert ook  joint

invest men t s with Carlsberg Denmark in Carlsberg Malawi.

Press Corporat ion also owned a large number of t obacco est at es under Press Agricult ure,

General F arming.  This was in addition to Kh asu, Mudi , Kasonjola and other estates ow ned

personally by Dr Ban da.  Me anw hile,  Blant yre Print  ow ned pr ivat ely b y Dr Ba nda also

acquire d shares in Limbe Leaf  tobacco t hat in t urn took up shares in Auct ion Holdings Ltd,

joint ly wit h ADMARC.

I n t he 1970´s,  Dr Ba nda´s direct ive removing all Asians f rom the rural areas paved t he wa y f or

expansion of  PTC shops under press Corporat ion and also Chipik u st ores owned b y Lonrho.

Finally, government it self invest ed in various enterprises that would have elicit ed private

sect or part icipation. Throug h t he Treasury, g overnment  acquired share s in t he N ew Building

15
            MDC also owned Col d St orage Compan y, Agri mal, Plastic product s Ltd

Societ y, as a co - invest or wit h Lonrho.   Government shareholding in Commercial Bank of

Malaw i also supplement ed MDC invest ment .
17

These ow nership st ructures clearly have implicat ions in privat e sect or development .

Government ´s int rusiv e ha nd coupled with personal business interests of t he Preside nt
pract ically limited Malawia n entrepreneurship to the inf ormal sector.   Foreign investment
mat erialised only if  undert ak en in part nership wit h governme nt and its agencies.

I n addit ion to gove rn ment cont rolling t he massive  parastatals sector,  government also
obt aine d a means cont rol manage ment in t he mainst ream of  t he private sect or.
18

 Th is w as in
add ition to marshalling of f inancing from financia l inst itut ions t o specif ic companies and also
t he  practice of  pref erential treat ment  in f avour of cert ain borrowers.
19

The government ´s protect ionist  st rat egy was also legit imised t hrough a requirement f or an
indust rial licence t o b e obt ain ed b efore commencement  of any indust ry.  This w as a provision
of  t he I ndustrial Development  Act of  1966.   Prior t o applying for a licence, it was also a
precondition t hat  an invest or proves source of  f unds f or t he business.  The industrial licence
app licat ion f orms also required indication that  a company has been regist e red and that land
has been acquire d t o implement  t he project.

I ndustrialist s ended up in a Cat ch 22 situation  because f unding age ncies also d emanded an
indust rial licence bef ore loan ap plicat ions w ould be processed.  The land depart ment  also
needed assuran ce t hat  licence had b een obt ained before land w as allot ted. At the t ime,
company regist rat ion took a minimum of  six months a s applicants´ details were vet ted by t he
int elligence agencies.

The final issuance of  a licence a lso depe nded upon exist ing indust ries agree ing t o
compet ition. A common ex cuse w as t hat  the mark et w as small and t hat  existing operators
had adeq uat e capacit y to meet demand.  Some licen ces were grant ed on condition that t he
new  operat or does n ot sell locally.   In most  cases disputes protr acted over a p eriod of two
years, during which prices of  capit al equipment  changed af fect ing project viabilit y.

16

            ADMARC al so owned Mal awi Insurance Brokers Lt d, Grai n & Milling Co Limit ed

17

            Go vernment  also owned Le opard Mat ch Compan y, Mal awi Cat ering  Services, Malawi  Dai ry

Industries, Mal awi Propert y invest ment  Compan y, Mal awi Rural Fi nance Compan y,

18

            By vi rtue of publi c cont rol of New Bui lding Societ y and Commercial  bank of Malawi , John Temb o
was Chai rman i n both. As chairman of Bl ant yre Pri nt, John Te mbo wa s automati call y Cha i rman of

Li mbe leaf Co  and  Aucti on Holdings. As lead  l ocal shareholder in Nati onal Bank, Press had thei r
managing direct or as Chairman and he came right under John Te mb o as Chai rman of Press Corporati on

19

            Bad debts of Press to Commercial Bank of Malawi amounting to $39 million was replaced by govt
bonds in 1984 Debt recovery.  Six million shares of Press held in loss making Dwangwa Sugar Corporation
were transferred to  government.

For many years af ter independence Malaw i indust ry has also been based on  import

subst itution, heav y prot ect ion,  and ant i - export bias.  Through t he MDC, ADMARC and  Press

Corporat ion t he government pursued a deliberate st rat egy t o produce imp ort ed goods locally

in order to save f oreign exchange.  The government  also promulgat ed heavy t arif fs and dut ies

on import ed products some of which were also s ubject  t o licensin g, quotas or complet e

embargo.

The implicat ions of  import  subst itution have been larg ely adverse f or Malaw i.  Th e limited s ize

of  the local market has meant t hat  capacit y utilisat io n in most indust ries depended on high

rates of  growt h in consumption.  Th e inward looking strat egy also  deprived the industry t he

opport unit y to explore export  market s f rom which increased capacit y ut ilis ation w ould

t ranslat e into f urt her emplo yment  creation.

I ndustri al Poli cy I mplications

I n t he early years a f ter independence,  Malaw i indust ry grew  at  ver y high rates averaging

6. 4% per annum (1965 - 80).  This was att ribut ed to expansion in indust ries processing

agricult ural product s (especially tobacco,  tea and sugar) and grow th of import  subst itut ion

indust ries  producing consumer goods.

This was ref lect ed in t he doubling of t he ind ex of manufacturing emp loyment  f rom 91.0 in

1969 t o 184. 0 in 197 8 (1970=100,  UN St atistical Yearbook , 1979/80, page 89).  The index of

indust rial production also rose sharply from 56 in 1970 t o 122. 0 in 1978 (1975=100).  As at

1969,  t he number registered unemp lo yed was only 1,200.

The dow nturn in  the indust rial sector t hat  started t owards the end of t he 1980 ´s has much to

do with event s emanat ing f rom t he f oreign  sector t hat  underm ined the gro wt h rate of

aggregate demand wit hin Malawi.  A drop in export  prices had reduced t he f low of  foreign

exchange and t herefore slowed t he growth of incomes.  Slow  grow th in domes tic demand

largely accounted for t he drop in industrial expansion t o an  annual aver age of  only 2. 2%

1975 - 84.

Much of  the indepe ndent privat e indust rial sect or w as also constrained as government  and

parastat al monopoly of  credit limit ed t heir access t o credit f rom 76%  in 197 3 t o only 24% in

1987.   The drop in parast atal share  of  non - agr icult ura l GDP f rom 11.1% in 1980 t o 6. 1% in

1985 is not consistent wit h t he f act  t hat  the share of  bank  credit  t o the public sector rose f rom

44% to 69% during t he same period.

Fig u r e  3.1 CAPIT AL  ANDRAW M AT ERIAL  IM PORT S

                - 60 .0 %

                - 50 .0 %

                - 40 .0 %

                - 30 .0 %

                - 20 .0 %

                 - 10 .0%

                       0 .0 %

                    10.0%

                   2 0.0%

                   3 0.0%

                   4 0.0%

                                                               198 8 198 9 199 0 199 1 199 2 199 3 199 4 199 5 199 6

                                                                              %  gr ow th in c apital goods  impor ts

                                                                              %  gr ow th in inter mediate goods

                                                                              impor ts

Figure 3. 1 above shows t hat  the rate of growt h of indust rial raw  material imports declined in
response t o a drop in domestic demand.   Subsequent ly,  f irms suspended  long t erm
invest ment  decisions and r educed capit al imports as well.  Aft er 1993, f irms undert ook major
reduction in invest ment  and  capacit y ut ilisat ion.

These developments w ould have been at tribut ed to import liberalisat ion but  this period is
accompanied by massive reduct ions in the rate of growt h of import s of  consumer goods.

The det eriorat ing private sector investment initiat ive  is also evidenced by t he f act that annual
average gross private investment declined from 7% during 1975 - 84 t o 6% dur ing 1985 - 89.

The dow nward trend is more apparent  in private savings which declined f rom 15. 6% 1974 - 85
t o only 10% 1985 - 89.  Gross domestic s avings droppe d f urther to 5. 1% during 1990 - 96 period.

The downt urn in t he economy is ref lected more widely by declining wages, t he highest  of
which was in t he manuf acturing sect or from $75 in 1980 t o only $13.00 in 1995. W ages
declined in every sect or of the economy as show n in Table 3.1.

Tabl e 3.1:

                                                                                         W AGES IN ECO NOMIC SECTORS OF MAL AWI   (CURRENT $

                                                                                         PER MON TH)

 1980  1986  1987  1988  1989  1990  1991  1992  1993  1994  1995

Agriculture
sect or  20. 00  14. 00  13. 00  12. 00  13. 00  15. 00  16. 00

I ndustrial

Sect or  75. 00  54. 00  57. 00  53. 00  53. 00  65. 00  55. 00  47. 00  40. 00  21. 00  13. 00

Mining &

Quarry  36. 00  29. 00  20. 00  17. 00  17. 00  20. 00  30. 00  23. 00  59. 00  30. 00  18. 00

Const ruct ion  60. 00  31. 00  29. 00  29. 00  29. 00  30. 00  31. 00  34. 00  33. 00  22. 00  17. 00

Trans ,  storage

& Comm.  99. 00  50. 00  47. 00  49. 00  62. 00  63. 00  70. 00  66. 00  63. 00  37. 00  25. 00

Community,

social &

personal        59. 00  50. 00  43. 00  24. 00  12. 00

source: African Development  I ndicat ors

1998/ 99

Deteriorat io n of Ma lawi indust ry is closely associat ed wit h t he deterioration of the st at e

ent erprise sect or becaus e parastat als supplied most  of  the indust rial out put .  Their

performance w as dismal,  due to poor management , polit ical int erf erence, and organisat ional

i nef f iciencies. Despit e unlimited access t o resources,  their invest ment s were poorly

conceived, t he design and qualit y of t heir products/ services w as poor and pricing was sub -

opt imal.

I ndustrial capacit y amo ng the parastat als indust ries also remained t oo  low f ollow ing episodes

of  foreign exchange short age, which aff ected import s of raw mat erials. The f act that sub -

opt imal product  pricing result ed in p ayment of sub - mark et  prices t o households supplying raw

mat erials also extends the indict ment  of ADMARC ta xation policies t o the indust rial sect or.

Malaw i great ly needed to minimise ef fects of export price def lation  t hat  aff ected much of

commo dit y prices.  Promot ion of  non traditional exports provided a possible avenue.  How ever,

t he government´s empha sis on an  inward indust rial st rat egy dest royed incentives for

development of  non - t radit ional export s.   This forced the government  t o rely heavily on foreign

borrow ing to finance imports.   Thus, apart from t hreatened domest ic bank liquidit y

parastat als became a sou rce of external debt accumulat ion.

Trade and Exchange Rate Policies

The gov ernment´s Import  Subst itution Industrialisat ion (ISI) strateg y a lso h ad strong backing

f rom a protect ionist  trade regime placing heav y restrict ions on imp ort s.  The governme nt

impose d administ rative cont rols on imports, requiring licences t o import certain commodit ies.

Government  also int roduced a numb er of Physical controls.  They inc luded quota rest rict ions,

and in some cases, a  complet e embargo against  specified imports or imports  from certain

count ries.

Through the Reserve Bank of  Malawi,  t he government also administered f inancial cont rols in

rationin g of f oreign exchange for payment  of imports. Addit ionally,  the Ma lawi government

int roduced a ran ge of  tariff barriers t o import s.   They involved selective rates of dut y be ing

app lied t o import ed commodities and arbitrary rates of surt axes, excise dut ies and levies.

retainin g f or own use or profit able gain.  On the stipulations of the liquidit y preference t heory,
t he latt er prevaile d.

I nterest Rate Policy

The absence of  f unctioning capit al mark et s at the time of  independence,  clearly presented a
dif ficult choice t o government  plans t o deve lop agriculture and indust ry. One choice was for
government  t o engage in a prot racted task of  laying  inst itut ional f oun dat ions of bond and
equ ity mark ets.   This was to culminat e in to a capital mark et to support  both agricult ure and
indust ry.  One alterna t ive presented government  w ith t he cho ice to use public f unding t o
develop parast at al organisat ions, How ever,  yet anot her alt ernat ive present ed government
wit h the choice to compel bank s to lend t o specif ic sectors.

Given t he pressures to deliver a new ec onomy consist ent  wit h aspirations of  t he poor,
government  chose t he second alternat ive as a matter of  expedienc y.   However,  t he t hird
alt ernative k icked in w hen it  became apparent  that the government´s industrial developme nt
agenda would not  be accomplishe d wit hout recourse to resources of t he banking system.

I n addition t o direct ing credit,  t he government  also adopt ed a polic y of  keeping interest rat es
dow n t o allow  parast at als to obt ain cheap finance via government  guarantees.
20

 Figure 3. 3
below shows th at  for much of  the 1970´s and 1980´s,  government held int erest  rat es below
mark et - clearing levels.  Nonet heless,  high rat es of  output growth raised the aggre gat e level of
f inancial savings.

Figure3.3:  REAL  IN TER EST  R ATES IN MAL AWI

                -50.00%

                -40.00%

                -30.00%

                -20.00%

                -10.00%

                     0.00%

                  10.00%

                  20.00%

                                              1970 1971 1972 1973 1974 1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996

                                                                                                            Real Disco unt Rates

                                                                                                            Real lending Rates

                                                                                                            Real Depo sit rates

By k eeping real int erest  rates on de posits an d loans low t he government engineered a
massive t ransf er of w ealt h from savers (mostly households) to parastatal borrow ers.

20

            Commerci al  bank once provi ded l ending to tobacco farmers buyi ng off est at es from ADMARC onl y
i f Peat  Marwick was the auditor

Moreover,  because strict foreign exchange controls prevented households from convert ing

t heir savings into foreign assets,  households were forced t o accepted negative real interest

rates. Real deposit rat es have not been posit ive in Malawi unt il 1990.

Agenor and Montie l (1996) def ine f inancial re pression as p henomenon associat ed w ith

negat ive int erest  rat es caused b y gover n ment  int ervent ions. McKinno n (1988) ident if ies

f inancial re pression  in t he context of  reduct ions in the flow of loanable  funds associated w ith

discretionary ba nk lending. He also ident ifies f inancial repression as a source of ret ardation in

invest ment , w hi ch occurs by punishing liquid asset s and encouraging inflat ion hedges. He

also argues that f inancial repression also und ermines  monet ary stabilit y r equired t o support

robust open mark ets in st ocks and bonds.

                                                                                                Figure 3.4: FIN ANCIAL RE PRES SION SAVINGS &  S T AT E BORROWING

                -30.00%

                -20.00%

                -10.00%

                      0.00%

                  10.00%

                  20.00%

                  30.00%

                  40.00%

                  50.00%

                  60.00%

                                                               1980 1988 1989 1990 1991 1992 1993 1994 1995 1996

Gro ss Do mestic Savings

Real Disco unt rate

Go vt B o rro wing

Figure 3.4 above shows t hat  t he real discount rat e has had a propulsive influe nce on the rate

of  savings lagged by one year. How ever, the economy se ems t o save more when t he

government  is borrowing less and vice versa.   This would suggest that financial repression is

also consistent wit h government desire to secure reso urces to f inance the budget  or resource

t ransfers t o selected industries in t he parastat al sect or at a very low  cost.

However,  in assessing whether select ive interventions were good for growt h,  t he governmen t

did not set  prerequisites for success. Polic ymak ers concent rated on propping u p industries

wit hout engaging in rest ructuring t o avert f ailure.  Th e government s also neg lect ed to develop

instit utional mechanisms t o est ablish clear performanc e crit eria for select ive int ervent ions and

also t o monit or performance.

Chapter 4:

WORLD BANK AGRICULTU R AL MOD EL

New  Agricultural Poli cy

I MF and W orld Bank involvement  become significant at the onset  of  ext ernal eco nomic
shocks that had undermined the estat e sector as  a singular engine  for t he grow th and
economic securit y of Malawi. G iven government´s obsession w it h t he est at e sect or t he
at tention of W orld Bank  in support ing smallholder production, exemplifies the contradict ion
bet ween government´s model and the Bank  A gricult ural model.

On its ow n the Bank  f ocused on area - based,  integrat ed rural develop ment projects in t he lat e

1960s and  lat er switching t o a less capital - int ensive approach,  under t he umbrella of  t he

National Rural Development  Program, in 1970´s  which placed greater emphasis on
agricult ural extension. The W orld Bank later moved towards sectoral operations in extension,
agricult ural research, and smallhold er credit.  The role of  t he W orld Bank  w as lat er def ined b y
a series of  struct ural adjustment credit s  wit h signif icant agriculture - related conditionalit y t hat
were made following t he balance of  payment s crisis in t he late 1970s.

The 1980s saw f ive Bank - supported polic y ad just ment  operat ions wit h a t ot al value of  $200
million.  The f irst  set  of  strategies f ocussed on t he last  f ive years f rom 1981 - 85.  In large part,
t hese changes resulted from the conditions at tached t o struct ural adjust ment  loans (SALs)
made t o t he government by t he W orld Bank  and the I nternat ional Monetar y Fund (I MF),
hence t he generic ref erence t o the st rat egies as the Bank - Fund Model.

The SALs were to address Malaw i’s det eriorat ing terms of t rade and balance of  payment
problems b y promoting new agricultural pricing policies,  st at e divest iture of  agricult ural
mark et ing funct ions, growt h o f  t he privat e sector, removal of  f ert iliser and other subsidies, and
increased production of  food and export crops.

Fi rst Bank Agricul tural Model ˘  (1980 - 90)

The b asis of t he Bank  Agricultural Model (BAM) for recovery of  t he agricultural sect or w as
relaxa t ion of the price sett ing syst em and improvement s to t he efficiency and fiscal position of
t he major market ing parast at al, ADMARC.  The Bank  Agricultural Model (BAM) w as extended
t o include t he provisio n of tobacco production lice nses to smallholders.  The p rinc ipal objective
of  t he invest ment  operat ions w as t o increase smallho lder product ion,  especially f or the export
mark et.

The main constraint  t o t he Bank Model is alw ays t hat  Dr Ban da h ad p laced t op p riorit y in t he
smallholder sector on self - suff iciency t hrough maize production as opposed  t o income
generat ion.  His overall development st rat egy was to develop an agricult ural surplus. He

dominated t he eco nomy,  and shaped t he direct ion of ext ernal assistance and t here w as

not hing t hey could do t o surpass the M inister of Agricu lt ure.

Low  prices f or smallho lder product s were an element of  t his flaw ed st rat egy. In particular low

maize prices dissuade d estates from using idle land t o produce commercial maize. There w as

increasing disqu iet about cont inue d support o f  the regime,  but  t he W orld Bank´s involvement

was st rongly inf lu enced by t he troubled regional sit uat ion and it s devast at ing ef fect on Malaw i.

Throughout t he 1980´s the W orld Bank w as forced to accept  the dualism in the agricult ural

sect or as given.  Desp ite t he broader constraint s on small - scale ent erprises and t he dist ort ions

t he agricultural economy w as causing in la bour and product markets, it persist ed. This po lic y

held dow n t he value  of  smallholder out put  and real w ages and impoverished the  smallhold er

sect or and also reduced t he scope f or expansion in small and medium ent erprises.

The Bank ’s ended up w ith two approaches,  f ocusing on adjustment t o improve product ion

incent ives, and direct ing ef forts tow ard t he poor b y imp roving food securit y through extension -

based ef forts. The lat ter paradigm could have b een abandoned if  t here had been progress on

t he former. There was clearly no ef fect ive linkage between t hese tw o eff orts.

The instit utional structure on t he Malawian side reinf orced this eff ect. I n  addition,  on t he

t echnical side, the Bank placed great emphasis on yie ld increases as the basis f or

int ensification, particularly on maize.  This t ied in w ith the government view  of the smallholders

as subsist ence - based and led to more than 7 0 perce nt of  t he smallholder area being planted

t o maize.  Given the limited income pot ent ial of  t his approach,  smallholder response w as

t epid,  w hich w as the main cause of t he poor results of early adjustment .

Re vi sed Fi rst Bank Agri cultural Model ˘  (1987 - 90)

For long - t ime, repressive policies of  t he Banda regime concealed t he ef fect s of low f ood

production on t he country´s nutritional st andards. By the lat e 1980s,  the refugee inf lux

exposed the countr y´s nutritional problems and the regime´s w illingness to consider pol icy

changes increased.  The Bank  and other donors su pport ed a major co llaborative e xercise w ith

government  t o invest igate sectoral conditions.

Throughout t he 1980´s AD MARC had remain ed the main mark et ing channel and st orage

f acilit y of agricult ural produ ce and inputs. The Bank  Model sought t o diminish this role

significant ly and promot e great er privat e sector involvement .   Heightened ADMAR C act ivit y

also meant  a heavy f iscal burden.

The revised model f ocused on closure of ADMAR C markets t o permit t he entry of private

t raders, a ref orm st rat egy to involve privat izat ion/ liquidat ion of  t he loss making subsidiaries of

ADMARC invest ment s and t he auctioning part  of ADMARC´s market ing and storage
inf rastruct ure.

The reform program w as dodged wit h doubt s over unw ill ingn ess of private t raders t o operat e
in mark ets from which ADMARC had closed. The government  was particularly reluct ant on
account of the role of ADMARC as a source of supply in times of scarcity.  There was concern
t hat ADMARC w ithdrawal w ould give rise t o considerable resentment and lead to political
f allout  in t he aff ected areas.

The init ial reforms produced ver y litt le in t he form of privat e response because t raders still had
t o be licensed to operat e in designat ed areas.  Private trading was rest rict ed t o markets from
which ADMARC had pu lled out  and most such markets did not  meet  standards for profit able
participat ion.

Government  had also pe rsisted w ith requirements f or export licensing f or agricult ure
commo dities especially f or the main st aple maize and  groundnut s.   Private participat ion in t he
t obacco market w as also limited because smallhold er production, w hich was st ill subject  to
quota arrange me nts, produced very lit tle;  while estate producers had read y access t o export
mark ets via t he auction f loors .

The absence of  liberal pre - export f inancing in an  env ironme nt of highly collateralised lending
also meant  t hat  produce trading was a preserve of  businesses wit h a strong asset  base. I n
ef fect, that inhibit ed rural based privat e t raders, who were perceiv ed to have local knowledge
of  t he markets, and were e xpect ed t o promot e ret iculat ion of  produce among t he fragment ed
mark ets.

Progress on privat e t rading w as limit ed as ADMAR C st ill absorbed a lio n share of  t he off icial
maize market. Privat e traders found  themselves compet ing wit h a giant  t hat  dominat es in
t erms of  dist ribut ion net works, st orage and transportat ion inf rastruct ure and f inancial facilities,
but  is not prepared to off er a bet ter price t o the f armer.

The govern ment  rema ined reluctant to relinqu ish cont rol over f ert ilizers;  seeds and agro -
chemicals. The responsibility w as how ever t ak en out  of  government  t hrough establishment  of
t he EU supported SFFRF M as the main import er of f ert ilizer into the country.  Off icial seed
distribution also remained he avily cont rolled by the State despite the usual complaints about
low  qualit y of  seed The legal f ramew ork  for producing and distributing certif ied seeds also
remained unchang ed to allow  seed production.

Re vi sed Fi rst Bank Agri cultural Model ˘  (1988 - 90)

A su bsequent Bank Modelled int ervent ion into t he agricult ural sector invo lved est ablishment
of  a Smallholder Agricultural Credit  Administration t o manage a s ystem for t he ext ension and
cont rol of loans to farmers and village groups. SACA turned out  to be an ex t remely ef fect ive
credit  system w as established w it h t he best record of pay back in Malaw i.

This coincided with est ablishment  of  the Smallholder Fertiliser Revolving Fu nd t o centralise

f ert iliser procurement  and distribution outside government

Second Bank Agri cul tural Model ˘  1990

Ten years aft er t he f irst attempt at  giving smallholders an opport unit y t o participate in t he

count ry’s deve lo pment , Malawi´s poor were still ha ndicapped by high t axes. The  smallholder

sect or was effectively excluded from export p roduction and had to rely on subsist ence farming

while it  w as used as a source of cheap labour by t he est at es.

Through t he Second Bank  Agricult ural Mo del ˘  1990 (SBAM90) t he W orld Bank  sought  to

push f or change t hrough t he Agr icult ural Sect or Adjustment C redit,  approved in 1990.   This

program w as designed t o give smallholders direct  and untaxed access t o export  markets,

particularly for t obacco.

SBAM90 w as designed t o mob ilize a vast reservoir of  pot ential export capacit y and remove

one  of  the leading caus es  of rural povert y in Malawi by changing the  role of ADMARC and

establishing new  rules f or the production and mark et ing of t obacco. The project envisaged a

"new deal" f or smallholders , who would obt ain a substantial port ion of market revenues f rom

all t ob acco sales and gain access,  on a pilot basis, to the right t o produce burle y t obacco.

Since  burley t obacco yielded 10 t imes t he income per hectare of  hybrid maize (t he leading

subsistence crop), t he ref orms promised a strong attack on rural povert y.

SBAM90  also continued t o support macroeconomic ad just ment s in line wit h earlier

operat ions, and ad ded st eps to improve the eff iciency of  land use o n est at es;  divest ADMARC

of  it s non - commercial f unctions (or ensure t heir proper budget ary support); revise the Min ist ry

of  Agricult ure’s budget; and redirect maize breeding t owards high - yie lding flint  hybrids.

SB AM90 I mpl ementation

Although t he tobacco and ADMARC ref orms were precondit ions for release of  the second

t ranche of  t he credit , originally scheduled for Decem ber 1990 the government was unwilling to

implement  the new t obacco deal and  reduce ADMARC’s monopoly as pr omised. The

government ´s argument  was t hat t his would undermine t he estat es by f orcing t hem to pay

higher labour cost s.  The government was clearly rel uctant to dismantle the system t hat

allow ed est at es t o exploit smallhold ers.

The Bank also rejected t he alternat ives proposed by t he governme nt,  and t he release of t he

second tranche was suspended. The Bank held it s g round for 10 months, but it  event ually

release d t he second t ranche aft er the government renewed it s promise t o implement  t he

agreed reforms. The negot iations coinc ided wit h a sharp decline in bilat eral aid, as donors

became increasingly supportive of t he opposit ion’s demands f or free and f air e lections.

The Bank’s act ion at t he t ime may h ave been influe nced by it s awareness t hat USAID, t he
donor of  a follow - up project (t hen under preparat ion) w ould demand full implementat ion of
reforms as a precondition f or disbursements. Anot her view is t hat  t h e Bank , thanks to it s
pat ient  negot iat ion,  achieved a slight  relaxation of  constraints on t he smallholder sector,
opening the way f or the bilat eral donor t o insist, in t he follow - up project , on f ull deregulation.

By k eeping communicat ions w ith the governme nt  open, Bank  st aff believes t hey paved t he
way for a smoot h transit ion to a more democratic regime.

Act ual achieve ments under t he project  were modest .  Macroeconomic policy ref orms were
carried o ut wit hout significant  problems, but  major sectoral ref orms w ere still on hold when the
project  closed in 1992.

Chapter 5:

I NDUSTRI AL & TR ADE REFORM MODEL S

I ndustri al Li beral isati on

The industry policy Mode l of fered by the W orld Bank  placed greater reliance on deregulat ion

and the power of  mark et f orces in det ermin ing w ho goes int o business.  The f inancial

haemorrhage of f iscal resources arising f rom parast atals suggest ed t he need f or parastatal

reform as well as export  orient ation of  Malaw i industry,  and promot ion of domest ic and

external competit ion to increase ef f iciency.

The Bank  Model also summons improvement s in macroeconomic management  and a realist ic

exchange rat e policy as t he corn erstone of the reorientation ef fort s.  Overvaluat ion of  t he

Malaw i kwacha meant  that parastatals enjoyed an implic it subsidy on t he price of import ed

raw mat erials.  I nst ead of  pursuing tight demand management  t o redress external imbalances

and keep exchange rat es in line with domest ic macro f undament als, government s tended to

borrow  abroad to feed raw material imports. The ind ust ria l and t rade polic y ref orm pack ages

proposed by t he Bank   w ere practicable,  but government ´s re luct ance remained a binding

const raints aff ecting t he speed of  supply response.

Under t he I ndust rial & Trade Polic y Adjust ment  Credit  (ITPAC) a pproved in 1987 t h e bank

Mode l advocat es removal of  industrial licensing requ irement  to pave way for free ent ry of

indust rialist s in any sector w ithout restrict ion.   The model also recognises ab olition of  licence

as a means to promot e quick  diversification of  indust ries and  also t o promot e compet ition in

sect ors otherwise held as monopolies.

The Model also support ed creation of  Chirimba,  Kanengo and Luw inga industrial sit es in t he

t hree regions of  t he country.  To f acilit at e t hese deve lopment s the Bank provided a Sit es and

se rvice credit t o f inance development  of  pow er supply,  in roads,  and indust rial ef fluent

st andard sewage. Through the Malawi Development  Corporat ion,  the Bank  also provided

f unding f or const ruct ion of fact ory shells.

Under I TPAC t he Bank  model also proposed establishment of  t he Malawi Investment

promotio n a genc y,  as a one st op window t o promot e invest ments in Malawi.  These measures

were also accompanied by restruct uring of  the Malaw i Export Promotion Council (MEPC) to

promote Malawi exports.  The pr ogram a ls o cont ained measures to promote non t radit ional

exports from Malawi.

Chapter 6:

FI NANCI AL POLI CY REF ORM

Fi nancial Liberal izati on

Since  the mid - 1980s,  Malawi has att empt ed t o ref ormin g financia l s ystems t o promote
compet ition in t he financial sect or.  Financial liberalizat ion has also aimed t o d evelop the
scope f or financial intermediat ion with a view  t o mobilizing savings. High Inf lat ion has been a
regular f eat ure in Malawi, often resulting in negat ive real int erest  rates.  Conseque ntly savin gs
growt h has been suppressed,  while  government  develop ed a grow ing appet ite for borrowing.

Much of the slow growth of emplo yment,  hence incomes is associated w ith the declining ratio
of  credit to privat e Sect or in relat ion t o GDP.

Government  borrowing has also result ed in t he `´excess liquidit y s yndrome´´ a ve ry recurrent
f eat ure arising  from regular participat ion of  the Reserve bank in financ ing government
borrow ing.  Excess liquid ity is also commensurat e w it h high  i nf lat ionary expect ations and
heightened exchang e rate risk  t hat gave way t o pernicious specula t ion.   The common policy
cont radiction in Malawi has also been government pursuit of expansionar y f iscal policy while

Reserve Bank  maint ained a cont ractionary st ance,  t hus result ing in wrong monetary/  fiscal
polic y that caused financial sect or malfunct ioni ng.

W hile the economy has been p lagued by regu lar epis odes of  macroeconomic inst abilit y,  an
underlying climate of fragility has persisted, thus producing inadeq uat e result s for ref orms in
t he real sect ors. This impeded invest ment and growth in many sect ors  of t he economy.

I MF - Bank Model

The I MF - bank model of  financial po lic y reform a imed art  dismant ling government´s cont rol
over int erest rates and int ervent ion in act ivities of  the bank s.  The bank  model a dvocat ed
det ermin ation of  interest rates based o n dema nd a nd supply for capital a nd als o access t o
credit  on t he basis of f inancial merit .

The Bank  mod el is based on a delicat e seq uence of liberalizing int erest  rates bef ore t he
capital account and libera lizat ion of the current account bef ore the capit al accou nt . The bank
mode l also advocates depreciat ion of the exchange rat e w hile addressing int er - t emporal
concerns of credibilit y, especially ensuring t hat  t he fiscal sit uation is in order.   Only af ter these
condit ions are in place is overall interest rate liber alization accept able.

The IMF - Bank  Model stipulation is highly cautious of  persistent macroeconomic inst abilit y in
t he f orm of high public sect or def icits during f inancial liberalizat ion,  as it is almost cert ain to
result  in run aw ay of  domest ic currency o r the alternat ive of  high r eal interest  rat es which hurt
invest ment .  I n the Bank  Fund Mod el, the role of excessive government  borrowing is to

increase crow ding out  t he private sector,  impede s f inancial deepening and increase

vulnera bilit y of  the f inancial  syst em.

Overall,  t he Bank model presents f inancial liberalization as a good t hing in a  sens e t hat  it  can

ignit e economic grow th, and that crisis can be avoided if yo u get the init ial condit ions and t he

sequencing right . The Bank - Fund model also empha sizes  t he hea lth of t he banking sector,

requiring strong bank  supervision.  The models a lso highlight dangers of  a credibilit y gap

arising from delayed fiscal and st ructural ref orms which may c omplicate macroeconomic

mana gement  substantially if the f inancial env ironment  is liberalized.

The t rick y quest ion facing count ries like Malaw i is t he `´Optimum Order´´ of financial

liberalizat ion.  Foremost  t he mod el d emands the  bala ncing of t he central governme nt´s

f inances,  f ollow ed b y the opening of the domest ic capit al m arket . The Bank - Fund model also

highlights t he more important st ages of  liber alizat ion of the foreign exchanges and

subsequent freeing f oreign exchange convert ibilit y on capit al account.

Poli cy Impl ementati on

The financial Liberalizat ion Program in Malawi st arted wit h removal of  interest  rate ceilings in

April 1988,  f ollowed by init iation of  st eps t o set  up discounting and financing f acilit ies in Ma y

1989 and int roduct ion of  a statutory reserve requirement  of  10 percent of tot al bank  deposit s

in June.

I n 19 90 provision w as made for t he Investment and Development Bank of Malawi,  previousl y

not  a deposit - t aking instit ution, to now accept  corporat e deposits. In Ma y,  the Reserve Bank

int roduced a Bank  rate,  linked t o an off icial auction  rate of  treasury bills fo llowed b y the

grant ing of permission to Parastatals t o swit ch their deposits f rom t he Reserve Bank of

Malaw i t o commercial bank s in Oct ober 1990.

I n November t he Cent ral Bank  int roduced t he mont hly auct ion of reserve Bank of  Malaw i bills,

open for commerci al bank s, and the f inal removal of  credit  ceilings in january1991.

For some t ime Malawi remained part ially liberalized in terms of current  account  convert ibilit y.

Signif icant  steps were made t oward liberalizing external trade - related t ransactions in the

19 90s but some forms of indirect controls t o other current  t ransactions (invisibles not  related

t o trade) and cont rols on the surrender of  foreign exchange proceeds an d on th e opening of

f oreign exchange bank account s

At the precinct of the 1994 g eneral elec t ions,  Malaw i joined Madagascar,  Rwanda,  and

Tanzania in uphold ing mar ket  det ermined exchange rat es f loat ing independently.  Malawi also

joined part icipation in the CBI (Cross - Border I nitiat ive) count ries abolishing t he require ment

f or licensing in either e xport  or import t rade.  Government  also ab olished requir ement s f or

aut horizat ion in t he event  t hat  resident s and nonr esident s wished t o est ablish foreign

exchange denominat ed bank account s.

However,  in Malawi lik e in Ghana,  a requ irement  w as ret ained f or p artial surrend er of foreign
exchange proceeds f or cert ain commodit ies.  Malawi also joined Ghan a and Madagascar t o
uphold a requirement f or indir ect  control on payment s on non - t rade invisibles t hrough
aut horized dealers.

The highest  degree of  ext ernal curr ent  account  liberalization is recorded for Ken ya,  Maurit ius,

Uganda, and Zambia at the exclusion of Malawi.  In t hese countries exchange rates are
mark et - det ermined and independently floating, t here is also unlimit ed market openness and
participat ion in t he  CBI .  H owever, shortcomings in the payment s s ystem aff ect t he smoot h
sett lement  of external transact ions.

From the above prof ile, imple ment ation of  f inancial ref orms in Malawi has had a f ew pit falls.

Contrary to t he id eal pat tern of  preceding domestic fin ancial liberalizat ion by domestic real
liberalizat ion,  Malaw i was the opposite. The entr y of smallholder f armers, f or example, dat es
back t o mid 1990´s more t han f our years aft er t he financial sect or had started openin g up.

Domest ic financial liberalizati on also ca me af ter ext ernal real liberalizat ion,  thus plunging t he
economy into crisis of  disorder. I mport  liberalizat ion in Malaw i start ed several years bef ore
merchants w ere allow ed less rest ricted access t o foreign exchange.

Given t he economic f ragilit i es that pervade Malawi,  f easible f inancial liberalizat ion in Malaw i
would have been  undert aken w it h a package that emphasized adherence to macroeconomic
st abilit y.  Development of indirect  monet ary inst rume nts and strengt hening of  the regulator y
environ ment  and bank supervision would also be t he necessary pre - requisit es.

Subseque ntly, t he process would have required enhancement  of  competit ion among bank s
and development of t he p ayment s ystem,  f ollowed by development of secondary market  f or
government  securi t ies,  removal of direct cont rols and establishment of cent ral bank
aut onomy.

Financial liberalizat ion and  Sequencing of  Ref orms would ideally have started wit h interest
rates liberalizat ion,  abolit ion of  credit ceilings and t he end to directed credit progr ams, and
development of  I ndirect  Monet ary I nstrument s.  The pr ogram should have aimed to st rengt hen
t he regulator y framework from which increase d compet ition in t he financial sector w ould
develop t hereby increasing the eff iciency of credit alloc at ion in t he  economy

Malaw i belongs t o a group of countries with partially liberalized cap ital account  convert ibilit y,
maint aining direct  and rest rict ive control over most  outw ard capital account transact ions.

Malaw i also suff ers the consequences of very small f inanci al markets w it h no signif icant
opport unit ies t o foreign investors.  This is unlik e full capit al account  convertibilit y in Kenya,

Mauritius, Uganda, and Zambia.

Macroeconomi c Impli cations

As a convent ional measures of the extent of f inancial deepening (Fr y, 1994), Broad Mone y to

GDP rat io  (M2/ GDP) has decelerat ed since 19 94 f rom over  20%  t o around 15% (Table 6. 1,

below)

Table 6. 1:

                                                                                                      MONEY SUPPLY AND NATI ONAL

                                                                                                      OUTPUT  MK million

 1994  1995  1996  1997  1998  1999  2000

GDP -  market

Prices  10324  21556  35138  42244  54769  82168  93471

Mone y Su pply

(M2)  2417  3885  5434  5555  8641  11545  14836

M2/ GDP rat io  23. 4%  18. 0%  15. 5%  13. 1%  15. 8%  14. 1%  15. 9%

          RBM Monthly Econo mic Review, July

2000

Using real int erest  rates to measure t he d egree of repression (Gelb,  198 9),  Figure 3. 3

showed t hat  for much of the 1970´s and 1980´s, government  held int erest  rat es below  market -

clearing levels.  The high aggregat e level of  f inancial savings arose f rom hig h ra tes of  output

growt h and the f act that households were restrict ed from convert ing their incomes int o foreign

exchange.

Figure 3. 4 also showed t hat  the real d iscount  rate has had a propulsive influence on the rate

of  savings lagged by one year.  The economies saved more when t he g overnment  w as

bo rrowing less and vice ve rsa.  This w ould suggest  that  financial r epression w as consist ent

wit h government  desire to  secure resources t o f inance the budget or resource t ransfers t o

select ed indust ries in the parast atal sect or at  a very low cost.

                                                                                         Fi gure 6.1:  I NTER EST RA TE LI B ERA LI SATI ON  AN D C RED I T

C OM P OSI TI ON

                  -20%

                        0%

                     20%

                     40%

                     60%

                     80%

                 100%

                 120%

                                                              1993 1994 1995 1996 1997 1998 1999 2000

                                                                          Private Secto r credit %

                                                                          Go vt secto r credit

                                                                          Parastatal C redit %

 Using cre dit to Private Sect or Rat io t o determine t he int ensit y of  crowding out (Pill and

 Pradhan,  1995) f igure 6.1  above show s that  t he privat e sect or has increased its share of

 credit  since t he beginn ing o f interest liberalizat ion.  The  share of  government  sector credit  has

 declines as well as that of the Parast at als.

 Financial Deepening `´ in Malaw i seems to have improved a litt le w hen we refer to t he first two

 indicat ors (M2/ GDP and Quasi - Money/ GDP).   The privat e sect or also appears t o have

 benef it ed f rom the f inancial liberalization process: credit  t o privat e sector in Malaw i is growing,

 at  least during 1994 - 2000.

 The level of  financia l intermediat ion is yet  to develo p. The smaller private sector in Malawi

 remains t he main proble m.   The  inef ficient  payment s system,  a high required level of

 unremunerat ed reserves, the historically poor experience wit h def ault  on credit  altogether

 result  in t he holding of  excess reserves.

 I n examining the `´excess liquidit y syndro me ´´ in Malaw i, def ined as  t he rat io of the dif ference

 bet ween liquid asset holdings and required holdings over tot al deposit liab ilit ies

Excess Reserve s i n the Banking

System (I n Percent     Table 6. 2

 1983  1984  1985  1986  1987  1988  1989

Excess Liquidit y  2 . 2  13. 6  19. 2  35. 2  42. 6  32. 8  8. 3

The principal reason for t he `´Excess Liquid it y Syndrome´´ is t he lack  of investment

opport unit ies in t he private sect or, t he high cost of f inancial int ermediat ion,  which is not

accompanied by a normal spread betw een deposit  and lending int erest  rat es and that  leads t o

passive behavior by commercial bank s (Figure 6.2).

                                                                                            Figure  6.2:  EX CE SS  LIQUIDIT Y & INT E RE ST  S PRE ADS

                    0

                    2

                    4

                    6

                    8

                10

                12

                14

                16

                18

                20

                                   1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996
interest rate spreads

The `´Excess Liquid it y Syndrome´´ can also be att ributed t o ext ernal shock s and delays in t he

repat riat ion of  f unds placed in f oreign bank s in speculat ing about the lik elihoo d of devaluat ion.

The turbulent economic conditions have also t riggered a mark ed slowdown of banking sect or

activity in t he domestic economy to protect  against a high def ault  risk .

It is ev ident that `´excess liquidit y´´ is impeding t he eff ectiveness of  t he monet ary polic y based

on t he use  of indirect  instrument s of  monet ary cont rol.  `´Excess Liquidit y´´ means t hat  reserves

of  t he banks are higher t han reserve requirement  rat ios.  I n pract ice ,  t he money market  is `´out

of  bank´´; i. e.  banks do not depend on t he C ent ral Bank  f or t heir ref inancing op erat ions. An

increase of the reserve requirement rat io means that indirect  instrument s of monet ary cont rol

have no effect on t he monet ary regulation .

I n Malaw i, Treasury bills or  central bank bills have als o come t o be v iewed as bett er sources

of  invest ment and revenu e despite t he exist ence of  excess liquidit y in t he financial sector,

only a relat ive ly modest share of loanable f unds is made available f or privat e sector

development.

Poli cy Implicati ons

I nterest rates are def ined as being high if t hey are posit ive by three or more  perce ntage point s

in real t erms (See: Vicent e Galbis,  IMF,  W orking Paper, 93/ 7, p. 14). The persistence of  high

inf lationary expectat ions has f orced the Reserve Bank t o raise int erest rat es to rest rain

monetar y expansion in an att empt t o st abilize prices.

I nterest rat e hikes have also been aimed at  minimizing the risk  of  rapid Exchange Rat e

Depreciat ion.  This is to avert  t he ri sk of reducing the ext ernal value of domestic mone y
balances.   There are also inst ances of  wrong macroeconomic Policy mix;  for inst ance,
simult aneous exist ence of fiscal expansion and monetary rest raint.

High rea l interest rates can a lso b e explained by t he oligopolistic behavior  of  financial
instit utions in a concent rated f inancial mark et
21

 characterized by predatory compet ition and
also `´Dist ress Borrowing´´ b y non financial enterprises resulting in a n interest rate inelast ic
dema nd f or funds.  High r eal interest rates can also  be explained by moral hazard. This ma y
result  from the exist ence of  explicit or implicit deposit insurance,  wit hout adequat e bank
supervisio n and a very hig h genu in e demand f or investment f unds not  caused by dist ress
borrow ing.

Malaw i has made pro gress in liberalizing the f inancial domest ic sect or and the ext ernal
current and capit al account.  How ever,  movements in real interest  rates  are generall y
det ermin ed by the changes in inf lat ion.  Furt hermore,  t he macroeconomic environme nt  was
also poor in Malawi when f inancial liberalizat ion took place..

The Macroecono mic St ance t he Three Years Preceding Financial Liberalizat ion

                                            1985    1986    1987

 Inf lat ion Rat e                     10. 5     14 . 0       25 (34.6 in 1994)

Current Account/G DP      - 11.2     - 7. 2      - 5. 2 ( - 34. 9 in 94)

Overall Budget / GDP          - 8. 4      - 9. 9      - 8. 8

The high, volat ile, an d rampa nt inf lat ion,  current  Account  Def icit s,  budget Deficits and
overvaluat ion of local currency cou ld partly expla in the reasons why the result s of  financia l
liberalizat ion in Malawi has result ed in chaos.  A st able macro economic is theref ore an
important variable in the success of f inancial liberalization.

21

          See the Herfi ndahl - Hirschman Index, call ed H index : a measure of bank concent rati on : it t akes
account bot h t he n umber of instit utions and their rel ati ve si ze. It  vari es from 0 (no concentration) t o 1

(full concent rati on, wit h onl y one bank)

Chapter 7:

NEW AGRICULTUR AL STR A TEG Y

New  Go vt,  New  Strategy

The new  government  in Malawi t ook  over pow er against  t he back ground of the government ´s

unw illin gness t o impleme nt t he new tobacco deal to allow  poor smallholders or reduce

ADMARC’s mo nopoly. W hile t he government´s had argued th at  t his w ould undermine the

estates by forcing t hem t o pay higher labour costs t he new government  was more willing to

dismantle t he syst em that allow ed est at es t o exploit smallholders.

The government  adopt ed the Bank  Model t hat  had been transf erred t o t he USAID, and co -

operat ed to full imple menta tion of  ref orms. In fact  t he new deal open u p t he environment  f or

f ull deregulation. The bank rejoined the deregulat ion process under a su bsequent  Fiscal

Rest ructuring and Deregu lation Program FRDP) one of  whose con dit ions was the final

abo lition of  t obacco quot as, libera lisat ion of almost  all agricultural input and  pro duct markets,

and t he creat ion of  a land commission.

By 1996, agricult ural policy in Malaw i cott on and t obacco marketing had been complet ely

liberalis ed.  The cap on estate payments t o t enants had also been  removed and a f loat ing

exchange rate was in pla ce as w ell as the limits on tobacco licens ing and privat e maize

t rading.

Two out put  variables highlight  t he benef it s of policy changes initiat ed b y t he B ank ’s project

and implement ed by the  follow - up project . From t he viewpoint of  povert y,  f or the f irst  t ime in

1995 - 96,  t he estate sect or had diff iculty in finding t enant s.  Demand for t enants has increased

t heir wages, indicating increased prosperit y and red uc ed povert y in the smallholder sector.

From the viewpoint  of national output,  a tot al of 110, 000 tons of burle y t obacco were sold at

t he auction in 19 95,  compared wit h the initial target  of  99,000 tons.  The 1996 t arget w as

raised to 120, 000 tons ˙ a 20 perc ent  increase in Malawi’s most important export  wit hin one

year.

Poli cy implicati ons

The new deal exper ience d showed that smallholders had t o be treat ed as well as t he large

estates if  poverty was t o be reduced and f ood securit y strengt hened.  It had become  clear t hat

Malaw i could n ot achieve it s f ull deve lopment  potential as long as t he smallholder sector w as

so heavily taxed. The move also showed t hat  the key to f ood securit y was t o allow

smallholders to earn enoug h income eit her to use high - yie ld maize va riet ies and f ertiliser or to

buy maize for f ood.  Th e ex perience also show ed that maintaining two s ystems of  land tenure

could not  be used t o justif y limit at ions in t he crops t hat  could be grown or the market ing

channe ls that could be used.

Chapter 8:

I NDUSTRI AL REO RIENTA TI ON

I ncompl ete Reforms

Since coming t o pow er in 1994 the new government h as moved sw ift ly to complet e remaining
reforms.  I mport  licensing has been curtaile d signif icant ly, and foreign  exchange allocation has
become more transparent,  ef f icient,  and equ itable. The government  has also accelerat ed t he
process of  privatisation inclu ding liquidations of  loss making state enterprises.

Public sector divest iture also means t hat  direct  resource t ransf ers have been curt ailed,  and
indirect  transf ers (absorption of  losses, exemptions or non - payment  of  dut ies and taxes) are
only an exception  and n ot the rule.  The impact  of parast at al drainage on the budget  has also
been sign if icantly mit igat ed.  The most serious ef fort has been the est ablis hment  of a
privat isat ion commission to prepare, implement , and co - ordinat e rest ruct uring /privat isat ion
pr ograms.

Further t rade and exchan ge liberalisat ion,  supported by bilat eral and mult ilat eral assistance,
has increased t he availab ilit y of  imported indust rial inputs.  As a result,  indust rial capacit y use
has risen t o 50 - 60 percent on average,  compared with 2 5 - 30 percent in the mid - 1980s.

Busin esses no longer hav e t o app ly for exchange c ont rol approval. They mer ely have to
lodge t heir import  documents w ith their bank , which in t urn attends to Reserve Bank  auctions
t o obtain f oreign exchange to liquidate impor t  bills.

As a bonus to exporters,  government  introduced Foreign Currenc y Denominat ed Account s

(FCDA).  This relaxes pressure on exporters to bring into Malawi t heir export receipt s wit hin 90
days and also ensures that export ers no longer queue up f or f orei gn exchange t o pay f or
imports.
                                              22

The I TPAC ref orms of 1987  did  not theref ore yield resu lts until further deregulat ion introduced
by t he new government.  Th e government ref ormed t he exchange rate regime further and

22

          Under t he FCDA s yste m exporters woul d keep their export receipt s abroad and inst ead be all ocated
t he equi val ent  amount of mon e y i n Kwacha i n Mal awi , whi ch the y could draw t o pay local cost s. In
t hat case t he RBM woul d reclai m the equi val ent amount agai nst  thei r forei gn exchange account s. The
more the exporter utilised in Mal awi the more of his forei gn exchange was recl aimed b y t he RBM.  In
t he event  that  RBM want ed doll ars the y woul d negoti ate wi th the exporters t hrough thei r  banks and
agree on a rat e of exchange for each t ransaction.  The FCDA s ystem provided t o two tier syste m where
t he pri vat e sect or was guaranteed its own for eign exchange while government  had ready a ccess to IMF

Funds, donor ai d or use private sect or forei gn exchange at  a pri ce.

reduced and rationalised import t ariff s p rogressively to an mean t arif f  of  25.6% by end 1997.

The government  also lif ted quant it ative restrictions,  removed most  cont rols on prices and

profit s,  and t ook  steps t o improve the public invest ment  program and t he condit ion of  t he

f inancial sect or.

By 1 995 Ma lawi saw the first private part icipat ion in banking. The rising volume of   liberal

t rade to which they provided f inancing was a major incentive. I nvestment  and Development

Bank  of  Malaw i established I ndef inance a special window to deal wit h t rade, wh ile

government  also experienced an increase in f iscal revenues earned f rom customs dut ies on

imports.

Long term concerns

Despit e t hese developmen ts, it will be an exaggeration to suggest  that t hese reforms have

achieved the desired result s.  I ndust rial reor ient at ion ef forts are only begin ning to create a

"level playing field" . Parast at als continue t o pre - empt  credit  and also blunt compet ition.  The

goa l of balancing t he public/ private enterprise mix by downsizing the p arastatal sect or w ill

remain elusive as long as divest iture of t he Parast atals remains slow  and the many

impediments t o the private sect or remain in place.

Very litt le progress has also been made in f ost ering t he grow th of  export - orient ed or ef f icient

import - substit uting manuf act uring.  I n genera l, t he privat e sect or response to pro - export

policies has been slower t han expected.

The ref orm programs also  fail t o address social saf et y concerns. W hen t he programs w ere

begun,  an y hardships caused by the reforms were expected t o be short - lived. In prac t ice,  t he

suff ering of  a large part of  t he populat ion,  part icular ly in urban areas, bega n qu ickly an d w as

dif ficult t o bear.  This seems  t o have been sustained and t herefore increased resistance t o t he

reform programs and f orced government to slow dow n on p olic y implement ation.

If t he expect ed structural transformat ion and growt h in indust ry had been achie ved, t here is

no doubt t hat  livin g st andards would have fallen less and t herefore encouraged furt her

reforms.

It is only recent ly that,  in t he context of f ollow - on rest ructuring and privat isat ion exercises, t he

government  has begun to seriously examine elements of  a safet y net . Given t he

government ´s commit ment  to ref orm,  It does appear that t he Bank and Fund were assured

t hat  they no long er f ace the dilemm a of support ing adjust ment  to prevent  polic y reversal as

was the case un der Banda. Inst abilit y of financial support has be en frequent and high enough

t o cause policy reversals in Malawi.

Chapter 9:

STR ATEGI C REORI ENT ATI ON

Bottom Up De vel opment -  MASA F

One of  the lessons f rom t he agricultural strategies of t he Banda regime has been t he
marginalisation of  poorer families f rom excessive emphasis on a t rick le down  strat egy f or
which no mechan ism existed to t ransf er resources to the poor. Banda ´s equ ally t op heavy
indust rial strategy,  f avoured high - level ent repreneurs hip develop me nt through Parastat als at
t he expense of the country´s pot ential for small and medium ent erprises.

The plight  of low level communit ies in Malawi a lso worsened by many years of s luggish social
spending as a results of  cut s imposed b y struct ural adjustment  programmes that  st art ed in

1979.  Marginalized  communities also experienced price increases as a  result  of  subsidy
removals a nd deliberat e reduct ions in pro - poor allocations in th e budget  in f avour of
preserving expen diture preferences of t he stat us quo.

Based on these background facts,  the new government  set out  a programme through w hich
ef fort s to reduce povert y would be  mobilised from among the poor.  I nstead of relying on
cent ral planning authorit ies and Min ist ries at capital hill,  the government sough t t o reorient
ef fort s t o reduce poverty in a target ed manner while at t empt ing t o reintegrate dest itut e

Malaw ian groups int o t he mainstream of t he economy.

Unlik e t he prescript iv e style of  project  selection through government ministries t he
government  sought  a demand - driven initiat ive reflecting t he needs expressed f elt  by t he
people t hemselves.  The proposal was t hat  government  funding w ould be a mere response
and not t he st art in g point .

Struct ural Adjustment had clearly creat ed a gap bet ween government st ruct ures, and t he
local communities,  and governme nt´s idea was t o f ill that  gap and widen t he scope f or
carrying out  part icipatory development activit ies.

The Government´s ot her concern was t hat  spiralling overheads in development  organisat ions
consumed resources that w ould be mor e ef f ect ively used to provide  assist ance t o t he poor.

The concept of a rural based development  initiative was more att ractive on t he rat ionale that
low  management  costs would permit more resources t o be direct ly deplo yed towards povert y
reduction.

A further concern was that projects that were planned and execut ed by central authorit ies

almost alw ays discriminat ed against  small - scale construct ion co mpanies based in t he rural

areas. Rural and  people driven project development  w as theref ore one idea of  t he

government  building a true part nership through local people t o include organisations working

at  t he local level.

Government  theref ore established t he Malaw i Social Act ion Fund t o overcome w as the

problem of  long delays bef ore a project  is implemented. MASAF was the mechanism that

would have pro ject s imple mented relatively rapidly a nd t o the des ign and specificat ion of  t he

poor themselves.

The conce pt  of MASAF represent s a key element  of economic reform t ransf orming t he project

development machin ery f rom cent ral government to the people them selves. For man y years

Malaw ians had undertak en self - help projects in t heir own areas, which contribut ed to t h e

process of  addressing the lack of  social amenities required in their areas.

However,  t hese self - help projects w ere init iated and organise d b y polit ical leaders.   The y

undert ook  t he project in f ull, but at no t ime d id  they have an ef fective voice in dec iding what

was to be done.  At no time did t hey have cont rol over decisions that affect ed their lives.

MASAF served t o bring universal suffrage wit hin the proximit y of  economic activit y.

New  I nfrastructure Model

The government has also developed a new p olic y f ramew ork t hat  redef ines its position from

t he tradit ional role of leading deve lopment  t o t hat  of creat ing an en abling environme nt f or

ef ficient  imple me ntation of  transport  goals. This is exemplif ied in t he establishment of  t he

Road Maintenance I niti at ive (RMI ) in 1995 in response to det eriorat ing cond itions of t he road

net work and it s adverse impact on economic growt h.

The government  in it ially developed a Road Sector Polic y,  which formed the basis of

preparatio n and imple me ntation of a five year ( 199 9 - 200 4) Road Maintenance and

Rehabilit ation Program (RO MARP).

This arrangement  is a complete contrast  t o previous years,  when eff ectively,  Ministr y Of

W orks & Supplies was managing (since t he early 1980s) all public roads (DRI MP, et c) as

district aut horit i es did n ot exist.  As part  of  t he reform program,  f unctions perf ormed by

National Economic C ounc il have been moved t o the Ministry Of  Transport  whereas those

performed by t he Minist ry of  W orks and Supplies have been t ransferred t o the Nat ional Roads

Aut hori t y.

Malawi: Road Maintenance Budget

0

1

2

3

4

5

6

7

8

1992/93    1993/94    1994/95   1995/96 1996/97

$ million

Road Maintenance Budget

The focus of at tention has theref ore moved from mere budget ing to increasing the capacit y of

MOT t o undert ake analyt ical work in t he f unctional ar ea of  transport  polic y f ormulation.  As
such,  t he st aff in Minist ry Of  W orks & Supplies has been reduced  f rom almost  1, 200 in 1997
t o about  300 in 2001, and the Government is commit ted t o f urt her reducing t he st aff to about

100 in a few years,  as NRA is f ully est ablished an d f unctional.

To ensure that  t hese reforms are irreversible, an Act of  Parliament was  passed in 1997
creat ing t he Nat ional R oads Authorit y

(NRA),  w hich is mandat ed t o manage t he
road sect or on behalf  of Government w it h
resources generat ed f rom a Road Fund

(RF),  for which the NRA Board has full
responsibilit y.  The legis lation est ablishing
t he NRA and a RF was passed in April

1997.
23

The specific f unctions of  the Board are t o

(a) mana ge and direct  the ut ilizat ion of  t he

Road Fund;  (b) monit or the maint enance
and development  of  the public road
net work of  Malawi;  (c) raise t he required
f unds fo r adequate maint ena nce and
rehabilitation of  public roads;  and (d)
priorit ize a nnual roa d program submitt ed t o
t he aut horit y by t he various central and local road agencies.
24

Poli cy Implicati ons of NRA

Prior t o the introduction of t he road sect or ref orms,  budget  management an d allocat ion of
resources t o t he road sector were not  conducive t o proper plan ning a nd management  of t he
road w ork s.  MOW S t ypically prepared est imat es based on the init ial proposals o f t he Roads

Depart ment , which were t hen ^approved~ by  t he Minis try of Finance, aft er revision.  The final
allocat ion to MOW S oft en bore no relat ion to init ial proposals.

The budget ary a llocat ion f or road maintenanc e w as t herefore vulnerable t o fluct uat ions in
f iscal revenues (see Figure). Up unt il 1995/96, r esources allocat ed to road maint ena nce
expend iture were well b elow w hat  was needed t o as sure t he qu alit y of the net work,  e.g. in

23

 NRA i s managed b y a private sect or dominated board

24

 The ma jori t y me mbers are from the pri vat e sect or and are t he nomi nees of t he R oad Transport

Operati ons Associat ion (Vice Chairman), Mi ni  Bus & Taxi Operators, Association, Chamber of

Commerce and Indust ry, Nat i onal  Const ructi on Indust ry Council (NCIC) and Nati onal Road Safet y

Counci l (NRSC), whi ch are bot h st atutory bodies set up un der their own Act s

1994/ 95,  US$2.7million w as budgeted, less than 15% of  t he requirement s (f or details,  see

Public Expendit ure Review , Government of  Malawi, June 2000).

During the period 1993 - 97,  budgeted expendit ure on roads through MOW S w as in t he range

of  1.3% t o 2. 9% of  t he Governme nt recurrent  expendit ure.  Estimat ed capital spending in

1996/ 97 was MK32 0 million (US$21. 5 million) and t he ratio o f  capit al to maint enance  had

declined t o about  3: 1 f rom above 21:1 in the early part  of the 1990s (Public Expendit ure

Review , Republic of  Malawi, June 2000).

The Road f und,  est ablished in April 1998, has theref ore lived up t o the objective of

developing a  dedicated and sustainable funding source f or road maintenance.  The f unding is

derived f rom increment al user f ees and managed by users and st akeholders.

At t he present  t ime, the primar y reso urce base is t he f uel levy, w hich was init ially set  at  MK

1/ lite r for petrol and MK0.99/lit er for diesel.  This is an increment al road user charge,  which is

specif ically ident if ied element  of  the wholesale fuel price st ruct ure.  The levy has been

progressively increased t o MK1. 25/ liter in October 1998 t o MK1. 75/ liter (ab out  US$0. 038/ liter)

in July 1999 for bot h petrol and diesel.

25

Up t o February 2000,  a t ot al of MK 614 million (US$14 million) was received in t he RF.  This

amou nt should have been suff icient t o meet routine maint ena nce require ment s (of roads in

maint ainable  condition),  but in the event an appreciab le sum is being spent  on ^holding~

maint enance (preserving a road aw aiting maint enance in a fair or good condit ion) and on

urban road rehab ilit at ion.

Analytical w ork suggest s that  t he fuel levy would have t o incre ase by a fact or of about  56%, in

real t erms, over the next five years,  if it were to be t he only source of  f unding f or road

maint enance.

25
          The onl y ot her source of fundi ng identified for routi ne maintenance i s an ext raordi nary cont ribution

from EU (MK250 million equivalent ) for t wo years (1999/2000and 2000/ 2001) to help address t he

backlog of work.

Chapter 9:

TR ANSITI ONAL I SSU ES

Agri cul tural  Li berali sation

Malaw i´s agricult ural reform polic y may have provided an op portunit y f or smallholder f armers
t o enter direct ly into Malaw i´s lucrative cash crop exp ort  sect or,  but It  is notew orthy t hat  input
price libera lisat ion and devaluat ion of  t he loca l currency have result ed in signif icant escalat ion
in the pricing of fertil iser.

However,  The prohib it ive cost s of  f ert iliser have eroded t he ent renched belief  that f ertilisers
are the answer t o soil f ertilit y problems.  More an d more farmers are t urning t o organic soil
f ert ilit y measures such as bur ying crop residues, compost in g,  and animal manure t hat  are
essential f or t he regenerat ion of  soil st ruct ures.  Th is is a posit ive outcome of  market
liberalisat ion.

A more significant  problem in Malawi is t hat  there is no more land available for development
of  smallholder f arming. As  s uch,  cont rary t o est ablis hed t rends world - wide w here mark et
liberalisat ion cont ribut es to agricultural expansion,  the experience in Malaw i is that f armers
are merely swit ching f rom food product ion into cash crops.  This is on account of  the f act that
most o f  the land su itable for agricult ure w as allocat ed in t he 1970´s and 198 0´s during t he
estate centralisation po licies of t he Banda government .

I n addition, t hese lands have been sub - divided f or family members,  ruling out  following as a
soil f ert ilit y manag ement st rateg y.  Furt her,  the same lands,  under the same crops (maize,
groundnut s,  millet,  beans, and cassava) h ave been more or less under cont inuous cult ivat ion
f or close t o four decades.  The absence of  w int er crop f arming as a result  of low  irrigat ion
de velopment  has minimised the impact  of agricultural liberalisation on the redu ct ion in the
lengths of the fallow  vis - à - vis agricultural product ion.

Farmers also  acknowledge t hat  market  liberalisation has cont ribut ed to def orest ation t hrough
t he opening up  of  mark ets for wood and wood by - pr oducts. Construct ion of  t obacco sheds
has a lso contributed t o def orestation; although this is not a robust argument  as most tobacco
f armers build semi - permanent st ructures t hat last up to three years.

There is anecdot al evidenc e of  increased rural income f rom market  liberalisat ion.   However,
t his does not  appear t o have led t o adopt ion of soil and w ater conservat ion pract ices because
of  a conflict of interest bet ween invest ing in soil and water conservation wo rks and t he
dema nds of  expe nsive fertiliser for t he next  season.   Pressures f rom consumpt ion spending in
f ood,  which has become expensive, consume a large part  of  the incomes earned f rom t he
sale of tobacco.

The failure to invest  in soil and water conservation w ork s is partly due t o the f act  t hat  most  of

t he t obacco f armers belong t o t obacco clubs and obtain fertiliser t hrough credit . Thus

ent renchin g the view that  soil f ert ility problems can be solved t hrough t he use of  fert ilisers.

W here an investment is made,  it  i s in t he f orm of hiring labour t o make and/ or repair ridges ˘

an activity that is tantamount  t o land pr eparat io n under any ot her lan d use system.  Thus

invest ment s in soil and water conservat ion works are hardly not iceable.

It is also observed that market  l iber alisat ion has als o negative and  posit ive impact s on the

environ ment . Agricultural expansion into mar ginal an d unsuit able areas is a major cause of

concern.  The reaso ns f or the such changes lay in increasing family demands f or land, f uel

wood,  and the a llocation of fallow lands and not  due t o mark et liberalisat ion.

W hile mark et liberalisat ion w as not  direct ly responsib le f or any cover changes it  was direct ly

responsible f or changes in land use,  cropping pract ices,  and crops sw itches. Significant  in t his

regard was that mark et liberalisation did induce ch ange in the cultivat ion of dambos and

riverbeds f or horticultural crops.

A related but  somewhat  cont radictory out come of market liberalisation policy is that f armers

are be ing f orced to f orm maize clubs f or purposes of buyin g f ert iliser. Alt hough t his may lead

t o t he ret urn of  fertiliser as the soil f ert ilit y management approach, the group s ma y also

provide a nucleus f or group based activities t hat may be a springboard f or communit y action.

Agri cul tural  Marketi ng

Agricultural marketing in Malawi also  presents a paradox that will need govern ment  resolution

as a mat ter of  urgency. ADMARC has become financially constrained t o b e able t o undertake

its produce mark et ing activities wit h t he same vigour as befo re. This is on account of f iscal

limitat ions on t he part of  government and prudent ial lending limits imposed on commercial

banks.

I n Malawi private t rading remains an inf ormal activity, w hile t he market ing board,  ADMARC

st ill absorbs a lion share  of t he official maize market.  Privat e traders f ind t hemselves

compet ing with a giant  that  dominat es in t erms of dist ribution netw ork s,  st orage and

t ransportation inf rastruct ure and financial f acilit ies,  but is not  prepared t o off er a bett er price to

t he farmer.

T he experience in Ma lawi is in contrast  t o count ries like G hana and Ben in where market ing

boards f or cereals still exist ,  but their share of the mark et  is very minimal because the private

sect or has t aken over most  of  the marketing act ivit ies of cereals. Th e market ing boards in

t hese count ries have reduced their act ivit ies to holding buf fer stock s or st rat egic reserves and

insuring f ood security in periods of short age.

I nput Sectors

t hem t hrough improvement s in roads and red uc t ions in operat iona l cost  of  vehicles a nd
great er access to f inancial services is key to t hese development s.

It is advisable that support for programs such as the MASAF,  which increase resources
available in rural areas should be increased t o upgrade soci al and physical capit al.  This w ould
enable t he current agricult ural changes t o w ork  t hemselves t hrough and indicate priorities f or
t echnical support  from the pub lic sect or as change continues and would imply w ork ing w ith
several ministries besides Agricult ure, such as Local Government,  Commerce,  Transport , and
perhaps Educat ion a nd H ealt h.

The rural public w orks component  of  MASAF,  especially of a labour - int ensive kind should be
seen as int egral to t he rural development  strategy.  The pervasiveness of rural  poverty is at
t he root of  the food security problem. Theref ore a program that supports dispersed,  small -
scale public works, preferably of a labour - int ensive kind and t argeted at poor households,
would serve t he twin object ives of  increasing the incomes of  the rural poor a nd upgrading
rural inf rast ructure and increasing accessibilit y t o markets and employment  opport unit ies
especially in t he dry season.

However,  such eff ort s should be int egrated into an overall safet y net strat egy,  which has been
absent  in t he past .  W hile MASAF could have a significant  role in such a program,  it would be
desirab le to look  to ot her means of managing works so as to avoid overwhelming MASAF’s
capacit y.

De vel oping Markets

The success of t he mark eting syst em obviously depends upo n successful linkages to t he
mark et economy.  This depends upon major improve ments in road connections and market
inf rastruct ure. It  w ill also ta ke novelty of  connect ing v illages t o t owns and t he ubiquit ous f low
of  information.

Farmers will have become more  market - orient ed and less risk  averse, and f arm households
should rely on markets more f or t heir daily requirement s while directing more of t heir
production t oward t he mark et.  It will t ak e a lot of technological innovat ion to simplifying
croppin g pract ices  t o release labour for ot her more product ive tasks at crit ical periods of t he
croppin g year.

Even if labour bot tleneck s emerge farmers sho uld be able t o resort to oxenizat ion if  ret urns
f rom f arming can provide t he needed capital.  This should overcome t he  problem of late land
preparatio n as a result of t he usual const raint s wit h family lab our.

Continued mark et oriented diversificat ion will also r equire t he development of export  markets.

The participat ion of private sect or organizations w ith links or an es t ablished presence in
external mark ets w ill be es sential if signif icant growt h is t o be achieved.  I n addit ion there may

be prospect s f or additio nal processing in Malaw i but if  such invest ment is t o be att racted,

improvement of indust rial infrastruct ure mus t be a short - t erm priority.

Future of Reform

The challe nge lies squarely upon t he Bank and Fund t o recognise good ref orm behav iour b y

providing Malawi unconditional access t o ext ernal resources. This should mak e it  easier f or

t he government to stick to agreed reforms.  Delays in  disbursement of money have more oft en

result ed in f iscal recourse  to cent ral bank  borrow ing.   The sust ainab ilit y of  some of  t he

reforms initiat ed in Malawi,  t heref ore, remains uncertain.

It w ill be an exaggeration to suggest  t hat  int eract ions bet ween Malawi Government  and the

Bank /Fund have been f ully product ive.  The n et benef it of t he Bank’s financial and t echnical

assistance remains to be seen.  Malawi remains vulnerable to changes in ext ernal fact ors.

Since measurable growt h in  export earnings will take time to achieve, inf low s of quick -

disbursing external funds will st ill be needed t o sustain import liberalizat ion and po lic y ref orm.

The government ´s willin gness t o commit it self  t o a new set of adjust ment - related co nditio ns

und er follow - on operatio ns is, invariably,  encouraging  because it enhances t he prospect s of

sust aining t he process of  change.  Decisive government  act ion to achieve macroeconomic

st abilit y and accelerat e the pace of  privatisat ion remain import ant  preconditions  in t he process

of  indust rial reorientat ion.  However, t he process requires donor support.

Donor Coordi nati on

Although s igns of  new  ent ry and grow th in existing privat e enterprises in recent years are

encouraging, privat e sector grow th has yet  to become a catalyt ic f orce in alt ering the

indust rial struct ure. It  is more desirable that the Bank  should t arget  its support  towards

expand ing the privat e sector alongside parast at al privat isation, but  aiming at  reduct ion of

invest or uncertainty.

The task  of  ensuri ng adh erence to a macroeconomic policy f ramework t hat  achieves low  and

st able inf lat ion and a sust ainable balance of  payments posit ion is a shared on e. Donors must

meet  t heir own commit ments to provide resources to f ill t he financing gap,  so t hat governmen t

does not  resort t o def icit  monetisat ion.

The det eriorating ec onomic sit uat ion in Malawi requires compreh ensive r eforms t o eliminate

remaining cont rols and pro mote ext ernal and domest ic compet ition. However, get ting suppl y

response requires improvement  in  incentives.  The main policy inst ruments revolve around

t rade, pricing, and exchange rate manageme nt.  These require bank - Fund financing an d
support.

Bank - Fund assistance is also needed in rehabilit at ion and expa nsion of  exist ing
inf rastruct ure. More inves tment  is needed t o implement policies t hat  enhance domest ic
compet ition and flexibilit y in labour market s. St rengthening business laws and t he capacit y of
t he judiciary t o impleme nt them requires f unding.

Bank  and Fund must  also realise t hat  hast y liberali zation has resulted in co mpet it ion bet ween
non - essential import s and  domest ic industry.   The dangers of  policy reversals reign high
when non essential pose a t hreat t o domest ic industry.  The Bank and Fund must  recognise
t hat  furt her removal of  t rade barrie rs requires signif icant  impr oveme nt in export
compet itiveness.

Given t he changes brought  by globalisat ion,  Bank  and  Fund also  need t o support regu latory
and instit ut ional measures to improve access to informat ion on t echnolog ies and foreign
mark ets.  Overa ll support should be orient ed t ow ards private export  marketing and service
organizations,  promot ion of " export  catalysts" (foreign firms w ith technical a nd market ing
expertise) to assist  f irms w ith export potential in Malaw i, and  " buyer - seller" link s wit h
int ernation al market ing f irms.

Reform of  the f inancial sect or,  especially t he divestit ure of  government  and para st at als f rom
st at e - ow ned bank s have paved t he way f or managerial autonomy.  Furthermore, liberalizat ion
of  ent ry to t he financial sect or t hrough lice nsing of domest ic and f oreign private bank s and
st rengt hening prudential regulat ion and banking supervision capabilit ies of  cent ral banks have
helped to promote development s in the f inancial sector in Malaw i.

On this not e,  Bank  and Fund role sh ould be  directed at promoting entry of more pr ivat e bank s
t o enhance the new corporate cult ure of managerial independence,  sound banking principles,
and adapt abilit y to changing economic and financial condit ions.

Bank - Fund assistance wo uld also be more appropr ia t ely tailored towards development of
privat e sector inst itut ions t hat  could become part of t he technological and busines s know - how
base providing inf ormat ion,  cont inuing education, app lie d research,  and private sect or
dialogue wit h the gover nment .

Malaw i ´s d ivestit ure program test ifies the polit ical commit ment  of  current  leade rs.  However,
t here are legitimat e concerns about how  a government can widen ow nership of divest ed
ent erprises in count ries w here f inancia l mark ets are underdeveloped and income inequ alit ies
are great .

Bank - Fund conduct in f acilit at ing disbursements remains crucial to economic dev elopment  in

Malaw i.

REFERENC ES

Ayeh E. Evidence of  yield st abilit y in select ed landraces of bean (Phaseolus vulgaris L).  Exp

Agriculture 1988;24: 1 - 7.

Ad amolek un,  L.  (ed. ) (1999) Public Administration in Af rica:  Ma in Issues and Select ed

Count ry Studies , W est view Press: New York.

Adamolek un,  L. and A. Mvula (1999) `Malawi´, in L. Adamolek un (ed.) (1999). 17

Adedeji A.et  al. (1990), The Human Dime nsion of Af rica´s Persist ent Crisis, UNECA, London

Agénor P. R. Montiel P. J . (1996) ,  Development  Macreconomics,  Princet on University Press

Alexa nder, W . E., Balino,  T.J.T., Enoch C.  (1995), `´The Adopt ion of  I ndirect  Instrument  of

Monetar y Polic y´´,  I MF, Occasional Pa per 126 ;

and Croissa nce :  Une approche en donné es de panel´´, Revue Economiqu e, Vol.  49, n°1,

Janvier, p. 195 - 206

Bagci, P.  and W . Perraudin,  1995,  Do I MF Programs W ork?,  Processed. Cit ed in  P. Conway,

1998,  Eva lu ating F und Programs: Met hodo logy and Empiri cal Est imat es,  Mimeo,  Universit y of

Nort h Carolina (May).

Bali no Al exander W. E.  and Enoch T. J.T.  (1995) ,  `´Th e Adopt ion of I ndirect  Inst ruments of

Monetar y Polic y´´,  I MF Occasion al Paper No.  126.

Bank for I nternational  Settl ements (1996) ,  `´Core Principle s f or Ef fect ive Bank ing

Supervision´´, Basle,  Sw itzerland :  Bank for Int ernat ional Sett lement .

Banque de France (Comité Monétaire de la Z one Fr anc),  `´La Zone Franc´´ Rapport  Annuel

1997

Bardhan,  P.  (1997) `C orrupt ion and Development:  A Review of  the Issue s´,  Journal of

Economic Literat ure , Vol.  35: 1330 - 46.

Barnes - McConne ll P. Cult ure and agriculture in nort hern Malawi:  social contribut ions t o the

maint enance of  genet ic diversity in bea ns.  East Lansing, Mich, USA:  Bean/Cowpea CRSP

Mana gement  O ff ice,  Michig an State University,  1989.

Bérand, Marguerite, et. al., 20 01,  Ref orming the  Internat ional Monetary F und:  Exchange

Rates, Condit iona lit y, and Access, The W oodrow W ilson School of  Public and Internat ional

Aff airs, Princeton University, Mimeo, (January)

Berg st en, Fred C., 2000,  Reforming t he I nternationa l Mo net ary Fund,  Testimony bef ore the

Subcommit t ee on I nt ernational Tra de and Finance, Committ ee on Banking, Housing and

Urban Aff airs, United States Senat e (April 27).

Berr y A.  1993 ’’Firm or Plant  Size in t he Analysis of trade and Development . ’’ In G. Helleiner,

ed. ,  Trade policy,  Industrializat ion and Deve lopment : New perspect ives. Oxf ord: Clarendo n

Press.

Berthel em y J. C. and Varoudaki s (1998) `´Développement  Financier, Réformes Financières

Biggs, T. , Mood y ,  G.R.,  van Leeuwen,  J - H,  E.D. W hite (1994) ^Af rica can compet e!  Export
opport unit ies and challenges for garments and home product s in the U.S. market,  W orld Bank

Discussion Pap er No. 242,  Af rica Technical Department Series.

Biggs, T.,  Shah,  M.  and P.  Srvi astava (199 5) ^Technolog ical capa bilities and learning in

African Enterprises~, World Bank Technica l Paper No 288 ,  Af rica Technical Depart ment

Series.

Bird,  Graham,  2000,  IMF Programs:  I s there a Conditionalit y Laf fer Curve? Mime o.

Bl ejer,  M.J. and Sagari  S.B. (1988) `´Sequencing of the Liber alizat ion of Financial Mark ets,

Finance and Develo pment , March,  pp.18 - 20

Blomst rom,  Magnus and Hak an Persson. 1983. ’’Foreign Investment  and Spillover Ef f icienc y
in Underdeveloped Econo my : Evidence f rom t he Mexican Man uf acturing Indust ry. ’’ World

Develop ment , 11(6) : 493 - 501

Bloom, D. E.  and J. D. Sachs (1998) `Geo graphy,  D emography, and Economic Growt h in

Africa´,  Brookings Papers on Economic Act ivit y Vol.2: 207 - 95.

Boone, P., 1995.  The impa ct of foreign aid on savings an d growt h. LSE, Mime o.

Boone, P. , 1996.  Polit ics and t he effect iveness of foreign aid.  Europea n Economic Review  40,

289.329.

Boorman, Jack, Timothy Lane and ot hers, 2000, . Managing F inancial Crises:  The Experience
in East  Asia,.  I nt ernational Monet ary F und W ork ing Paper 00/ 107.

Burnside,  Craig,  and David Dollar,  1998,  . Aid,  t he Incentive Regime,  and Povert y Reduct ion, .

W orking Paper, Macroeconomics and Growt h Group, W orld Bank.

Burnside,  Craig, and David Dollar, 2000,  . Aid, Policies, and Growt h,. Am er ican Economic

Review .

Carr S. Modif icat ion and extension of  the national rural develop ment program,  Paper
presented at the symposium on Agricultural Polic ies for Grow th and Development, Mangoch i,

Malaw i,  31 Oct - 4 Nov 1988.

Cassidy CM  (1980) Benign neg lect and t oddler malnutrition. In: Green LS,  Johnston FE, eds.

Socia l and biologica l predict ors of nutrit ional stat us, physical grow th and neurological
development,  New York : Academic Press, 1980:  109 - 36.

Cassidy CM.  Protein - energy maln utrition as a cultu re bound syndrome.  Culture,  Medicine

Psychiatry 1982;  6(4):325 - 5.  Cdp: gen. Newsletter, Universit y of Genoa,  Italy

Centre for Social Research, Universit y of  Malaw i. The charact erist ics of nut rit ionally
vulnera ble sub - groups w ithin t he smallholder sect or of  Malawi:  a report from t he 1980/81

NSSA.  Zomba.  Malaw i: Chancellor College, 1988.

Cho Yoon - Je and Kh atkh ate D (1989) `´ Lesson of  Financ ial Liberalization : A Conceptual

Note´´ W orld Development , Vol.  18, n°3 pp. 477 - 480

Christ iansen RE,  Kydd J. The polit i cal economy of agricult ural polic y in Malawai,  W ashingt on,

DC: W orld Bank working paper,    in press.

Clerides, S. , Lach S. and J.  Tybout  (1996), ’’Is learning by Exporting Imp ort ant ? Micro -

Dynamic Evidence From Colombia,  Mexico and Morocco ’’, NBER W orkin g paper No.  5715.

Collier, David Dollar, and Nicholas St ern, 2000, Fif ty Years of Development , W orld Bank.

Collier, P. and J.  Gunning (199 9) `Explaining African Economic Perf ormance ´,  Journal of

Economic Literat ure Vol. 37, No. 1.

Collier, P.  a nd J.W . Gunn ing (1997) Explaining Af rican Economic Performance ,  CSAE

Working Paper 1997. 2 ,  Oxford.

Collier, Paul,  1999, Consensus - Building,  Knowledge and Condit iona lit y, W orking Paper,

W orld Bank.

Collier, Paul,  and David Dollar, 2000, Aid Allocation and Povert y Re duct ion,  W orld Bank

mimeo, (October).

Collier, Paul, and Jan W illem Gunning,  1999,  .The I MF.s Role in Struct ural Adjustment,.

Economic Journal  109:  F634 - F651 (November).

Connors,  T. , 1979, The Apparent  Eff ects of Recent  I MF St abilization Programs,  IF Discussion

Paper 135,  Board of Governors of the Federal Reserve System.

Conway,  Pat rick, 1994,  .IMF Lending Progra ms: Part icipation and Impact,. Journal of

Develop ment  Economics  45,  365 - 391.

Conway,  Pat rick,  1998(a), IMF Programs and Economic Crisis:  A n Empirical St udy of

Transit ion,  Universit y of  Nort h Carolina W orking Paper (March).

Conway,  Patrick, 1998(b), Evaluat ing Fund Pr ograms:  Met hodology and Empirical Estimat es,

W orking Paper, Universit y of  Nort h Carolina (May).

Conway,  Patrick, 2000, IMF Programs and Ext ernal Balance: The Crisis - Part icipation

Dynamic, W orking Paper, Universit y of Nort h Carolina (Oct ober).

Corbo,  V.  and P. Rojas,  1992,  W orld Bank - Supported Adjust ment  Programs: Count ry

Perf ormance and Ef fectiveness. I n Corbo, V.,  S. Fische r and S. W ebb:  Adjustment Lending

Revisit ed:  Policies t o Restore Growth . W ashington, DC: W orld Bank.

Cornia G.  et al. (eds) (1992), Africa’s recovery in t he 1990s, Macmillan Press,  London.

Cott arelli,  C.,  and C.  Giannini,  1997, Credibilit y W it hout Rules ? Monet ary Frameworks in t he

Post - Bret ton W oods Era , IMF Occasional Paper No. 154 (December)

Council on Foreign Relat ions I ndependent  Task  Force, 2000,  Safeguard ing Prosperit y in a

Global Financial Syst em: Th e Fut ure I nternat ional Financ ial Architect ure. Carla Hills and

Pet er Peterson,  Co - Ch airs,  Morris Goldst ein, Project  Direct or.  W ashingt on DC:  I nstit ut e for

I nternat ional Economics. (.CFR Report.)

David Dollar and Jakob Svensson, What Explains  the Success or Failure of Structural

Adjustment  Programs? (W ashingt on,  D. C.: W orld Bank , Development  Research Group,

Macroeconomics and Growt h, 1998)

De Gregori o J.  and Gui dotti  P.E. (1995) `´ Financial Develo pment  and Economic Grow th´´,

W orld Development, Vol.  23, n°3, pp. 433 - 448

De Gregorio,  Jose,  Barry Eichengr een, Tak at oshi It o, and Ch arles W yp losz, 1999,  An

I ndependent and Account able IMF. Geneva:  Internat ional C ent er f or Monet ary and Banking

Studies and Cent er for Economic Policy Research.

DeW alt BR. Half way t here: social science in agricultural development  and t he social science
of  agricultural development . I n: McCorkle CM, ed. The social sciences in internat ional
agricult ural research: lessons from t he CRSPs.  Boulder, Colo,  USA: Lynne Rienner,

1989: 3961.

Dhont e, Pierre, 1997,  . Condit io nalit y as an I nstrume nt  of  Borrower Credibilit y,.  Paper on

Policy Analysis and Assessment PPAA/97/2, Int ernat ional Monet ary Fund (February).

Dicks - Mireaux,  Lou is,  Marco Meca gni,  and Susan Schadler, 1997,  Evaluating the Ef f ect s of

I MF Lending,  I MF.

Dixit, Avinash, 2000, I MF  Programs as Incentive Mechanisms,  draft (June 21).

Dollar,  David,  and Jakob Svensson,  2000,  .W hat Explains the Success or Failure of St ruct ural

Adjustment  Programs, . Economic Journal  110 (October), 894 - 917.

Donovan,  Donal, 1981,  Real Responses Associa t ed wit h Exchange - Rate Action in Selected

Upper Credit  Tra nche Stabilizat ion Programs,  Staff  Papers ,  I nternational Monetary Fund,  Vol.

28,  698 - 727.

Donovan,  Donal,  1982, .Macroeconomic Perf ormance and Adjust ment  Under Fund -

Supported Pro grams: The Experie nce of the Seventie s,. Staff  Papers ,  I nternat ional Monet ar y

Fund, Vol. 29, 171 - 203.

Dooley, Michael,  1999, The I MF,  Crisis Management  and Bailin g in t he Pr ivat e Sect or,

Prepared f or Carne gie - Ro chest er Conference Series , . Financial Crisis and t he Role of t he

I MF,. November 19 - 20,  1999.

Dornbush R.  and Reyno so A. (198 9) ,  `´ Financial Factors in Economic Development ´´,

American Economic Review, Vol. 79, n°2,  May, pp.204 - 209

Drazen, Alan,  1999, W hat Is Gained by Select ively W ithholding  Foreign Aid? Mimeo,

Un iversit y of  Maryland (April).

East erly,  W illiam,  20 00,  The Eff ect of I MF and W orld Bank Programs on Pov ert y, Pa per

Present ed at  the Int ernat ional Monet ary Fund.s First Annual Research Conf erence

(November).

Edgren, Gus,  1996,  A Challen ge t o t he Aid Rel at ionship,  in Aid Dependency ,  Sw edish

I nternat ional Develo pment  Aut horit y.

Edw ards,  S. (1984) ,  `´The Order of  Liber alizat ion of The Ext ernal Sector in Developing

Count ries´´ Princeton Essays in Int ernat ional Finance,  No. 156, December.

Eiche ngre en Barry, Andrew K.  Rose, and Charles W yplosz,  1995,  Exchange Market

Mayhem: Th e Antecedent s and Aft ermat hs of  Speculative Att acks,  Economic Policy 21

(Oct ober), 251 - 312.

Eiche ngre en,  Barr y,  1 999,  Toward A New  I nt ernational Financial Archit ecture: A Pract ical

Post - Asia Agenda. W ashingt on DC: I nst it ute f or I nternat iona l Economics (February).

Feldstein, Mart in, 1998,  . Refocusing the I MF,. Foreign Aff airs,  March/ April 1998,  20 - 33.

Feldstein, Martin,  1999, A Self - Help G uide f or Emerging Market s, Foreign Aff airs,

(M arch/ April) 93 - 109.

Ferguson AK, Millard AV,  Khaila SW . Agricult ure and nutrition in Malawi,  Paper presented at

t he American Ant hropological Association Meeting, Washingt on,  DC, 15 - 19 Nov 1989.

Ferguson AK, Sprecher S.  W omen and plant genetic diversity: t he case of beans in the

cent ral region of Malawi. Paper present ed at t he American Anthropological Associat ion

Meet ing,  Phoenix,  Ariz,  USA,  16 - 20 Nov 1987.

Ferguson AK. Socio economic fact ors inf luencing ge net ic diversit y in Malawian bean

landraces,  cent ra l region. Malawi/ Michigan St at e Universit y Project , Socioecono mic Annual

Report . East Lansing,  Mich, USA: Michigan St at e University, Bean/ Cowpea CRSP W omen in

Development  Program,  1987.

Fischer, St anley, 1994,  The Mission Of  The Fund,  In Bret ton W oods:  Lo ok ing t o t he Future,

Bret ton W oods Commission:  W ashington DC.

Fischer, St anley,  2000, Remarks by the Act ing Ma naging Direct or to t he Brett on W oods

Commit tee Meet ings on  4 Apr il,  20 00,  I nternat ional Monet ary Fund.

ht tp://www.imf.org/ ext ernal/np/speeche s/ 2000/ 040400. htm (17 July 2000).

Francis CA, Flor CA, Temple SR. Adapt ing variet ies for intercropped syst ems in t he tropics.

I n: Mult iple cropping.  ASA Special Publicat ion no.  27. 1976:235 - 54.

Francis CA. Development of plant genotypes f or mult iple crop ping s ystems. I n: Frey KJ,  ed.

Plant  breeding I I. Ames,  I owa, USA: Iowa Stat e University Press, 1981:179 - 232.

Frenkel,  Jacob A.,  and Mohsin S. Khan,  .Adjustment Policies and Economic

Development ,. American Journal of Agricultural Economics,  72, No. 3 (Augu st  1980), pp.  815 -

820.

Fry M. J.  (1980) ,  `´Sav ing,  I nvest ment , Growt h and t he Cost of Financia l Repression´´,  W orld

Development , Vol.8,  n°4, April,  pp.317 - 27

Fry M.J. (1988) ,  Money,  Interest and Banking in Economic Develop ment,  Baltimore, MD :

John Hopkins  University Press

Gal bis Vi cente (1 993)  `´High Real I nt erest  Rat es Under Financial Liberalization. Is There a

Problem ? IMF W orking Paper 93/7

Gelw we P. and D.  de Tray (1991),  , The po or  in Lat in  America during adjust ment : a Case

Study of  Peru", Economic  Development and Cultural Change, n. 1, 27 - 54.

Ghani, E.  and C. Jayarah (1995) ’’Trade Reform, Eff iciency, and Growt h ’’ Policy Research

Working Paper,  1438,  The W orld Bank.

Kaluwa, B.  and J.  Musila (2000) `Pro - Poor Budgeting in the Social Sectors,  Efficienc y or

Uninformed Pat ronage:  Some Answers from Malawi´ (unpublished),  Dept.  of  Economics,

Chancellor College: Zomba.

Kaplan,  E., and D. Rodrik,  2000, Did t he Ma lays ian Capit al Cont rols W ork? Mimeo, Harvard

Universit y (December).

Kapur, Devesh, and R ichard W ebb, 2000, Governance - Re lated C ondit ionalit ies of  t he

I nternat ional Financial Inst itut ions, Unit ed Nations Conference on Trade and D evelopment , G -

24 Discussion P aper 6 (August).

Kenen, Pet er,  2000,  Financial - Sect or Ref orm in Emerging - Mark et Count ries: Gett ing t he

I ncentives Right.  Remarks Prepared for t he Panel Discussion on Strengthening t he

Resilience of Global F inancial Mark ets Sponsored by the Per Jakobsson Foundat ion,

Lucerne,  Swit zerland (June).

Khan,  Mohsin,  1990,  . The Macroeconomic Ef f ects of  Fund - Supported Adjustment Programs, .

Staff  Papers , I nt ernational Monetary Fund, Vol. 37,  195 - 231.

Khan,  Mohsin,  and Malcolm Knight,  1981,  . St abilization Programs  in Developing Countries:  A

Formal Framework, . Staff Papers,  Int ernat ional Monet ary Fund,  Vol.  28, 1 - 53.

Khan,  Mohsin,  and Malcolm Knight , 1985, Fund - Supported Programs and  Econ omic G rowt h,

W ashington, DC: IMF Occasional Paper 41.

Killick,  T.,  M. Malik ,  and M. Manuel, 1992,  .W hat  Can W e Know About  the Effect s of  IMF

Programmes?.,  W orld Economy 15,  pp. 575 - 597.

Killick,  T. , R.  Gunatilaka and A.  Marr,  199 8, Aid  and t he Polit ical Economy of  Policy Change.

London:  Rout ledge.

Killick,  Tony 1997, Princ ip als Agents and the Failings of Condit ionalit y,  Journal of

I nternat ional Develo pment : Vol. 9, No. 4, 483 - 495.

Killick,  Ton y,  1984,  The  Quest  f or Economic Stabilizat ion:  The I MF and the Third W orld,  New

York , NY:  St. Mart in.s.

Kim and Kuon (1977), The ut ilizat ion of  capit al and the growth of  output in a developing
economy: the case of  Sout h Korean manuf acturing,  Journal of  Development  Economics,

9: 265 - 278.

Ki ng Robert G. and Le vi ne Ross (1993) `´F inanc e and Grow th : Schumpet er Mig ht Be

Right´´,  Quaterly J ournal of  Economics, 108, p. 717 - 37.

Krueger and Tuncer (1982a), Growt h of PTF in Turkish Manufact uring Indust ries, Journal of

Development  Economics, 11 : 307 - 326

Krugman P. 1984.  ’’I mport  Prot ection as Export Promot ion :  Internal Compet ition in t he
presenc e of  oligopolies and economies of  scale’’ I n Kierkow sk i H.  ed , Mono polist ic

Co mpetit ion and I nt ernational t rade ,  Oxford University Press.

Krugman Paul. 1987. ’’The Narrow Moving Ba nk,  t he Dut ch Disease and t he competit ive

Consequences of Mrs Thatcher :  Not es on trade in the presence of Dynamic Scale

Economies. ’’ Journal of  Development Econo mics 27: 41 - 55

Kydd J, Christ iansen RE. Struct ural change in Malaw i since independence: consequences of

a development strat egy based on  large - scale agricult ure. W orld De v 1982; 10(5):355 - 75.

Kylan d, F.  E. , and C. Prescott, 1997,  .Rules Rather than Discretion: The I nco nsistency of

Opt imal Plans,. Journal of Polit ical Economy,  No. 85, pp.  473 - 92.

Lane,  Timot hy,  and Steven Phillips,  2000,  . Does IMF Financing Result  in Mora l Hazard?,.  I MF

W orking Paper 00/ 168 (October).

Lazear, E.P. (1995) Personnel Economics , MI T Press: Bost on.

Lele U. St ruct ural adjust ment , agricult ural developmen t and t he poor: some lessons f rom the

Malaw ian experience.  Paper present ed at t he sympos ium o n Agricultural Policies for Growth

and Development , Mangochi,  Malawi,  31 Oct - 4 Nov 1988.

Lienert , I.  and J.  Modi (1997) `A Decade of  Civil Service Ref orm in Africa´ I MF Working Paper

97/ 179, I MF: W ashingt on DC.

Liu L.  (1991), Ent ry - Exit , learning and prod uctivit y change:  Evidence f rom Chile,  W orld Bank.

Lovell C.A. K., J. Def ourny,  A.G .M.  N’GBO (1992).  Variation in product ive efficiency in French

W orkers’ Cooperatives, The Journal of  Productivit y Analysis, 3, 103 - 117.

Loxley, J. 1984,  The IMF and the Poores t Count ries, Ottawa, Canada:  Nort h - Sout h Inst it ut e.

Lundva ll K.  a nd G.  Bat tese (1997). Firm size,  Age  and Eff iciency: Evidence F rom Kenyan

Manufacturing Firms,  Got eborg Universit y,  mimeo.

Lungu P. R.  and J.  L. Mugore (1999) Review  of  t he Act ion Pla n f or Ci vil Service Reform Part

1 ,  Malaw i Government , Office of the President and Cabinet: Zomba.

Malaw i Government (19 98) Econ omic Report 1998, Bu dget  D ocu me nt No.  4 ,  Minist ry of

Finance and Economic Pla nning:  Zomba.

Malaw i Government  and W orld Bank  (2000) Malawi :  Pub lic Expenditure Review (Draft

Report ) Malaw i Government: Zomba.

Malaw i G overnment , (2000 ) Malawi I nt erim Povert y Reduction and Growt h Strategy Paper ,

Minist ry of Finance and Economic Planning:  Zomba.

Mann in g, N.  R.  Muk herjee and O.  Gokcekus (2000) Pub lic Of ficials and t heir Inst itutional

Environment : An Analytical Model for Assessing the I mpact  of I nstit ut ional Change on Public

Sect or Perf ormance ,  W orld Bank: W ashingt on DC.

Mat a LJ. The nutrition - inf ect ion complex and it s environment fact ors. Proc Nut r  Soc

979;38:29 - 40.

Mat in K.  (1992), Openness and economic performanc e in Sub - Saharan Af rica: Evidence f rom

Time - Series Cross - Count ry Analysis, W orld Bank.

McKinnon, Ronald I.(1973) ,  Money and Capit al in Economic D evelo pment  (W ashingt on :

The Brook ings I ns t it ut ion,  1973)

McKinnon, Ronal d I ., The Order of  Economic Liberalization : Financial Cont rol in t he

Transit ion t o a Mark et  Economy, (Baltimore : Johns Hopkins Universit y Press, 2nd Edition,

1993)

Meller P. (1991),  ,  Adjust ment  and Social Cost s in Chile dur ing t he 1908s",  W orld

Development , n. 11, 1545 - 1561.

Melt zer, Allan. 1999. "W hat’s W rong with t he IMF? W hat W ould Be Bett er?" in W illiam Hunter,

George Kauf man,  and Th omas Krueger,  eds.,  The Asian Fin ancial Crisis. Bost on:  Kluw er

Academic Publishers.

Mer cer - Black man,  Valerie,  and Anna  Unig ovskaya,  2000,  Compliance wit h I MF Program

I ndicators and Growt h in Transition Economies,  IMF Work ing Paper 00/47 (March).

Millard AV.  A causal model of  child mort alit y, Paper present ed at t he American

Ant hropologica l A ssociation Meeting, Chicago, 111,  USA,  18 - 22 Nov 1987.

Milner,  C. And P. W right (1998) ^Mode lling  labour market adjustment t o trade lib eralisat io n in
an indust rialisin g economy~, Economic Journal ,  Vol 108,  N0. 447,  March:509 - 528.

Minist ry of Finance and Ec onomic Planning (200 0) MT EF Phase Two:  Conso lid ation a nd

Revit alisat ion:  Overview of  Plan of Act ion ,  Minist ry of Finance and Economic Planning:

Zomba.

Moll, P.  (2000) `Agriculture Sect or Review´, in Malawi: Pub lic Expendit ure Review (Draf t

Report ) Malaw i G overnment: Zomba and W orld Bank: W ashington DC.

Monti el P.  J.,  Agénor P.  R.  and Haque,  N.  U.  (1993) I nformal Financial Mark ets in

Developing Count ries : A Macroeconomic Analysis,  Advanced in Theorical a nd Applied

Economics, Blackwell Publishers, Cambridge

Mosley,  P. , Harrigan, J., Toye,  J., 1995. Aid and Pow er, Vol.  1, 2nd edn. Routledge,  London.

Msosa,  C.P.  (1998) `Public Sector Ref orm´ (memo),  Department of  Human Resource

Mana gement  and Development,  G overnment  of Malawi: Zomba.

Mugore,  J. (1997) `Public Sect or Reform in Malaw i´, unpublishe d report for UNDP,  Lilongw e.

Mund lak Yair,  " Production  Function Estimat ion:  Reviving t he Primal",  Econ ometrica,  vol.64,
no. 2,  (March,1996), 431 - 438.

Mussa,  Michael and  Miguel Savast ano, 1999,  The I MF Approach to Economi c St abilization,

I MF working paper 99/104 (July).

Mut ahab a, G.,  R Baguma,  and M Halfani (19 93) Vitalizing African Public Ad ministrat ion for

Recovery and Development , Kumarian Press: Connet icut.

Nations MK,  Rebhun LA.  Angels wit h wet  w ings w on’t fly:  mater nal sentiment in Brazil and t he
image of  neglect. Cult ure, Medicine Psychiatr y 1988;12:141 - 200.

Nishimizu and Pag e (1982). Total factor productivity gr owt h,  technological progress and

t echnical ef ficiency change:  Dimensions of product ivit y change in Yugos lavia,

Nishimizu and Page (1 990), Trade Polic y,  Mark et  Orientation and Productivity in I ndust ry,  in

de Melo and Sapir (Eds.), Trade Th eory and Economic  Ref orm .

Nishimizu an d Robinson (1984) , Trade policies and product ivit y in se mi - indust rialise d

count rie s, Journal of  Development  Economics,  16 : 177 - 206.

Ni ssanke M. and Aryeetey E. (1996) `´ Financ ial I nt egration and D evelopment  : Financial

Gaps Under Liberalizat ion in Four African Count ries´´ W orld Bank

Nissanke,  M and Aryeet ey, E.,  (1996), Financial Inte gration a nd Development:  Financial Gap s

under Liberalizat ion in Four African Count ries, W orld Bank

Nunnenkamp,  Pet er,  . The Moral H azard of IMF Le nding:  Mak ing a Fuss about  a Minor

Problem?. Kiel Discussion Pap ers, March 1999.

Oluw o, B.  (1999) `Redesigning  Af rican Civil Service Reform´, Journal of  Modern African

Studies ,  Vol.  37, No. 1: 1 - 23 18

Overseas Development  Council Task  Force Report, 2000,  The Future Role of  the I MF in

Development . Available via t he I nternet at www. odc.org .

Owens,  T. and A. W ood (19 97) ‘Export Orient ed I ndustrialisat ion t hrough Primar y

Processing?’, World Development ,  25 (9), Sept ember, 1453 - 147 0.

Oxford Analyt ica,  1995,  Af rica: Struct ural Adjustment, Oxf ord Analytica Brief (June 21).

Pack  1993,  Productivity and  industrial developm ent  in subsaharan Af rica, W orld

Development , vol 21, no 1, pp1 - 16

Pack  H.1988.  ’’Indust rialization and Trade. ’’ In H.  Chenery and T. N. Srinivasan, eds.,  Hanbook

of  Development  Economics, vol. 1.Amst erdam:Nort h - Holland.

Past or, M.,  1987,  .The Eff ects of IMF P rograms in t he Third W orld: Debat e and Evidence from

Lat in America. , W orld Develop ment 15,  249 - 262.

Pet ers PE, Herrera MG. Cash cropping.  food securit y and nutrit ion:  t he eff ect s of agricultural

commercialisat ion among smallholders in Malaw i, Final report  to US Agenc y for I nt ernational

Development  Project  PDC - 0082 - G - SS - 6213 - 00,  Cambridge,  Mass, USA:  Harvard I nstit ut e for

I nternat ional Develo pment , 1989.

Pill Huw  and Pradhan (1995) ,  `´Financial Indicat ors and Financ ial Chang e in Africa and  Asia´´

I MF W orki ng Paper 95/123

Praussello, Franco (1994), The social impact  of the IMF and W B adjust ment policies, in the in

Prendergast , C.  (1999) `Th e Provisio ns of  I ncent ives in Firms´,  Journal of  Economic Lit erature

37,  7 - 63.

Prior, F.  L. (1990) The Polit ical Economy  of  Poverty, Equit y and Growt h ,  Oxf ord Universit y

Press: O xf ord.

Quinn V,  Chiligo M,  G itt inger JP. Household f ood and nut ritional securit y in Malawi,  Paper
presented at the symposium on Agricultural Polic ies for Grow th and Development, Mangoch i,

Malaw i,  3 1 Oct - 3 Nov 1988.

Ranis,  G.,  1995,  On fast - disbursing policy - based loans. Economics Depart ment , Yale

Universit y,  Mimeo.

Reichman T.,  and R. St illson, 1978, Experience wit h Programs of  Balance o f Payment s

Adjustment :  St and - by Arrangement s in t he Higher  Cr edit  Tranches,  1963 - 72,  I MF St aff

Papers 25, 119 - 139.

Reinikk a, R. (2001) `Recovery in Service Delivery:  Evidence f rom Schools and Health

Centers´,  in R. Reinik ka and P.  Collier (eds.) Uganda ´s Recovery:  The Role of Farms,  Firms
and Government , W orld Bank : W ashington DC.

Robert s and Tybout (1991), Size rationalizat ion and t rade exposure  in developin g count ries,

W orld Bank

Rodrik  . 1991. ’’ Closing t he t echnolog y Gap: Does Trade Liberalization R eally Help? I n G.

Helleiner,  ed . , Trade Police ,  I ndustrializat ion and Development : New  Perspectives .  Oxford:

Clarendon Press.

Rodrik  D. 1988 .’’ I mperf ect Compet ition,  Scale economies and t rade policy in Deve loping

Count ries ’’ in Baldwin R. E. , Trade Police issues and empirical ana lysis.

Rodrik , Dani, 1995, W hy Mul t ilateral Lending Exists? NBER W ork ing Paper.

Savvi des A.  (1995) `´Economic Growt h in Africa´´ W orld Development,  Vol.  23, No. 3,  pp.449 -

458

Schact er,  M.  (2000) `Sub - Saharan Af rica: Lessons from Experience in Supporting Sound

Government ´ ECD Working Paper  Series No. 7,  W orld Bank: W ashingt on DC.

Schact er,  M. (2001) `The Heart of  the Matt er: Donors, Development  Assit ance, and Public

Sect or Reform´, Policy Brief  No. 10, Instit ut e on Governance: Ont ario.

Schadler,  Susan,  F. Rozwadowski, Siddhart h Tiw ari,  and D.  Robinson,  1993, Economic

Adjustment  in Low - I ncome  Countries. Experience U nder the Enhanced St ruct ural Adjust ment

Facilit y ,  I MF Occasiona l Paper 106.  W ashington, DC: Internat iona l Monetar y Fund .

 Scheper - Hughes N. Mat ernal detachment  and inf ant survival in a Brazilian shant yt ow n - a
critique of bonding theory,  Soc Sci Med 1984; 19: 535 - 46.

Scrimshaw  NS,  Ta ylor CE,  G orden JE, (1968) Interactions of nutrit ion and inf ection. Geneva:

W orld Healt h Organizat ion,  1968: 11 - 142.

Scrimshaw  SCM.  I nf ant mortalit y and b ehaviour in t he regulation of family size,  Pop Dev Rev

1978;  4: 383 - 403.

Spraos,  John, 1986, IMF Condition alit y: Ineff ectual, Inef ficient, Mist argeted, Essa ys in

I nternat ional Finance No. 166,  Princet on Universit y (December).

Stein, H (1992) "De - indust r ialization, adjust ment , the W orld Bank, the IMF and Af rica, W orld

Development , 20 pp. 83 - 95.

Stewart F.  (1992),  Prot ecting t he Poor during Adjustment  in Latin America and t he Carib bean

in t he 1980s:  How Adeq uat e was t he W orld Bank response?, Deve lopment  St udies W ork ing

Papers,

Summers, Law rence H., 1999(a), The Right Kind of IMF for a Stable Global Financial Syst em,

Remarks t o t he London Schoo l of Business,  London,  England (December 1 4).  Available via

t he Int ernet at www. ustreas. gov .

Summers, Lawrence H.,  1999(b),  A New Framew ork f or Multilat eral Development  Policy,

Remarks t o t he Counc il on Foreign Relat ions (March 20).  Available via t he I nt ernet at

ww w. ust reas. gov .

Summers ,  Law rence H. , 2000,  Testimon y Bef ore t he House Bank ing Committ ee (March 2 3).

Availab le via the I nt ernet at www. ust reas. gov .

Svensson,  Jakob, 1999a, W hy Conditional Aid Do esn. t  W ork and W hat  Can Be Done About

It,  W orking Paper, W orld Bank (October)

Svensson,  Jak ob,  1999b,  Aid, G rowt h and Democracy,  Economics an d Politics 11 (3), 275 -

297 (November).

Svensson,  Jakob, 2000,  W hen Is Foreign  Aid Polic y Credible? Aid Depen dence and

Condit ionalit y,  Journal of Developme nt  Economics 61,  61 - 84.

Tanzi, V.  (1998) `Corrupt ion Aroun d t he W orld:  Causes, Consequences,  Scope and C ures´,

I MF Staff Papers Vol. 45, No.  4, December.

Tanzi, V.  (2000) `The Role of  the St at e and the Qualit y of  t he Public Sector´, IMF W orking

Paper ,  00 / 36.

Tsik at a, Tsidi, M.  1999, Aid Ef fect iveness: A Survey of  the Recent ,  Empirical Literat ure, in

I MF, Int ernat ional Economic Policy Review,  Vol.  1.

Turtelboom, Bart (1991) `´Interest  Rate Liberalizat ion:  Some Lessons from Af rica´´ I MF

W orking Paper 91/ 12 1 (W ashington: 1991)

Tybout  and W estbrook (1993),  ’’Estimat ing Returns t o scale wit h large, I mperfect Panels,’’

W orld Bank Economic Review 7: 85 - 112

Tybout  J. 1992a, ’’Link ing trade and Product ivity:  New Research Direct ions’’,  The W orld Bank

Economic Revie w 6, 189 - 211.

Tybout  J. and M.  Robert s (1997), Producer t urnover and productivit y growt h in developing

count ries, The W orld Bank Research Observer, vol. 12, no.1.

Tybout , de Melo and Corbo.1991.  ’’t he Eff ects of Trade Ref orms on Scale and Tech nical

Eff icienc y: New Evidence f rom Chile.’’ Journal of Int ernat ional Economics 31: 231 - 50

Ul Haque,  Nadee m,  and Mohsin S.  Khan, 1998, Do I MF - Supported Programs W ork , A Survey

of  t he Cross - Count ry Empirical Evidence, IMF W orking Paper 98/169

UNDP (2000) Decentralized Go vernance in Malawi: Final Assessment Report ,  Depart ment  of

Rural Development,  Banda College of  Agricult ure, University of Malaw i: Lilongw e.

United St at es Depart ment  of the Treasur y,  1999, Report t o Congress on IMF Reforms

(Oct ober 1, 1999; Updated March 20 00). Availab le via the I nt ernet at www. ustreas. gov .

Van Rijckeghem,  C. and B. W eder (1997) `Corrupt ion and the Rat e of  Tempt at ion: Do low

W ages in the Civil Service Cause Corrupt ion?´, I MF Working Paper 97/ 93.

Villanueva,  D. , and Mi rakhor Abbas (1990) ,  `´ Strategies f or F ina ncial R eforms´´ I MF St aff

Papers No 37, 509 - 36.

Vreeland,  James R.,  1999, The I MF: Lender of Last Resort  or Scapegoat ? Depart ment  of

Political Science, Yale Universit y, mimeo (April).

W escott,  C.  (1996) `Civil Se rvice Ref orm:  Lessons f r om Af rica´ in Civil Service Refor m in Sub -

Saharan Af rica,  Analysis and Policy Document , UNDP:  New York.

W hit e,  How ard,  and Oliv er Morrissey,  1997, Condit ionalit y W hen Donor and R ecipient

Pref erences Vary,  Journal of  I nt ernational Deve lopment , Vol. 9, No. 4 , pp. 497 - 505.

W illett,  Thomas D. , .Did the Mexican Bailo ut Really Cause t he Asian Cris is?.  Claremont

Policy Brief s Issue No. 99 - 01,  March 1999.

W illiamson, John,  1983, On Seek ing t o I mprove IMF Condit ionalit y,  Americ an Economic

Review  73 (2), 354 - 358.

W illiamson, John, 2000, A More Focused I MF, Prese ntation at  a Conf erence on.  The Fut ure
of  t he Bret ton W oods I nstit utions:  The European Contribut ion to the Debate on the New

Financial Archit ecture, . Institut e for Int ernat ional Econo mics (Sept ember).

W illiamson, John,  2000,  The Role of  the I MF: A Guide to t he Re port s,  Internat ional

Economics Policy Brie f 00 - 5,  I nstit ut e for Int ernational Economics (May).

<www. iie.com/ newslet r/ news00 - 5. ht m>

W olf ensohn, James D, 1999, A Proposa l for a Comprehensive Deve lopment Framew ork,

Memorandum to W orld Bank Board, Management  and St aff (January).

W ood, A. (1994) Nort h - Sout h Trade,  Employ ment  and Inequalit y:  Changing f ortun es in a skill -
driven world ,  Clarend on Pr ess, Oxford.

W ood, A. and K. Berge (199 7) ‘Export ing Ma nuf actures: Human Resources,  Natural

Resources,  and Trade Policy’, Journal of  Developmen t St udies ,  34 (1),  35 - 59

W ood, Angela,  and Mat thew Lockwood,  1999, The Perest roik a of Aid? New Perspectives on

Condit ionalit y,  mimeo,   Bretton W oods Project (March).

W orld Bank (1994) `Malawi Civil Service Pay and Employment  St udy´, Report  No. 1307 1 - MAI,

W orld Bank: W ashingt on DC.

W orld Bank (1994), Adjust ment  in Africa, Oxford University Press, New York

W orld Bank  (1997) World Bank Develop me nt Report : The Stat e in a Ch anging World W orld

Bank : W ashingt on DC.

W orld Bank (2000) African Economic Indicat ors , W orld Bank: W ashingt on DC.

W orld Bank (2001),  "Review of  Privat e Sect or Developme nt in IDA 10 - 12, " May 1,  W orld

Bank

W orld Bank, 1998,  Assessing Aid:  W hat W ork s, W hat D oesn. t,  and W hy,  (Oxford Universit y

Press: O xf ord).

Zhang, Xiao min g Ala n,.  Testing f or Moral Ha zard. in Emerging Markets Lending.  Inst itut e of

I nternat ional Finance Research Paper N. 99 - 1, August  1999

Zulu,  J., and Saleh Nsouli,  1985,  Adjustment Program s in Africa: t he Recent Experience,

Occasional Paper 34, W ashingt on,  DX: Internat ional Monetar y Fund