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The Norwegian Agency for Development Co-operation (NORAD) has during the period May-September 2002 reviewed its support of private sector development in major partner countries. The countries are Bangladesh and Sri Lanka in Asia, and Malawi, Mosambique, Tanzania, Uganda, and Zambia in Africa.

The aim of the reviews was to explore the possibilities of improving and expanding the support of private sector development within the guidelines given by the Strategy for Norwegian Support of Private Sector Development in Developing Countries.

The studies have been undertaken by teams consisting of an external consultant on private sector development, a resource person from the Norwegian private sector, and advisers from NORAD, Oslo, and the Norwegian embassies. The findings, interpretations, and conclusions expressed in the studies are entirely those of the teams and should not be attributed to NORAD.  

The study of the private sector in Malawi is number 4 in the series of 7 country studies.
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KEY FACTS ABOUT MALAWI

PEOPLE
 
1996
1999
2000

Population
millions
9,4
10,1
10,3

Population growth
% per year
2,5
2,1
2,1

Life expetancy at birth
Years
 
 
38,1

Fertlity rate
Births per woman
 
6,4
6,3

Infant mortality rate
per 1000 live births
 
 
102,8

Mortality rate, under-five
per 1000 live births
 
 
193

Urban population
% of total
13,9
15
15,4

HIV prevalence
% of females aged 15-24
 
15,3
 

Illiteracy rate, male
% of male over 15 years
27,8
26,1
25,5

Illiteracy rate, female
% of females over 15 years
57,8
54,6
53,5

ECONOMY
 
1996
1999
2000

Gross Domestic product
Billion US$
2,4
1,8
1,7

GNI per capita
US$ per capita
190
190
170

GDP growth
% over preceding year
7,3
4
1,7

Inflation
GDP deflator, annual %
58,9
42,2
24,5

Agriculture, value added
% of GDP
36,8
38
41,6

Industry, value added
% of GDP
18,2
19,2
19,1

Services, value added
% of GDP
45
42,8
39,4

Exports
% of GDP
21,3
27
26,3

Imports
% of GDP
29,9
42,4
38,2

Gross capital formation
% of GDP
11,6
14,8
13,1

TRADE AND FINANCE
 
1996
1999
2000

Net barter terms of trade
Idex; 1995 = 100
106
100
 

Foreign Direct Investment
Net inflow in mn US$
44
60
45

Present value of debt
billion US$
 
 
1,5

Total debt service
% of export revenue
15,5
12,7
11,7

Aid per capita
US$ per capita
52,1
44,2
43,2

ENVIRONMENT
 
1996
1999
2000

Surface area
Thousand square km
 
 
118,5

Forest area
Thousand square km
 
 
26

Annual deforestation
% change
 
 
2,4

Improved water source
% of  population with access
 
 
57

Urban sanitation
% of urban pop. w/ access
 
 
96

TECHNOLOGY AND INFRASTRUCTURE
1996
1999
2000

Fixed telephone lines
per 1,000 people
4,1
6,2
9

Personal computers
per 1,000 people
 
1
1,2

Internet users
Total number
 
10000
15000

Paved roads
% of total
20
18,5
 

Aircraft departures
Total number
3500
4400
4800

OTHER FACTS
 
 
 
 

President:
Bakili Muluzi (since 21 May 1994)
 
 
 

Head of Government
Bakili Muluzi (since 21 May 1994)
 
 
 

Last election:
15 June 1999
 
 
 

Main exports
Tobacco, tea, sugar, cotton, coffee, peanuts, wood products 

Export trading partners (1999)
South Africa 16%, Germany 16%, US 15%, Netherlands 7%, Japan  

Main imports
Food, petro. products, semimanufactures, consumer goods, transport equip.

Import trading partners (1999)
South Africa 43%, Zimbabwe 14%, UK 5%, Germany 5%, Zambia, Japan, US

Lowest/highest point
Junction Shire River/boundary with Mozambique 37 m, Sapitwa 3002 m

Seasons
Rainy season (November to May); dry season (May to November) 

Religions
Protestant 55%, Roman Catholic 20%, Muslim 20%, indigenous beliefs 

Official languages
English and Chichewa
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EXECUTIVE SUMMARY

Is Private Sector Development (PSD) needed ?


Malawi is the smallest of Norway’s main partner countries in Africa. It occupies an area a little larger than Iceland, mainly on the western banks of Lake Malawi, and it is landlocked between Mozambique and Zambia. Its 10 million inhabitants now suffer from worse socio-economic conditions than seen in most of sub-Saharan Africa.


Malawi’s economy is the second most aid-dependent in sub-Sahara Africa - after Mozambique
. It is also by far the economy in the world that depends most on tobacco for non-aid foreign exchange earnings - ahead of Zimbabwe. In 1998, Malawi received US$ 470 mn in Official Development Assistance (ODA) and earned US$ 332 mn in tobacco exports. The sum of all other export revenues was US$ 124 mn. Both aid and tobacco earnings peaked in that year and have since declined, contributing to increased poverty. Today, Malawi suffers from the worst food shortage in 50 years. 


There is no debate over the importance of diversifying Malawi’s sources of income. However, the increasingly adverse social conditions have led both Government of Malawi and its international co-operation partners to focus on alleviating short-term problems. Most recently, both Germany and EU have agreed with Malawian authorities to shift priorities from the PSD sector to social issues. This has left PSD in need of co-operation partnerships. It is, to some extent, an “under-funded” area within an “over-aided” economy, yet it is the only sector which can offer a long-term way out of Malawi’s fragile dependency on tobacco earnings and foreign aid.

Where are the constraints ?


The private sector in Malawi is miniscule. Less than US$ 40 million is invested in it in an average year, and the entire economy – measured as Gross Domestic Product – is only US$ 1.8 billion. 


Apart from being small, Malawi’s productive sector also lacks diversity. It has a few larger private companies with some tradition – particularly tea, sugar and tobacco estates. In addition, it consists of a number of large (in Malawian standards) companies with parastatal roots, in the utility sectors (water, electricity, telecommunications, railways, air transport, etc.) and within monopolistic agribusiness. These companies are currently in various stages of privatisation and commercialisation.  


Apart from this, most companies are small family businesses. Malawi has probably seen less investment from investors of Asian or Middle-Eastern origin than its neighbours to the north (Kenya and Tanzania), and less investment from South Africa than countries to its south such as Mozambique, Swaziland or Lesotho. It also lacks a diaspora who could repatriate earnings for domestic investment. 


A main concern of the Team has been to identify ways in which Malawi’s small and medium-sized companies can evolve into more sophisticated entities that can provide tax income, export earnings, and varied employment to the country’ economy. 


Malawi’s small economy puts an effective size cap on its domestic companies, who must cater to a miniscule domestic market that is also prone to unstable macro-economic factors. Exchange rates, inflation rates and interest rates have fluctuated badly. The country’s landlocked position has confined exports to tobacco and a few other cash crops. More precisely, inflation has exceeded 20% p.a. in all but one of the last ten years, and anti-inflation measures have only sufficed to bring it to a current level of 18% p.a. Nominal commercial lending rates are still at 45%-48% p.a., implying that reduced inflation has created extremely high real interest rates. The currency exchange rate has been through several devaluation shocks, most recently in 2000, when the Malawi Kwacha (MWK) fell 40% against the US Dollar. In a recent worldwide survey among businessmen, Malawi was one of only two African countries where inflation was rated as the number one obstacle to doing business.


In short, Malawi’s private sector suffers from a weak domestic market (because of its small size and volatile macroeconomic conditions), and from a difficult export market (because it is landlocked). The conditions in Malawi are in many ways similar to those of its closest neighbours; the eastern parts of Zambia and the north-western parts of Mozambique – both of which are among the least developed in Zambia and Mozambique, respectively.

Which are the opportunities ?


The 1990s was a “lost decade” for Malawi in terms of economic development. The country entered the decade with several advantages; (i) a peaceful transition to democracy and a stable political system; (ii) comparatively well functioning institutions; (iii) low labour costs; (iv) well advanced structural reforms; and (v) substantial support from donors. Despite these promising features, Malawi emerged into the new Millennium with a Gross Domestic Product (GDP) that was unchanged since 1990 in current prices – i.e. a real reduction when inflation and population growth are taken into account. 


The positive aspects of Malawi still exist. However, the country’s pace in structural reforms has been surpassed and Malawi can no longer offer a more stable investment climate than other countries in the region which compete for investor attention.  


In the Team’s analysis, it was assumed that Malawi will most likely continue to suffer from a problematic business framework during the next 1-3 years. The Team believes that this period will be characterised by considerable donor support to the social sectors, both to alleviate the food crisis and to mitigate other worsening social issues. The country’s Poverty Reduction Strategy Paper (PRSP), which was published in April 2002, will be the guiding instrument during this process. It may be difficult to improve macro-economic stability at the same time, as food shortage and influx of donor funds tend to stimulate inflation and distort the currency market. It is also likely that domestic transport capacity will be tied up and that the high transport costs will be sustained.


During this period, PSD projects are most likely to succeed if they are structured to be robust against macro-economic instability and costly logistics. Such sectors could include electricity generation and distribution, consulting services, and supplies to the donor-financed market. 


In the longer run (i.a., after 3-4 years), the framework may be improved and a wider set of possibilities may emerge. The Nacala Corridor (to the Indian Ocean, via Mozambique) may become available, and reduce transport costs. Macro-economic conditions may have improved, and reduce transaction risks particularly for companies that do business with international markets. Infrastructure improvements may have occurred, such as power interconnection with Mozambique and a more dynamic and consumer-friendly telecommunication sector. Malawi will probably have achieved a better understanding of the opportunities offered by the duty-and-quota reforms under the EU’s Everything But Arms (EBA) system and the U.S.’ Africa Growth and Opportunities Act (AGOA). Bilateral assistance will be useful for PSD within all activities that could further these processes.  


With these improved framework conditions in place, Malawi will be in a better position to exploit its resource endowment within sectors such as tourism, minerals, fisheries, and specialist cash crops such as sugar and paprika. The manufacturing sector may be able to regain some its lost territory, for example within the garments sector, where several companies have closed down in recent years. The previous and present parastatals within telecommunication, transport, electric power and agriprocessing should also be able to build better-functioning business models, based on market-oriented principles. 

What can NORAD do ?


Several of Malawi’s structural PSD problems are long-term, and are found in areas where it will be difficult for a NORAD supported program to make a profound impact. The team therefore recommends that NORAD focus on areas of support where programs can be successful within the present set of framework conditions, but which are still relevant in Malawi’s larger PSD context. 


Assessments of NORAD’s and the Embassy’s capacity to administer PSD as an additional area of support NORAD were not part of the Team’s mandate. In general terms, PSD support in Malawi will require significant attention and there would be a strategic choice to be made between large (but few) projects and a wider portfolio of smaller, PSD-related activities.


Some options recommended for further consideration are summarised below:

· Monitor co-financing possibilities within the Nacala Corridor Project

· Develop pilot BOT/BOO model for infrastructure provision

· Co-financing with World Bank Privatization and Utility Reform Program

· Monitor co-financing possibilities within the Mozambique-Malawi Power Interconnection Project

· Consider second phase of NASFAM project or other involvement in agriculture and fisheries

· Micro-finance

· Business Development Services

· Demand-driven PSD “fund”

· Mapping of mining resources

· Support to education in travel-sector management

· Consider TA to help Malawi in international trade negotiations (WTO, etc.)

What can Norwegian companies and organisations do ?


While Malawi offers all of the opportunities of an underdeveloped market, its small size and volatile macro-economy limits the number of opportunities where Norwegian partners can reach “critical mass” for pro-active project work. In the Team’s opinion, it is most realistic to expect that Norwegian competence can be used in specialist, niche areas, with an emphasis on the donor market.


Such opportunities exist i.a. in the energy business, in consulting, in wood processing, and in import into Norway of products that have become more available within the EBA and AGOA duty and quota reforms. A Norwegian group is already investigating trade in animal feeds. 


Norwegian firms and organisations can also contribute as development partners in donor funded projects. This could relate to almost all of the potential proposals listed by bullet points above. Indeed, introducing the Norwegian business community to Malawi by fostering such partnerships could be among the most efficient routes towards a broader commercial co-operation between Malawi and Norway in the long run. 

Table of contents

11
INTRODUCTION

2
General Country Information
3
2.1
General information
3
2.2
History
3
2.3
The Economy
3
2.4
Food crisis
4
3
The private sector agenda
5
3.1
Natural Resource Endowment and Malawi’s Competitive Advantages
5
3.1.1
Agriculture - tobacco and other cash crops
5
3.1.2
Agriculture – maize and other subsistence crops
7
3.1.3
Fisheries
7
3.1.4
Manufacturing
9
3.1.5
Services
9
3.1.6
Minerals
10
3.1.7
Tourism
10
3.1.8
Energy
11
3.2
Factor costs and quality
13
3.2.1
Cost comparisons
13
3.2.2
Telecommunications and mail service
13
3.2.3
Electricity
14
3.2.4
Roads and transport
14
3.2.5
Railways
15
3.2.6
Labour and Labour unions
16
3.2.7
Land
17
3.3
Macroeconomic situation
17
3.3.1
Past performance
17
3.3.2
Currency exchange rates
18
3.3.3
Inflation
19
3.3.4
Interest rates
20
3.3.5
HIPC Debt Relief Status
22
3.3.6
Domestic private investment in Malawi
22
3.3.7
Foreign Direct Investment
22
3.4
Legal and institutional framework
22
3.4.1
Malawi Investment Promotion Agency, MIPA
22
3.4.2
Investment Incentives
23
3.4.3
Key legislation
24
3.4.4
Malawi Confederated Chambers of Commerce and Industry
25
3.4.5
Public-Private Dialogue
26
3.4.6
Privatisation / Parastatal Sector Reform
26
3.4.7
Corruption and governance
27
3.4.8
Constraints to growth
27
3.5
International relations and investor perception
28
3.5.1
How is Malawi perceived?
28
3.5.2
Memberships and Access to International markets
28
3.6
Private sector structure and ownership
31
3.6.1
Ownership structure and firm size
31
3.6.2
Small, micro and medium sized companies
31
4
POTENTIAL AREAS OF BILATERAL CO-OPERATION
33
4.1
Is PSD support justified ?
33
4.1.1
The private sector’s need for development
33
4.1.2
Other donor support
33
4.2
Malawi’s policy framework
34
4.2.1
Malawi Poverty Reduction Strategy Paper (PRSP)
34
4.3
Strategy for the Norwegian Development Cooperation
34
4.3.1
Integrated Framework for Technical Assistance
35
4.4
Key issues
35
4.5
Reducing Transport Costs
36
4.5.1
The Nacala Corridor
36
4.5.2
Roads
36
4.6
Improving macroeconomic stability
36
4.6.1
CABS
36
4.6.2
CFAA
37
4.7
Overcoming limitations in the domestic market
37
4.7.1
BOT/BOO Innovation
37
4.8
Enhancing reliability of Infrastructure
38
4.8.1
Energy
38
4.8.2
Privatisation
38
4.9
Promoting Food Security and Commercialisation of Agriculture
38
4.9.1
Commercialisation of Agriculture
38
4.9.2
Fisheries
39
4.10
Creating new sources of foreign exchange revenues
39
4.10.1
Mining
39
4.10.2
Tourism
39
4.10.3
Trade relations
39
4.11
Curbing land shortage (other proposals)
40
4.11.1
Problem definition
40
4.11.2
Micro finance
40
4.11.3
Business Development Services
40
4.11.4
PSD additions to existing NORAD support
40
4.11.5
Demand-driven PSD “fund”
41
4.11.6
Education
41
4.12
Gender issues
41
5
POTENTIAL FOR CO-OPERATION WITH NORWEGIAN companies and institutions
42
5.1
Potential roles
42
5.2
Exports to and Imports from Malawi
42
5.2.1
The Donor Market
42
5.2.2
Other exports
43
5.2.3
Imports from Malawi
43
5.3
Investments in Malawi
43
5.3.1
General
43
5.3.2
Electric Power
44
5.3.3
Consulting services
44
5.3.4
Wood processing
44
5.3.5
Other areas
45
5.4
Development partnerships
45
5.4.1
Definition
45
5.4.2
Transport
45
5.4.3
Macroeconomic control
45
5.4.4
Energy policy development and regulation
45
5.4.5
Trade relations
45
5.4.6
Tourism
46
5.4.7
Financial sector
46
5.4.8
Fisheries and agriculture
46
5.4.9
Mining
46

 

APPENDICES:

Appendix 1: Map of Malawi  

Appendix 2: References and Bibliography 

Appendix 3: List of Informants 

Appendix 4: Terms of Reference
1 INTRODUCTION

Origin of study
This study is a result of an initiative taken by the Norwegian Minister for Development Cooperation, Hilde Frafjord Johnson, to review the potential for Private Sector Development in main partner countries  receiving Norwegian development assistance.


This report covers Phase I of the private sector review and focuses on investment climate and private sector development policies as well as physical and social infrastructure, taking into consideration present areas of co-operation and the efforts of other donors. It further includes an assessment of areas of co-operation where Norwegian private sector organizations or enterprises can enhance the development effects in terms of poverty reduction.

Policy documents 
The following documents are the basis and starting points for this study: 

· Strategy for Norwegian Support of Private Sector Development in Developing Countries, from the Ministry of Foreign Affairs in Norway.   

· Strategy for the Norwegian Development Cooperation with Malawi 2001-2005. 

· Malawi Poverty Reduction Strategy Paper, of April 2002 (PRSP). 

Outline
Based on the outputs specified in the Terms of Reference, the report presents an assessment of Malawi’s resource endowment, comparative advantages, investment climate, institutional and policy framework as well as physical and social infrastructure (Chapters 2 and 3). 


Based on the information, potentials for extended Norwegian development cooperation are described (Chapter 4). 


Finally, the report describes potentials for cooperation with Norwegian firms and institutions (Chapter 5). 

Data collection
Data for this study was collected during two weeks field work in Malawi from May 28 – June 7, 2002, and included visits and consultations with the private sector, government institutions, associations, donors and NGO’s. A review of literature, reports and policy documents relevant to the topic was carried out. 

Data from different sources in Malawi can be inconsistent – this should be kept in mind when reading the report.

The team
The team was composed by Mr. Jan Eriksen, NORAD; Ms. Britt Hilde Kjølås, First Secretary at the Royal Norwegian Embassy in Lilongwe; Mr. Sverre Throndsen, representative of NHO and Marketing Manager of ABB Norway, and Johan Olav Bjerke, Marketing Coordinator at NORPLAN, and secretary and consultant to the team. Mr. Jørn Høistad, Senior Adviser at NORPLAN provided backstopping support throughout the study. 

General Country Information

1.1 General information


Malawi is a landlocked, African country located between Mozambique and Tanzania to the east and Zambia to the west. It occupies around 118,000 square kilometres (i.e., just over the size of Iceland), and has around 10 million inhabitants. A map of Malawi is provided in Appendix 1.

1.2 History


Malawi became the British Protectorate of Nyasaland in 1891. In 1953 the British federated Nyasaland with Northern and Southern Rhodesia (now Zambia and Zimbabwe), but Nyasaland seceded in 1963, following elections which gave Dr Hastings Kamuzu Banda's Malawi Congress Party (MCP) a majority in the Legislative Council. In 1964, Nyasaland became independent under the name of Malawi and two years later, Dr Banda declared it a republic and a one-party state. In 1971, he declared himself life-time president. Malawi under Dr. Banda was characterised by violent oppression of political opponents, but also of relatively peaceful domestic relations. The Banda regime was criticised internationally for its close relations with apartheid South Africa.  


The ”Banda period” lasted until 1994, when he was defeated by Mr. Bakili Muluzi in the first multiparty elections held in Malawi. Relations with South Africa have remained strong. South African companies are currently among the main investors in Malawi. National multiparty elections were held again in 1999, renewing Mr. Muluzi’s mandate.

1.3 The Economy


Malawi is among the world’s most aid-dependent countries. In 1998, Official Development Assistance (ODA) equalled 24.4% of Gross National Product – the second highest in the world (after Mozambique)
. It is also among the most tobacco-dependent countries in the world. Tobacco accounts for two-thirds of its export earnings. In 1998, Malawi received US$ 470 million in aid, while export earnings from tobacco were US$ 338 million. Both aid and tobacco earnings peaked in 1998 however, and have declined since. 


Malawi’s economy is very small, even by African standards. Its Gross Domestic Product (GDP) is around US$ 1.8 bn, of which 38% is agricultural output. This miniscule size of the domestic market puts a size cap on local companies, who remain small and undeveloped. Meanwhile, Malawi’s landlocked position is an important obstacle for export-led growth – except for a small number of cash crops (tobacco, tea, coffee and sugar) on which Malawi’s export earnings rely heavily.


Malawi is the most densely populated country of Norway’s main partner countries in Africa, but its natural resources and manufacturing base are not adequate to generate sufficient income for its population. Most of Malawi’s social indicators are therefore worse than the average fort sub-Saharan Africa. Of its population of 10 million, two-thirds are below the poverty line, 29% are considered ultra-poor. Less than half of the population have access to safe water, 16% are infected with the HIV virus, and life expectancy is only 42 years

1.4 Food crisis


As this study is being carried out, Malawi is experiencing its worst food crisis in fifty years. As a result of adverse weather conditions, lack of a proper early warning system, IMF’s earlier advice to sell off food surpluses (probably a consequence of poor statistical data), and failure and lack of transparency in management of food stocks and reserves, Malawi experiences severe shortage of maize, the main staple food. This has contributed to inflated food prices and to inflation in general. 


Food aid is slowly starting to arrive, creating bottle necks in transport which affect the import of other commodities. An example is the import of fertilizer, where Malawi is facing the dilemma of importing maize to meet the immediate demand for food, at the cost of negatively affecting the next growing season due to lack of fertiliser, with the possibility of prolonging the crisis. 

The private sector agenda

1.5 Natural Resource Endowment and Malawi’s Competitive Advantages

1.5.1 Agriculture - tobacco and other cash crops

Malawi has an agriculture dominated economy with approximately 76% percent of the population still being rural. Of the Economically Active population engaged in agriculture, animal husbandry and forestry, 56% are women. Estate growing of export crops such as tobacco, cotton, tea and coffee, has long traditions. Agriculture accounts for 33% of GDP. Export of agricultural products account for 80 % of national export revenues, tobacco alone accounting for 70%. 

For decades the agricultural sector in Malawi has had a structure characterized by estate and smallholder sub-sectors. In the past growing was strictly controlled, smallholders being barred from cultivating cash crops such as tobacco. This structure inherited from the colonial era, was enforced in the post independence period through a number of policy or legislative frameworks including the Special Crops Act which gave the monopoly of producing high value cash crops to the estate sub-sector.

Tobacco
Malawi has a very favourable climate for tobacco-growing. On paper, it is only a modest-sized producer, accounting for some 140,000 tonnes of the world's 5.7 million tonnes in annual tobacco output. But it has carved out a powerful role in the export market, and counts almost all the world's main tobacco traders and cigarette manufacturers as customers. Tobacco earns Malawi some $165m a year, accounting for more than two-thirds of its annual foreign exchange takings. 

Opening of tobacco farming to smallholders

Increased smallholder production


Until the mid-1990s, tobacco exports were a privilege of large estates, controlled by Malawi’s elite. However, following the 1994 elections, smallholder tobacco growing has increased dramatically. Lifting of quotas applicable to smallholders has induced a threefold increase since 1993 in the production of smallholder burley tobacco. Liberalisation of the marked for inputs and a banning of fixed prices, led to substantial growth in tobacco, root crops and potatoes, but less in maize, cotton, sugar. Liberalisation has also led to reduced production at estates while smallholders have increased their production substantially. The Tobacco Association of Malawi, TAMA, refers to 86.000 tobacco growers, of which 60.000 are smallholders. According to U.S. agricultural reports, however, the number of smallholder growers could be as high as 150,000. 

Conversion of land
This process has led to profound socio-economic changes. Small farmers who previously relied on maize have converted land to tobacco farming, and a combination of cash and subsistence crops. Real per capita incomes for smallholder tobacco producers have increased, from $153 in 1992 to $255 in 1997, according to USAID's 1998 funding request to Congress. However, at the same time, the small farms have become more dependent on tobacco income, and sensitive to international price fluctuations, while less land is available for food crops. As shown below, the international markets for tobacco (as well as for tea, Malawi’s other main cash crop) have fallen consistently since the country’s independence;
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In 2000, Malawi’s tobacco industry experienced a harsh year, with average auction price tumbled by 35%, down from US$1.56 in 1999 to US$1.01. Total tobacco export earnings was 165 million US dollars, down from 187.5 million US$ in 1999. The decline in price is partly due to the bad quality of tobacco sold, as farmers used less fertilizer following the price hikes of chemical fertilizers. It is also believed that big tobacco companies have succeeded in passing some of their costs from smoking litigation on to the tobacco growers, through reduced producer prices.

Health aspects
Tobacco is under pressure due to the negative health aspects of consumption. Malawi is concerned about the effects on their economy of this and of the present moves by World Health Organization to promote the Framework Convention on Tobacco Control
. 

Production and marketing of tobacco in Malawi demonstrate a highly organised production and marketing chain and experiences from this may be used for the benefit of other commodities. 

Diversification
There is potential for smallholders to diversify out of tobacco growing though, and to complement the tobacco-growing with products such as coffee, rice, herbs, chilli, groundnuts, peas, wheat, cotton, and cut flowers, for which there is an export market.

Other cash crops
Malawi has a potential for production of several crops considered for export. Coffee, followed by sorghum, paprika, inter-planted beans and maize, pure stand beans, soybeans, Irish potatoes, pigeon peas/maize and rice appear to have significant competitiveness in terms of export value.


Malawi has a tradition of growing cash crops for export. Smallholders have shown that they are highly responsive to incentives. There is substantial potential for growth in production, value adding and exports of most crops. In addition there is a potential for improving agro based manufacturing for which there is a tradition. However, Malawi’s exports are to the major extent commodity based, and thus vulnerable to international fluctuations in commodity prices.

1.5.2 Agriculture – maize and other subsistence crops


It has been estimated that 5.7 million hectares of Malawi’s land (in total, 9.4 million hectares) is suitable for agriculture. Of this, 4.6 million hectares have already been cultivated. Land scarcity is becoming an issue as the country’s population grows, and cultivation is already occurring on marginal or environmentally fragile areas such as steep slopes and riverbanks. Nearly all cultivated land is rain-fed.


Maize is as dominant among food crops in Malawi as tobacco among the cash crops. 

1.5.3 Fisheries

Lake Malawi is the third largest lake in Africa with particularly rich species diversity with several hundred endemic species. Malawi has a strong tradition for shallow water small scale fisheries, but these are now suffering from local overexploitation, depletion of stocks and declining returns.  Deep water fish populations are only exploited to a limited extent however, mainly in the two southern arms of the lake, and the deepwater fleet is very small. 


Lake fisheries account for approximately 70% of animal protein consumed in the country, an estimated 95% of fish catch being caught by small scale artisanal fishermen. Local fish processing and distribution involve a large number of women, and is vital to household income and nutrition. The limited commercial activity is not able to meet the domestic demand for fresh and frozen products. 


A few players now dominate the commercial sector, MALDECO Fisheries believed to be the largest. MALDECO, a commercial holding by the Press Corporation Ltd., received substantial amounts of investment support through the WB/ NDF/ICEAID supported Fisheries Development Project, including financing for a trawler, forklifts, and trucks. MALDECO Fisheries, with three trawlers, consistently and sustainably land 12 tonnes per day.  It is reported that there is active effort by large firms to discourage new entrants, as a result of there being no effective anti-monopoly policy
.

Past experience
Donor funded programmes focusing on Lake Malawi and its resources have been carried out throughout the 1990-ies
. It has been acknowledged that previous donor intervention, particularly focused on restructuring, has had serious shortcomings and negative impacts, to such a degree that poor fishermen are worse off than before the interventions. A donor-driven divestiture of Fisheries Department commercial services to the fishing communities has contributed to a breakdown of commercial operations. Only a limited number of paired trawlers are believed to be in operation today. 

Research
Donor funded research on the ecosystem has however substantially improved knowledge about the lake. Follow up of support to the fishery sector is planned through the Lake Malawi/Nyasa Ecosystem Management Project to be financed by WB/GEF/NDF. WB/GEF/NDF is expected to finalise an appraisal of this project by July 2002.


There is reason to believe that pelagic and deep water stocks hold a potential for increased exploitation with a potential annual yield of around 30.000 tons
. However, statistics on both production and catches are uncertain. 

Trawling
At present trawling for demersal fish only takes place in the southern arms of the Lake.  In the South East Arm (SEA) there is one pair trawl unit (7.5 m long wooden boat with 30-40 Hp inboard engine)  It operates in the shallow part south of Boadzulu Island.  Catches are relatively good, about 1.2 t per day. In addition there are 4-5 small stern trawlers, 15-17 m long in SEA. Of those, two operate a pelagic trawl (MALDECO owned) and two on demersal trawling.  

There is considerable scope for demersal trawling in the South West Arm.  The only trawling taking place there at present is 2-3 pair trawl units operating from Malembo There were at one time 10 units operating from there, and 5-7 for quite a long time.  The limited effort is not because of poor catches, but rather because of lack of services to the pairtrawlers, and lack of facilities for stern trawlers
 


It was not possible for the team to cross check this information, and a more thorough review of data is needed.  

1.5.4 Manufacturing


Malawi has had a small but relatively vigorous manufacturing and industrial/processing sector, which to a large extent has focused on agro-processing. Manufacturing contributes approximately 14 % to GDP.  In the period 1996 – 1999 the sector showed 0% growth
.  The reasons for this are many, but worth mentioning is the rapid liberalisation of markets exposing Malawi’s manufacturers to competition from South Africa and Zimbabwe. The sector is still hampered by monopolistic behaviour (cotton), trade barriers, lack of access to capital, illegal imports, and unpredictable implementation or lack of implementation of existing bilateral trade agreements.


The sector is in sharp decline, illustrated by a contraction of 25% from 1990 to 2001.  

Garments
The privately owned garment sector is fast disappearing.  Since September 1999, five garment manufacturing companies have closed, and others are at serious risk. It is a possibility that the whole textile and garment sector will have closed within the next two years.


The sector is characterised by low capacity utilisation, outdated equipment, and inadequate standards. There is urgent need for investments and modernization in the sector, for concerted efforts to improve Malawi’s terms of trade, and enforcement of the existing import and duty regimes. 


Members of the manufacturing sector expressed despair over lack of ministerial support for improvement of Malawi’s terms of trade, follow-up of existing trade agreements, inconsistent regulations and practices with respect to import/export of manufacturing equipment among others. 

Malawi has an advantage as an LDC to export textiles duty-free to the USA through the AGOA framework until 2004, regardless of the country of origin of inputs. However, the trade deal with the USA may not be fully exploited as the industry’s capacity to respond to this opportunity is limited. So far only two companies are known to have qualified.  

1.5.5 Services


Services share of Malawi's GDP  fell from 57% in 1994 to 47% in 1999.  The main growth in services has occurred in "financial and professional" services, which accounted for 8% of GDP in 1999.  Other significant components included distribution (21% of GDP) and transport and telecommunications (4%).


Malawi has a substantial deficit on services trade, mostly attributable to freight and insurance. In 1999, this deficit was US$90 million, equivalent to almost 40% of that year's trade deficit.  

1.5.6 Minerals


Mineral resources in Malawi have in general not been well investigated, but there are indications that there may be significant potential.  Investments in prospecting were negligible during the past 20 years, and knowledge of existing mineral resources seems not to have increased during those years. Only in 1998 did investments start to grow. 

Limited exploration
Today there is limited exploration of reserves of coal, lime and gemstones, and known deposits of bauxite, vermiculite, uranium, silica sands, and heavy mineral sands, but otherwise little knowledge of other non explored reserves. The mineral sector contributed to less than 1% of GDP in 1999, of which coal accounted for more than 90%. The real volume and value, particularly of gemstones exploration is however assumed to be much higher. It is further reasonable to assume that gemstone exploration is dominated by small-scale artisanal mining. The formal mining sector employs approximately 5000 people. 

Licensing
In 2000, 125 licences were issued for prospecting, reconnaissance and exploration. Uncontrolled growth in the sector may have negative effects both to the environment and to the economy with substantial losses to Malawi.

Artisanal mining
Mining - particularly small-scale mining - is identified as one of the sources of pro-poor growth in the PRSP. Identification and dissemination of information on mineral availability, including updating of inventories on minerals are mentioned as relevant activities. Department of Mines has stated that their goal is to increase mining activity output to 3% of GDP. 

1.5.7 Tourism


Malawi has a small tourist sector mainly concentrated around Lake Malawi. There is also infrastructure pertaining to the various national parks in the country. Foreign exchange earnings from visitors between 1994 and 2000 averaged about 4.7 per cent of the total foreign exchange receipts. During the apartheid era, Malawi was one of very few accessible destinations for South African tourism but this marked was substantially reduced with the fall of apartheid. 


Hotels tend to have low utilisation rates, even high quality well run establishments. It is a general opinion that there is over saturation in the market at present, but that there is substantial potential for increasing tourism. Some operators have investigated the possibility of  lake tourism with park tourism in neighbouring Zambia, funding customs clearance at local airports form their own funds as a one-time trial. Experience has been very positive, and could open a promising marked. 

Lake Malawi
Lake Malawi’s unique character, the high aquatic biodiversity, the beaches, mountains and scenery are attractions per se. In combination with other destination in the region, there is scope for attracting a larger number of tourists than is the case. 

1.5.8 Energy

Energy components
Malawi’s energy sector has five key components: electricity, liquid fuels and gas, coal, biomass and other renewable sources.

Biomass
Biomass (firewood, charcoal, crop and industrial residues) dominates the energy balance in Malawi accounting for 97% of production.

Other renewables
Malawi is well endowed with renewable energy sources including good sunshine throughout the year for photo-voltaic and photo-thermal applications, reasonable wind speeds for water pumping, domesticated animals for biogas applications, and hot springs for geothermal power generation. About 5.000 PV-systems have been installed, but more than 50% of them are malfunctioning or have completely stopped working. 

Coal 
Despite the fact that Malawi has large coal reserves (more than 35 million tonnes of coal have been proved) only 20% of the country’s requirement is covered by own production. The rest is imported from neighbouring countries. 

Liquid fuels and gas 
About 97% of the petroleum products are imported. 3% (18 mill. litres) comprises locally produced ethanol which is blended with petrol. The ethanol producers are not able to meet the capacity to maintain a required 20:80 petrol-ethanol blend and the ratio achieved is normally 12:88.


No oil and gas explorations have so far been undertaken.

Electricity
The Electricity Act was introduced in 1998. This allowed the Electric Supply Corporation of Malawi (ESCOM) to change its corporate status to a registered limited liability company with 99% of shares held by GoM and 1% by the Malawi Development Corporation (MDC). ESCOM Ltd was also permitted to operate business units in generation, transmission and distribution. The act also provided for the establishment of an independent regulator, the National Electricity Council.

White Paper 
The Energy White Paper of February 2002 will guide the development of the energy sector, including the Energy Sector Industry (ESI). The Energy Policy has six objectives:

1. Improve technical and economic efficiency of modern energy supply industries;

2. Increase the security and reliability of energy supply systems;

3. Increase access to affordable and modern energy supply systems;

4. Stimulate economic development and rural transformation for poverty reduction;

5. Improve energy sector governance; and

6. Manage impacts of energy production and services on the environment, health and safety
.


The Power Sector Reform Strategy of March 2002 is expected to attract private sector in the ESI as competitors. Independent Power Producers (IPP) and Independent Power Distributors (IPD) shall be allowed
.

Electricity projects
New projects are under implementation:


- The 132kV transmission system will be strengthened, partly to be financed by Nordic Development Fund.

- Lilongwe Rehabilitation and Refurbishment of the Distribution Systems Project, Phase 1, started in 1999. A second phase has started in 2002. The Norwegian Government through NORAD has financed both phases.

- Blantyre Rehabilitation and Refurbishment of the Distribution System Project will start this year. The Swedish Government through SIDA will finance the project.

- The GoM has since 1980 been implementing a Malawi Rural Electrification Programme (MAREP). Three phases of the programme have been implemented. GoM aims at increasing the access rate to electricity to 10 % of the population by 2010 as stipulated in the Energy Policy Document. 

- Phase IV will start in 2002 and includes 43 sites and electrification of Likoma District using diesel generators. The total cost is stipulated to MK 595 million of which MK 315 million are donor funds from the Japanese Government. The remainder of MK 280 million will be met from local resources through a levy on petroleum products sale.

- Phase V comprises a Japanese Government sponsored Malawi Rural Electrification Master Plan Study scheduled to be finalised by March 2003. A total of 54 sites are expected to be included.

- Rehabilitation programmes for the power stations are under discussion.  


The generating capacity was brought to the existing level by commissioning the Kapichira Hydro Scheme in June 2000. However, further capacity increases will be needed to meet projected demand of 294 MW in 2005, rising to 767 MW in 2020. 


Interconnection
Malawi signed a Memorandum of Understanding and an Agreement with Mozambique in 1998 for the interconnection of power supply.  The implementation of the 220kV single circuit interconnection with Mozambique is now a high priority for the GoM.  The line will have a total length of 200 km whereof 60 % will be located in Mozambique. The cost for the project was estimated to be USD 32 million at 1996 price level. This will consequently enable Malawi to participate in the emerging regional electricity market through the Southern African Power Pool, SAPP. 

A number of donor agencies, including NORAD, have previously shown interest in the interconnection. The project is again being discussed with the WB who is actively seeking co-financing agencies. 

1.6 Factor costs and quality

1.6.1 Cost comparisons


The table below compares the cost of selected utilities in Malawi with costs in other east African countries. As the table shows that both electricity and telecommunications are comparatively cheap in Malawi. However, diesel and petrol are expensive, adding to the high transport costs which have been discussed elsewhere in this report. 

Comparative costs for selected utilities


Malawi
Kenya
Tanzania
Uganda

Electricity (US$/kWh), industry
0.04
0.097
0.108
0.064

Industrial fuel (US$/litre)
0.56
0.373
0.353
0.489

Phone call to USA (US$/min)
2.0
2.20
5.63
4.30

Phone call to COMESA area (US$/min)
0.5
1.64
5.52
1.61


Sources: Water and COMESA phone calls: Economic Research Bureau, University of Dar es Salaam; U.S. phone calls: BMI Technology Group; Electricity: KPLC (Kenya), Invest in Uganda (Uganda), PSD mission findings (Tanzania). Escom (electricity, Malawi), MTL (telecommunications, Malawi)
1.6.2 Telecommunications and mail service

Telecom services
Malawi has a cell phone network covering the largest cities and most popular tourist destinations. The fixed line system has a substantial backlog in terms of connections, and the average waiting time for business users is two years. In 2000, Malawi had 58,000 fixed telephone lines. Average recorded waiting times for a telephone line to be installed can be up to ten years, especially in the more isolated rural areas.  Recent improvements in the sub sector include increases in the public fixed network’s equipped capacity to 90,000 lines, and digitalization of the Public Switching Telephone Network. Many private sector representatives have cited the lack of reliable telecommunications as the single most significant impediment to doing business in Malawi.

A recent tender for a new mobile and fixed line operator concession (privatisation of Malawi Telecommunications Ltd.) is being evaluated, which if privatisation is realised, most probably will lead to expansion of services and bring telecom prices down. It will introduce a third operator to the cell phone market. 

Prices
Telecommunications prices are not excessive compared with neighbouring countries. A 3-minute phone call to the U.S. costs US$ 3.60, compared with US$ 6.21 in Mozambique.

Mail
There is also a considerable backlog for postal services, with a waiting list of more than 17,000 private letter boxes compared with 51,000 installed boxes. 

1.6.3 Electricity

Prices
In 1995, average electricity prices in Malawi were US$ 0.03/kWh – the lowest in southern Africa except Zambia. Today, the prices are higher but still do not reflect the cost of supply.

Quality
The quality and reliability of ESCOM’s service has been a significant obstacle to business. The poor condition of the national electric grid requiring huge investments and the limited capacity of consumers to pay increased rates is a threat to national growth. The tariff regimes do not reflect the cost of power in terms of production or load management.


In 2001 a new management was introduced in ESCOM through a 3 years contract with ESKOM Enterprise, South Africa. ESCOM has a substantial debt burden and the challenge is to turn the utility into a commercial viable entity. Indications show that ESCOM is on right track.

1.6.4 Roads and transport

Malawi has a road network linking it with all three neighbouring countries Zambia, Mozambique and Tanzania, and Zimbabwe is easily accessible via Tete in Mozambique. 

Malawi's total designated road network amounts to about 15,100 kilometres of which: 6,500 kilometres are main and secondary, 7,600 kilometres are tertiary and district, and 1,000 kilometres are urban. Quality has clearly deteriorated over the last ten years such that over 50% of the network is now believed to be in poor condition. 

Port access
Malawi is linked by road to the ports of Nacala, Beira, Dar es Salaam and Durban. Beira and Nacala have the disadvantages of not providing much return haul. Durban is thus still favoured by many transporters.

EU funded programmes to improve secondary roads are underway. WB is financing the sector through the Road Maintenance and Rehabilitation Project, ROMARP. The Government is considering build-operate-transfer (BOT) schemes in order to involve the private sector in road construction and maintenance.  
Transport costs
Transport is a major cost factor and studies of small traders show that together, transport of goods and of the trader represents the most significant share, 63%, of the financial outlays associated with an individual transaction
. Transport costs were identified as some of the major constraints to economic growth by all stakeholders met. 


Malawi companies have 2-3 times higher transport costs than companies in Zambia and South Africa. 

Constraints
The commercial transportation market is characterised by high competition and many small companies. Despite the number of companies there are few large transport providers, and there are constraints on transporting large quantities in a short period of time, mainly due to lack of trucks. Registration requirement also hampers transport, as vehicles have to be registered in the country of departure, transit countries and country of destination.  The total volume of international freight traffic increased by 30% in 2000.  The growth in export cargo, at 47%, exceeded that for imports, at 26%.


Information on local contractors’ potential to develop their business by taking part in larger, upcoming infrastructure projects is limited.
1.6.5 Railways


Railways link Blantyre and Lilongwe, and connect to Mozambique and the port of Nacala. There are no railway connections with Tanzania, Zimbabwe or Zambia. A rail link from Blantyre via Nsanje to Beira in neighbouring Mozambique is out of operation due to war damage to the bridge crossing Zambezi. 

Costs
Transport costs are favourable by rail through the Nacala corridor to Nacala port, but the poor state of parts of the railway, particularly from the border to Cuamba inside Mozambique - 77 km - leads to frequent delays. Handling at Nacala has acceptable efficiency, but the crane capacity at the port limits the size of ships. F.o.b. rates are cheaper than for the ports of Beira and Durban. Handling at Beira is slowing down due to the crisis in Zimbabwe. 

Privatisation
Malawi Railways (1994) Ltd was privatized in late 1999. The operator, an international consortium called the Central East African Railways Company Ltd, comprises CFM of Mozambique, Rail Development Corporation of the U.S.A, and Edlow Resources Ltd.  The Government retained ownership of the rail network and buildings, while the operator acquired the rolling stock.  The Central East African Railway Company operates the Nacala rail link.  Since Malawi Railways was privatized, freight tonnage has risen by 30%.
Nacala Corridor
Development of the Nacala corridor is taking place through the Nacala Development Corridor initiative
. The Corridor development was officially launched by signing of an agreement by the Presidents of Malawi and Mozambique on the 28th of September 2000. The corridor area extends from Mchinji in the west of Malawi to Nacala on the Mozambican coast, and the initiative aims at facilitating growth in southern Malawi and Northern to central Mozambique. Privatisation of the national port and railway company CFM, in Mozambique is still pending however. A unified operation of the railway corridor from Nacala, depends on privatisation of the Mozambican railway operations. 

Sector Studies
Preliminary Appraisals of the various sectors within the corridor will be carried out and presented as Strategy Papers and Sector Studies in a Development Perspective Document for distribution to potential investors, and also presented at a conference in September 2002. The aim is to develop the transport infrastructure at the same time as growth opportunities in the corridor are developed. 

1.6.6 Labour and Labour unions

Cost and productivity
Malawi has relatively low labour costs, less than USD 1/day for unskilled labour, but the productivity is also relatively low. HIV/AIDS are among the factors leading to high degrees of absenteeism, and instability. There is limited availability of trained and educated labour, and some sectors have to import people to meet their needs, for example in tourism and management. 

Labour unions
Malawi has two major unions consisting of smaller member unions. Malawi Congress of Trade Unions (MCTU)  formed in 1995– consists of 15 affiliated unions with a total of 100.000 members out of a potential of  half a million. Teachers form the largest member union. MCTU receives support form the Norwegian Confederation of Trade Unions, LO. The actions aim at developing and strengthening MCTU’s organisation and administration, particularly emphasising union education, recruitment, improving financial controls and increasing revenues. Several MCTU member unions have women leaders.

Congress of Malawi Trade Unions (COMATU) – consists of two unions; civil servants and local government.

unions; civil 
Malawian labour laws conform to the conventions of the International Labour Organisation and are administered by the Labour Commission under the Ministry of Labour. Malawi has no legalised social security system. Less than 10% of the labour force is unionised, mainly in the southern part of Malawi. The Trade Unions Act regulates relations between trade unions and employers.  

Child Labour
While accurate systematic data is lacking, some work has been done indicating that child labour in Malawi is widespread. Child labour is found in several sectors including large commercial farms, smallholdings, domestic work, micro industries and the informal sector
. 


Despite ratifying the United Nations Convention on Child Labour, Malawi's record on the issue is still poor. A recent survey conducted by the Malawi Congress of Trade Unions MCTU has established that cases of child labour are still widespread. NORAD is presently funding UNICEF and their work to prevent child labour.

1.6.7 Land

Land Act
An upcoming Land Act that recognises communal lands, has lead to uncertainty about land ownership. The new act requires among other that land only be owned by Malawi citizens. The new act together with recent developments in Zimbabwe, have created insecurity among foreign investors about the future. Mortgage on land is not widely accepted by commercial lenders, and sources the team met indicated that land valuation was highly overrated.

Land Development Charges
MWK/ha

Capital City
950.000

Residential
255.000

Secondary Commercial
825.000

Old Town
325.000

Local Centre
325.000

Industrial
750.000

Rentals per square metre
MWK/M2

Commercial
375-400

Industrial
375-400


Source: MIPA in “Investors Guide to Malawi”.

1.7 Macroeconomic situation

1.7.1 Past performance


Malawi’s per capita GDP grew at a rate of around 0.5% during the 1990s. This modest growth was better than Sub-Saharan Africa as a whole, where declining GDP per capita was recorded. It was also an improvement over Malawi’s own performance during the 1980s, when its per capita growth rate was negative. Nonetheless, the achieved growth was disappointing given the number of positive indicators at the start of the decade. These indicators were, however, outweighed by a number of negative developments, as shown in the table below;

Malawi’s strong sides at beginning of 1990s
Adverse developments occurring during 1990s

· Peaceful transition to democracy and a stable political system

· Comparatively well functioning institutions

· Low labour costs

· Substantial donor assistance

· Extensive structural reforms, including liberalisation of agriculture markets and foreign trade


· International price of tobacco down 30%; negative terms-of-trade development also on other commodities

· Two major droughts

· The HIV/AIDS pandemic reduced output

· Strong pressure on Government spending

· War in Mozambique increased transportation costs




Importantly, the negative events that did occur during the 1990s tended to amplify each other. The negative external shocks (terms of trade, droughts, HIV/AIDS, wars in neighbouring countries) contributed to lack of pace in structural reform and to lack of budgetary discipline. For example, in response to droughts, the Government purchased maize in the international markets, which hurt local production. There were also delays in adjusting the prices of petroleum products, and there was political pressure to increase government spending without there being managerial capacity to administer the increased activities.


As a result, Malawi entered the new Millennium with substantial macro-economic problems. By 2000 its economy had become one of the most volatile in Eastern and Southern Africa.  The macro-economic factors are still so important for PSD in Malawi that some space must be afforded in this report to describe the critical factors in some detail. 

1.7.2 Currency exchange rates


Malawi’s currency, the kwacha (MWK) was devalued considerably in 1994 and then remained quite stable in nominal terms until about June 1998. Given the high inflation rate during the same period, this actually represented a real appreciation of the currency that worsened the terms of trade. Then, in the last half of 1998 the kwacha started to depreciate and by December, 1998 it had fallen by nearly 40%. This offset the real appreciation that had occurred, but was followed by a new period of nominal currency stability (and consequently, a real appreciation), until April 2000, when a new depreciation of 40% was recorded up to January 2001. The exchange rate has moved into a new period of stability since then. 
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The central bank has now adopted a fully flexible exchange rate system with rates determined by the market, in the hope that the dramatic devaluation episodes of the past (particularly 1998 and 2000) will be eliminated in the future. The foreign exchange market is highly influenced by the seasonal tobacco exports, and by the inflows of foreign aid.

1.7.3 Inflation


Inflation has been another factor that has added to Malawi’s macroeconomic volatility. Data should be viewed discriminately, since the prices of a few single commodities such as maize have a high impact on headline inflation
. There are also some administered prices that conceal the real underlying inflation rate.


In broad terms, Malawi’s inflation rates have been created as a result of weak monetary management, currency volatility, and scarcity of agricultural output. In mid-2000, these factors had combined to reach an inflation of over 50% (the year’s average was 44.8%), as shown below; 
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Government was pressured into making strict measures to control inflation. The disinflation program has been successful, as the Reserve Bank of Malawi (RBM) has maintained a tight monetary policy. Core inflation excluding maize and administered prices has declined from 40% in December 2000 to 8% in March 2002. Headline inflation fell from 35% to 18% over the same period.

1.7.4 Interest rates


High interest rates are quoted among the main constraints for PSD in Malawi. Nominal interest rates have remained over 20% p.a. for more than ten years. Some key interest data are presented below;
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These figures must however be seen in combination with Malawi’s high inflation rates (see Chapter 3.3.3).  In all but two year from 1994-99, real interest rates from commercial banks were actually negative;
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The success in reducing inflation after 1999 has had a dramatic influence on real interest rates. Up to last year, the interest problems were largely related to volatility. Today, there is also a considerable problem of the interest rate level, since inflation has been reduced while commercial loans still cost 45%-48%. This has created real interest at a record level. 

The Team did not have sufficient time to explore whether leasing could be a viable alternative to lending, given Malawi’s high interest rates.
1.7.5 HIPC Debt Relief Status

Malawi reached Decision Point for HIPC debt relief in December, 2000. The Net Present Value (NPV) of the planned debt relief is 44% of Malawi’s total foreign debts. The time schedule for reaching Completion Point has not yet been fixed.

1.7.6 Domestic private investment in Malawi


Malawi has, for several years, suffered from having some of Africa’s lowest investment rates. Private domestic savings actually decreased from the 1980s to the 1990s, as budget deficits absorbed much of the available capital. Malawi’s development has largely been financed by foreign inflows, which constitute around 10% of GDP. This is still the case, as a number of Treasury bond issues pick up domestic savings to finance government spending. 


Malawi’s private investments averaged 7% of GDP during the 1990s compared with an average of over 15% for sub-Sahara Africa.  In recent years, it has been even lower (between 2.3% and 4.2%). 

1.7.7 Foreign Direct Investment


Foreign Direct Investment (FDI) stocks in Malawi are comparable to the average for Africa. In 2000, it was around 500 million US$. FDI stock in 1999 was 24.5% of GDP, compared with 21% for Africa and 28% for all developing countries. However, the per annum inflows in 1998 -2000 (the latest years for which figures are available) were very high by African standards – at 36.1% of total gross fixed capital formation in 1998, and 26.8% in 1999. Annual gross FDI inflows ranged between 50 mn US$ and 70 mn US$ during these years. This confirms that much of Malawi’s recent investment has been funded from external sources, while local capital has been dried up by the T-bond issues to finance government budget deficits. One consequence has been a pronounced lack of development in domestic business.

1.8 Legal and institutional framework

1.8.1 Malawi Investment Promotion Agency, MIPA


Malawi passed an Investment Promotion Act in 1991. In 1993 Malawi established the Malawi Investment Promotion Agency, with the aim of creating a “one stop shop” for potential investors. The Agency shall provide all necessary permits for an investor to establish in Malawi. The approval is supposed to be given within 10 day of submitting an application. However, upon approval, applications nevertheless have to be sent to the Ministry of Finance and this may take several months to process. Documentation received by the team from MIPA, “Investors Guide to Malawi” will need substantial upgrading in order to fulfil a potential investor’s need for information.

Investors guide
MIPA provides an "Investors Guide to Malawi" which contains information on requirements for registration and overviews of factor costs for land, electricity, water, telecommunications, and transport. Despite the information form MIPA being updated, cited costs varied substantially from what was reported by the private sector. Time did not permit verification of the accuracy of the information provided by either. In addition MIPA provides country information and an overview of business opportunities. 

 MIPA requires that investments be minimum USD 50.000 to be considered, and focus primarily on productive sector, less on services.

Merging
MIPA is in the process of merging with Malawi Export Promotion Council, MEPC. The technical and budgetary implications of this merging are not yet clear. 

The team received information from private sector that requirements for an application are cumbersome, and that MIPA does not have the necessary powers to assure the process is completed by the various authorities.

1.8.2 Investment Incentives

Taxes
The corporate tax in Malawi has been reduced to  30%, but new investments between US$ 5 million and US$ 10 million are given an option to pay 15% corporate tax indefinitely or get a five-year tax holiday. Investments over US$ 10 million have the same choice but with a ten-year tax holiday. There is no withholding tax on dividends, and manufacturing industries have duty-free importation of raw materials.

Malawi is seen as having one of the most liberal trade regimes of Southern Africa. However, the imposition of a 20% surtax on both imported raw materials and production machinery, with a further surtax on ex-factory prices, has had a major impact on the overall demand and cost competitiveness of Malawi industry
. There is also a functioning bonded warehouse regime. A pre-shipment inspection arrangement has been put in place with a foreign firm.


While in some cases it is possible to reclaim the surtax on imports, the system is bureaucratic and time-consuming and is a major issue of concern for most companies visited. User industries often have to borrow at very high interest rates in order to fund these payments and waiting for over a year for repayment is not unusual.

Investment incentives
According to MIPA, Malawi offers incentives for investors which include: 

· 40% investment allowance on qualifying expenditures for new buildings and machinery. 
· Up to 20% investment allowance on qualifying expenditures for used buildings and machinery 
· Allowance for manufacturing companies to deduct all operational expenses incurred up to 24 months prior to the start. 

· Agreements for reduction of withholding taxes on remittances and payments. 
· Duty-free import of raw materials in the manufacturing industry. 
· No withholding tax on dividends. 

Export incentives
Incentives for export industries manufacturing in bond include: 

· An allowance of 12 percent of export revenues for non-traditional exports (exports other than tobacco, tea, sugar). 
· A transport allowance of 25 % for all international transport costs. 

· No duties on imports of capital equipment for the manufacture of export. 

· No excise taxes on the purchase of raw materials and package materials made in Malawi. 

· No Value Added Taxes. 
· Timely refund of all duties on import of raw materials and packaging materials. 

EPZ incentives
Incentives for industries in Export Processing Zones (EPZ) include: 

· Zero percent corporate tax. 
· No withholding tax on dividends. 
· No duty on capital equipment and raw material. 
· No excise tax on locally produced raw and packaging materials. 
· No surtaxes.

1.8.3 Key legislation

Customs and Excise Act of 1972

The Act governs the administration, management and control of custom and excise, the imposition and collection of customs, excise and other duties and for matters connected therewith.  The Malawi Revenue Authority is responsible for regulation.

Export Promotion Act of 1971

The objective of this Act is to facilitate the development of sustained and competitive exports of agricultural and manufactured products particularly high value non- traditional exports.  The Act led to the establishment of the Malawi Export Promotion Council (MEPC).
Investment Promotion Act of 1991

Provides for a legal framework for facilitation of all investment processes and accords paramount status to the policies and procedures contained in the statement of investment policies. The Malawi Investment Promotion Agency (MIPA) is the implementing agency.

Bureau of Standard Act of 1972

This Act established the Malawi Bureau of Standards and provides for the development of national standards and schemes for the implementation of these standards including product certification.  

Public Enterprise (Privatisation) Act of 1996

This provides the framework for the privatisation and commercialisation of public enterprises, public commercial entities and public commercial assets and provides for the establishment of the Privatisation Commission.

Industrial Act of 1992

The primary objective of this Act is to support and encourage private sector development by creating a conductive environment for business.

The Companies Act of 1986

The objective of the Companies Act is to regulate the conduct of companies and shareholders’ rights and facilitate the registration of all companies operating in Malawi.  It does not prescribe equity participation limits on foreign investment.

Capital Market Development Act of 1990

The purpose of this Act is to provide for the development of the capital market, to expand access by companies in Malawi to term financing for development purposes, to provide the utilisation of savings and excess liquidity in domestic development and to provide adequate regulation of the capital market and self regulatory organisations, to foster development of fair and orderly financial markets The Act is administered by the Reserve Bank of Malawi.

Other acts
Other essential acts include: 

The Competition and Fair Trading Act, 1998. 

 Export Incentives Act, 1989

The Cooperatives Act, 1998. 

The Fisheries Conservation and Management Act, 1999.

The Mines and Minerals Act of 1981

The Communications Act, 1998.

1.8.4 Malawi Confederated Chambers of Commerce and Industry 


Malawi’s chamber of commerce MCCCI is mainly constituted by medium and small scale enterprises. Total number of members is estimated by the Chamber to be around 8.000, although paying members are only approximately 1.800.  Larger export oriented companies, although many being members, do not actively participate in the Chamber. MCCCI lobbying capacity is uncertain, and certain business areas, such as the larger export oriented businesses do not feel their interests are sufficiently taken care of.  Members express unrealisticly high expectations as to what is possible to achieve, sometimes leading to frustration and passivity on the part of members.

One firm one vote
The Chamber seems to be ruled by the principle of “one firm one vote” which in the view of larger companies place them in an unfavourable position, as smaller firms have limited understanding of the challenges export oriented firms experience. This has resulted in the Private Sector being fragmented and many firms prefer to lobby their own concerns individually.


The Chamber has a clear objective to bee treated by the Government as the truly representative private sector body.

1.8.5 Public-Private Dialogue

Business Council
In order to improve and complement the dialogue between the private sector and the Government, initiatives have been taken to establish a formal Business Council. This has however not materialised. As a response to the need for closer dialogue, particularly with the larger enterprises and important associations, a group has met on several occasions. The group has advocated the importance of focusing on the private sector in the PRSP among other issues, and has contributed to shaping the private sector’s place in the PRSP. Nonetheless, the PRSP’s attention to the private sector’s potential role in poverty alleviation has remained underdeveloped. The Ministry of Commerce and Industry has also expressed an interest in improving the dialogue in its Concept Document for a Private Sector Development Project
.

1.8.6 Privatisation / Parastatal Sector Reform 

Divestiture plan
Malawi has embarked on a privatisation programme. The Public Enterprises Privatisation Act of 1996, the Divestiture Sequence Plan consisting of a list of 100 Public Enterprises, and the establishment of the Privatisation Commission, has laid the basis for the privatisation process.  Key sectors such as telecommunications, power and water have been targeted.


The privatisation and utility reform programmes have been a significant part of the structural adjustment programmes supported by the World Bank.


By November 2000, 40 of the 100 enterprises scheduled for privatisation had been privatised. Independent regulation has been introduced in telecommunication and electric power. The largest remaining public enterprises are;

Status of state-owned enterprises

Enterprise
Net profit

Agriculture Development and Marketing Corporation (ADMARC)
376

Malawi Development Corporation
-118

Malawi Housing Corporation
2

Electricity Supply Commission (ESCOM)
67

Air Malawi
-17

Blantyre Water Board
36

Lilongwe Water Board
-147

Source: IMF Country Report No. 01/32, January 2001 

1.8.7 Corruption and governance

As noted above, Malawi has been ranked among the best third of African countries in Transparency International’s Corruption Perception Index. Also, as will be seen in Chapter 3.4.8, Malawian businessmen rank corruption as less of a problem than inflation, infrastructure, financing, crime, and taxes. 

This implies that corruption is not among Malawi’s key problems in relative terms, although it may be a sizeable problem in absolute terms. For this reason, the issue is not explored in more detail in this report.

1.8.8 Constraints to growth


A survey among businesspeople was carried out for small firms in a world-wide survey in 1999/2000. Some findings from this study are presented below;

Obstacles to doing business – 1999/2000 survey

(1 = no obstacle; 2: minor obstacle; 

3= moderate obstacle; 4 = major obstacle)


Malawi
Zambia
Zim-babwe
South Africa
Africa

Inflation
3.36
3.38
3.71
2.33
2.71

Infrastructure
3.36
3.03
2.77
2.00
2.81

Financing
3.08
3.06
2.97
2.40
2.90

Organised crime
3.06
2.90
2.64
3.70
2.54

Street crime
2.83
3.06
2.41
3.87
2.63

Taxes
2.58
2.91
2.93
3.06
2.86

Corruption
2.55
3.00
2.75
3.00
2.86

Policy instability
2.20
2.59
2.58
2.20
2.37

Exchange rate
2.00
2.04
3.00
2.54
2.16


Source: Firm size and the Business Environment: Worldwide Survey Results (International Finance Corporation, Discussion Paper No. 43, 2000)

The survey shows that inflation and infrastructure are regarded as the two most important business constraints by Malawian businessmen. Inflation is seen as more of a problem in Malawi than in Africa in general, but the situation is not seen as worse than in neighbouring countries such as Zambia and Zimbabwe, which have also had considerable inflation problems. The infrastructure problem is seen as a higher obstacle in Malawi than in the neighbouring economies, and higher than in the average African country, and are related both to Malawi’s landlocked position and to the poor state of its utility services.

On the positive side, corruption and policy instability are rated as less of an obstacle in Malawi. Exchange rates are also seen as a relatively minor problem. This probably reflects that Malawi has few exporters, who see the direct impacts of exchange fluctuations. The fluctuations are seen by domestic companies mainly in the form of inflation (which is rated as a big problem). 

1.9 International relations and investor perception

1.9.1 How is Malawi perceived?

Despite its numerous problems, Malawi scores comparatively well, by African standards, on several international ratings. Some of these indicators are listed below;  




Transparency International Corruption Perception Index:
Malawi No 61 of 91 countries (No 5 of 15 African countries ranked)

Heritage Foundation Index of Economic Freedom
118 of 161 countries (worst subscore: monetary policy

World Bank Institute:
66 of 168 countries on Government Effectiveness (similar to Lithuania)


82 of 162 on Political stability (similar to Belarus)


66 of 100 on regulatory quality (similar to Mali)


93 of 169 on rule of law (similar to Jamaica)

1.9.2 Memberships and Access to International markets


Malawi’s most important source of import is SADC, while the European Union buys approximately 50% of its exports.

Comesa
Malawi is a member of COMESA, the Common Market for Eastern and Southern Africa, which is to become a customs and monetary union. 

SADC
Malawi is signatory to the SADC Trade Protocol, signed in 1996. 

The objectives of COMESA and SADC include among other things, facilitating, increasing and promoting intra-regional trade through the gradual reduction and eventual elimination of tariff and non- tariff barriers.  COMESA and SADC also aim at promoting cross border trade and investment and at enhancing the economic development, diversification and industrialization of the region.  COMESA envisages the establishment of a Common External Tariff by the year 2004.  The SADC Trade Protocol aims at establishing a Free Trade Area within eight years of its entry into force.  

Bilateral agreements
Malawi has bilateral trade agreements, mainly with South Africa, Botswana and Zimbabwe, and is negotiating similar agreements with Zambia, Tanzania, and Mozambique. The Malawian authorities see these as largely interim agreements until the SADC Free Trade Area is established.  

Cotonou
Malawi is a member of the Cotonou Agreement. Under the Cotonou Agreement, the EU grants non-reciprocal trade preferences to most imports originating from ACP states. The EU’s "Everything But Arms" (EBA) initiative, implemented from March 2001, has extended duty-and quota-free access to EU imports of all products from least developed countries, except for arms.  The EU is an important market for Malawi's main exports of tobacco, tea, coffee, and sugar, which enter the EU at zero tariffs. Its sugar exports, however, are covered by the Sugar Protocol under which Malawi is allocated and fully uses special quota access to the EU of 20,000 tonnes annually, at prices higher than the world levels.  The recent extension by the EU of preferences to all least developed countries under the "Everything But Arms" (EBA) initiative, from March 2001, and the EU's own multilateral tariff reductions have reduced their importance. EU is Malawi’s main market Other sources show that access to EU markets may be more rendering than SADC
.  

AGOA
The African Growth and Opportunity Act (AGOA), offers free access to some manufacturing products originating in African countries.  African countries eligible for preferential treatment under the AGOA will receive GSP treatment (exempt from the competitive needs limitations) in the U.S. market until the end of September 2008, Malawi benefits from Generalized System of Preferences (GSP) treatment and exports 10,000 tons of sugar annually to the United States under duty-free GSP quota access, and began exporting garments under these arrangements from August 2001.  Although many other products, including certain processed agricultural goods, are covered by the AGOA, Malawi's major agricultural exports of unprocessed sugar, tobacco, and tea are ineligible
.

WTO
Malawi is a WTO member.  As an UN-designated least-developed country, Malawi is eligible for "special and differential treatment" provided under the WTO Agreements.  Malawi does not have diplomatic representation in Geneva. Limitations of government officials on WTO matters, including negotiating skills in the multilateral context, is a constraint on Malawi's participation in the multilateral trading system, which is further hampered by the absence of diplomatic representation in Geneva. WTO affairs have been covered by its embassy located in Brussels, including ACP and EU relations. Malawi can rarely attend WTO meetings due to financial limitations.  

WTO finalised a Trade Policy Review of Malawi in February 2002
.

Overlapping agreements
To sum up, Malawi is a member of the Common Market for Eastern and Southern Africa (COMESA), and the Southern African Development Community (SADC).  It is a signatory to a bilateral trade agreement with Zimbabwe, and it is negotiating such agreements with Mozambique, Tanzania, and Zambia.  Malawi receives non-reciprocal preferential treatment from the European Union under the Cotonou Agreement and the "Everything But Arms" scheme;  from the United States under the African Growth and Opportunity Act;  from other developed countries under the Generalized System of Preferences (GSP);  and under a separate agreement with South Africa.


Malawi's cross membership of overlapping regional and bilateral arrangements with different trade liberalization agendas and trading rules makes its trade regime more complex.  It may distort Malawi's trade and incentive patterns and entail undertaking inconsistent obligations.

Integrated Framework
Malawi has been selected for the pilot phase of the Integrated Framework (IF) for Technical Assistance for Trade Development in Least Developed Countries, an initiative taken by WTO, ITC, WB, UNDP, IMF og UNCTAD.. The aim of the IF is to promote the integration of LDC’s into the global economy. The Ministry of Commerce and Industry will be the focal point. As an introduction to the programme a Diagnostic Trade Integration Study (DTIS) will be carried out lead by the WB.

MIGA
Malawi is also a member of the Multilateral Investment Guarantee Agency (MIGA). 

Malawi's membership of overlapping regional and bilateral arrangements with different geographical coverage, makes its trade regime complex, and is an administrative burden. Its trading partners receive different access conditions to the Malawi market depending upon which agreement they are in, and the stage of implementation of the agreement by the partners. Members of more than one agreement can trade with Malawi under either agreement.  The same applies to Malawi's exports to these markets.  This may distort trade and incentive patterns in an unpredictable manner and could entail inconsistent obligations being undertaken by Malawi. 

1.10 Private sector structure and ownership

1.10.1 Ownership structure and firm size

Previous monopolies
Malawi’s has a few large (in Malawian standards) companies with parastatal roots, in the utility sectors and within monopolistic agribusiness. The most important companies in this group are Electricity Supply Commission of Malawi, Malawi Telecommunications Co., Air Malawi, Malawi Railways, and Ariculture Development and Marketing Co. These companies are currently in various stages of privatisation and commercialisation.  

Large private firms
Malawi has few large private firms outside of the group of ex-parastatals. Those that exist are predominantly tobacco, tea and sugar estates. 


Unfortunately, the parastatal sector has not produced any significant cadre of skilled managers, even with much operational experience. The country’s strongest business skills are probably located within the export-based tobacco industry, which is organised in Tobacco Association of Malawi (TAMA). 

Investment community
Malawi has probably seen less investment from investors of Asian or Middle-Eastern origin than its neighbours to the north (Kenya and Tanzania), and less investment from South Africa than countries to its south such as Mozambique, Swaziland or Lesotho. It also lacks a diaspora who could repatriate earnings for domestic investment. Capital accumulated in the tobacco industry has not been reinvested in other industries to a significant extent.

1.10.2 Small, micro and medium sized companies


Malawi’s Micro and Small Enterprises (MSE) sector (firms up to 50 employees) consists of approximately 747,000 income-earning activities. On average, the country’s MSEs together generate an annual gross sales value of MK 47 billion (US$ 790 million using 2000 exchange rates), which is substantial for a relatively poor country. They have a total annual profit of MK 16.7 billion amounting to about 15.6 percent of Malawi’s GDP, adjusted to 2000 prices. The entire MSE sector employs over 1.7 million people, of whom approximately 42 percent are women. This accounts for about 38 percent of the total economically active population of 4.5 million.


A few regulatory issues discriminate against small and medium-sized companies (SMEs); for example, the tax benefits offered by MIPA are better for projects that bring in more than US$ 5 mn or US4 10 mn in investment. However, many of Malawi’s main constraints to business (see Chapter 3.4.8) are even more important for companies of some size – e.g. the currency volatility, distance from overseas markets, unreliable power and telecommunications, etc.


Most of Malawi’s SMEs are family-owned, and rely on agriculture in some way or another. Most Malawian towns function as markets for agricultural produce, and their private businesses revolve around simple agro-processing such as maize mills and food conservation, and hotels, restaurants etc, that cater to people who come to the towns’ markets. The potential growth of these businesses is usually defined primarily by the market for its goods and services, and secondly by the access to credit – for proposals that do have a market that is not saturated. 

Informal sector
The informal sector is very important, particularly for women. The high inflation, with reduced wage incomes, and the growing unemployment in the formal sector, increased its importance during the 1990s. In a survey of 2,022 low-income households in Blantyre and Lilongwe, Chilowa (1991) found that 30 percent of the Lilongwe sample and 22 percent of sample households in Blantyre participated in informal sector activities, primarily in trade or services. Many of the activities were casual and/or seasonal and were undertaken alongside a range of other livelihood activities, in some cases in parallel to formal sector employment. 


A result of Malawi’s comparatively benign governance regimes for the private sector is that there are probably fewer disadvantages in Malawi in moving from the formal to the informal sector than in neighbouring countries. 

POTENTIAL AREAS OF BILATERAL CO-OPERATION 

1.11 Is PSD support justified ?

1.11.1 The private sector’s need for development


In general terms, Malawi’s exceptional aid dependency (see Chapter 2.3) call for rapid development of its productive sector, to reduce the risks associated with relying on foreign support.


There is no dispute over the need to improve Malawi’s private sector. It needs diversification, from its present narrow base of tobacco and other cash and food crops. It also needs capital, being unfavourably located away from the main investment flows. With a small diaspora, with limited investment from the Middle East, with relatively few links to the Asian business community, and with relatively limited investment from South Africa, Malawi is deprived of many of the main sources of investment capital that fuel the development of other nations in Eastern and Southern Africa. 


Both EU and Germany have recently withdrawn from support to PSD, as Government of Malawi has shifted its priorities towards the social sectors. Also, Denmark’s programs have been discontinued. This has contributed to a certain funding vacancy within PSD. 

1.11.2 Other donor support


The donor community’s experience with PSD in Malawi is limited. 


An overview of donor programmes that support PSD in a broader sense is summarised below;

Key areas for donor support to PSD in Malawi



Donor
Key issues

United Kingdom
Agriculture, micro-finance, training, transport, SME, business linkages

European Union
Trade, SMEs, transport, agriculture

Germany
Capacity building, training, SMEs

UNDP
Trade, SMEs, agribusiness

USAID
Privatisation, export diversification, agribusiness, financial sector, investment services

World Bank
Privatisation, roads, utility reform, financial sector, PSD program in progress

Source: Imani Development


As a general conclusion, the Team found that Malawi’s general over-dependency on foreign aid is not manifested in the PSD sector. There is a need for financial assistance for good proposals. 

1.12 Malawi’s policy framework
1.12.1 Malawi Poverty Reduction Strategy Paper (PRSP)

Malawi launched its Poverty Reduction Strategy Paper (PRSP) in April 2002. 
The PRSP has as its main strategy a pro-poor growth, complemented by transfers to the ultra-poor. The medium goal of the PRSP is that by 2005 the incidence of poverty should be reduced by 6%. 

Four pillars
The PRSP outlines four pillars: 

1. Rapid Pro-poor Sustainable Economic Growth and Structural    Transformation

2. Enhancing Human Capital Development

3. Improving Quality of Life for the Most Vulnerable

4. Promoting Good Governance.

Each pillar has a number of goals and sub-goals, objectives, strategies and activities. 

It is recognised that for Pillar 1, the private sector will be the driving force. This is focused on empowering the poor and supporting small and medium, enterprises and sectors where the poor are active, while acknowledging the role of the large scale private sector. The PSD is however only to treated to a very limited extent.

Key sector
The key sector identified for pro-poor growth is the agricultural sector, especially through Micro, Small, and Medium enterprises. Diversification will take place through expanding the natural resources utilisation, manufacturing, tourism and small-scale mining sector.  Access to domestic, regional and international markets is seen as essential.

Financing of large-scale infrastructure projects has not been included in the PRSP budget sections, but have been given attention in the text section. This implies that Malawi will solicit project financing, over and above the PRSP-related budgets, for infrastructure projects within telecommunications, electricity and roads – e.g. the Mozambique-Malawi Innterconnesction. 

Gender, HIV/AIDS and Environment are identified as cross-cutting issues in the PRSP. 

1.13 Strategy for the Norwegian Development Cooperation

According to the Memorandum of Understanding between Malawi and Norway signed in April 2001 Norwegian development cooperation is to focus on good governance, health, HIV/AIDS, and macro economic reform. Norway also supports other, selected activities such as NASFAM. The strategy clearly underlines that there will be no poverty reduction without economic growth. Enhancing Malawi’s competitiveness is thus of vital importance
. 

In 2001 Malawi received approximately NOK 85 million in Norwegian bilateral development assistance, including funding through NGO’s.

NORAD and SIDA have agreed to channel Swedish funding to the four priority areas in Malawi through NORAD. All activities within this agreement are thus funded 50/50 by NORAD and SIDA. 

1.13.1 Integrated Framework for Technical Assistance


It is recommended that Norwegian initiatives be closely coordinated with the WTO Integrated Framework for Technical Assistance for Trade Development (IF), and the Diagnostic Trade Integration Study (DTIS) under preparation (clause 3.5.3 above).

1.14 Key issues

Based on the Team’s interviews with stakeholders in Malawi, the key constraints for PSD have been identified as;

· High transport costs

· Macro-economic volatility and high capital costs

· Limited domestic market

· Unreliable infrastructure


In addition, Malawi’s economy suffers from a number of inherent weaknesses which can only be mitigated through private sector development;

· Lack of food safety

· Dependency on tobacco and donor funds for foreign exchange

· An increasing land shortage


The key concerns of a PSD program in Malawi should be to target these problems. 

1.15 Reducing Transport Costs

1.15.1 The Nacala Corridor


In light of the strategic importance of the Nacala corridor to Malawi, and the substantial investments already made to upgrade the transport infrastructure, it is essential that the relatively limited works needed to fully exploit its potential are completed. Completion of the railway line will improve the potentials in the area, and boost rail and harbour transport. EU is funding a feasibility study for completion of the section in Mozambique and has committed EUR 10 mill for rehabilitation. It is expected that works will start within a year.


The planned investors conference in September 2002 for Spatial Development in the corridor area should be promoted as an opportunity for introduction to the business environment in both Malawi and Mozambique. 

1.15.2 Roads


There is consensus among stakeholders that road infrastructure must be improved in order to facilitate economic growth. However, WB, NDF and EU are already addressing the upgrading of roads.  The World Bank has approved a US$ 30 million credit towards road maintenance and rehabilitation (ROMARP).


It is concluded that there is little scope for Norwegian involvement in financing the sector at this stage. Substantial opportunities for Norwegian firms exist however for delivering goods, works or services for the announced road rehabilitation and construction contracts in the sector in the coming years.

1.16 Improving macroeconomic stability


Norway is already heavily involved in macroeconomic policy, strategy and donor coordination on budget support, as part of its country programme. However, performance on the side of Malawi has been slow. 


Since 1998, Norway has provided balance of payment support and budget support, and macroeconomic reform is one of the four priority areas agreed upon in the Memorandum of Understanding from 2001. 

1.16.1 CABS

NORAD participates in a donor coordination mechanism (CABS - Common Approach to Budget Support) together with SIDA, DFID and EU. One condition for NORAD's budget support is to engage more actively to support capacity building within financial management, and several interventions are now underway. Support to macroeconomic reform and financial management has a strong linkage to improving the frame conditions for private sector development. Sound and stringent public expenditure management will eventually reduce the crowding out of private sector which at present is taking place. 

The CABS group is also concerned with domestic revenue collection and DFID is currently providing technical assistance to Malawi Revenue Authority (MRA). Possible co-financing from NORAD is being discussed.

1.16.2 CFAA

Malawi, the World Bank and several bilateral donors have recently jointly undertaken a Country Financial Accountability Assessment (CFAA). The assessment covers financial management in public, private and civil sector. An action plan will be developed for the donors and the Government to enhance and coordinate the various initiatives within this area. NORAD is an active partner in this and support is already ongoing for the institutional co-operation between the National Audit Office and the Swedish Riksrevisjonsverket (Auditor General). 

1.17 Overcoming limitations in the domestic market

1.17.1 BOT/BOO Innovation


African countries are slowly seeing the benefits of private investment in unconventional sectors such as infrastructure and social services. Attracting private financing to development sectors would have a double impact in Malawi, where public-sector overspending has been a chronic problem. However, there are clear indications that venture capital for models such as BOT and BOO are not attracted to Malawi because of the small size of its utility sectors. For example, total electricity consumption is less than 1 TWh, one-tenth of the sales of Viken Energi in Norway, and also less than half of the consumption in Tanzania and less than 10% of the consumption in Zambia. 


An area of consideration could be to try out innovative public-private partnerships in Malawi, with grant-based co-financing of additional amounts needed to achieve a transaction given Malawi’s negative economies-of-scale.


The Team has not had sufficient time to develop a full project concept, but a possible model could be based on refurbishment-and-operation contracts where private capital and donor capital are combined. 

For example, NORAD and a private company could fund initial repairs and a stock of spare parts for an infrastructure project – say a water and sewage system or an electricity distribution network. The NORAD funds would be provided on grant basis while the private investor would derive his income from successful operation of the scheme over a given period. In such a scenario, the process would involve (i) upgrading of the assets, carried out by the investor; (ii) a period where the investor operated the system, and was paid for his supplies via the tariff payments collected from customers, and (iii) eventual transfer of assets back to the utility. The “upside” for both parties would be that the investor/supplier is paid on the basis of the actual value he is able to create, through delivering services to the customers.   

The “private investor” could be a strategic partner (equipment manufacturer, consulting company, etc.) in co-operation with a financial partner such as NORFUND. 

1.18 Enhancing reliability of Infrastructure

1.18.1 Energy


The Team recommends that NORAD consider support to the Malawi-Mozambique Interconnection. NORAD should also consider projects designed to make electricity supply more reliable, such as rehabilitation programmes for power stations, distribution systems, and technical assistance.

1.18.2 Privatisation

The World Bank has developed a Privatization and Utility Reform project, with a SDR 21.8 mn credit. Co-financing possibilities could be explored.

1.19 Promoting Food Security and Commercialisation of Agriculture 

1.19.1 Commercialisation of Agriculture 


With its current leadership of the WHO, Norway would be in a special position with respect to assisting in reversal of the conversion of agriculture land into tobacco land. As stated in Chapter 3.1.1, smallholder farmers have invested intensely in tobacco since the mid-1990s. 


The agriculture sector is singled out by stakeholders at all levels as the main sector in terms of potential for growth. The question of analysing the value chain from production through marketing, transport, refining, manufacturing to export, and identifying possible entry points for added value efforts have also been addressed by most of the stakeholders the team met. There is thus a clear motivation and willingness to explore potentials and improve performance. 


Access to international markets and terms of trade are also seen by most as essential to strengthen.

 NASFAM
NASFAM’s approach appears to address key elements in the MPRSP and NIS strategy, and is relevant for a large segment of the population of Malawi. There is scope for strengthening and possibly also expanding the services of NASFAM. NORAD is considering a second agreement with NASFAM with a total budget of NOK 40 million. An appraisal of NASFAM is planned, and should be carried out as soon as possible. Limits to NASFAMS growth should be given special attention. Due to the risks involved with rapid growth, the possibilities of working through other national organisations should be explored. Technical cooperation with Norwegian institutions within the field should also be considered. Possible areas for consideration could be further analysis of agricultural technologies, value chain assessment and improvement, and marketing mechanisms.   

1.19.2 Fisheries


Nordic Development Fund, are expected to fund the rehabilitation and development of the commercial fisheries in the South West Arm of the lake. , It appears to be  scope for an increase in efforts and catches in the commercial fisheries sector, and a ready domestic marked for fresh and processed fish. There seems to be scope for increased demersal trawling in the South West Arm, investment in boat building, services and landing facilities Substantial information on the lake's fisheries is available at the Fisheries Research Unit in Monkey Bay, unfortunately the team did not have the time to explore this source of information. Further considerations of investment or support to this sector must be based on careful analysis of data, and be well coordinated with other donors. 

1.20 Creating new sources of foreign exchange revenues

1.20.1 Mining

The sector has been identified in the PRSPS as a pro-poor growth sector, if addressing small – scale mining. Formalising of Minerals Policy, restructuring of the sector and review of the legal framework are prerequisites for a sound development in the minerals sector. Other areas of support could be mapping of the country ' s geological resources, and institutional reform and capacity building of public mining institutions. In the Team’s opinion, large-scale mining will remain an important growth vehicle and supplement to the small-scale mining initiatives described in the PRSP. A potential cooperation partner exists in Department of Mines. 

1.20.2 Tourism


Tourism is a promising sector for Malawi. Its main opportunities lie in product development and marketing of Malawi as a co-destination within Africa round-tours. 


The current NORAD PSD strategy states that support should not be provided to individual companies – to avoid market distortions. Malawi’s Tourism Association may be a counterpart for a donor programme. Assisting the Ministry in policy development etc. could be an option, but the Team is not certain that programmes at Ministerial level will be effective for tasks such as marketing and product development. Further identification of a working intermediary is needed before taking any initiatives in the sector. Malawi has indicated that it needs support to education in tourism and travel-sector management.

1.20.3 Trade relations


Malawi has a fragmented and administratively demanding framework of both bilateral and international trade agreements. WTO has clearly indicated that Malawi does not have the capacity or experience to fully participate in and take advantage of WTO and other trade related agreements and institutions. Malawi thus faces tough challenges in negotiating, streamlining and complying with the many agreements, and may not have the capacity to do so to their best advantage. In the context of the Integrated Framework (IF) for Technical Assistance for Trade Development in LDC's, there may be scope for Norwegian TA support to facilitate preparations and negotiation of Malawi's position in relation to one or several trade agreements. 

1.21 Curbing land shortage (other proposals)

1.21.1 Problem definition


The increasing land shortage in Malawi can only be met by increasing productivity on cultivated land, and by developing alternative sources of employment and income for the urban population. This will require access to credit, for irrigation and fertiliser and other seasonal financing in the agriculture sector, and for creation of new employment opportunities within manufacturing and services. In this chapter, we present a number of options for support that will address these issues in a broad sense.

1.21.2 Micro finance


Micro finance schemes are supported i.a. by DFID. The environment for micro-credit in Malawi is difficult, with wildly fluctuating real interest rates (see Chapter 3.3.4). Providers of micro-credit providers face a multitude of problems to become sustainable. However, given Malawi’s numerous development challenges it is an area that deserves closer consideration. Government of Malawi has recently completed a micro finance policy paper. Co-financing e.g. with DFID’s Malawi Micro Finance Project or Micro Finance Expansion (FINCA) could be envisaged, but the team has not has sufficient time to review all options.

1.21.3 Business Development Services


Another potential area of intervention within this field could be business development services such as advisory agencies and facilitating bureaux for SMEs. There is no strong tradition for such services in Malawi – an agency such as MIPA is mostly concerned with more formal issues and with medium-to large-sized companies. The EU-funded EBAS program is an example of new services targeted directly towards SMEs. The World Bank and UNIDO have also proposed PSD program with business service components.

1.21.4 PSD additions to existing NORAD support 

NORAD’s main priority areas in Malawi – health, HIV/AIDS, good governance, and macro-economic reforms – do not immediately lend themselves to PSD-motivated expansions. The Team met with representatives of Central Medical Store, to explore opportunities such as local production of simple medical supplies. However, this does not seem very viable in Malawi at the moment, due to quality requirements and relatively low demand.

The entire support to macro-economic reforms will benefit Malawian business, if successful. Good governance is also an important issue for private companies, although governance is not regarded to be as crucial an issue among Malawian businessmen as e.g. in Tanzania. 

The Team nonetheless believes that PSD could be introduced as a cross-cutting issue in the Malawian-Norwegian co-operation dialogue. This is in line with the country strategy (2001-05) and could also pave the ground for increased PSD co-operation in subsequent periods.

1.21.5 Demand-driven PSD “fund”

An alternative approach to the proposals listed above would be to provide a financing mechanism based on applications from Malawian companies and organisations, ear-marked for PSD issues. A wide range of proposals could potentially qualify, from financial journalism and economic research to marketing, product certification and any other issue that would fall under a PSD umbrella to be more precisely defined at a later stage. 

Management of a “fund” such as this should preferably be outsourced to a trustworthy bank, institute or similar intermediary. In line with NORAD’s PSD policy, market distortions must be avoided through limitations on support to individual companies. 

1.21.6 Education

Malawi has a shortage of skilled labour, and imports labour at times. Education could therefore be a potential area of co-operation, but was not explored further during the study because respondents from the private sector did not rate the human resources issue among the most important constraints.

1.22 Gender issues

Gender, HIV/AIDS and Environment are identified as cross-cutting issues in the PRSP. Other donors who support PSD have also invoked gender as a cross-cutting issue. In the Team’s opinion, this should also be the approach in a NORAD supported PSD programme, if launched. 

POTENTIAL FOR CO-OPERATION WITH NORWEGIAN companies and institutions

1.23 Potential roles


The miniscule size of the Malawi economy (only US$ 1.8 billion; a smaller amount than the annual turnover of Den norske Bank) and its landlocked location, to which transport access is expensive, are evidence that a broad co-operation between Malawi and Norwegian companies should not be expected. However, opportunities for business in selected, specialist areas do exist. 


Norwegian companies and institutions can play three fundamentally different roles in Malawi’s PSD sector;

· As exporters and importers of goods and services, on commercial terms;

· As investors in local business;

· As partners in development co-operation programs for technology transfer, etc.


Some of these possibilities are discussed below. 

1.24 Exports to and Imports from Malawi

1.24.1 The Donor Market 


The donor market is probably the most relevant area of business for Norwegian companies. It is fairly predictable, and macro-economic factors such as exchange rate and price fluctuations are less influential. 


Official Development Assistance (ODA) to Malawi increased from US$ 64 million in 1975 to US$ 470 million in 1998. 


Aid to Malawi primarily goes to general government consumption and only to a lesser extent to specific investment projects. A cohesive overview of the aid market has not been available. However, an indication can be found in the plans for using the HIPC debt-relief funds, where priority is towards health care (particularly purchase of drugs), education (teaching materials), water (borehole construction) and roads.


The donor market is interesting for Norwegian suppliers of medical equipment, electrical equipment, road construction (particularly if the Nacala Corridor project is launched), water supply systems, consulting services, and other products and services.


Norway has also supported the energy sector through the Lilongwe Rehabilitation and Refurbishment of the Distribution System Project. The programme could be finalised through the third phase.


Some projects in the energy sector are commercial viable. Even if Malawi and ESCOM have a serious debt a commercial financial arrangement might in some cases be considered.  It is however a condition that Malawi gets access to the reasonable Norwegian guarantee arrangement for LDC countries.

1.24.2 Other exports


There are few mentionable export opportunities to Malawi outside of the donor system.

1.24.3 Imports from Malawi

Malawi has yet to develop a full understanding of the opportunities provided by the EBA and AGOA duty reforms. Norwegian importers who wish to study such possibilities – and possibly transfer skills along the way – can benefit from existing budgetary provisions within NORAD. In an early phase, importers may need to provide active advice on product development, certification, packaging, and similar issues. The EBA and AGOA systems have relived the customs barriers, but marketing and product-quality barriers still exist. A Norwegian company is already exploring opportunities within trade in animal feeds.

1.25 Investments in Malawi

1.25.1 General

Previous interest
It is documented elsewhere in this report that FDI is low in Malawi. Malawi’s “anonymity” as a destination for investment can be read clearly from the small portfolios of company-oriented PSD financing. NORAD has only provided support to three pre-feasibility studies to companies interested in starting up business in Malawi. None of the proposals have materialised. A Norwegian company involved in sawmilling (Tree Farms AS) has withdrawn from Malawi. Telenor asa considers a project within the telecommunications sector.

Other DFI’s
IFC’s portfolio in Malawi is only US$ 3.5 million, concentrated in the financial sector and small/medium-sized enterprises in tourism, agribusiness and health care. IFU (Denmark) has one investment, dating from 1986. SWEDFUND (Sweden) has no investment in Malawi; neither has NORFUND. FMO (the Netherlands) has no investment in Malawi. CDC (United Kingdom) has made three investments – in tea, cement, and agribusiness. NORSAD Agency has one investment in Malawi, within the timber business.  

Based on this experience, one should not expect a broad investment co-operation between Malawi and Norway. Such projects will remain fragmented and confined to specialist sectors.  

1.25.2 Electric Power


The GoM are opening up for Independent Power Producers (IPPs) and distributors (IPDs). The private sector in Malawi is weak and not very pro-active, struggling with the micro economy challenges and lack of infrastructure in potential investment areas. However, the country has interesting potentials in different sectors. Access to electricity is normally a condition and consequently electricity has a high market potential. To open up trade through an interconnection to the SAPP should make any economical analyses more interesting for potential investors.


Norwegian companies have earlier investigated the possibilities for establishing and investing in distribution companies in Africa. An active and interested administrator will be required to set up an arrangement with a possible local partner. Administrations of both integrated and/or isolated systems are asked for. The possibilities should be discussed with the Norwegian distribution utilities.


A new market priming programme for solar energy under Rural Electrification initiatives anticipates that a further 10.000 PV-systems will be installed and the non-working systems rehabilitated in the next five years in an attempt to increase access to electricity in rural areas. 


A professional Malawi based servicing/assembling/supplying company seems to be the answers and an opportunity to deal with the earlier mentioned existing problems. 

1.25.3 Consulting services


Consulting services in Malawi are directed at the donor market, but establishing a local consulting company could offer advantages over providing services from a Norway-based office, particularly with respect to price. There are not many international consulting companies in Malawi today. In particular, there could be a market for all-round and generalist advice on development-related issues such as macro-economy, government policy, PSD issues, etc. A particular feature of Malawi, which the Team experienced during execution of this study, is the lack of reliable and consistent information.

1.25.4 Wood processing


Around one third of Malawi is covered with forest. A Norwegian company (Tree Farms A/S) was involved in a mobile sawmill until 1999, but withdrew due to a focus on Tanzania. Norsad’s only investment in Malawi is also in the wood processing sector. The prospects are not extremely favourable, however. Exports from Malawi are virtually ruled out due to the distance to overseas markets, and the domestic market is small with low prices. The wood processing sector is therefore an example of the typical problems that face Malawi.

1.25.5 Other areas 


Transport, banking and agro-processing are underdeveloped sectors in Malawi, but Norway has few internationally oriented companies. 

1.26 Development partnerships

1.26.1 Definition


This section refers to the use of Norwegian competence in development projects, initiated by NORAD. Norwegian supplies to other institutional development projects funded by other donor agencies are seen as a part of the commercial “donor market”.

1.26.2 Transport


Norwegian consulting companies and institutions could provide advice on institutional strengthening related to the Nacala corridor project and other road projects, if supported by Norway. This could relate to development of environmental safeguards, revenue collection, traffic safety, and other issues.

1.26.3 Macroeconomic control


Norwegian experts could contribute to public expenditure reviews and other macroeconomic planning issues. Plans for support to an institutional co-operation between National Statistics Office and Statistics Norway are at an advanced stage, with reference to the need to strengthen the statistical base in Malawi. Statistics Norway also intends to assist National Economic Council and Ministry of Finance and Economic Planning in their work on economic modelling and national accounts, with possible cooperation from other Norwegian institutions like the Norwegian Ministry of Finance.

1.26.4 Energy policy development and regulation


Norwegian institutions and companies have during the last years built up good reputations in building up, reorganising and restructuring utilities and institutions, including transfer of know-how and policies. NORAD has filed many successful examples through their institutional co-operation programmes and other assistance initiatives in Angola, Malawi, Mozambique and other SADC countries. Utilities, ministries and directorates have benefited from this assistance. Their contribution has improved the performance of the different entities as well as individuals in administrating and serving a modern energy sector. We will consequently conclude that there is a potential for the Norwegian broad energy sector to take part in policy development and regulations.

1.26.5 Trade relations


Norwegian expertise in international trade regimes such as the WTO could be invoked to assist Malawi. The country has a particular need to be informed of any international trade reforms that affect the tobacco market. 

1.26.6 Tourism

Norwegian institutions can play a role in developing education programs for travel-sector management, if such an initiative is supported.

1.26.7 Financial sector

Norwegian consultants and NGOs with expertise in micro-finance could provide transfer of know-how within this field, although the number of qualified Norwegian advisors is limited. Also, institutions familiar with business development could be used to define the modalities of  “PSD fund” as described in Chapter 4.

1.26.8 Fisheries and agriculture

The resources of several Norwegian institutions with international experience in fisheries and agriculture could be drawn upon for programmes within these sectors.

1.26.9 Mining

Norwegian competence could be relevant e.g. within resource mapping, and within the design of licensing and taxation regimes. 
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Institution
Contact Person
Address
Phone/Cellp
Fax
E-mail

British High Commission Lilongwe
Mr. Norman Ling

High Commissioner
P.O. box 30042 Lilongwe 3
772 400
772 657
bhc@wiss.co.mw

Bunda College
Dr. Emmanuel Kaunda

Senior Lecturer Aquaculture
Bunda College 

Box 214, Lilongwe


ekaunda@malawi.net

Central Medical Stores
Mr. G. Kadewere

Chief Pharmacist





Club Makokola
Mr. N. Dumba

General Manager
P.O.Box 59 Mangochi 
594 244

Cell: 830 077
594 417
clubmak@malawi.net

DFID
Ms. Trudi Crabb

Deputy Programme Manager
British High Commission

P.O. Box 30042 

Lilongwe 3
772 400

cell:825 721
772 657
t-crabb@dfid.gov.uk

ESCOM Ltd
Mr. D. van Wyk

Chief Executive 

Mr T. W Chisale

Dir. Distribution & Customers
ESCOM House, Haile Selassie Road, P.O.Box 2047 

Blantyre
622 000

Cell: 843 740

Cell: 823 828
623 560
dvanwyk@escommw.com

European Union
Mr Ingmar Stelter

Economic Section
Europa House, P.O. Box 30102, Lilongwe
773 199
773 534
Ingmar.stelter@delmwi.cec.eu.int

Ilovo Sugar

The Sugar Corporation of Malawi Ltd.
Mr B. Stewardson
Private Bag 580, Limbe

Churchill Road, Limbe
643 988
64 0761
bstewardson@illovo.co.za

Imani Development Malawi Ltd. 
Mr. J. McGrath
Imani House, 11 Cow Lane, BC 628, 

P.O. Box 2873 Blantyre
672 830/ 961

cell:827 482
674 560
imanimalawi@sdnp.org.mw

Kadale Consultants
Mr. J. Agar

Director
11 Cow Lane, Mandala, 

P.O. Box 2019 Blantyre 
 672  933

cell:823 669
673 022


LOITA Investment Bank Ltd.
Mr. Charles H. De B. Carey
Loita House, 

Cnr. Victoria Av. & Henderson Str.

P. Bag 389 Chichiri, Blantyre 3
622 681

cell: 834 242
622 683
ccarey@loita.malawi.net

Malawi Confederation of Chambers of Commerce and Industry, MCCCI
Mr. J.H. Koreia-Mpatsa

President
P.O. Box 258 Blantyre 
671 988

Cell: 828 781 
671 147
mcci@eomw.net

Malawi Congress of Trade Unions, MCTU






Malawi Development Corporation, MDC
Mr. Yotam Longwe

Director of Operations
MDC House,

P.O. Box 566, Blantyre
620 100
620 584
mdcgm@malawi.net

Malawi Investment Promotion Agency MIPA
Mr. A. Kabele

General Manager
Aquarius House 

P.Bag 302 Lilongwe 3
770 800

cell: 841 493 
771 781
mipall@malawi.net

Malawi Stock Exchange
Mr. Mpinganjira

Managing Director
Old Reserve Bank Building, Victoria Ave. P.Bag 270, Blantyre
624 233
623 636
mse@wissmw.com

MALDECO Fisheries
Mr. J.H. Mgasa

Operations Manager
Box 45 Mangochi
584 300/626

Cell: 828 997
584 724
maldeco@malawi.net

MANICA Malawi
Mr. A. Chitsime

Managing Director
Makata Industrial Site, McLeod Road,

P.O. Box 460 Blantyre
676 566

Cell: 822 477
671 297
achitsime@manica.malawi.net

Manufacturers Association of Malawi
Mr. Peter Barratt

Managing Director
P.O.Box 3007, Ali Hassan Mwinyi Rd. Chichiri, Blantyre 3
671 722

Cell: 950 366
671 486
peterbarratt@africa-online.net

Ministry of Commerce and Industry
Mr. C.C. Kachiza

Director of industry

Mr. G. Mkandawire

Director of Trade
Gemini house 

P.O.Box 30366 Capital City 

Lilongwe 3
774 089

Cell: 865 467

        842 047
770 680
minci@malawi.net

Ministry of Finance and Economic Planning
Mr Soko, Deputy Chief Econ.

Mr Kamphale, Deputy Director

Mr Jere, Deputy Chief Econ

Mr Sitimawine
P.O.Box 30049 Capital Hill, Lilongwe 3
789 355

789 440
789 173
Finance@min.finance.sndp.org.mw

Ministry of Natural Resources & Environmental Affairs, 

Department of Fisheries
Mr. H. Chipongwe

Planning Officer

Mr S. Mapila

Director


P.Bag 350 Lilongwe 3
789 488/463

Cell: 872 882
788 689
natresources@malawi.net

Department of Mines
Mr. G.W.P. Malunga

Director

Mr E.S. Kaseko,

Ag Director of Mines


P.O.Box 251 Lilongwe
754 789

Cell: 829 724
754 793
gwpm@@sdnp.org.mw

Department of Energy
Mr. Chitenye

Deputy Director of Energy





Ministry of Works and Transport

Nacala Development Corridor
Mr. Wilfred Ali

Project Manager

788 726

Cell: 834 269
789 328
Timigra@eomw.net

National Economic Council
Dr M. Kutengule

Director Development
Capital Hill, P.O.Box 30136, Lilongwe 3
788 888
788 247
Kutengulem@malawi.gov.mw

National Insurance Company , NICO
Mr. F. Mlusu

Managing Director

Mr. T. Daniels
NICO House, Stewart Street, 

P.O.Box 501 Blantyre
622 699


622 364
flmlusu@malawi.net

National Smallholder Farmers Association of Malawi, NASFAM
Dr. D. Chibonga

General Manager

Mr. Kali Zulu

Regional Manager South
St. Martins house, off Independence Drive, City Centre, P.O. Box 30 716, Lilongwe 3
772 866
770 858 
gm@nasfam.malawi.net

Norsk Hydro Malawi Pvt. Ltd
Ms. Victoria Keelan

Managing Director
Plot 29/120 Auction Floor Rd. Kanengo P.O.Box 31301 Lilongwe 3
710 292/009

Cell: 823 056
710 185

711 252
hydro@malawi.net
victoriakeelan@eomw.net

Nyika Chemical Ltd. 
Mr. Peter nkata

Managing Director
Chipembere Highway, Maselema

P. Bag 435 Chichiri, Blantyre 3
645 600
643 728
nyikachem@sdnp.org.mw

Packaging Industries Malawi Ltd
Mr. S.A. Itaye

Managing Director
P.O. Box 30533 Chichiri

Blantyre 3
670 453

Cell: 822 187
671 283
sitaye@malawi.net

Press Corporation Ltd. 
Mr. M.A.P. Chikaonda

Group Chief Executive

Mr C.W. Kindinger

Deputy Group Chief Exec.

Mr D.S.M. Kambauwa

Group Executive Director
Chayamba Building, Victoria Ave. 

P.O. Box 1227, Blantyre
624 236

Cell: 964 888
624 857
mapc@presscorp.com

Royal Norwegian Embassy 
Mr. Arild Skåra

First Secretary
Arwa house, City Centre, 

P.Bag B 323 Lilongwe 3
744 211

cell: 835 751
722 845
arild.skara@norad.no

Society of Accountants of Malawi

(SOCAM)
Mr H.C. Mazengera

Executive Director
P.O.Box 1

Blantyre
610 301
624 312


National Economic Council
Dr M. Kutengule

Director Development
Capital Hill, P.O.Box 30136, Lilongwe 3
788 888
788 247
Kutengulem@malawi.gov.mw

The World Bank Washington
Ms. Ludmila Butenko 

Sr. Financial Analyst

Energy Team, Africa Region
WB Washington
202 473 2630
202 473 5123
lbutenko@wolrdbank.org

The World Bank Malawi Office
Mr. T.G.Chaponda

Country Office Economist
The World Bank Malawi House

P.O.Box 30557 Lilongwe 3
770 611

Cell: 828 337
771 158

773 908
tchaponda@worldbank.org

Tobacco Association of Malawi, TAMA
Mr. S.Y.L. Chirambo

Executive Secretary
P.O.Box 31360, Capital City, Lilongwe 3
773 099/276

Cell: 824 858 
773 493
tama@eomw.net

Tobacco Exporters Association of Malawi Ltd
Mr. H. M. Mbale

General Manager
P. Bag 403, Kanengo, Lilongwe 4 
710 663/668


710 668
tobacco-exporters@sdnp.org.mw

UNDP Malawi
Mr. J. Wayem

Economic Advisor
P.O.Box  30135 Lilongwe 3
773 500

Cell: 838 386 
773 637
john.a.wayem@undp.org

United Nations University, Fisheries Training Programme, Marine Research Institute,
Mr. T. Tómasson (Ph.D.) Programme director
Skúlagata 4, Reykjavík, ICELAND
+354 552 0240  
+354 562 3790  
tumi@hafro.is             

USAID Malawi
Mr. D. A. Smith Head of Programme Group
P.O.Box 30455, Lilongwe 3
772 455
773 181
Dwsmith@usaid.gov

NOTE: Malawi is in the process of changing its telephone prefixes. For fixed-line numbers, the digit 1 will precede the numbers stated below. For cellular phones, the digit 8 will precede the present numbers.

The international prefix for Malawi is 265.

ANNEX 4

Terms of Reference
Study on

Private Sector Development (PSD) and Prospects for Norwegian 

Trade and Investment Interests in Malawi (phase 1).

Background

As part of the renewed emphasis on private sector development in its countries of co-operation, NORAD will, together with Norwegian trade and industry, undertake a two-phased study on PSD in Malawi. Phase I will focus on the enabling environment for PSD including investment climate and private sector development policies as well as physical and social infrastructure, and will take into consideration present areas of co-operation and the efforts of other donors. It will include an assessment of areas of co-operation where Norwegian private sector organizations or enterprises can enhance the development effects in terms of poverty reduction. Phase II will assess investment or commercial opportunities for Norwegian enterprises, not restricted to Norwegian Governmental development co-operation. This ToR covers phase I.  

In phase one of the study there is a need to explore the possibilities and constraints for broad based economic growth in primary, secondary and tertiary sectors on a general basis and within the guidelines given in the Strategy for Norwegian Support of Private Sector Development in Developing Countries. Due consideration must be given to Malawis national policies and national strategies, including the Poverty Reduction Strategy Papers.  The study may consider new areas of co-operation between Malawi and Norway beyond the sectors stated in the Memorandums of Understanding and other agreements between the two countries, if relevant.  Areas of consideration in this respect are areas representing obstacles for PSD where Norway may have special competence. NORAD has the overall responsibility for phase I. An adviser from the Norwegian trade and industry will participate.

The objective of phase two is to study the possibilities for enhanced Norwegian investments and trade relations with Malawi. Phase two of the study will be carried out by a team under the leadership of a representative from Norwegian trade and industry as represented by the Confederation of Norwegian Business and Industry (NHO). Terms of Reference for phase two of the study on PSD will be drawn up by the NHO and communicated to NORAD for perusal and comments. 

Purpose

The team shall present an analysis covering:


1. A general assessment of the Malawi's resource endowments and comparative advantage, its investment climate and the industrial and private sector development  policies as well as physical and social infrastructure
, including bottlenecks and opportunities for private sector development and possible areas of future co-operation for further discussions with government and private sector representatives.  The assessment should comprise all levels as identified in the NIS, i.e. the international level including international markets, the national level covering the macro economy and physical and institutional infrastructure, and the micro or enterprise/entrepreneur level in the formal and informal sectors.

2. A more thorough assessment of areas of actual or potential co-operation between NORAD and Malawi including assessment of the efforts of the Malawi itself as well as those of other donors, ending up with proposals for possible areas of increased Norwegian support.

3. An assessment of relevant areas for possible contribution by Norwegian business organizations or enterprises as providers of competence enhancing activities (agents for service delivery) in order to strengthen the ongoing Norwegian support
.

Since this is a standard mandate covering several countries, the extent and depth of study must be adjusted to the situation and the need of MALAWI.  Second hand data from recent studies may be utilized provided acceptable validity and reliability. 

Methodology/implementation
The team of phase I will comprise an external PSD consultant, an adviser with experience from Norwegian trade and industry, and NORAD employees to be designated by NORAD management.

The team shall through interviews and written material, collect data and information from relevant sources in Norway, Malawi and in third countries. The team shall familiarise itself with relevant policies and strategies in Norway and in Malawi as well as the current programs of development co-operation between Malawi and Norway that is of relevance for PSD. The team should consider consulting written material by NORFUND, UN agencies such as UNDP, WTO, UNIDO, UNCTAD, ITC, FAO and IFAD, academic circles involved with PSD issues, the World Bank Group and relevant regional development banks as well as Norwegian enterprises and organizations present in Malawi. As informed above, second hand data may be used, and the extent and depth of study must be adjusted to the situation and the need in MALAWI. 

Before leaving, the team shall achieve a thorough knowledge of the Norwegian Strategy for Private Sector Development and other relevant guidelines as well as the Malawi Government's PRSP, and relevant strategies for private sector development, if available. The members of the team travelling from Norway will meet in NORAD Oslo for a briefing before departure.

The team shall make sure that possible gender differences in PSD are covered in the interviews and brought forward in the recommendations.
The Norwegian Embassy in Malawi will be responsible for making appointments for interviews in accordance with requests from the team and make transportation available.

Time Schedule and Reporting

In total, the assignments of the PSD consultant and the adviser of the Norwegian trade and industry will comprise approximately 15-20 working days including fieldwork. 

NORAD will receive a draft report not exceeding 40 pages (excluding attachments) for comments not later than 20.06.2002. The final report shall be submitted not later than 5 days after comments from NORAD have been received.

The report shall be prepared in English and will include an executive summary, not exceeding 5 pages, comprising an overview of the assignment as well as major findings, conclusions and recommendations and a list of informants with e-mail addresses and telephone numbers. The summary shall include findings and analyses regarding the development of the Malawi private sector and recommendations for possible major areas of future bilateral support by the Norwegian Government and a general assessment of the opportunities for investments and trade. The summary shall suggest areas for enhanced efforts by NORAD and other Norwegian institutions, and areas for further investigation of possible future interest by Norwegian trade and industry. Possible areas of co-operation with other donors should be pointed out if relevant.

The team will give debriefings at the Embassy before departure and in NORAD Oslo.

The information and documentation collected and persons consulted should be presented and stored in a way that facilitate follow-up by the team responsible for phase II of the study, other consultants, NORAD Oslo, the Embassy and  Malawi authorities.  

21.05.2002 

FAG/NSYS/CF&EM/JE

ANNEX TO TERMS OF REFERENCE ON PRIVATE SECTOR DEVELOPMENT AND PROSPECTS FOR NORWEGIAN TRADE AND INVESTMENT INTERESTS IN MALAWI (PHASE 1)

Operationalisation of Purpose:

The main purpose of this study is to provide the information deemed necessary and sufficient for a decision on  scope and direction of  further assistance to PSD to be included Norwegian collaboration with Malawi. 
The following documents; MPRSP of 2002, Strategy for the Norwegian Development Cooperation woth Malawi 2001-2005 and  NIS strategy document from Ministry of Foreign Affairs in Norway,   shall be taken as the studys point of departure. 

Scope of Work

The study and the organization of work will follow the threefold purpose  in the ToR. The detailed scope of work will in addition to the general assessment to  focus specifically on areas where Norway may have a comparative advantage.

The study of possible areas of co-operation should cover

· The framework for PSD in terms of infrastructure with focus on the energy sector (distribution and MOZ-MWI-Interconnection) and transport sector (Nacala Railways) 

· Within the primary sector, discuss areas of development and possible further Norwegian assistance 

· Discussion of the role of - and collaboration with - neighbouring countries like Zambia and Mozambique ( Nacala Development Corridor, power-transmission, ZAM-MWI-MOZ Growth Triangle) 

· Brief review the possibilities for Norwegian involvement in the mining and fishery sector 

· Brief review the scope for contributing to the improvement of the functioning of financial markets in Malawi 

· The national, regional and international framework related to the potential for increased trade, exports and international co-operation. 

· In broad terms, the potential for increased export/import Norway-Malawi and indicate main constraints barriers. 

· Assess possible specific linkages to competence in Norwegian companies and institutions which could contribute to develop the private sector, institutions and public sector in Malawi 

· Discussion of possibility of commercial involvement of Norwegian companies 
In collaboration with the Embassy suggest areas which will be given more thorough assessment, i.e. energy-sector, fishery-sector, and propose issues which can be elaborated  phase 2.

Methodology/implementation

Due to time constraints and composition the team will be constituted in Blantyre at the start of field work. The Embassy will through consultants/firms provide analysis of background information. This together with the team-members own information collection and analysis form the basis from which the direction and structure of the Report will be prepared. On this basis interviews with private sector organisations/institutions/enterprises; appropriate authorities; bi- and multilateral donors and financiers will be carried out. 

Team composition

Mr. Jan Eriksen

Regional Adviser PSD Southern Africa, teamleader

Mr. Sverre Throndsen
Marketing Manager, ABB

Mr. Johan Olav Bjerke
Marketing Coordinator, Norplan

Ms. Britt Hilde Kjølås
Programme Officer,  Royal Norwegian Embassy in Lilongwe

Time Schedule and Reporting

Field work:

Visit in Malawi will take place in the period 28.05-06.06. 2002  

NORAD will from Norplan receive a draft report in “soft copy” not exceeding 40 pages (excluding attachments) for comments not later than 20.06.2002. The final report shall be submitted not later than 5 days after comments from NORAD have been received.
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� / Measured as Official Development Assistance (ODA) per unit of GDP. ODA per capita is not higher in Malawi than in several other African countries.


� / Malawi’s aid dependency is very high in proportion to the size of its economy, partly as a result of its low GDP. Several African countries receive more ODA per capita than Malawi.


� WTO 1999: “Framework Convention on Tobacco Control, A primer”. 





� WB/ODE 2000, Country Assistance Evaluation.


� SADC/GEF Lake Malawi/Nyasa Biodiversity Conservation Project and WB/NDF/ICEIDA Malawi Fisheries Development Project, and FAO/UNDP Chambo Fisheries Research Project. Other projects have been carried out by GTZ, EU, ODA (now DIFID) and JICA.


� Towards Responsible Development of the Fisheries Sector in Malawi, Department of Fisheries, March 2000.


� Tumi Tómasson (Ph.D.) Programme director, United Nations University, Fisheries Training Programme, Marine Research Institute, Skúlagata 4, Reykjavík, ICELAND





� Observations on Business Obstacles Confronting Manufacturers in Malawi and Recommendations for Action, Economic Resources Limited (Malawi), August / September 2000


� GoM 2002: “Malawi Energy Policy White Paper”, Min. of Natural Resources and Environmental Affairs, Department of Energy Affaris, March 2002.


� GoM 2002: “Power Sector Reform Strategy”, Min. of Natural Resources and Environmental Affairs, Department of Energy Affairs, Malawi.


� / Electricity prices in Malawi have been derived for a medium-sized user, with 100 kVA peak consumption and 60% load factor. Telecom prices are from Malawi Telecoms Limited, the largest provider. 


� Agricultural Markets in Benin and Malawi: Operation and Performance of Traders. International Food Policy Research Institute, December 2001





� Nacala Development Corridor, A Descriptive Document and Progress Report, Nacala Development Corridor Secretariat Unit, 2001.





� IUF/ITGA/BAT - Child Labour in the Tobacco Growing Sector in Africa, L.Eldring et.al. Nairobi October 2000.Fafo-paper 2000:21.


� “Headline inflation”: the aggregated, “all-items” price index


� The Government introduced a consumption tax, called a surtax, in 1989.  Although initially applied selectively to goods and services, it has been extended progressively, and currently applies at a rate of 20% to most goods. The surtax applies (at the same rate) to both domestic and imported products, and no longer discriminates against imports. Duty-free importation of raw materials are granted to individual companies, but does not imply exemption from surtax, which must be paid on all transactions involving a particular product. However manufacturers, like exporters, can claim tax credits for surtax paid on inputs used for their production. 


� Ministry of Commerce and Industry, Private Sector Development Project Concept Document. January 2002


� Imani Development 2001: “Overview of Malawi’s Trade Relations Both Regionally and Internationally”.


� WTO 2002; TRADE POLICY REVIEW, Malawi, Report by the Government


� WTO 2002; “Trade Policy Review, Report by the Government”


� MSE 2000 Baseline Survey.


� NORAD 2001: “Strategy for the Norwegian Development Cooperation with Malawi 2001 –2005, 





� Bilateral bistand gjennom NORAD fordelt på region, land og budsjettpost 2001


� GoM: Energy White Paper and Power Sector Reform Strategy.


� The assessment should include policies on the restructuring of the public sector, if relevant, and the roles and responsibilities of the private sector and the government, respectively.  The assessment is not limited to the formal sector of the economy, and should also include bottlenecks related to the market structures in relevant sectors (monopolies, oligopolies etc.) Also the international environment for PSD should be included, especially with respect to exports.


� Areas of co-operation are not restricted to public partners. Private institutions such as business associations, chambers of commerce and trade as well as co-financing with other bilateral and multilateral donors should be considered. Direct support to individual enterprises should be avoided because of the risks of unfair competition and possible market distortions.





