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1. Executive Summary

While political tensions between the opposition and the State President have characterized the year 2005, the political situation is now becoming more stable. EU played a positive role in diffusing tensions via the “Cotonou” meetings and an open letter addressed to leading Malawian political leaders. Government is confident that it may count on a “working majority” at the forthcoming Parliamentary session, which is planned to take place from the first week of April (five months after the end of the previous session). In future more frequent and constructive parliamentary sessions would be very useful so that the country can steadily move forward its very demanding and large development agenda.  In the meantime, the date of local elections, which have been already postponed since 2004, has not been announced yet. EU Member States and the EC would very much welcome a positive development in this important area as a matter of priority.
The Government of Malawi views good governance as a pre-requisite for growth and poverty reduction and, indeed, good governance is one of the pillars of the Malawi Growth Development Strategy which is expected to be finalized soon. In this framework worth mentioning is that the anti-corruption campaign continued during the year, the Government of Malawi has taken the bold initiative to ask for the African Peer Review Mechanism (APRM), and that a Constitutional Review is being planned for the first quarter of 2006.

In terms of regional integration and EPA process, Malawi has confirmed its decision to pursue the EPA negotiations with the EU under the ESA group. 
The year 2005 was a record year in the co-operation between the European Commission and the Republic of Malawi in terms of global commitments. The amount of new global commitments registered in the year under the EDF accounted for € 141.4 million (almost 50% of the 9th EDF Indicative Program). This outstanding performance was further enhanced by the commitment of € 30.1 million, financed under the EU budget. In one year the EU contribution via the EU budget accounted for 10% of the EDF bilateral National Indicative Program and this is becoming a recurrent feature of bilateral co-operation with Malawi. The positive extents of this feature, as well as the related demands in terms of implementation, have yet to be fully taken into account.  During the year remarkable results were the very timely and significant contribution of the EU to assist Malawi in tackling the food crisis which affected the country in 2005/2006 and the re-launch of budgetary aid. One of main challenges ahead will now be the implementation of all the new programmes which are entering into the implementation phase practically at the same time. The pipeline for 2006 and 2007 is solid and well advanced. It includes also a new general budget support operation agreed at the recent regional seminar in Gaborone. Therefore the risk that funds available will not be committed on time, by the end of 2007, appears to be very low.  The second part of the year 2007, therefore, could be used for the preparatory work of programs to be financed under the 10th EDF. As regards the 10th EDF, Malawi has the unique opportunity of a solid start and two main areas seem to emerge as priority ones: food security/agriculture and infrastructure for regional integration. This is in addition to a good governance initiative and macro-economic support. 

2.
Update on the political, economic, social, and environmental situation

2.1. 
Update of the political situation

The Presidential and Parliamentary general elections that were held in May 2004 elected Dr. Bingu wa Mutharika as Malawi’s second democratically elected State President. He, however, formed a Government without a clear majority in Parliament which was dominated by opposition parties. The EU Observer Mission, which was one of the accredited election observer groups, declared the elections to be free but that they fell short of international standards. The next Presidential and Parliamentary elections are foreseen in May 2009.  

Following his election, the State President launched a vigorous and a much needed, anti-corruption campaign, which created political tensions with Malawi’s former President, Dr. Bakili Muluzi, who is chair of the United Democratic Front (UDF) party which had campaigned to support the election of Dr. Bingu wa Mutharika. 

Reacting to this situation, President Dr. Bingu wa Mutharika resigned from the UDF and formed his own political party - Democratic Progressive Party (DPP) - at the beginning of 2005. Political tensions continued and even increased during the year to the extent that the Parliamentary session in October 2005 was monopolised by a motion, tabled by the opposition, to impeach the President. This resulted in no substantive piece of legislation being passed during the Parliamentary session. The last substantive bill approved by Parliament was the 2005/06 budget, which was approved at the previous session held in July 2005.

The international community present in Malawi, including the EU Member States and EC, played a positive role by issuing a joint letter addressed to all Political Leaders in October 2005 which contributed to the diffusing of political tension between the ruling and the opposition parties.  The letter was co-signed by D, EC, FR, NOR, SA, UK and USA. 

A political dialogue with EU (i.e.: “Cotonou Meetings”), in line with the provisions of Article 8 of the ACP-EU Cotonou Agreement, was launched immediately afterwards with two consecutive meetings between the Government of Malawi, led by the Minister of Foreign Affairs, and the EU Heads of Missions resident in Malawi (D; EC; FR; UK). 

At the by-elections held on 6th December 2005, which were the first electoral test for the DPP, the DPP won all the seats contested (six) throughout the country. This clear victory of the DPP, at its first electoral test, coupled with some internal issues within the main opposition parties, seem to have triggered a substantial number of defections of Members of Parliament who have either joined the DPP or have declared themselves independent and ready to work with the DPP for the development of their constituencies. As a result the political situation is becoming more stable. Government is now confident that it may count on a “working majority” at the forthcoming Parliamentary session, which is planned to take place from the first week of April. In future more frequent and constructive parliamentary sessions would be very useful so that the country can steadily move forward its very demanding and large development agenda.  In the meantime, the date of local elections, which have been already postponed since 2004, has not been announced yet. EU Member States and the EC would very much welcome a positive development in this important area as a matter of priority. The postponement of local elections is also of serious concern to civil society in Malawi.

The Government of Malawi views good governance as a pre-requisite for growth and poverty reduction and, indeed, good governance is one of the pillars of the Malawi Growth Development Strategy which is expected to be finalized soon. The promotion of the rule of law is seen not only as an instrument for regulating human conduct but also as an instrument for economic growth and development. The anti-corruption campaign continued during the year. However, the much needed amendment to the legislation that presently requires the Director of the Anti-corruption Bureau to obtain the consent of the Director of Public Prosecutions before prosecuting corruption cases is yet to be passed by Parliament. This will allow the Director of the Anti-corruption Bureau to move swiftly in dealing with corruption cases. 

Government of Malawi has taken the bold initiative to ask for the African Peer Review Mechanism (APRM) which is about to start (NAO to confirm exactly when). This initiative and the action plan which may arise will be closely followed up to identify areas for possible support within the framework of the next EDF, inline with the Good Governance Initiative announced in the EU Strategy for Africa.  

Human rights in Malawi are guaranteed by the Constitution. Institutions such as the Human Rights Commission, the Ombudsman, the Anti Corruption Bureau, NGOs and media contribute substantially to the publicising and prosecution of human rights violations. The effective enforcement is dependent on the very limited human and financial of the relevant institutions. On the occasion of the human rights week in December 2005, President Bingu Wa Mutharika declared that Malawi will soon deliver for the first time its report on the status of human rights in accordance with the UN Human Rights Convention.  

A Constitutional Review is being planned for the first quarter of 2006 and will be coordinated by the Malawi Law Commission, a Constitutional body that is mandated to review laws in Malawi. 

2.2. Update of the economic situation
Macroeconomics

There are strong indications that the economic growth had been very limited in 2005. The Government of Malawi considers that real GDP had declined from 4.6% in 2004 to 2.1% in 2005, due to a prolonged dry spell during the growing season in early 2005 and lack of adequate resources which negatively affected the agriculture sector (approx. 40%). The agriculture sector is believed, at best, to have contracted by approx. 7%. The harvest of Malawi’s food staple (maize) was badly affected causing a serious food crisis with large negative repercussions for the country. According to the Government’s figures, this negative result of the agriculture sector was compensated by expansion in   financial and professional services (by about 9.7%), manufacturing (by about 3.6%) and construction sectors (by about 17%). Independent analysts consider the situation to have deteriorated even further and estimate that GDP could have contracted by 3% during the year. While the official GDP data for the year 2005 would stabilise in the next few months, it is important to underline two main points: a) as for the past 10 years, the growth rate in 2005 remained substantially below the level required (around 6%) to have an impact on the reduction of poverty in the country. The need for a growth oriented strategy is very clear if poverty has to be tackled in a meaningful way; b) It is further confirmed that the economy of Malawi was and still is highly vulnerable to weather conditions and that mitigating measures have to be taken as a matter of priority. In this framework, the introduction and expansion of irrigation schemes, based on appropriate technologies, is strongly advocated by Government.  

The scarcity of maize in 2005 pushed food prices up, in particular later in the year, and consequently had a negative influence on the inflation rate. The food consumer prices (end of the period) increased from 14.1% at the end of 2004 to 19.2% (estimate) at the end of 2005.  During this time, the non-food consumer prices slightly increased from 13.2% to 13.8% due to the sharp increase in the world price of fuel. As a result, the annual average of consumer prices increased from 11.5% at the end of 2004 to 15.5% (estimate) at the end of 2005. The inflationary trend is expected to continue in the next few months until the new crop becomes available on the market and until the effects of the depreciation of the kwacha, which has been registered since late December 2005, have passed into the non-food prices. The experience of 2005 re-confirms that food insecurity and low currency reserves have the potential to fuel inflation, with its negative effects in terms of real economy and in terms of fiscal performance for the country, which has a high level of domestic debt to serve.     

The situation of foreign reserves, while slightly improved by the resumption of budget support from most donors during the year, remained for most parts of the year below the level of at least 2 months of import cover. Moreover a backlog of foreign exchange invoices, accumulated in the last part of the year, has recently been observed. The over-evaluation of the exchange rate had put pressure on foreign reserves. In this respect the IMF welcomed the more flexible exchange rate policy implemented by the authorities commencing from December 2005 as well as their commitment to avoid an over-evaluation of the currency. Malawi suffers from a structural negative current account balance due to its trade deficit.  In addition, the inflow from exports is highly cyclical, being concentrated in the period of tobacco sales. Shortly, Malawi should be able to benefit from the achievement of the HIPC completion point, expected to be reached around mid 2006. Indeed this would immediately allow Malawi to qualify for further debt relief under the Multilateral Debt Relief Initiative thus reducing the pressure of the foreign debt and releasing resources for poverty reduction and economic development related activities.

After having depreciated during the first semester of 2005, the kwacha remained stable throughout the second half of the year against the US dollar reflecting a seasonal availability of foreign exchange. The kwacha depreciated by almost 16% against the USD from a market average of MWK109.00 in 2004 to MWK 126.00 in 2005. Against the Euro, the kwacha depreciated by 8.5% when the average rate increased from MWK135.60 in 2004 to MWK147.20 in 2005
. A further depreciation of the Kwacha has been visible in the first two months of 2006.

	Indicator
	2001
	2002
	2003
	2004 est.
	2005 proj.
	2006 proj.
	2007 proj.

	1. Population (million)1
	10.4
	10.6
	10.8
	11.9
	12.1
	12.3
	12.6

	2. Population growth (%)1
	1.9
	1.9
	1.9
	1.9
	1.9
	1.9
	1.9

	3. GDP per capita (USD) 2
	162.0
	163.0
	145.8
	152.2
	158.2
	162.4
	171.2

	4. Growth of GDP per capita (%)
	Na
	0.6
	-10.6
	4.4
	3.9
	2.7
	5.4

	5. Gross capital formation as % of GDP 2
	12.7
	10.4
	10.9
	11.2
	16.4
	15.9
	16.1

	 Of which FDI 
	1.6
	1.9
	2.4
	2.4
	1.3
	1.4
	1.5

	6. External debt as % of GDP 2 
	160.5
	143.3
	158.9
	150.0
	143.7
	139.3
	131.0

	7. External debt service (int. plus amort.) as % of GDP 2  
	
	4.7
	5.5
	4.8
	4.9
	4.9
	4.5

	8. Arrears on domestic debt as % of GDP2 
	Na
	Na
	0.7
	0.4
	0.8
	0.6
	0.6

	9. Exports as share of GDP (in %)2
	24.8
	21.8
	25.0
	25.2
	27.1
	27.7
	26.4

	10. Trade Balance as % of GDP2
	-9.2
	-18.2
	-19.9
	-21.2
	-22.6
	-19.0
	-19.6

	11.Government income as % of GDP (FY data 2001/2002… 2007/2008) 2
	24.1
	26.7


	35.0
	38.8
	43.5
	39.7
	38.5

	Of which Domestic revenue2
	17.2
	20.0


	22.7
	24.8
	24.6
	24.4
	24.2

	Foreign grants2
	6.9
	6.7
	12.2
	14.0
	18.9
	15.3
	14.3

	12. Government expenditure as % of GDP (FY data 2001/2002… 2007/2008) 2
	31.9
	38.3
	42.8
	42.9
	44.7
	40.6
	39.2

	Of which Debt service (interests) as % of budget2 
	
	17.9
	24.9
	20.4
	15.0
	13.8
	11.3

	13. Budget deficit as % of GDP(FY data 2000/2001…2007/2008)  2
	-7.9
	-11.6
	-7.8
	-4.1
	-1.3
	-0.9
	-0.7

	14. Inflation (average) 2
	27.2
	14.9
	9.6
	11.5
	15.5
	9.4
	7.8

	15. Exchange Rate (average) MK/USD 2 
	72.2
	76.7
	108.6
	108.9
	125.7
	143.2
	150.5


Source (s): 1Malawi National Statistical Office


       2Malawian authorities and IMF staff estimates and projections


        na = not available 

While the overall macroeconomic situation remained fragile throughout the year, Malawi continued to register progress in fiscal management. The fiscal sector performed satisfactorily during the FY2004/05 when, for the first time in more than ten years, government stayed within the budget approved by Parliament. This was attributable to the commitment of the new government administration to bring government expenditure under control and achieve a reasonable degree of economic stability. As a demonstration of its commitment, the Malawi Government entered into a twelve months Staff Monitored Programme (SMP) with the IMF covering the period July 2004 – June 2005, with a view to establishing a track record of prudent fiscal management. Performance under the SMP was satisfactory and the IMF Board, in August 2005, approved a new PRGF for Malawi, which helped to unlock the flow of aid from a cross section of donors, including the European Commission. 

In line with Government objectives, the SDR 38.2 million (about USD 54.9 million) three-year PRGF programme set poverty reduction through private sector-led growth as its main medium-term objective. Macroeconomic stability continues to be the main near-term objective. Fiscal restraint on the part of government still remains crucial if the economy is to avoid adverse domestic debt dynamics and if government is to continue providing critical services. Findings from the first quarterly review of the PRGF in September 2005 show that the implementation of the programme has been satisfactory and all quantitative targets were met despite short-term delays in the disbursement of some budget support. In addition, some progress has been made in the implementation of structural reforms. By the end of 2005 some pressure points were identified in the fiscal and monetary sector: a) the domestic interest bill for FY 2005/2006 may be higher than expected – due to a central bank lending rate unwilling to decrease in the face of increasing inflation figures – and the expenditure for the purchase of maize may be higher than expected due to very acute food crisis; b) the target on net foreign assets may be difficult to be met by December 2005, essentially due to the effect of scaled-up food operations, high international oil prices and lower-than-expected tobacco proceeds. The full impact of these developments will be assessed during the second PRGF quarterly review expected in March 2006. As of end of 2005, independent observers and development partners remained cautiously optimistic about the achievements of the Government and the perspectives.    

The very positive aspect from the fiscal point of view is that the new Government has stopped the fiscal latitude of the past which has unfortunately left the country with a high domestic debt burden (domestic interests accounted for more than 9.0% of GDP in 2003/2004). Fiscal policy will aim to reduce the government’s domestic debt, via significant repayments of domestic debt, while allowing for increases in pro-poor (health and education) and pro-growth (infrastructure) expenditure. In the fiscal year 2005/06 this policy has been hampered by the pressing need to respond to the food security crisis. However it is expected that this policy will be pursued with an even higher commitment and vigour in the next fiscal year, as soon as the country is finally out of the food crisis. Moreover spending in no-priority areas is being reduced and efficiency gains are being sought.

Public Finance Management

Results of a public finance management assessment for Malawi, based on the Public Expenditure Financial Accountability (PEFA) framework released in July 2005, revealed that the PFM system in Malawi, although based on a sound legal framework, was typified by non-compliance with rules and regulations, lack of enforcement of sanctions and political interference in processes and procedures. Although the new government administration has shown strong political commitment to reverse the trend, as evidenced by successful completion of the IMF SMP and signing of a new PRGF in August 2005, the challenge will be to translate the achievements into sustainable systems with, in particular, appropriate internal and external checks and balances in the management of public funds. These systems would restore the confidence of all stakeholders and promote effective and efficient service delivery. The successful implementation of the SMP and PRGF programmes, computerisation of the Credit Ceiling Authority, review of the Chart of Accounts, verification of the size of domestic arrears, issue of new Treasury Instructions (related to no further build-up of arrears) were positive developments noted in 2005. Establishment of internal procurement committees in all ministries and parastatals, the setting up of a Secretariat for the implementation of the Malawi Financial Accountability Action Plan and the implementation of a new Integrated Financial Management Information System (IFMIS) toward the end of 2005 are other positive signals that will need to be confirmed in 2006. This being said it is quite clear that a lot remains to be done. A new PEFA mission is announced around May 2006. This is expected to update the analysis of systems. Such a mission should provide ideally the building block for the preparation by the Government of a fresh action plan with the most important measures to be taken in the next two/three years to address the main weaknesses as for instance the absence of a medium term expenditure framework for budgetary purposes, the limited capacity of the accountant general office and of the supreme audit institution. The quality of the action plan as well as its steady progress in terms of implementation will be keys for the possibility of the country to access larger development assistance in terms of budgetary aid   

Trade Issues

On the trade front, 2005 has seen a further worsening of the trade balance from a deficit of 395 million USD (excluding services) to approx. 450 million USD. This is a trend which continues with no interruption since 2001. In the last five-year period, exports have increased only by 25% (from 427 million USD to 536 million USD) while imports have increased by almost 70% (from 585 million USD to more than 900 million USD). As a result the trade deficit in terms of GDP has increased from approx. 9% to approx. 23%. This reflects, on the one hand, the limited diversification and competitiveness of the local economy and, on the other hand, a stronger domestic demand and higher oil prices.  

While Malawi’s participation in EU trade remains extremely limited (0.01% to 0.02% of the EU’s total exports/imports), the EU however continues to be Malawi’s largest trading partner as regard to the country’s exports since approximately 34% of Malawi’s exports are destined to the EU. 2004 Statistics of the European Commission Directorate General for Trade show that EU exports to Malawi totalled €90 million whilst imports from Malawi totalled €157 million in the same year. The overall balance of trade remains in Malawi’s favour with a trade surplus of close to €67 million, although this represents a lower trade surplus when compared to 2003 (by almost 50%). The main products being exported by Malawi into the EU are tobacco (69%), sugar (16%) and tea (12%). These three products alone make to 97% of Malawi’s total exports to the EU. This reflects the low diversification of the country productive sectors and indicates the vulnerability to production or price variations on the international market. After the EU, Malawi’s main trading partners for its exports are South Africa (24%) and the USA (13%). In terms of imports Malawi’s main trading partner is South Africa (56%) followed at a great distance by the EU (11%).

Tobacco remains Malawi’s largest foreign exchange earner. At the end of the tobacco marketing season in October 2005, tobacco auction prices averaged US$1.08/kg (i.e: 5.0% lower than in 2004 and 10% lower than in 2003). Lower prices, coupled with reduced production, resulted in a decline of approx. 20% of the amount collected from tobacco sales (USD 162 million vs USD 206 million in 2004 and 2005 respectively). This is of particular concern to non-state actors given that many smallholder farmers are the biggest losers. Sugar is the second most important crop in Malawi when it comes to foreign exchange earnings. It accounts for up to 10 % of the country’s total export earnings. In 2005, total annual sugar production in Malawi reached approximately 260,000 MT, of which some 100,000 was refined. This represents an annual percentage increase of 16.6%. Malawi’s total sugar exports to the EU average 40,000 MT of sugar
, which includes 20,000 tons under the sugar protocol regime of the ACP-EU Cotonou Agreement. The preferential prices for sugar exports to the EU have been important to Malawi’s revenues and it is in light of this that the GoM and the industry have pooled together to formulate a national adaptation strategy to the new EU sugar reform.  Worth mentioning is that the new EU sugar reform is expected to have a short term negative impact while it may open up opportunites for the Malawi’s sugar industry in the medium-long term.   As far as tea is concerned, the third most important crop, the sector suffered in 2005 a 20% decline on the amount produced when compared to the same period in 2004 due to adverse climatic conditions. In addition, the quantity sold was down by 27.9% compared to the previous year and this was attributable to the lower production of the commodity as well as lower demand on the international market. In terms of revenue, the amount collected from tea sales in 2005 amounted to US$10.4 million, down by approx. 35% when compared to 2004
, essentially due to a lower volume of tea traded in the year.

While the country’s economy remains relatively open, and there has been a substantial reduction in average tariffs, tariff peaks and barriers to trade over the last few years, the country continues to experience shortages of foreign exchange, as earnings from exports do not cover import requirements. In addition, Malawi has experienced declining competitiveness and market share in a number of key products, service and commodity markets (mainly tea, coffee, textiles and cotton).

Apart from low investment incentives due to macroeconomic instability, low savings rates, high interest rates and low annual manufacturing value added, Malawi’s export performance is constrained most significantly by the high costs of trade, most of which fall under transport costs (on average, 55% of the cost of production)
. Similarly, the institutions in Malawi’s trade support network involved in enforcing the regulatory framework are weak, which results in poor service delivery to the private sector. The development of the National Export Strategy has therefore been one notable development in 2005 together with the establishment of a Competition Commission and its interim secretariat under the leadership of the Ministry of Trade and private Sector Development. The strategy has the objective of responding to all issues which affect the international competitiveness of the private sector whilst also addressing the product and service sectors with high export potential (including the public sector). The challenge ahead is the implementation of the strategy and the level of actual involvement of the private sector. 

Regional Integration and EPA Process

The country’s eagerness to pursue regional trade agreements has resulted in membership of a number of overlapping preferential arrangements. The most notable of these is the membership of COMESA and SADC – which are both in the process of establishing free trade areas and aiming for their respective full customs unions in the near future. This is not unique to Malawi and is instead a feature in the sub-region where the majority of countries are members of different regional organisations, thus over-complicating the regional integration process. Although Malawi is a member of SADC, it continues to pursue the EPA negotiations with the EU with its COMESA partners under the Eastern and Southern Africa (ESA) grouping. Malawi has attended all Regional Negotiating Forums (RNF), Regional Preparatory Task Force (RPTF) meetings and general meetings under the Eastern and Southern Africa grouping on EPAs throughout the course of 2005. With regard to the six negotiating clusters, development, agriculture, market access, fisheries, trade in services and trade related issues, Malawi has further developed draft position papers in the fisheries and market access sectors in 2005. The decision of the Government of Malawi to pursue the EPA negotiations with the EU under the ESA grouping is mainly motivated by the fact that the ESA Secretariat seems more efficient and may lead towards a more comprehensive level of reforms and a more comprehensive EPA agreement with the EU. However there is no doubt that Malawi will continue to follow closely the developments within the SADC group and may envisage a rapprochement between the two regional groupings, bearing in mind above all the strategic role of South Africa. With regards to bilateral arrangements, on the 28th December 2005, Malawi and Mozambique signed a trade agreement which provides for duty free status for products from both countries and will hopefully stimulate trade and investment between the two neighbouring countries.    

WTO Process 

Over the past three WTO Ministerial meetings, Doha to Cancun to Hong Kong, there has been a dramatic positive shift in the quality of Malawi’s participation and representation in trade negotiations. Trade and trade-related capacity building in Malawi has contributed to this development as have regional and international organisations in assisting with the development of common negotiating strategies and positions. At present, Malawi’s positions are aligned to the common positions of the African Union (AU), the Least-developed countries (LDCs) and the ACP group of States. Malawi’s specific priorities include; (i) the preservation of existing trade preferences, (ii) financial and technical assistance for addressing supply-side and other capacity constraints and (iii) the development of mechanisms for increasing access to the essential medicines for all illnesses and conditions of public health at affordable prices. At national level, Malawi considers that the outcome of the December 2005 Hong Kong meeting is more encouraging. On development, some of the areas of concern were addressed. These included increased Aid for Trade and compensation with regard to adjustment costs emanating form erosion of preferences. Furthermore, recent studies indicate that Malawi will lose 6.6% of its total export earnings in the multilateral liberalisation process. Therefore much emphasis is placed in restructuring and addressing supply-side constraints through technical and financial capacity building, improving competitiveness, building capacities and access to market opportunities. On agriculture, Malawi still calls for the total elimination of trade distorting export subsidies and the reduction in domestic support measures (especially on cotton exports). On Non Agriculture Market Access, Malawi aims at increased market access whilst lobbying for reductions in tariff peaks and tariff escalation. Malawi is committed to a progressive liberalisation of Trade in Services whilst acknowledging that LDCs are not required to make specific commitments in the services negotiations. With regards to Trade Facilitation and overcoming the supply side constraints, Malawi, being a land-locked country, calls for Special & Differential Treatment for land locked countries, financial and technical assistance for enhancing capacities of its customs administration and for the rehabilitation and development of new transport projects in the hope to reduce the country’s transportation costs by over 60%.

2.3
Update of the social situation

Demography

Malawi is one of the continent’s least urbanized countries with approx. 80 to 85 per cent of the national population (estimated at 12,1 million in 2005, last census conducted in 1998) living in rural areas and deriving their livelihoods from agriculture. However, Malawi is also characterised by one of the fastest population urbanisation growth rate (estimated a 6% per year) understandable in a context of recurrent food crises and general lack of economic opportunities in the rural areas. Malawi has a high population density of the order of 100 people per square kilometre, which is one of the highest population densities in Africa
. 

Poverty
Poverty alleviation in Malawi has shown very little progress in the last decade. In 2005, about 6.3 million of Malawians (or 52.4% of the population) were estimated to be living below the Government calculated poverty line of approximately $0.35 per day against a figure of 53.9% in 1998. In addition the overall figure masks the fact that about 22 per cent of the population are ultra-poor. This means that one in every 5 persons lives in such dire poverty that they cannot afford to meet the minimum standard for daily-recommended food intake. The geographical distribution of poor people in Malawi is also revealing. Almost 50% of the poor population live in the rural areas of the Southern Region and about 30% live in the rural areas of the Central Region
.  This is broadly in line with the population distribution.

In a country where about 55% of average household expenditures are allocated for food, poverty and food insecurity are inextricably linked. It is estimated that 70% of all households in Malawi run out of their own self-produced food by December, some 3 to 4 months prior to the harvest
. As a result, the majority of rural farming households are net purchasers of maize, and hence highly dependent on market supply (and prices) to obtain food. Low-income households in urban areas face food insecurity because of their low salaries and purchasing power, placing them at risk when maize prices increase.

Most smallholder Malawian households have been unable to achieve adequate food and income security in an average year as agricultural productivity is low and highly dependent on rainfall which is proving to be erratic. Soil fertility is declining, there is limited access to inputs, extension services are near collapse, land reform is pressing, and HIV/AIDS is severely impacting on the sector. However, none of these technical issues, although often touted as reasons for the poor performance of the sector, are in themselves insurmountable if policy, institutional and resource issues are addressed first and development partners work in harmony with the GoM. Continuous monitoring and tracking of poverty indicators is required by government.

The year 2005 was extremely difficult in terms of food insecurity because of adverse weather conditions and lack of adequate resources. A major crisis was averted only thanks to the prompt and coordinated response offered by the government and development partners who organised themselves in April 2005, immediately after the preliminary results of the first MVAC.
HIV/AIDS and other Health issues

HIV/AIDS constitutes a serious threat to the country as a whole, affecting all aspects of Malawi’s social and economic fabric. According to official figures
, the estimated HIV/AIDS prevalence in adults (15 to 49 years) in Malawi in 2005 is 14% with a range from 12 to 17%, giving a total estimated number of 790,000 infected adults. The same analysis suggests that the level of HIV infection in the adult population has remained stable during the last nine years, is lower in urban areas and declining among youth. This being said the numbers are high and put enormous pressure on the health system taking into account that HIV/AIDS related conditions account for over 40% of all in-patient admissions
. In addition, the HIV/AIDS pandemic has a major adverse impact on smallholder food production as those affected may not be able to prepare the ground for planting or be able to husband their crops. The National Aids Commission was created in 2001 and works on prevention, treatment and care and impact mitigation. The National HIV/AIDS Action Framework 2005-2009 was approved by Cabinet. Development partners are aligned but there is still room for improvement as regards the harmonization of funding mechanisms. Authorities reported that the main blockages in scaling up the response are: a) human resources in the health sector; b) balancing fiduciary risks with capacity of implementing partners and government control over use of all available resources.  

This being said, HIV/AIDS is not the sole challenge experienced within the health system. Health indicators are generally poor, only 10% of health facilities deliver minimum package of care and there is a human resource crisis since the staffing levels in the sector are low even by African standards. Many nurses and doctors prefer to work abroad where they are better remunerated.

Maternal mortality ratio doubled in the period 1992-2000 and only recently has possibly slightly declined but still remains one of the highest on the world (1,120 per 100,000 live births). This is of serious concern bearing also in mind that maternal mortality is generally accepted as a proxy of the functioning of the health system. A closely related issue is that there has been very slow progress made in increasing the proportion of births attended by a doctor, clinical office, nurse or mid-wife. Today’s percentage is at 58% while it was 56% and 55% in 2000 and in 1992 respectively. There is also a significant difference between urban (85%) and rural areas (55%) where traditional practices still prevail
. 

On a positive note, the prevalence of underweight children (under five-years of age) has dropped from 30% in 2000 to 22 % in 2005. However, the prevalence of chronic and acute malnutrition remains high
 and much remains to be done to accelerate the trend. The problem of malnutrition in children under age five is spread throughout the population and there is not much difference in the prevalence of malnutrition between urban and rural areas.

On a positive note childhood mortality has decreased. During the 1990s there was a gradual decrease in infant mortality and under-five mortality. This trend appears to have accelerated in the last 5-year period. Infant and under-five mortality were about 76 and 133 deaths per 1,000 live births respectively in the 2000 –2004 period, as compared to the higher figures of 104 and 190 deaths per 1,000 live births in the 1990-1994 period (see ref. 12).  However, despite this improvement, it still means that one in eight children born in Malawi die before reaching their fifth birthday. The top two causes of infant and child morbidity and mortality are malaria and diarrhoea. Malaria is a major killer, accounting for up to 40 % of all under-five hospitalizations and 40% of under five hospital deaths in Malawi
. While coverage of insecticide treated bed-nets has been increasing, more than 70 per cent of children under age 5 are not protected by mosquito nets (see ref. 12). Diarrhoea ranks second among the causes of child death in Malawi hospitals and the debilitating effects of severe and frequent bouts of diarrhoea have negative effects on the nutritional status of the children. It is clear that improved mosquito net coverage, access to safe water supplies, access to rehydration therapies and nutrition education could save the lives of many under-five children. Immunization coverage has experienced slippages in recent years. The data show that only 64 per cent of children in the age group 12 to 23 months have received the full series of recommended vaccinations, a decrease from 1992 and 2000 levels (82 and 70 per cent respectively). However, under-one year old children immunisation by each antigen (BCG, pentavalent III, polio III and measles) reached 80% in 2005, a significant improvement over the last available data in 2002 (56%)
.  (immunization data are not coherent , NAO to check data)
A health sector wide programme, the first SWAP in Malawi, was officially launched in July 2005 and the level of policy dialogue has clearly improved as well as the cohesion between the Government and donors in the definition of the programme of work and in its implementation. This should ideally contribute to producing better results in the next few years.  The European Commission has not signed the Joint Memorandum of Understanding and has not pooled financial resources, because of regulatory constraints. It remains as a “discrete funding partner” providing project support based on its own regulations but always aligned to the programme of work. For the time being, one of the most visible achievements of the health SWAP which was launched only recently, is that the strategy where the health sector wants to go is much clearer and jointly supported and that the availability of relevant data for monitoring purposes is larger and more timely.   

Education
The analysis of the education sector has to be quite critical and severe. While progress was made in terms of access there is a unanimous criticism of the declining quality which is monitored and reported practically by all Malawians. Quality aspects have been overlooked while pushing for increased access. The roots of the situation, amongst others, are the insufficient number of teachers, the very low qualification of teachers recruited, and the poor curriculum. These concerns were echoed by Ministers and Members of Parliament in a very frank and constructive manner at the recent Joint Country Programme Review held on 6 March.  Civil society also share the same concerns.

In Malawi, the Primary Net enrolment ratio (NER)
 stands at about 93 percent in 2005, an improvement on the 2000/01 rate of 81%. The ratio of girls to boys in primary education is almost 1 to 1 across the population in both rural and urban areas. There is little gender gap as concerns primary education. As concerns secondary education, the ratio of boys to girls is 1 to 0.87. Disaggregation of this average shows that the NER for poor households is 1: 0.64 whereas for non-poor households the ratio is 1:0.95 thus reflecting a clear gender gap as concerns secondary school attendance from poor households. 

However, the quality of education is very low and reportedly declining in primary, secondary and tertiary levels. Class sizes of over 100 are normal due to the insufficient number of teachers; non-qualified teachers are prevalent; only 50% of primary students have classrooms; only 11% in rural areas have desks.  The priority is to design a comprehensive programme of work, balancing infrastructure needs and quality of education, building consensus within society and amongst donors on the way forward. Within this programme a serious effort should be made on building up a new core group of properly qualified teachers and encourage them to work in rural areas as well as urban areas. As part of the programme a set of monitoring indicators should be identified with some pragmatism. As of today in fact indicators within the education sector are amongst the most difficult to be collected and amongst the less reliable ones.   

Gender 

The Gender Development Index of 0.374 indicates the existence of large disparities between men and women in Malawi. Despite constituting about 51% of the population and being a major force in the country’s socio-economic activities, women remain marginalized in social and economic spheres and are unable to effectively contribute to social, economic and political development. Education, or lack of it, is a key factor for women’s empowerment. The IHS-2 asserts that in general, more women, especially female-headed households are poorer than their male counterparts due to various social, cultural, economic and/or political factors. Women are also likely to have less access to education, credit, land, and property than men. Further and due to their relatively higher lack of education women have less access to employment opportunities, in both the public and private sectors and do not have equal access to technology and other key market information to support their business activities. However, 2005 has seen some small progress in the proportion of women in decision making positions with a rate reaching 14% in 2005, a percentage point increase when compared with 2004 figure
. 

Water and Sanitation

There is a lack of basic information on the coverage for water supply and sanitation because of poor sector monitoring, fragmented investment by development partners and the lack of a sector-wide approach. For example, the Joint Monitoring Programme (Government of Malawi and UNICEF/WHO) reports sanitation coverage to be as low as 46% whilst the Ministry of Health reports coverage to be as high as 81% (2003). In any case, the majority of sanitation facilities can be defined as inadequate, rudimentary and unsanitary, without the presence of suitable measures like covers for vector control. According to the Ministry of Health, only 7% of latrines would be considered as improved facilities
. As concerns water supply, some 67% of the Malawian population has access to safe water supply. This means that some 4 million people do not have access to safe drinking water. To achieve the MDGs in Malawi, 1,9 million people will need to be targeted for water supply and 300,000 people (or 73,000 households) will need to be targeted for sanitation
. One of the biggest constraints to achieving the MDG is the high number of non-operational water points. Deep boreholes with hand pumps are the most common technology (54%), followed by standpipes (32%) and hand dug wells (13%). There are large disparities from district-to-district but the average functionality rate is 65%. This is mainly caused by non-availability of spare parts, poor workmanship, and the weak capacity of local communities to manage their water points
. There is also a lack of trained government hydrologists and hydrogeologists for water management and the identification of sustainable water resources.

	
	Indicator
	1998

	2000

	2002

	2005

	2015 Target

	Impact
	1. Proportion of population below the poverty
	53.9%
	---
	---
	52.4%
	28%

	
	2. Prevalence of underweight children (Under-five years of age)
	---
	30%
	---
	22%
	15%

	
	3. Under Five mortality
	---
	189 per 1000 live births
	---
	133 per 1000 live births
	

	Outcome
	4. Net enrolment ration in primary education
	---
	78%
	81%
	93%

	

	
	5. Primary Completion rate
	---
	---
	---
	---
	

	
	6. Ratio of girls to boys in:

    -primary education

    -secondary education

    -tertiary education
	
	
	
	
	

	
	
	---
	1:1
	1:1
	1:1
	

	
	
	---
	1:1.1
	1:1.1
	1:1.1
	

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

	
	7. Proportion of births attended by skilled personel
	---
	56%
	---
	58%
	

	
	8. Proportion of 1 year old children immunized against measles 
	---
	70%
	---
	80%

	

	
	9. HIV/AIDS prevalence amongst 15 – 24 year old pregnant women
	---
	17%

	---
	16.9%

	

	
	10. Proportion of population with sustainable access to improved water source
	---
	---
	65.6

	66.3

	85%


2.4 Overview of environmental situation

Malawi is one of the most densely populated countries in sub-Saharan Africa with an average land holding per household of 0.8 hectares
. This land pressure has lead to the opening up of marginal land for agricultural use. It is estimated that approximately a third of all agriculture is taking place on unsuitable land
. This has resulted in deforestation and soil erosion. It is estimated that for every inch of topsoil lost grain yields are reduced by 6%. Between 1972 and 1990 Malawi lost 41% of its forests. Current deforestation continues at about 2.8% per year

In addition, while a number of studies have been undertaken on the Lake Malawi fisheries, there is little management of the fisheries stock and many species are seriously under threat which is worrying given that fish is the most important source of animal protein in Malawi. While Malawi has over 4,000 species of animals, including the greatest freshwater biodiversity in the world with over 500 endemic species of fish, little has been done to protect or sustainably use such resources. The National Environment Action Plan and the National Sustainable Development Strategy were developed in 2004 but little progress has been made on their implementation due to a lack of resources. 

3.
Overview of past and ongoing co-operation

The Strategic document 2002-2007 for the 9th EDF was signed in August 2002 with a financial envelope of € 345 million (€ 276 million as envelope A; € 69 million as envelope B). The CSP and NIP focused on agriculture/food security/natural resources, transport infrastructure and macro-economic support. Support to justice/governance, non-state actors, health and trade was provided as non-focal sectors.

A Mid Term Review (MTR) was carried out in October 2004. The MTR concluded with a reduction of the B envelope by € 42.5 million while maintaining the strategy and the funds available under the envelope A, increased by the transfers from previous EDF (€2.3 million). A re-adjustment in allocations took place with reductions in budgetary aid and transport sector, increase in agriculture/food security and non-focal sectors.    

The year 2005 was a record year in the co-operation between the European Commission and the Republic of Malawi in terms of global commitments. The amount of new global commitments registered in the year accounted for € 141.4 million, which represents almost 50% of the 9th EDF Indicative Program. This figure includes the following programs: a) “Poverty Reduction Budgetary Support” for € 41.5 million; b) “Malawi Backlog Road Rehabilitation and Maintenance Program” for € 38.0 million; c) “Good Governance Program” for € 28 million; d) “Income Generating Public Works Program” for € 15.5 million; e) “Institutional Development Across the Agri-Food Sector” for € 8.0 million; f) “Sustainable Nutritional Rehabilitation” for € 6.5 million; g) “NAO Capacity Building Program” for € 3.9 million. Good performances were also registered in terms of individual commitments (€ 77.3 million, of which 50% came from the budgetary aid operation) and payments (€ 43.3 million, of which one third came from the budgetary aid operation). 

The financial performance under the 9th EDF as of end 2005 is quite positive. The level of global commitments under the 9th EDF reached € 225 million (75%) of the total allocation (A and B envelopes plus balances). The number of year to complete EDF commitments has dropped from 6.11 (end of 2003) to 1.27 (end of 2005), and is now well within the 2007 limit. The level of individual commitments reached 27% of the total allocation and the level of payment attained 12%. Civil society notes that whilst there is a high rate of global and individual financial commitment, payments could be more rapid.  

One of the main challenges ahead will now be the implementation of all the above programmes which are entering into the implementation phase practically at the same time. The absorptive capacity of few projects and programmes will have to be fully tested against the “date + 3” rule for contractualisation.  This is further complicated by the fact that most projects make large recourse to direct labour implementation modalities, which are very demanding in terms of workload for both the National Authorising Office and the Delegation.  

While reporting on the European Development Fund, it is more and more evident that the analysis of the EU co-operation in Malawi would be incomplete without explicit reference to the assistance provided via the EU budget, primarily in terms of food security and other budget lines like the one for NGOs and the one for Health. In the year 2005 the new programs and projects approved amounted to € 30.1 million. In one year the EU contribution via the EU budget accounted for 10% of the EDF bilateral National Indicative Program. This figure includes: a) “Food Security Program for Malawi” of € 15.0 million; b) “WFP contribution” for food security of € 4.0 million; c) ECHO program of € 5.0 million; d) 5 operations (3 NGO budget line and 2 health budget line) for € 6.1 million. Amount disbursed during the year accounted for more than € 20 million.  

During the year a major result to be underlined was the re-launch of budgetary aid which came in the second half of the year after the successful completion by the Government of Staff Monitored programme and the approval of the new three year PRGF programme with the IMF.

Another major result is the very timely and significant contribution of the EU to assist Malawi in tackling the food crisis which affected the country in 2005/2006. Operations in conjunction with GoM and other main donors (UK; USA; WB; Norway) were launched as early as April 2005 as soon as the Malawian Vulnerability Assessment Committee (MVAC) suggested that the maize shortfall was at least MT 272,000, and would have affected 4 million people. Total EC contribution in tackling the crisis was in the order of € 25 million. While the situation remains of some concern, a possible large-scale humanitarian crisis has been averted. An overall evaluation will be launched soon to draw major positive lessons for dissemination and to identify areas for further improvement as well. The State President, the whole Government and the entire nation are very much aware and appreciative of the role played by the EU and the donor community in assisting the country.   

3.1 
Focal sectors (and macroeconomic support)

3.1.1 Focal sector 1: Rural development, Agriculture, Food Security and Natural resources

a) Results

Summary of progress 2000-2005 in relation to the CSP
The overall objective of the sector in CSP is poverty alleviation and the purpose of interventions is; improving food security and household self-sufficiency; increasing and diversifying rural incomes; and managing resources in a sustainable manner. However none of the verifiable indicators have been quantified. Where data does exist provides a ‘snapshot’ rather than trends, as statistics are not comparative. The Technical Secretariat of the MoA, supported by EC and other donors, has now created a set of output / impact indicators to measure food and nutrition security. A preliminary base line has been constructed where data flows existed. 

Nevertheless, poverty has not declined significantly from 53.9% in 1998 % to 52.4% in 2004. On food security, production continued to fluctuate depending on rainfall and the scale of fertilizer subsidies. With reference to management of natural resources, the use of wood and charcoal rose slight from 94% to 98% while use of non-traditional fuel (electricity, gas etc) fell from 5.7 to 1.9%
. 

Summary of main results

The principal result in 2005 was the fact that GoM and donors, with the EU playing a key role, worked closely together to successfully deal with greatest shortfall in agricultural production in the past 10 years, hence averting a humanitarian disaster. Although the lean period will last until the next harvest in April to May 2006, actions taken in 2005 ensured that adequate resources were made available to address the situation and that activities were well coordinated. To date there have been few reports of deaths caused by starvation and the situation compares very satisfactorily to the last food crisis in 2002/3, where the shortfall of agriculture production was significantly lower but several thousand people allegedly died. 

The Malawian Vulnerability Assessment Committee (MVAC) report and its revisions played a crucial role in setting the framework for the targeted food distributions. The MVAC has continued to be improved but the methodology for calculating crop estimates and food balance sheet needs to better explained to donors in order to enhance credibility of the data. There has been discussion over the possibility of conducting an agricultural survey, following a pilot that DFID undertook with FAO.

Other positive results include the adoption of Food and Nutrition Security Policy (FNSP), the launch of the reform of ADMARC, the start of a number of new EDF programmes (FIDP, Forestry, IGPWP, IDAF). In addition, the review and revision of the National Safety Nets Programme was started.

Donors also made a concerted effort at becoming better coordinated and to capitalise on the close understanding created in addressing the food crisis. This was in part achieved through the activities of the Donor Committee on Agriculture and Food Security (DCAFS), currently under the chairmanship of the EC. However, while most donors, notably the WB, DFID, USAID, EU, and Norway, have worked increasingly in unison, there is a need to make sure that UN agencies are more closely associated.  

A number of innovative solutions were tabled by donors, notably DFID and the World Bank and supported by EC regarding the potential of cash transfers, which were piloted by Concern Worldwide and Oxfam. The EC has forged consensus among donors and the GoM on the potential benefits of using smart cards and the GoM is keen to run a number of pilots in 2006.

And lastly, the MoA has restarted the development of a Sector Wide Approach (SWAp) in the agricultural sector focusing on a pragmatic approach rather than an holistic one, bearing in mind that developing a SWAp in agriculture is more complex and challenging than developing a SWAp in social sectors. This is well demonstrated by the experiences accumulated in many different countries.  

Despite these results, the sector continues to face a number of different types of constraints. On the policy level, there are positive high-level political statements, for example, on the linkages between infrastructure and agriculture and the need for more adoption of irrigation schemes. These statements have yet to be translated in policy, action plans and budgeted for (through a medium term expenditure framework) and – most importantly - implemented. A number of structural issues have to be clarified regarding the government’s role in agricultural inputs and commercial maize, and if GoM believes that food security is best achieved through self-sufficiency or through trade and importation. In the past difficulties have been exacerbated by fragmented donor actions and by the fact that donors have frequently changed direction and focus. There is a clear need for a more mature relationship characterised by stability in approach and focus on implementation and results.

On an institutional level there is a need to increase the capacity of the various line Ministries, in particular the Ministry of Agriculture, and a need of stability amongst civil servants. Intermediary organisations, which facilitate the access to market of smallholders, also need capacity support.

On a technical level, agricultural productivity is low and highly dependent on rainfall - which is proving to be erratic. Soil fertility is declining, extension services are near collapse, land reform is pressing, and HIV/AIDS is severely impacting on the sector. However, none of these technical issues, although often touted as reasons for the poor performance of the sector, are in themselves insurmountable if policy, institutional and resource issues are addressed first.

Food insecurity 2005/6

At the end of January 2005 Malawi experienced a prolonged dry spell of between 2-6 weeks. The dry spell occurred at a critical period for maize and other crops. This lead to both a reduction in crop production, the lowest for the past 10 years, which affected food availability in Malawi, as well as a reduction in incomes, caused by low tobacco production and further compounded by low prices.  

The shortfall was estimated by the June Malawian Vulnerability Assessment Committee (MVAC) to be between 269,000 MT – 440,000 MT, depending on the price of maize, and was predicted to affect more than 4.2 million Malawians. The updated MVAC report in November concluded that, due to GoM and donor timely interventions, the shortfall for the year was ‘contained’ at 335,400 MT - even though prices reached much higher levels than anticipated.

Initially WFP prices were considered excessive. DFID’s proposed that the GoM use the GoM/DFID Logistics Unit, which had successfully overseen the fertilizer distribution for the now abandoned Target Inputs Programme (TIP), to distribute food at a lower price. Following frank discussions, with the involvement of the EC as well, an objective division between the two pipelines was reached with WFP operating mainly in the South where the problem was most severe, while the untested GoM/DFID scheme operated in the Centre and North. However, the establishment of two distributions systems was not simply about price but represented a difference in approach. The DFID approach attempted to build capacity within the GoM to address future food insecurity situations, rather than to continue to depend on external organisations.

While having two separate pipelines for food distributions complicated matters, once the initial wrangling had subsided, GoM, donors, and NGOs worked in a very harmonised manner, meeting on almost a daily basis during the height of the food crisis. The humanitarian distributions started in June 2005 and have reached 4.4 million people. This will rise to around 4.9 million people by March 2006. 

The Joint Task Force the plenary and its various subcommittees – which are supported by the EU funded Technical Secretariat – worked very effectively in helping to coordinate humanitarian actions in response to the food crisis. During the crisis the subcommittees were expanded to include a logistics and pledges sub committees. On a number of occasions partners concerns were taken on board and lead to updates of the MVAC report. 

The EC operations, in conjunction with GoM and other donors, were launched as early as April 2005, as soon as it became apparent that there would be a significant shortfall. Between April and December 2005 the EC undertook 8 separate actions aimed at alleviating the food insecurity, totalling approximately € 25 million. These were:
· April, € 3 million contribution to the EC/DfID procurement of 31,000 MT for the replenishment of the Strategic Grain Reserve (SGR).

· May, € 4 million contribution to WFP in Malawi from the global WFP envelope in order to meet distribution costs of the humanitarian response. 

· June, € 0.4 million small-scale irrigation project for diversified winter cropping in drought affect areas in the south of Malawi implemented through WFP and NGOs.

· July, € 2 million as the EC contribution towards the recent GoM, DFID, NORAD and EC 93,000 MT tender of maize.

· August, € 2.8 million pledge to replenish the SGR next year with 15,000 MT so as to allow draw down to meet humanitarian needs for October 2005.

· October, agreement in principle on use of € 4.8 million from EDF B envelope with effect from 19 October. 

· November, € 5 million ECHO intervention for emergency operations in Malawi focusing on malnutrition.

· November, €3 million SPRINT, a safety net programme which will work alongside the existing Income Generating Public Works Programme (IGPWP).

ECHO made an assessment mission to Malawi in early November, following the declaration of a State of Disaster on the 14 October 2005 (see section 3.5.5). The State President has acknowledged that, thanks to the joint efforts of GoM and donors, a large-scale humanitarian crisis has been averted. The GoM and donors will conduct a joint evaluation of stakeholders’ reactions to the 2005/6 food crisis. 

Given past experiences there is a very real need that Malawi minimises its exposure to future crisis by risk mitigation (composting, irrigation, diversification) and ensuring that an agreed disaster management plan is in place. Dealing with food crisis absorbs huge financial and human resources to the detriment of the longer-term development agenda. 
In addition, the MVAC report highlighted that food insecurity in Malawi is not caused by a single factor, but rather different factors in different parts of the country. This would suggest that a single one-size-fits-all policy is not an appropriate solution. There is a need for a more elaborated and sophisticated response.  

Commercial maize

In 2005 the GoM continued to sell subsidised commercial maize through ADMARC, a government parastatal with a chequered history. During the food crisis ADMARC has continued to sell maize at 17 MKW, far below the market price of 45-65 MKW per kilo at the beginning of 2006. This has implications for the government budget as these costs, approximately €10 million
, were not foreseen in this year’s budget. There is also a need to ensure that GoM commercial maize is sold in manner that helps to alleviate pressure on the humanitarian response. In short, the government should decide how to target sales in order to reduce the burden on the humanitarian pipeline and ensures that the subsidised maize does not end up in the hands of traders who then resell the maize to citizens, GoM and donors. 

Maize procurement and regional dimension

The EC jointly funded two joint maize procurements with the GoM, DFID and Norway, which were launched by the National Food Reserve Agency (NFRA). The first in April was well received, however, the tender in August gave rise to a number of problems, in part due to the lack of capacity at the NFRA and inappropriate EC procedures for commodity purchases. There was also evidence of uncompetitive behaviour by tenderers and many companies attempting to renegotiate prices and quantities that they had been awarded. Some companies did not sign their contracts; while others that did sign did not deliver. The regional shortfall meant that maize prices and transport costs rose significantly and the situation was compounded by a severe lack of FOREX in Malawi. The latter is an experience not to be repeated.

While individual SADC countries may face moderate isolated shortfalls it is unlikely that any country would face a major shortfall without others in the region also being affected. This year’s procurement experiences highlight the need for a regionally coordinated response both between donors and between countries. If not, there is a high risk of repeating this year’s experiences with donors, governments and countries bidding for a limited amount of maize and transport capacity against each other
. Demand is vast while the supply and transport is in the hands of very few who can easily “coordinate” amongst themselves. After a point, each tender only served to further inflate price as suppliers and haulers reneged on contracts agreed at lower prices, leading to an escalation of prices.  Experiences in 2005 also served to highlight the dependence of Malawi on the road network and the present lack of other viable means of transport, whereas in the past the railways system was the preferred mode of transport. 

Policy

The Government finally approved the long awaited Food and Nutrition Security Policy (FNSP) in July 2005. This has led to a widening of the Joint Task Force
 and its various subcommittees with Ministry of Health, Finance, Economic Planning and Development and the Commissioner for Disasters all sharing the lead for one of sub committees. However, in approving the policy the Cabinet recommended splitting the policy into two separate polices on food security and nutrition. The donors, led by the EC, worked with the Ministry of Agriculture to convince the Government to maintain the policy as one, albeit implemented by a number of Ministries. Responsibility for nutrition has recently been moved from the Ministry of Health to the Office of the President’s Cabinet (OPC) and a separate nutrition strategy is being drawn up.

The indicators to measure the FNSP have been finalised and agreed by all members of the Joint Task Force and baseline data is being established. These policy indicators have been complemented by a set of project level indicators that have been developed by the Technical Secretariat in conjunction with NGOs and approved by the MoA and MoH. Methodologies have been harmonised in order to allow comparison at national level and 60 agricultural, nutritional and health projects from government, donors and NGOs have been identified for the testing phase. 

Fertiliser and seed subsidy

Input subsidies have a long history in Malawi with as many supporters of the idea as there are critics. With regard to the 2005/6 agricultural season, the GoM successful managed to distribute approx 110,000 MT of fertilizer though the GoM subsidy scheme, despite some initial teething problems (total fertilizer requirement is estimated at 220,000 MT). Initial reports of 2006 production are promising. It is also clear that the GoM is set to continue the fertilizer subsidy in the medium term (next 3-5 years) and has received encouragement from the UN Millennium Initiative of Prof. Jeffrey Sachs. Indeed Prof. Sachs proposes expanding the scheme even further by making it available to all Malawians.

In the scheme fertilisers and seeds are procured centrally by the GoM and then transported to ADMARC warehouses. The vouchers, which allow farmers to purchase maize seed and fertilizers at a third of their real cost, are distributed to smallholders via Traditional Authorities.  The scheme is very similar to the starter pack / TIP that DFID and the EC supported in the 1990s but later abandoned. A number of donors (WB, DFID and EC) while recognising the need for fertiliser subsidies have concerns about the manner that the scheme is being implemented. It jeopardises private sector involvement in the sector, it is centralised and does not always reach the intended beneficiaries with the risk of leakages to neighbouring countries. Donors and the EC are negative about the maize seed subsidy since it is prescriptive and limits crop diversification, running counter to GoM EDF funded programmes. Donors would like to encourage the GoM to move on a pilot basis to a credit based system using smart cards that is implemented through both the private sector and ADMARC. Civil society agrees but would also like to encourage an open voucher system.

b) Progress in activities

Food Security Budget Line (FSBL)

The food insecurity confirmed the relevance of the five priorities of the Food Security Budget Line programme in Malawi, in particular; the need to implement the FNSP, to further strengthen the NFRA; and to build capacity to detect and treat malnutrition. It also highlighted the need for diversification as the main food and cash crops, maize and tobacco, were more affected by the dry spell than other crops. 

The Mutli-annual Food Security Programme for Malawi started in 2001 and totals €53 million of which €15.6 million is for NGOs, €32.4 million for programmes and €5 million for technical assistance. As of end 2005, € 9.5 million had been disbursed for the NGOs, €32,.4 million for the programmes and €3.8 for technical assistance.  During 2005, the € 3 million financial reserve remaining from the 2002 Emergency Food Aid Programme was used to purchase 18,000 MT of maize to replenish the Strategic Grain Reserve (SGR). 

The Food Security Programme (FSP 2004-2006) was approved in August 2004 for a total amount of €45 million. The Memorandum of Understanding for the first year of was signed in August 2005 for an amount of €15 million. From this €15 million, €10,05 million was transferred to the Reserve Bank in December 2005 of which € 4 million has been contracted and € 2 million have been disbursed for the support of the Technical Secretariat Joint Task Force, an emergency public work programme called SPRINT and support of WFP food assistance to vulnerable groups.

EDF
2005 saw the launch of a number of large EDF funded programmes in the sector (FIDP, IFMSL, IDAF, SNRP). However, as this coincided with the 2005 food crisis, both the GoM and Delegation were over-stretched and quite long delays were accumulated between the approval of the projects and their effective launch (e.g. eight months in the case of FIDP and IFMSL which had their start-up PE approved in August 2005). The Delegation and the NAO have been investing time and energies also to ensure that programmes are implemented in a coherent and mutually reinforcing manner that exploits the potential synergies between the various programmes. 

The FA for “Institutional Development Across the Agri-Food sector” (€7.97 million, 3 years duration) was signed in June 2005. The programme aims to improve institutional capabilities within the MoA and district level by implementing the recent core-function analysis and to provide support systems to promote agri-food sector. Progress has been very slow, despite a high number of meetings between the Delegation, the NAO and the Ministry of Agriculture, and the early formation of the Programme Steering Committee. Due to the very nature of the programme, which is focused on institutional change within the MoA, it has suffered more than other programmes from the MoA being understandably focused on the immediate and urgent needs of the current food crisis. In the absence of adequate support from the highest levels the programme has not progressed. In addition, the MoA has not been able to appoint a National Coordinator, whose role is central to the success of the programme, until very recently. It is now hoped that as the urgency of the food crisis subsides, the MoA will be able to give greater commitment to the programme. As of today, March 2006, almost nine months of delay have been accumulated. 

While Improved Forestry Management for Sustainable Livelihoods (IFMSL) was approved in December 2004, the FA was signed by the GoM on 31 March 2005. Nevertheless the granting of a suspensive clause allowed the procurement of long term Technical Assistance to be initiated. A contract was awarded at the end of the 2005. A start up PE of 6 months was signed only in August 2005 (eight months after the approval of the project) and concentrated on procurement and establishing the management unit in the Department of Forestry and the three regional offices. Disbursements fell short of targets as tenders were delayed so contracts will be awarded under the first operational PE, signed in February 2006.  The programme covers 12 State Forest Reserves and customary forests in Malawi. It aims to help poor rural communities earn money from forest products. 

The Financing Agreement for the Farm Income Diversification Programme (FIDP) (€16.2 million, project duration 3 years) was also signed by the GoM on 31 March 2005. A start up PE of 6 months was signed only in August (eight months after the approval of the project) and concentrated on procurement and establishing the external programme management unit. Disbursements fell short of targets as some tenders were launched late so that contracts will be awarded under the first operational PE and as recruitment of staff was delayed. The first operational PE was signed in February 2006. The programme, covering 11 districts, is designed to increase smallholder farmers and rural communities’ incomes by teaching them to grow, to market and trade a range of produce. One of the principal expected results is the development of a grassroots extension service using extension workers of the MoA, NGOs and private companies. 

Already in June 1994, EDF funding was agreed for the “Support to the Implementation of the Malawi Land Reform Programme”. This programme is supporting a larger scale effort in Malawi to initiate and implement a new land policy, one fundamental principle being to codify the tenets of customary land law and to elevate the customary estate (customary law) to full ownership status. However, the strong opposition from traditional authorities has considerably slowed GoM’s action to adopt new land legislation. The programme aims to set up a Technical Land Services Secretariat to develop financial management and monitoring and evaluation systems for dealing with land-based revenue. Land surveyors are also trained. The current PE extends from February 2005 to June 2006. The GoM and the Delegation are currently discussing a potential phase II of this initiative. 

3.1.2
Focal sector 2 - Transport

Malawi is a long and narrow landlocked country, extending 850 km from north to south and 150 km at its widest point. Nowadays road transport handles more than 90% of international freight and is the principal means for export of tobacco, tea and coffee to international markets
. This was not the case in the past when the Nacala corridor was properly functioning. In those days the railways system was handling most of Malawi’s export crops and imports. Transport costs are vital for the economy of Malawi as regards both the export of its cash crops as well as the imports to sustain economic growth. Therefore a regional transport network in good condition is a priority. This transport network should be as much as possible diversified, to foster competitiveness of transport operators, and integrated to facilitate synergies.   

The main road network comprises 3,400 km, most of which also serve as international corridors to and from the neighbouring countries of Zambia, Tanzania and Mozambique. About 85% of the main road network, comprising 2,800 km of paved road and 550km of unpaved roads, is reported to be in good condition based on visual assessment 
. At present, Malawi has a well-functioning main road network particularly as concerns international trade and the import and export of goods. This was not the case in early 1990s when the main road network was in a poor state. However transport costs are still very high and higher than other landlocked countries in the sub-region. 

While today the main road network is largely good, some 85 per cent of the population live in “deeply rural” areas, deriving their livelihoods from subsistence agriculture and served by a poor rural road network. As such, most of the population finds it difficult to access schools, hospitals and markets. Similarly, traders have difficulty in accessing rural areas to conduct business. Indeed, the provision of all-weather access to rural areas is a priority of the National Transport Policy. One development priority for Malawi is therefore to improve the rural road network comprising some 11,000 to 12,000km of mostly unpaved roads about 50% of which is in poor condition, 40% in fair condition and only about 10% in good condition
.

Main institutional reforms were implemented in the second half of 1990s. The first step was to establish a National Roads Authority (NRA) with a dedicated Road Fund for road maintenance financed by a fuel levy on diesel and petrol, as an autonomous body under the current Ministry of Transport and Public Works. Its mandate is to maintain and rehabilitate all designated public roads using dedicated revenue from the fuel levy and other road user charges
. Financing comes from the donors and the Government of Malawi for development projects. The Road Fund is managed directly by NRA and is part of the NRA organizational structure.  Stakeholders, major donors and government agreed that the functions of the Road Fund administration should be separate from road management operations. Legislation has been prepared for a new Road Fund Administration and a new Road Authority to replace the present National Roads Authority, which is finally expected to be presented to Parliament in April 2006 after long delays. This is a condition for the signature of contracts under the MABARM programme.

The Ministry of Transport and Public Works continues to determine overall transport policy in Malawi although responsibility for the management of the network was handed over to the National Roads Authority in 1998
. However, the Ministry retains responsibility in all areas of road safety and axle load control. Enforcement is done in conjunction with the Malawi Road Traffic Police. There are, however, other actors in the sector including the Ministry of Local Government and Rural Development (MLGRD) and the National Construction Industry Council (NCIC). Whilst the NRA is responsible for the main, secondary and tertiary roads, the Local Assemblies are responsible for district and urban roads
.  However, due to lack of capacity at local authority level, the NRA manages road maintenance contracts for the Local Assemblies financed by the Road Fund
.
From the Road Fund budget in the period 1998 to 2004, the NRA carried out annual routine maintenance on some 9,000 km or 60% of the 15,500km road network and periodic maintenance, rehabilitation and upgrading of 40 km of roads mainly in urban areas
. From the development budget (mostly donor funded) the NRA carried out periodic maintenance, rehabilitation and construction/upgrading on some 2,250 km of mostly main roads, covering about 65% of the 3,400 km main road network in the period 1998 to 2005.

In the period 2002-2003, the capacity of the National Roads Authority to maintain the road network declined sharply as a result of a effective decrease in revenue from the fuel levy due to lack of adjustment to keep up with inflation
. The NRA recognizes (see ref. 36) that funding for higher-order road infrastructure activities such as periodic maintenance and rehabilitation of paved roads, upgrading of roads to paved standard and upgrading of timber deck bridges to concrete decks should come from balances of the Road Fund budget, after routine maintenance activities have been carried out. Major upgrading projects will continue to rely on government appropriations and donor support under the development budget
.

The development of a Road Sector Programme, which has to be done within the scope of a more comprehensive Transport Sector Programme, is a key objective agreed by government and EC, supported by other donors and development banks active in the transport sector (World Bank, NDF, BADEA, JICA, AfDB). This includes establishment of the components necessary for sector budget support (target date 2008). A workshop of high-level decision makers in 2005 elaborated reforms to be made and identified specific areas where capacity building support is needed. Stakeholders understand that sustainability of the road network is only possible with donor funding (at current or increased levels) together with Road Fund revenues used under a coordinated maintenance plan. However sustainability is also dependent on the capacity to move part of the heavy freight from the road transport network to the railways system in an effective and efficient way. This has the double advantage to foster competition, thus hopefully reducing the high transport costs, and to reduce the undue pressure on the road network of trucks carrying excessive loads, thus increasing the life of roads. Much progress has been made in drawing up a medium-term expenditure framework (MTEF) with a draft NRA 5-year Business Plan completed in June 2005 and the installation of a network management tool for strategic and maintenance planning
. However linkages between the road network and other means of transport have been insufficiently addressed up to now. The new Government is more interested and keen in these important strategic linkages for the development of the country. Government led donor coordination is lacking due in part the government’s preference for bilateral discussions with development partners in this sector. Progress is still to be made in the following government policy priority areas for the road sector (see ref. 39):
Better road sector data is needed - Analysis of the road sector expenditure is difficult because neither the Ministry nor NRA keeps adequate and consistent data on expenditure on roads.  The MOTPW and NRA should establish a unified system for reporting sector expenditures.  Data on outputs (e.g. kilometres of roads covered by the various activities) is not systematically recorded, making it impossible to accurately calculate unit costs for maintenance, rehabilitation and construction. These are essential for setting policy and for monitoring and evaluation.

Funding for maintenance must be adequate and consistent - There is need to fund systematic routine and periodic maintenance on the network within the financial resources available. Decisions will need to be taken as to what size of network can realistically be maintained based on available resources, on the amount of rehabilitation to be undertaken, and standards to be used.  The establishment of the Road Mentor system at NRA should assist in prioritisation and allocation of funds more efficiently.

Coordination of donor inputs to focus funding firstly on maintenance and on the regional corridors which are vital for the economy of the country- It will be necessary to prioritize any external funding towards covering backlog and periodic maintenance rather than on reconstruction.  A sector wide approach will allow donors to focus funding on the priority programmes.
More attention and finances need to be spent on the peri-urban and rural roads and in particular on those which serve agriculture production areas (existing and potential) or areas which are structurally food insecure and need to be reached  - A more equitable balance of finance needs to be established between rural, maintaining clear priorities, and main roads. 

Allow for regular review for adjustments in fuel levy to increase funding in RF - It is the generally accepted view that the fuel levy contribution to the Road Fund should be not less than US¢10 per litre (currently half this amount) and that regular reviews should be carried out to allow the Road Fund Revenues to keep pace with inflation and currency depreciation. 

Increase the capacity of domestic construction industry to meet demands - The local contracting capacity will need to be strengthened and opportunities for their participation in road works need to be created.

Allow for independence of NRA as a Fund and Road Management Agency - This will help avoid political interference in project selection and management. It is important that funds levied from the road users through the fuel levy are utilized for the sole purpose of maintaining the roads.

b) Progress in activities
“Malawi Backlog Road Rehabilitation and Maintenance Programme, MABARM” (9 ACP MAI 21)”  – The financing agreement was signed in September 2005 for an amount of €38 million. The programme will assist the NRA in tackling part of the backlog of periodic maintenance and rehabilitation. In total some 660 km of the main road network will be maintained or improved before the end of 2010 and the Chiromo rail embankment (washed away in floods of 1997) will be rehabilitated. 

“The Income Generating Public Works Programme, IGPWP” (9 ACP MAI 17)” – The financing agreement was signed in July 2005 for an amount of €15,512,500 million. This programme is the successor to Public Works Programme which came to an end in July 2005. Implementation activities under IGPWP began in August 2005 and significant progress has been achieved. To date, i) a total of 280 village forestry clubs have been trained in forest management and a total of 10 million trees have been planted and ii) under the irrigation component, 1,000 farmers have received treadle pumps for small scale irrigation, 207 village irrigation clubs have been formed, and a total of 64 irrigation schemes have been developed.  There has been little progress so far under the roads component due to delays in the launching of road works tenders. Expected results by the end of the programme include 3,200 kms of rural roads to be upgraded and 80 bridges rehabilitated, and some 4,000 kms of rural roads maintained by labour-intensive methods.
“Road Management Support Programme (6 ACP MAI 078 & 8 ACP MAI 005)” – The project began in 1999 with a global commitment of €17,4 million of which some €13,7 million has been disbursed. The beneficiary is the National Roads Authority. In June 2005, works and supervision contracts for the construction of five new permanent vehicle weigh stations at five sites (Muloza, Balaka, Mwanza, Mchinji and Songwe) were awarded and works are currently underway. A contract for the supply of four mobile sets of weighing equipment was awarded in July 2005. Axle road control is crucial in preventing overloaded freight trucks from causing damage to the main road network. Under this institutional reform component, government in 2005 has prepared two draft NRA Acts that will lead to separation of financial (Road Fund) and operational management functions. The passing of this legislation, together with the necessary board appointments, is a firm condition of any further EDF funding for backlog road maintenance under MABARM (see above). Also in 2005, a road network condition survey was launched.

M1 Masasa-Golomoti-Monkey Bay Road (7 ACP MAI 92, 7 ACP MAI 131, 8 ACP MAI 21) – The project began in 2003 with a global commitment of €21 million, with a completion date set March 2005.  Progress was hampered by apparent survey errors in the upper section that required major design changes. This resulted in a projected increase in costs by €5 million, and the completion date was pushed to October 2005. However, the contractor in early 2005 requested a further extension to August 2006. The contracting authority rejected this request and the contractor abandoned the site at the end of October 2005. This required an emergency intervention to conclude a works contract to provide site security during the wet season at the end of the year, supervision and legal support to deal with claims and damages.

Lakeshore Road Infrastructure Support Programme (6 ACP MAI 87, 6 ACP MAI 88, 7 ACP MAI 31, 8 ACP MAI 30) – The project began in with a global commitment of €17 million, of which € 8.4 million has been disbursed. The programme comprises several components to rehabilitate important elements in the main lakeshore road infrastructure and provides capacity building support to NRA. In mid-2005, construction of four seriously damaged bridges on the M5 and M1 were completed. The design of the Mangochi-Monkey Bay road was submitted during 2005 and works are scheduled to begin in 2006.

c) Degree of integration of crosscutting themes  

HIV/AIDS is addressed at the project level  (MABARM includes an HIV awareness component), but a more systematic approach is needed. A comprehensive Road Safety Awareness and Education and HIV/AIDS Awareness Campaign was prepared for implementation under the M1 Masasa-Golomoti-Monkey Bay road. Implementaton has been delayed due to the abandonment of site by the contractor. 
Capacity building is a major part of the effort in the sector. Current input focuses on providing technical assistance to improve NRA efficiency, road condition monitoring and technical and business training at NCIC open to public and private organisations. Support to the contracting and consulting industry is an important theme under discussion with private sector partners. Another important topic being addressed is the lack of engineering skills training, particularly at technician level. A skills audit was launched to study this further and some donor support will most likely be needed. A comprehensive study to support the establishment of a Road Traffic Authority was commissioned under the TCF.  The study addresses the institutional arrangements for all aspects of traffic management including policy formulation, regulatory functions, vehicle testing and examination, law enforcement, road safety awareness, monitoring and funding
3.1.3. Macroeconomic support

a) Results

The new government administration has demonstrated the will to bring about economic stability through prudent fiscal sector management. This has been demonstrated by the application for the IMF Staff Monitoring Programme (SMP) with the view to establishing a track record in public expenditure control by July 2005. Following the completion of the SMP, government is now on a new 3 year PRGF programme with the IMF, since August 2005, which will guide budget management for the coming years. Following the SMP programme, government kept its expenditures within the ceilings approved by Parliament during the FY2004/05 budget. This was the first time in more than ten years. In addition, government has put in place measures that will check abuse of its limited resources, which include the zero tolerance on corruption in all public institutions, implementation of the PFM, Audit and Procurement Acts During the year, government launched a Public Finance Management Assessment based on PEFA indicators with the support of the EC Delegation. Government also agreed to and signed a Joint Framework and a Performance Assessment Framework (PAF) with budget support donors as an indication of its willingness to structure and strengthen the relationship with budget support partners. (See section 2.2 for additional information on GoM PFM related achievements in 2005).

Over the next three years the Government’s main economic objectives are:

· Raise economic growth to near 6 percent a year, with an emphasis on rural incomes

· Increase health services and educational opportunities

· Reduce core inflation to the 5-8 percent range

· Run a fiscal surplus to reduce the government’s domestic debt to less than 15 percent of GDP

· Build international reserves to at least two months of imports

It is in this framework that the European Union approved a Poverty Reduction Budgetary Support programme (€41.5M) in July 2005. The financing agreement was subsequently signed in October 2005 as a result of the GoM satisfying 5 main requirements: agreeing with IMF on a PRGF programme, finalising of the MPRS review for FY2003/2004, agreeing on a Performance Assessment Framework with Budget Support donors, circulating the 2004 audit of arrear report to partners and setting up an Secretariat to implement the Malawi Financial Accountability Action Plan (MFAAP). The main objective of the programme is to help alleviate poverty through provision of external financial resources for the execution of the national budget and the maintenance of macroeconomic stability. €38.5 million has been earmarked for direct support into the budget while €3.0 million has been set aside for technical assistance in the area of public finance management reforms. The programme is funded from the NIP envelope A for €31.5 million and envelope B (FLEX) for €10 million. Disbursements are made up of fixed and variable tranches, with the latter being determined through an assessment of a cross section of indicators (6 PFM related, 10 social sector related) taken from the Performance Assessment Framework (PAF) and, for social indicators, aligned with some of the Millennium Development Goals.

b) 
Progress in activities
Upon signing of the PRBS 1 Financing Agreement an amount of  €14.76 million, composed of the first fixed tranche of €8M and the second tranche (FLEX 2003) of €6.76M, was disbursed to assist Malawi execute its FY2005/06 budget within the PRGF designed budget framework. The inflow helped Malawi to meet its first quarter targets on the PRGF programme with the IMF. The balance of €23.74 million (including fixed tranche, variable tranche and Flex 2004) has been planned for disbursement during the second quarter of the 2006 calendar year. The assessment of the variable tranche (€12M) will take place through the Common Approach Budget Support review scheduled to take place in March 2006. 

c) 
Degree of integration of cross-cutting themes (capacity building and institutional development)
The variable tranche component of the PRBS 1 is designed to ensure that government gives due attention to efforts in critical areas of health, education, HIV-AIDS and gender as well as in PFM reforms with a view to meeting the targets in the agreed PAF. 

Through the technical assistance component, the PRBS 1 programme will support public finance management reforms through capacity building in strategic accountability institutions of the National Audit Office, the Department of the Accountant General and the Internal Audit Office. In addition, some support will be provided to the Ministry of Economic Planning and Development in its objective to implement a GoM Monitoring of Evaluation. Implementation of these initiatives will take place by mid 2006 through an Administrative Agreement with the World Bank on PFM issues and a Contribution Agreement with UNDP on the Monitoring & Evaluation programme. 

As a complement, the European Union funded Capacity Building Project for Economic Management and Policy Coordination (CBPEMPC) continues to provide support to government in the area of economic and public finance management through training of personnel in key planning ministries in specialist economic courses, financial management, administrative and human resources development courses. In addition, the project facilitates workshops and seminars; attachments and study tours; and studies and consultancies. 

3.2 Projects and programmes outside focal sectors

Construction of Thyolo and Chiradzulu district hospitals (7 ACP MAI 072 & 9 ACP MAI 03, 8 ACP MAI 014 & 9 ACP MAI 004) – The Support to the Health Reform and Decentralisation project was approved in December 1996. Of the overall global amount of €37 million , €6 million was spent on Technical assistance and training for the ministry of Health. The technical assistance and training component came to an end in 2003. The construction of Thyolo and Chiradzulu district hospitals each with a bed capacity of 296 started in August 2000 and was scheduled to be completed in September 2003. However, due to some delays in the works, the two hospitals were finally completed in July 2004 and equipment delivered by May 2005. The total amount disbursed was €28 million. Official opening of the new Thyolo and Chiradzulu district hospitals took place on 10th April and 12th June 2005 respectively.
Promotion of the Rule of Law & Improvement of Justice in Malawi (7 ACP MAI 094, 8 ACP TPS 004 & 9 ACP MAI 002) – The project which began its activities in 1999 came to an end in December 2005. Of the global commitment of € 9,700,000, some € 8,800,000 was disbursed. This was a pilot project designed in the late 1990s to promote the rule of law and improved access to justice in Malawi. The purpose was to strengthen and modernise the legal institutions primarily responsible for the administration of justice, resolving disputes, protecting human rights and consolidating democracy. It was the first EDF funded programme of its kind in the ACP countries. The project supported both the development of human resources and management systems in the beneficiary institutions as well as their core activities.
National Initiative for Civic & Voters Education-Phase II (NICE) (8 ACP MAI 025, 8 ACP TPS 092 & 9 ACP MAI 013) – The second phase of project began in 2000 and is due to come to end in mid-2006. Of the global commitment of €8,880,000 some €7,400,000 has been disbursed.  Since its inception, one of the main tasks of NICE has been to contribute to voters’ education and cooperate with the Malawi Electoral Commission (MEC). An essential element of the project is the dissemination of information on policies affecting the livelihoods of local communities. Some 10,000 solar & wind-up radios have been distributed and around 100 radio listening clubs as well as 115 rural libraries have been established in remote areas of the various districts. More than 500,000 people frequent NICE resource centres annually. Support for a 3rd phase of NICE is included in the  €28 million Promotion of the Rule of Law and Civic Education financing agreement signed in January 2006.

Malawi Blood Transfusion Service (8 ACP MAI 020) – The project began in 2000 for a period of six years and for a global amount of €7,8 million, some  €3,8 million of which has been disbursed. Implementation of project activities was delayed for two years mainly due to lack of expertise by the Ministry of Health in this area, late recruitment of a project manager and delays in the recruitment of necessary key personnel. Implementation of activities started only in March 2003 and progress has been rapid. Since the beginning of 2005, all four central hospitals and 80% of district hospitals in Malawi have been receiving 100% of their blood supplies from the MBTS. Five mobile teams collect more than 2,500 units of blood per month from voluntary unpaid blood donors from low risk populations. In 2005, the government requested an extension of the financing agreement for a period of three years as well as an increase in funding by €1,56 million to allow for the building of three permanent blood transfusion centres in Lilongwe, Blantyre and Mzuzu.
Capacity Building for Economic Management and Policy Co-ordination (8 ACP MAI 027) – The project began in 2001 but only became operational only in June 2003 due to difficulties in establishing the Project Support Unit (PSU). As a result, the project end-date has been extended from 31.12.2005 to 31.12.2007. The €9 million has been nearly fully committed and some €5.4 million has been disbursed. The project’s overall objective is to build capacity for economic planning, policy formulation and financial management in the public sector. The principal beneficiaries are the Ministry of Finance and Ministry of Economic Planning and Development. The Department of Economics of Chancellor College also became a beneficiary in 2004/2005. As such, the focus of the programme is on training, secondments to other countries, workshops, seminars, and studies and consultancies. The purchase of equipment such as computers and the improvement of building facilities are also within the project scope.

Fourth Microprojects Programme (4th MPP) (8 ACP MAI 041) – The programme for a global amount of €35 million began in 2003, some €9,5 million of which has been disbursed. Consecutive Microprojects Programmes (MPPs) have been implemented in Malawi since 1995 and over 1,700 projects completed up to 2003. The 4th MPP programme supported implementation of 334 micro-projects in 2004/05 and 759 in 2005/06 (more than double). The programme operates countrywide. The 4th MPP differs from previous MPPs in that it places increased emphasis on community sensitization, mobilization and capacity building.  The 4th MPP also differs as it has broader objectives and it is simply concentrated on the construction of physical structure. The 4th MPP is increasingly open to agriculture and other income generating activities. In addition, the 4th MPP launched a call for proposals for NGOs, CBOs and FBOs in order toe xtend the reach of the programme by capitalizing on the comparative advantage, experience and presence of non-state actors at local level.

Technical Co-operation Facility (9 ACP MAI 011) – The project began in 2004 with a global commitment of   € 7.5 million, some €1,0 million of which has been disbursed. The programme is aimed at facilitating the implementation of the 9th EDF National Indicative Programme of €276 million. The focus of the programme is provide a facility for the engagement of short to medium-term consultants to assist in the main phases of the project cycle, in particular, project identification and design, preparation and assistance with tender procedures as well as evaluation, monitoring and audits.

Capacity Building for NAO Support Unit in the Ministry of Finance (9 ACP MAI 018)  –The financing agreement for an amount of  € 3,900,000 over four years was signed in June 2005 and some €310,000 disbursed in 2005. The purpose is to facilitate the work of the NAO (National Authorizing Officer) in the management of European Commission development aid. The current project is aimed at building capacity at the NAO Support Unit to take a lead role in the preparation, implementation and monitoring of government-EC joint development programmes and to enable more effective and timely disbursement and management of European Commission funds. The NAO Support Unit was set up in 2003 within the Planning and Information Section of the Debt and Aid Management Division of the Ministry of Finance.

3.3 Utilisation of resources for non-state actors (NSA)

There are at present several hundred NSAs
 drawing into Malawi some US $70 million (approximately €54 million) in international funding. Of this amount, some €20 million is provided by donor governments. Amongst NSAs, it is estimated that NGOs alone employ over 10,000 people
. 

The links between government and NSAs are strong both in delivering social services and in policy dialogue. Some 70% of NSAs are involved in food security and agriculture, 65% in HIV/AIDS, 54% in nutrition and 44% in health. Projects range from those reaching 1,000 individuals up to those serving over 50,000 households. In the area of agriculture and food security, NSAs work in close cooperation with Ministry of Agriculture, Irrigation and Food Security field staff. Examples of NSAs in this area are NASFAM (National Smallholder Farmers’ Association of Malawi) with a membership of over 120,000 small farmers, and CISANET (Civil Society Agriculture Network).
In the health sector, CHAM (Christian Health Association of Malawi) and Banja La Mtsongolo are estimated to provide between 30 to 40 percent of all health services. The government provides grants to cover the cost of staff in CHAM’s hospitals and health centres. In dealing with the HIV/AIDS pandemic, government also relies heavily on NSAs (NGOs, Church Based Organisations and community volunteers) to provide care for the sick. The government provides support by, for example, giving bicycles and training to homebased care volunteers. In the education sector, ACEM (Association of Christian Educators in Malawi) runs 3000 of the 4000 primary schools in Malawi, nearly all of which are located in deeply rural areas. ACEM schools receive financing from the government to pay its primary school teachers and to cover some operational costs. Examples of key national policies that have been adopted with input from NSAs include the Disability Policy (FEDOMA), the Competition and Fair Trade Policy (CAMA, MCTU, MCCCI), Policy on HIV/AIDS (various), Labour/Employment Policy (MCTU), the Gender Policy (Malawi Gender Co-ordination Network) and land/environmental policy (CURE). NSAs active in budget policy discussions include ECAMA, MEJN and SOCAM.
The challenges facing NSAs are inter alia the need for a more enabling policy and regulatory environment, addressing organisational and capacity weaknesses, the need to achieve greater financial self-reliance and the need to define strategic plans and advocacy agendas independent from donor priorities. Against the above background, an EDF financing proposal to support NSAs (€5 million over 3 years) was developed in 2005 and is expected to be approved in the next few months. The main focus is on training of NSAs (for example in project and financial management and monitoring). Other activities like NSA network advocacy campaigns are also included. The provision of grants to NSAs following calls-for-proposals and project evaluation will be the principal financing mechanism. The new EC initiative follows a long tradition of support to NGOs through the Food security and NGO co-financing budget lines, mainstreaming of NSA involvement in a number of ongoing programmes (including NICE, Micro-projects and Income Generating Public Works Programme) as well policy dialogue on the Government of Malawi /EU Joint Annual Report. The value added provided by NSA is clearly recognized both in terms of advocacy role as well as in terms of additional and complementary implementation capacity. It is in this framework that the role of NSAs is expected to be on the increase within the framework of new projects recently launched under the 9th EDF such as the Improved Forest Management for Sustainable Livelihood (IFMSL), the Farmers Income Diversification Project (FIDP) and the Institutional Development for the Agri-Food Business (IDAF).    
3.4 Utilization of the B-envelope

The B-envelope of € 26,5 million comprises a) € 5,17 million contribution for the Africa Peace Facility b) The “Sustainable Nutrition Rehabilitation Programme (SNRP)” for an amount of € 6.5 million which was signed in July 2005. The programme aims to build on the ECHO nutritional interventions initiated during the 2002/2003-food crisis. The information provided through the national nutritional surveillance system, as well as the support to 48 Nutritional Rehabilitation Units (NRUs) which detect and treat malnutrition has proved vital in the 2005 food crisis. These activities will be continued and further developed under the SNRP, a good example in linking relief, rehabilitation and development. Two separate calls were launched towards the end of 2005, one for the national level component and another for the community level component. Both components will enable local stakeholders and communities to recognise and address malnutrition. It is anticipated that grants for the entire value of the programme will be awarded in the first half of 2006 c) The € 10 million “FLEX” which was included in the general budget support operation signed in October 2005. The full amount is already contracted and € 6.76 already disbursed; d) The remaining  € 4,8 million for the Emergency Food Aid Programme was committed mid February 2006 and the contribution agreement with WFP for food purchase and distribution was signed immediately afterwards. Payment is expected shortly. Due to the urgent nature of the programme it was approved with retroactive eligibility of actions and expenditure from the date when the European Commission received the official request from WFP (i.e. 19 October 2005).

As of today, therefore, the envelope B is already 100% committed. It will be soon entirely contracted and payments are progressing smoothly.

3.5 Other Instruments

3.5.1 STABEX

During the year STABEX continued to be used with the aim of fostering agriculture diversification for three main produces (paprika, coffee and tea). Financial assistance was provided to support operational and development expenditure of the Paprika Malawi Association (PAMA) and the Small Holders Coffee Farmers Trust (SHCFT), to finance replanting costs for tea estates, and to build up the capacity of the Coffee Tea Research Foundation and the Tea Research Foundation. At the end of September 2005 the Stabex Management Unit (SMU) was closed and responsibility for implementation was transferred to the NAO. Projects came practically to an end at the end of December 2005. In future, if appropriate, some of the activities may be taken care of via the newly launched Farmers Income Diversification project thus avoiding all risks of overlapping and duplication. During the year 2006 a thorough administrative job will have to be done because the accounting system used by the SMU accurately tracks the cash balances available but does not properly show outstanding commitments. Priority will be to close all the outstanding commitments and free resources under the old Framework of Mutual Obligations. A full reconciliation of bank accounts will also have to be performed via external auditors. A balance in the order of almost five million euro is anticipated and will have to be re-committed under a new Framework of Mutual Obligation. As of now there are two main strategic orientations: a) consolidate on-going activities under rural development and agriculture related EDF projects; b) assist the Government in the preparation of a much needed agriculture sector programme. Synergies with on-going EDF programmes and projects will be researched rather than spreading the areas of possible interventions. A full report, technical and financial, on Stabex activities in 2005 is being compiled by the NAO office.

3.5.2 Regional cooperation

At the present time Malawi, as well as other SADC countries, is not particularly active within the framework of regional co-operation. A new dimension and dynamicity is being explored for the future when the preparation of the national and regional indicative programmes is going to progress in a highly coordinated manner. As of today the main thematic issues selected at regional level are closely related to the national development agenda and opportunities for synergies are immediately visible. The infrastructure sector, with specific reference to the transport and energy sectors, present very strategic and important opportunities (e.g.: regional transport corridors; interconnection with the electricity power grid in Mozambique). 

3.5.3 Intra-ACP cooperation

The Water Facility has just released results of the first call for proposals. Only one proposal has been selected to be funded with EC contribution of about €2.7 million. The other two successful proposals that touch on Malawi are regional projects by SADC and EC contribution to these projects amounts to about €1.9 million. At present attention is being paid to the preparation of the second call for proposal of the Water Facility and there are also discussions with the Department of Energy to prepare the ground for the launch of the ACP-EU Energy Facility.

3.5.4 Community budget lines (excluding food security budget line – ref: related chapter in focal sector 1)

There are six NGO projects funded from the Co-financing Budget Line for a total of €4.96 million, covering the fields of water and sanitation, hygiene and health, including eye care, rehabilitation of disabled people and child and youth health. One project ended during the course of 2005 while the others are still on-going. The projects in the field of water, sanitation and hygiene have increased the access to safe water, taught good hygiene practices, and reduced the incidence water-borne diseases in the target populations. The projects related to health have in general progressed more slowly mainly due to lack of capacity and resources of the local partners.  In addition to the on-going NGO projects, five new grant contracts were signed at the end of 2005: three under the Co-Financing Budget Line (two for Concern Universal and one for Interaide for a total EC contribution of € 2.5 million) and two under the Sexual and Reproductive Health Budget Line (UNFPA and MSF Belgium for a total EC contribution of €3.6 million).  Activities under these new projects will start in 2006.

3.5.5 ECHO

Further to the pro-active actions that the European Commission has made since April in response to the food security situation in Malawi, the EC allocated via the European Commission Humanitarian Office (ECHO) additional €5.0 million for emergency interventions to support the most vulnerable groups. ECHO, which had already given its assent to the mobilization of €4.8 Million under the envelope B of Malawi, took the decision on the additional allocation only three weeks after the declaration of national disaster by the State President of Malawi (mid-October). At the same time a specific mission came to Malawi to assess suitable partners and actions for funding. The Delegation and the ECHO mission worked closely to ensure that the short-tem interventions built on and complemented existing projects. The aid was channeled through 5 NGOs (Save the Children, Accion contre el Hambre, Concern Worldwide, OXFAM, CARE International Deutschland) and UNICEF to cover a series of interventions such as nutritional support, supplementary food inputs, agricultural inputs including fertilizer and irrigation pumps, and emergency water and sanitation work. The specific objective was to prevent further deterioration of the nutritional status of the most vulnerable groups. All projects started between December 2005 and January 2006 and will be concluded not later than July 2006. ECHO has proved the timeliness, effectiveness and efficiency of its support which complemented existing EC support.

3.5.6 European Investment Bank

EIB activities in Malawi in 2005 have not increased in terms of number of programmes being supported by the Bank. At the end of 2004, there was only one open project under the EIB’s portfolio in Malawi (Malawi Blantyre Hotels). Another one in favour of tea estates, for a value of € 10 million, has not been mobilised yet. However 2005 was very important to re-launch the relations between the EIB and Malawi.

Following a visit to the EIB by the State President in March 2005, a high-level EIB Mission visited Malawi towards the end of 2005 (17th to 18th of November). The overall objective of this Mission was to re-instate the EIB’s willingness to move forward in terms of increased investment in Malawi. Discussions centred on the analysis of potential areas for investment in Malawi.

The main outcomes of the mission included discussions on (i) the development of the electric power sector, to include co-financing of the proposed Malawi-Mozambique power inter-connection (interconnect the Malawi and Mozambican electric power transmission grids), and rehabilitation/up-grade/expansion of hydro-electric generating facilities of ESCOM itself in Malawi; (ii) the revamping of the Tea Facility which aims at assisting a number of estates with factory improvements, switching to higher yielding tea varieties and irrigation improvements. The Tea Facility which was already approved the Bank over two years ago needs re-appraising to take into account changes in the status of the financial intermediary (Indebank) and updated capital expenditure requirements of the tea/coffee estates themselves. This is urgent and should take place not later than 30 June 2006 for administrative reasons;  (iii) investment of the Water Boards in Blantyre and Lilongwe, including notably the mobilization by the EIB of preparatory work with a view to formulating a financing proposal to be jointly financed by EIB/WB/GoM and European Commission, via the ACP-EU Water Facility. The immediate objective is to present a sound financing proposal under the second call for proposals being organised by the ACP-EU Water Facility and expected to be launched by the end of March; (iv) investment in a new development bank to be established in Malawi with the financial and operational support of other reputable private sector banks; (v) possibilities linked to the mining sector could be also explored and considered for financing. 

The dialogue between GoM and EIB is now very good and several reciprocal visits have taken place in Malawi, Luxembourg and South Africa where the EIB sub-regional office is located. Both the Delegation and the EDF NAO Office in Malawi have been playing the role of facilitating the exchange of information and are pleased with the strong interest and support displayed by the EIB both in headquarters and in the regional office. The recent establishment of the regional office in South Africa is definitely a welcome development of the year 2005.       
4. Programming perspectives for the years 2006-2007

4.1 Pipeline and absorption capacity

The EDF pipeline for 2006 and 2007 is in the order of € 74 million, which may be increased by a maximum of approx. € 14 million coming from decommitments. As of today an amount of € 6.4 million has been already committed, including an emergency food aid programme for Malawi (€4.8 million) and the extension of the Malawi Blood Transfusion Services project (€1.6 million). Three projects have already reached a very advanced stage in the pipeline at the European Commission Headquarters and they are expected to be approved by the end of the second quarter of 2006: a) NSA capacity building project (€ 5.0 million); b) Economic Partnership Agreement Support (€ 1.6 million); c) Institutional Support for Transport Public bodies (€7.5 million). Moreover two main projects are being prepared: a) Feeder Roads Project (€ 15.0 million); b) General Budget Support for the fiscal years 2006/07 and 2007/08 (€ 26.0 million which may be increased up to € 34.0 million via a timely decommitment strategy).      

The feeder roads project aims at serving geographical areas which are strategic either because they are food production areas or because they are structurally food insecure and hardly accessible. The financing proposal is expected to be ready by the end of May 2006 for commitment in the last quarter of 2006

The General Budget Support is a newly agreed operation, which received the green light in principle at the recent regional meeting held in Gaborone. The financing proposal is expected to be prepared within the CABS framework and is expected to be ready before summer for commitment in the last quarter of 2006.       

This would leave a balance of € 13 to 20 million maximum for the year 2007 when the second phase of the Income Generating Public Works Programme and the second phase of the Land Reform project are expected to be committed. Maximum effort will have to be made in the next twelve months so as to complete the primary commitments by the end of June 2007, thus leaving a good margin of flexibility in case of delays.  The rules of 9th EDF in fact establish that funds which are not committed by the end of 2007 are to be returned to the EU Member States. As of today, in the case of Malawi, this risk appears to be very low. The second part of the year 2007, therefore, could be used for the preparatory work of programs to be financed under the 10th EDF. Malawi has the unique opportunity of a solid start under the 10th EDF.  

In addition to the EDF pipeline there are two actions, to be financed via the EU budget in 2006, which are being prepared: a) Third year allocation of the Multi-annual Food Security Progamme for an amount of € 15 million; b) Sugar facility for an amount of approx. € 600,000.  Moreover new commitments under the Food Security budget Line are also anticipated in the order of € 8 million (€ 5 million for NGOs and € 3 million for WFP).  This fully re-confirms the importance of the EU budget as a source of financing for the development of Malawi, in addition to the EDF.     
4.2 Proposal for a revision of strategy

No change of strategy is requested. The sole adaptation with respect to the Medium Term Review is the transfer of € 26.0 million from the focal sector agriculture, food security, natural resources to macro-economic support. This transfer of resources was approved in principle by the Commissioner at the regional meeting in Gaborone. The financial resources were originally to be committed in 2007 to finance the second phases of both the IFMSL and FIDP following an evaluation of their first phases.  However it is now clear that both projects are funded until early 2009 and that the second phases may therefore be financed under the new EDF, if the evaluations suggest that they are worthwhile. The General Budget Support was requested by the Government of Malawi to give continuity to the on-going PRBS 1 and to assist the Government of Malawi in its reform programme.
4.3 Preparation for next programming exercise 2008-2013

The programming exercise has been officially launched in Gaborone at the SADC regional meeting chaired by Commissioner Michel on 25 February. The programming exercise, based on the EU Development Consensus and Strategic Partnership with Africa, will be aligned with the country strategy and will be conducted as much as possible as a joint exercise with the EU Member States. In the case of Malawi, the Malawi Growth Development Strategy is being finalised. Costing of the strategy and its impact in terms of Millenium Development Goals are being prepared before its adoption. In order not to delay the adoption of the Strategy the Government is considering to finalise the impact in terms of MDGs, for which it is being assisted by UNDP,  after the adoption. 

A good governance initiative is expected to have a central role in next programme in each and every country. In the case of Malawi, which is next in line for the African Peer Review Mechanism (NAO to clarify when), it is envisaged that actions will be identified within the scope of the APRM analysis and its follow-up, exactly in line with the recommendations made in the Strategic Partnership with Africa. Given the tight calendar for the preparation of the country strategy paper, on the one hand, and the fact that the APRM is quite a time consuming exercise, on the other hand, it is envisaged that the Country Strategy Paper will reflect the principles to be followed rather than presenting the actions which will instead have to be determined once the Government will be in a position to prepare its action plan to address the weaknesses that may be highlighted via the APRM. As regards economic and financial good governance the Government, the EC and other donors are keen to make reference to the Public Expenditure Financial Assessment (PEFA) which is going to be launched in May 2006. This will then be followed up by the preparation from the Government of a matrix of measures, accompanied by a clear calendar for implementation, to be shared with development partners. The detailed matrix of measure may be reasonably expected to be ready before the end of 2006.   

In addition to the good governance initiative two main areas seem to emerge as priority ones: food security/agriculture and infrastructure for regional integration. The decision on the specific sectors and sub-sectors cannot be taken at this stage as it is going to be the final result of the programming exercise. Support in these areas will be complemented by general budget support to sustain the economic reform programme of the country, reducing the impact of domestic debt on the country’s budget and re-orienting domestic financial resources towards pro-growth and pro-poor expenditure (namely in the health and education sectors). Technical assistance to facilitate a participatory process in the country strategy preparation is likely to be mobilized in the near future.

While it is impossible that sector programmes are going to be ready by this summer (sole SWAP in Malawi is in the health sector), the EU will continue assisting the Government of Malawi in its stride towards the preparation of sector programmes in the focal areas of EU possible financial support in close co-operation with the other development partners. As regards agriculture and food security closer linkages with infrastructure as feeder roads and irrigation schemes can be anticipated. In this framework it is envisaged to recruit technical assistants who may make an inventory of irrigation schemes in Malawi, success stories and failures so as to draw lessons to be incorporated in the strategy preparation.  As regards infrastructure and more specifically transport infrastructure, it is expected that the main objective will be to reduce transport costs which hamper the competitiveness of a landlocked country like Malawi. In this framework attention will be focusing on transport corridors (not just roads). 

As the WB, DFID and the EU are in the process of preparing their country strategy more or less at the same time, agreement has been found to share analytical work. Other donors though not immediately involved in programming exercise are considering the possibility to join in.  

The Government of Malawi and the EU have also re-confirmed that budgetary aid (be at the general level or sectoral level) will be the preferred financial modality where the conditions so permit. The main ones are the existence of a valid PRSP or equivalent, the existence of an IMF PRGF and good governance with emphasis, amongst other things, on improvements in the management of public finances. The existence of a public finance management reform programme, which can be monitored, will be strategic for accessing budgetary aid. At the sectoral level, areas for work are the sector policy and strategy, the preparation of a sectoral medium term expenditure framework and the build up of capacity within the relevant line ministries.         
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� 	The Case for a National Export Strategy: Key Issues and Possible Response, MoTPSD, September 2005. Value added per capita in Malawi is rated at US$25, one of the lowest figures in the region (2000 figures from UNIDO 2004 study).
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� 	“Can Malawi reverse the growing chronic and acute food and nutrition insecurity?”, Concept note for a regional conference on food and nutrition security, June 19th –21st 2006, Economics Association of Malawi and Ministry of Agriculture, November 2005. In the food crisis of 2001/2002, about 93 per cent of households ran out of food before harvest time.
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� 	Annual Report of the work of the Malawi Health Sector (July 2004-June 2005), Planning Department Ministry of Health, 15.09.2005


� 	Assessment of PFM, economic and social indicators governing the disbursement of the variable tranche of the PRBS1. GoM Draft report - February 2006


� 	Primary Net enrolment ratio (NER) is the percentage of the enrolment of primary school children of the official age group (6 to 13 years) to the corresponding population of children. The NER reflects the percent of children of official primary school age who actually attend primary school


� 	Assessment of PFM, economic and social indicators for the PRBS1 variable tranche – Draft GoM 2006


� 	Those which are connected to a public sewer, septic system, and simple latrine or ventilated pit latrine with a sanitation platform


� “UNICEF proposal to EU on strengthening local level capacities towards the achievement of the Millenium development Goals for the water and environmental sanitation sector in Malawi”, November 2005


� 	Attempts have been made by the GoM to improve this situation. Two types of village level operation and maintenance hand pumps were standardized: Afridev hand pumps for deep boreholes and locally manufactured direct action Malda pump for shallow boreholes or hand dug wells.


� 	1998 Integrated Household Survey – 1.
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� 	MPRS Comprehensive Review First Draft Report, November 2005
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� 	GoM State of Environment Report for Malawi 2002


� 	Figures taken from GoM Integrated Household Survey 1998, 2005.


� 	ADMARC predicts that it will sell 85,000 MT of maize during 2005/ at 17 MKW per kg. At the time of the 93,000 MT tender cost recovery was approximately 34 MKW, but have risen dramatically since then. If we assume conservatively that the subsidy element is also 17 MKW per kg then the total cost to the GoM of the commercial sales would be in the region of €9.6 million. 


� 	At the end of the 2005 the cost of transport maize from South Africa to Malawi reached 185 USD per MT. In August 2005 the cost of procuring South African Maize and having it delivered to Blantyre was 230 USD. 


� 	The Joint Task Force on Food Security is jointly chaired by the MoA/MoH and has four technical sub-committees; information systems; strategic grain reserve and commercial maize; humanitarian response; and the food and nutrition security policy. Each of these are co-chaired by the MoA and/or other ministries, including Ministry of Health, Ministry of Economic Planning and the Ministry of Finance. 


� 	“Five-year Strategic and Business Plan”, National Roads Authority (NRA), June 2005.  


� 	“Five-year Strategic and Business Plan”, National Roads Authority (NRA), June 2005.  


According to the NRA some 2,900 km of paved roads are in good condition (p.10). On the reasonable assumption that most of these paved roads are part of the 3,357 km main road network, then at least 87% of the main road network is in good condition. A quantitative road condition survey was launched in 2005. If one considers the 3,350 km of roads in good condition to be part of the core network of 8000 km, then 55% of the core network can also be said to be in good condition. The core network, estimated at 8000 km, is defined as that part of the network carrying more than 30 vehicles-per-day.


� 	Two specific areas pose problems regarding rural roads. These are the areas of black cotton soil in the vicinity of Lake Malawi and in Shire Valley, and the mountainous areas in the north and south of the country. Application of the labour-intensive technology utilizing only in-situ materials is questionable in the former areas, whilst specific technical solutions are required in the mountainous areas in order to keep the materials in place during the rains. In addition, many flat low lying areas experience heavy flooding during the rainy season placing specific design requirements on roads in these areas. Another problem in Malawi is shortage of gravel. The very high percentage of unpaved road network places high demand for gravel surfaces and it is increasingly becoming difficult to source suitable gravel deposits.  The NRA has proposed the adoption of the SADC concept of low volume sealed roads.


� 	“Public Expenditure Review on Roads, 2000-2005”, Ministry of Transport and Public Works, January 2006.


The main sources of (non-donor) funds are fuel levy which accounts for more than 90%, road transit fees and overloading fines. The charges per liter of fuel are currently at MK6.70 for diesel and MK8.75 for petrol.


� 	NRA is autonomous and has a 12 member Board of Directors that has a majority private sector membership.


� 	“Public Expenditure Review on Roads, 2000-2005”, Ministry of Transport and Public Works, January 2006.


Main roads – inter-territorial roads outside cities or towns unilaterally designated by government providing a high degree of mobility connecting provincial capitals and/or serving international corridors


Secondary roads- Roads outside cities or towns unilaterally designated by government providing a high degree of mobility linking main centres of population and production and connecting to the main road network


Tertiary roads - Roads outside cities or towns unilaterally designated by government linking collector roads to arterial roads accommodating the shorter trips and feeding the arterial road network


District roads - Roads outside cities or towns designated by government after consultation with the District Authorities providing intermediate level of service connecting local centres of population and linking districts, local centers of population and developed areas with the principal arterial system.


Urban roads – any other road in an urban area other than a designated road, including arterial and collector roads crossing city boundaries.


Paved roads – all roads which are bituminized or with asphalt concrete surface


Unpaved roads – all earth and gravel roads


� 	Under the Local Government Act, no 42 of 1998, responsibility for maintenance, rehabilitation and construction of district and urban roads was vested in the District and City Assemblies which are placed under the MLGRD.


� 	“Public Expenditure Review on Roads, 2000-2005”, Ministry of Transport and Public Works, January 2006


Routine maintenance - This covers, for example, grass cutting, grading of earth roads, re-gravelling, pothole patching and edge repairs, replacement of timber on timber-decked bridges and culvert and drain cleaning.


	Periodic maintenance – Works necessary to protect paved roads from deterioration, usually carried out in the sixth, tenth and fifteenth year after the road has been upgraded from earth to bitumen surface.


	Rehabilitation – Carried out where the road has deteriorated o such an extent that periodic maintenance is no longer feasible. These works include stripping off the road surface followed by reconstruction.


	Construction/upgrading – Construction or upgrading of a road from earth/gravel to bitumen standard, construction of new bridges and replacement of timber-deck bridges with reinforced concrete bridges. 


� 	The funding situation improved in 2004, with an increase of fuel levies on diesel and petrol by MK1.95 per litre. Road Fund revenues are projected to be US$14.68 million in FY2005/06, increasing by 2.5% annually to reach US$17.83 million in FY2009/10 (NRA 2005 – 2010 Budget)


� 	The development budget is almost entirely financed by donors and part of the Road Fund expenditure is also covered by grants from donor governments. This scenario is likely to remain unchanged in the sort to medium-term. 


� 	The EC and WB have supported the installation of inventory and analysis software (Road Data Management and HDM-4) at the NRA. A road inventory and condition survey (funded from the EDF Road Management Support Programme), finishing in April 2006, will provide input data.


�   Cotonou Art. 6 (b). - Non-state actors include private sector, economic and social partners including trade union organizations, civil society in all its forms according to national characteristics. 


� 	“Diagnosis and Mapping of the Non State Actor Community and its Environment in Malawi and Identification of Potential EU Support Strategies” by Geomar International SARL, June 2005. Study commissioned by the Government of Malawi/European Union
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