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Preface

The primary goal of the ILO is to contribute, wittember States, to achieve full and
productive employment and decent work for all, udothg women and young people, a
goal embedded in the ILO Declaration 2008Swrtial Justice for a Fair Globalizatigh
and which has now been widely adopted by the iatewnal community. The integrated
approach to do this was further reaffirmed by tA@®Resolution concerning the recurrent
discussion on employmeht.

In order to support member States and the socratgra to reach this goal, the ILO
pursues a Decent Work Agenda which comprises foterrielated areas: Respect for
fundamental worker’s rights and international labetandards, employment promotion,
social protection and social dialogue. Explanatiansl elaborations of this integrated
approach and related challenges are containednian@ber of key documents: in those
explaining the concept of decent worikp the Employment Policy Convention, 1964
(No. 122), in the Global Employment Agenda andapplied to crisis response, in the
Global Jobs Pact adopted by the 2009 ILC in theraiath of the 2008 global economic
crisis.

The Employment Sector is fully engaged in suppgrtauntries placing employment
at the centre of their economic and social policising these complementary frameworks,
and is doing so through a large range of techrsicpport and capacity building activities,
policy advisory services and policy research. Ast pd its research and publications
programme, the Employment Sector promotes knowlgggeration around key policy
issues and topics conforming to the core elemdntiseoGlobal Employment Agenda and
the Decent Work Agenda. The Sector's publicatioosissst of books, monographs,
working papers, employment reports and policy Brief

The Employment Working Papeseries is designed to disseminate the main firsding
of research initiatives undertaken by the varioepaitments and programmes of the
Sector. The working papers are intended to enceueaghange of ideas and to stimulate
debate. The views expressed are the responsibflitiye author(s) and do not necessarily
represent those of the ILO.
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José Manuel Salazar-Xirinachs
Executive Director
Employment Sector

! See http://www.ilo.org/public/english/bureau/dgmshload/dg_announce_en.pdf
2 See http://www.ilo.org/public/libdoc/ilo/2010/110B_108_engl.pdf

% See the successive Reports of the Director-Gerierahe International Labour Conference:
Decent work(1999); Reducing the decent work deficit: A global chalke@001); Working out of
poverty(2003).

* See http://www.ilo.org/employment employment.






Foreword

In June 2007, the International Labour Conferemic€)(discussed the promotion of
sustainable enterprises. The conclusions of thiscudision provided an important
contribution agreed by the ILO’s tripartite conséihcy of governments, employers’ and
workers’ organizations on how to promote enterpdeeelopment in a manner that aligns
enterprise growth with sustainable developmentativjes and the creation of productive
employment and decent work. The conclusions cafted the strengthening of the
institutions and governance systems which nurtunterprises. Strong and efficient
markets need strong and effective institutions.nfiing sustainable enterprises is also
about ensuring that human, financial and natursbueces are combined equitably and
efficiently in order to achieve innovation and ented productivity.

The conclusions reached at the 2007 ILC discussiothe promotion of sustainable
enterprises identified 17 pillars for an environtn@onducive to the promotion of
sustainable enterprises. This report analyses haaw performs with respect to each
pillar, with the aim of assessing the relative mfths and weaknesses of the enabling
environment for sustainable enterprises and emptoymn the country. The report
incorporates the results of a national opinion ercpptions survey conducted in the
country in June and July 2012.

The report is designed to stimulate debate andaeige an evidence base for policy
reforms for an environment more conducive to themtion of sustainable enterprises in
Malawi. In particular, the report has been useidiéntify priority areas of policy reform to
support the dialogue, advocacy and public policyrkwof the social partners in the
country. A complementary action plan based on ithdirfgs of this report will ensure the
implementation of specific measures aimed to imerolve enabling environment for
sustainable enterprises in Malawi.

The present report has greatly benefited from mgtam tripartite participants to
three national workshops held in May, July and Dduer 2012, respectively, and from in-
depth interviews and focus group discussions orgahin July 2012.

The Employers’ Consultative Association of Mala®&@JAM) ought to be thanked for
helping to facilitate the implementation of aciieg since their inception. The
contributions of the ILO Lusaka Office during thetiee implementation process of the
assessment of an enabling environment for sustairaierprises in Malawi is very much
appreciated. Special appreciation is also due tolMrid Gomez and Ms. Analee Pepper
for their invaluable research assistance and toAslee Pepper and Ms. Annie Guyon
for editing and formatting this report. The authare grateful to Mr. Farid Hegazy, Mr.
Mario Berrios, Mr. Charles Nangwale, and Ms. ClmistEvans-Klock for their useful
comments. The final reviewers of this paper, regméag ECAM, the Ministry of Industry
and Trade, and the Malawi Entrepreneurs Developrhestitute (MEDI) ought to be
sincerely thanked for their excellent work.

The views expressed in the report are the solensdplity of the authors and do not
represent those of the ILO or the social partnhardvalawi. Similarly, any errors or
omissions are the sole responsibility of the awthor

Markus Pilgrim Peter Poschen
Manager Director
Small Enterprise Programme Job Creation and Enterprise

Development Department
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Executive summary

In June 2007, the International Labour Conferemic€)(discussed the promotion of
sustainable enterprises. This calls for the stiemahg of the institutions and governance
systems which nurture enterprises. Strong andiefieonarkets need strong and effective
institutions. Promoting sustainable enterpriseads about ensuring that human, financial
and natural resources are combined equitably diudestly in order to achieve innovation
and enhanced productivity.

The conclusions reached at the 2007 ILC discusgientified 17 pillars for an
environment conducive to the promotion of sustdmalnterprises. This report is based on
these conclusions. It analyses how the countryopad with respect to each pillar, with
the aim of assessing the relative strengths an#iivesaes of the enabling environment for
sustainable enterprises and employment in Malaig. 8ssessment described in this report
is based on secondary data, a literature revieaysf@roup discussions and in-depth
interviews with relevant national stakeholders, atethnical inputs provided by
representatives of tripartite stakeholders durihged technical workshops held in
Lilongwe between May and December 2012. It als@dalkto account the results of a
perceptions survey conducted in Malawi in June &g 2012 and which was also based
on the 17 pillars.

Political elements

Malawi is a peaceful country. During a period ofifomal tension, the then president,
Professor Bingu wa Mutharika, passed away and il 2012, Mrs. Joyce Banda became
president of the country. Following which, sevesighificant reforms were introduced and
positive relations with donors were re-establishédlf of the respondents of the EESE
perception survey commissioned by the ILO in Malalwnk there is political will and
support for the formation and growth of sustainadnéerprises in the country. In the area
of good governance Malawi is rather weak, thougmeighbour countries Mozambique,
Tanzania and Zambia do not perform any better.uption is a major problem.

Despite scanty data, the EESE assessment revealsatial dialogue in Malawi is
more vibrant and developed than in Mozambique aadzania, and similar to that of
Zambia. There is space for improving the effectegmof social dialogue mechanisms and
for strengthening workers' and employers' orgaitimat Close to half (49.8 per cent) of
the respondents of the EESE survey think that theehment promotes tripartite social
dialogue and utilizes the process in policy deaisimaking to a limited extent. Concerning
the respect of universal human rights and inteonati labour standards, Malawi has
ratified 7 of the 9 main human rights conventiomsl all 8 ILO core conventions on
freedom of association and collective bargainirigg &bolition of child labour, forced
labour, and all forms of discrimination. Howevehild labour remains widespread,
particularly in rural areas. Respondents of the EEE8rvey largely share the view that
human rights are “sometimes respected” (about 4@C@et) or “usually respected” (28.7
per cent) in the country.

Economic elements

Malawi is one of the poorest countries in the worlthking 171 out of 187 in the
2011 UNDP Human Development Report. Its economyasinated by subsistence
agriculture and largely depends on external aidlaiia Growth and Development
Strategies (MGDSs) seek to transform Malawi froooasuming and importing country to
a producing and exporting one. The MGDS 1l (20111225/16) aims to achieve poverty
reduction through sustained economic growth ancastfucture development. In 2011,
Malawi's economic growth slowed reaching 4.51 partcthe lowest level of GDP growth
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since 2006. This is still higher than the Sub-Sahakfrica average of 4.2 per cent in 2011.
Information on the employment situation in Malawiviery scanty due to the large size of
the informal economy. It was estimated that in 20h@/ 8 to 10 per cent of the labour
force was employed in the formal sector. AccordiogILO data, the labour force
participation rate in the country has been decngasince 2005. It was 83.2 per cent in that
year and decreased to 82.6 per cent by 2010. TisEEHrvey reveals that company tax
rates are an issue for respondents from micro, | ssimal medium-size enterprises more
than for those from large companies.

Malawi's growth is expected to be export-led arel nbw Government will support
private sector led growth and export diversificati@xport diversification is important for
the Malawi economy in order to decrease relianc&eaynexports, including tobacco and
sugar, and thereby decrease international markeenability. It is to be noted that import
and export costs in Malawi are high.

Malawi does not perform well in the area of a legald regulatory framework
conducive to business creation and growth. Consigiéhe Ease of Doing Business Index,
the country has worsened from 2008 to 2012, mofrimig 127 to 157 in a ranking from 1
to 185. Malawi performs worse in this respect tMaozambique, Tanzania and Zambia.
The EESE perception survey conducted in Malawicatdis that interviewees think the
regulatory environment is rather favourable forning large companies, and unfavourable
for running small firms. Moreover, the majority fspondents believe that registration
costs encourage informality. One factor favourinfpimality is that entrepreneurs must
physically go to the only existing business regisbn centre in the country in Blantyre to
register their businesses. An option that is bexylored to improve the present situation
is online registration through district-level cesgr

The situation in terms of rule of law and securaperty rights is rather negative and
similar to that of other neighbour countries. Ttiatial and cultural norms often prevail
over the rule of law. The EESE survey reveals tmahmercial law is perceived as not
adequately implemented for settling commercial aliep. It is however to be noted that the
Commercial Division of the High Court has been yfubbperational and is hearing
commercial cases on a full-time basis. The EESEeyualso indicates that the capacity of
the police to protect businesses from criminal bigha is perceived mainly as low or very
low. Physical property rights are considered toMed defined, but not well protected by
law. Intellectual property protection is weak iretbountry and this seems to be an issue
particularly for the youth.

Malawi is one of the few countries in Southern &adtern Africa that has adopted a
competition law, and it is one of the few countriesthe world with a comprehensive
competition policy. Nonetheless, the indicators sidared reveal that monopolies and
cartel behaviours still prevail in sectors suctelastricity, water, local air travel, finance,
telecommunication and agriculture. The majority@gpondents of the EESE survey feel
that competition policy and legislation in the cboynare sometimes effective to
ineffective.

Despite the relatively negative picture that theows indicators considered disclose,
Malawi is one of the regional leaders in informatend communication technologies. The
main challenge regarding ICTs seems to be redubimgost of services in order to make
them widely accessible. Respondents of the EESEepton survey assess information
and telecommunication in their country in relatwelositive terms, but believe that it is
very difficult to impossible for small enterpristesafford ICT for their businesses.

Financial services are largely inaccessible to Mias mainly due to high interest

rates, lack of competition among financial instdos, and poor information on potential
borrowers which discourages lending. The EESE sunvelicates that the general
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emerging perception is that it is more difficult famall businesses to get credit compared
to large firms. Furthermore, although reliable sesrof information clearly show it is
more difficult for women to obtain loans comparedren, over 45 per cent of respondents
of the EESE survey believe that women and men bBgual access to financial services.

Regarding physical infrastructure in Malawi, secamyd and primary data is
sometimes conflicting. While secondary data is enaging, particularly in areas such as
paved roads and access to water, the majoritysporadents of the EESE survey think that
roads and access to water are satisfactory to ptmavever, Malawi performs particularly
well in the percentage of population with accessrproved water sources and is one of
the few African countries to have already reachedMlillennium Development target for
water. From an institutional perspective, Malawbig of the most advanced Sub-Saharan
African countries in the power sector, but unrdkapbower supply remains an issue,
mainly because of underpricing. In addition, botimary and secondary data reveal that
railways and air transport require improvements.

Social elements

Promoting an entrepreneurial culture is key toéase awareness of the potential of
business as an alternative to waged employmenbwergment or the private sector. Not
much information is available on entrepreneuridtwe in Malawi. It seems that in the
country there is a prevalent culture that doesraobgnize the value of entrepreneurial
activity. Gaps that exist in developing entrepresbip in Malawi include business support
services (mentoring, business advisory services), &d entrepreneurial skills. The EESE
survey reveals that almost half of respondent&telthat the attitude of the youth towards
entrepreneurship is “positive” or “very positive”.

Malawi maintains levels of Public Spending on Ediacasimilar to world means.
Considering the literacy rate for youth aged 15{R4, country outperforms Mozambique,
Tanzania and Zambia and achieves levels that suthasvorld mean. In 2009, 86.46 per
cent of Malawian youth could read and write. Howetlee Malawian educational system
has certain weaknesses including high drop-outsraparticularly for girls, poorly
equipped schools, a shortage of learning matetiad, failure rates, and few and poorly
trained teachers. There is a persistent and laegglegy gap in secondary and higher
education, with substantially lower proportionsfeinale students compared to males. At
tertiary level institutions however, this gendempdaas been declining in recent years.
Many young people choose informal apprenticeshifpoimal training because it seems to
offer a greater likelihood of securing a job upa@mgpletion of training. The EESE survey
shows that Malawians have a positive perceptiotheir education and training system;
55.3 per cent of respondents feel that the teriad/vocational education in Malawi meets
some of the existing needs of the business comguarid 30.3 per cent find that it meets
most needs.

In the area of social justice and social inclusibtglawi has achieved significant
results in poverty reduction. Over the period 2084the proportion of the poor decreased
from 52 per cent to 40 per cent. However, progteasirds gender equality has been slow
due to the existing discrepancy between formal@arsfomary law in the country. In 2 of
the 4 existing tribes in Malawi women tend to bergialized, and despite some
traditional practices favouring women, the majorda§ land is inherited, owned and
operated by men. In general, women are less eaudhten men which lowers their
employment prospects. Gender gaps disappear howeraong highly educated
individuals with university degrees. Regarding emgptent opportunities, the EESE
survey reveals that 49 per cent of female intergesvand 29 per cent of males think that
men are favoured over women.
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It seems that the development of social protegtiolicy has largely been a donor-
driven process in Malawi. The country has no octiopal safety and health policy.
However, considerable progress has been made iingdthe spread of HIV/AIDS. A
large share of respondents of the EESE survey€d8gmnt) believe that OSH practices are
not very well sensitized and implemented by entsegrin the country.

Environmental elements

Despite the great importance of the environment Malawi, environmental
degradation is a serious issue in the country. @verpast two decades, a strong policy
and legal framework for safeguarding the environimeas been developed. However,
enforcement of these acts and policies is weak.HE®E survey reveals that for 40.4 per
cent of interviewees environmental issues are @eyonfor the business community, but
they are not addressed. When it comes to assessuigpnmental legislation, for 60 per
cent of respondents it exists, but is poorly impeted.

Assessment results and ways forward

The final results of the assessment of the enabdingronment for sustainable
enterprises in Malawi indicate that there is scfqpeémproving the situation in all of the
17 conditions. In order to maximize the impact wiufe actions, tripartite participants to
the validation workshop on the preliminary findingfsthe EESE assessment identified 3
priority conditions out of 17:

= entrepreneurial culture;
= enabling legal and regulatory environment; and
= education, training and lifelong learning.

At the December 2012 workshop, tripartite partioigadrafted an action plan based
on these 3 conditions with specific outputs stengrfiom outcomes linked to priority
areas and key players for action. The action pldh e finalized and adopted at a
dissemination workshop to be held in March 2013hi@ presence of high-level policy
makers.
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1.

Introduction

The important role that the private sector playsdnial and economic development led
the International Labour Conference to discussctreept of sustainable enterprises in June
2007. The promotion of sustainable enterprisesressthat human, financial and natural
resources are combined equitably. An environmentigoive to the creation and growth of
enterprises on a sustainable basis must take actmuat the three dimensions of sustainable
development — economic, social and environmentas—interdependent and mutually
reinforcing pillars.

The 2007 International Labour Conference adoptawtlosions for the promotion of
sustainable enterprises and identified 17 conditibor an enabling environment. An
environment conducive to the creation and growtlsudtainable enterprises combines the
legitimate quest for profit with the need for demhent that respects human dignity,
environmental sustainability and decent work.

The very same conclusions invite the ILO to foctss interventions on practical
responses, including tools, methodologies and kedgé sharing, which are relevant to the
social partners in their activities. This is whe tlhO has developed a methodology to assess
the degree to which the 17 conditions for an engl#invironment for sustainable enterprises
are met in different countries. This report dessibthe implementation of such an
assessment in Malawi and is part of a series afittpueports on the same topic. The report
covers the political, economic, social, and envinental situation of the enabling business
environment in Malawi. The political area comprigesf the 17 conditions, the economic
includes 8, the social 4, and the environmentakdssion consists of 1 condition.

An assessment of the enabling environment for swzdike enterprises in Malawi meets
the existing need in the country to implement peficand strategies for national
development. The main goal of the Malawi Growth Bradelopment Strategy (MGDS) is to
create wealth and reduce poverty through sustanatbnomic growth and infrastructure
development. MGDS II, which covers the period 2@8]-explicitly recognizes employment
as a key element in achieving sustainable econognawth. To contribute to the
achievement of such a goal, the Government of Mabas drafted a National Employment
and Labour Policy that is currently under discusdimr final adoption. Among the priority
action areas of the National Employment and Lab®&aticies are "Private Sector
Development and Job Creation" with the creatioa obnducive environment for enterprise
development, and "Micro, Small and Medium EntegpriDevelopment” with the
formalization of informal firms.Moreover, the Government of Malawi has draftediart]
Small and Medium Enterprises (MSME) Policy Stratégythe Republic of Malawi.The
EESE assessment described herein clearly contsiiotehe implementation of all these
national policy documents.

This EESE assessment falls under the ILO Decenk\Wountry Programme (DWCP)
2011-16, which supports the Malawian Governmenionat policies and development
strategies by prioritizing the creation of more &mtter employment and income generation
opportunities in the country. Another priority argiathe DWCP 2011-16 is to improve the
capacity and service delivery of the social padrierrepresenting their members in policy

®> Government of the Republic of Malawi. 2011. Nasibemployment and Labour Policy (draft). Ministry o
Labour.

® Ministry of Industry and Trade. 2012a. Micro, Shed Medium Enterprises (MSME) Policy Strategy foe
Republic of Malawi - Enabling Enterprise GrowthNtalawi - 2012-2017. Draft August 2012 (Lilongwe).



dialogue at different levels. The EESE assessmestribed herein has started a policy
dialogue where the social partners, led by ECAM,sapported by the ILO in taking a pro-
active role’ In fact, the EESE assessment has been conduatedthg request of ECAM.

The enabling environment for sustainable enterpriisdlalawi was assessed through a
careful review of secondary data, findings fromaéianal perception survey of workers and
employers (including owners and managers of congsanin-depth interviews and focus
group discussions with relevant stakeholders incthentry, and supplementary information
from published and unpublished materials. The geime survey was conducted in June and
July 2012 by Dr. Richard Mussa and a team of regertduate students.

A total of 150 enterprises were sampled, 58 pet cEwhich were formal. There were
303 respondents, 68 per cent of whom were men5&ger cent of the sampled enterprises,
workers, managers and owners were available toteeviewed. Of all respondents, 120
were workers, 81 managers and 102 company own@isnided respondents were in total
only 18 per cent, 6.7 per cent of whom could befbin informal firms and 26.2 per cent in
formal enterprises. About 57 per cent of femalepoeslents were found in informal
enterprises, whereas the corresponding proportionate interviewees was only about 35
per cent. Data were also disaggregated by age iaado6 the surveyed businesSeshe
majority of surveyed enterprises, 52.6 per centehaeen operational for 6 years or more,
while 15.2 per cent were start-ups with 0-2 yedrsperations. The remainder falls under the
third category grouping of enterprises that havenbaperational for 3-5 years. As far as the
size of surveyed firms is concerned, the majoritytreem, 41.7 per cent, were micro
enterprises employing 0-4 persons, and 34 per wame small enterprises with 5-20
employees. Large enterprises with over 100 empkyeere only 5.8 per cent and the
remainder was medium-sized companies with 21-10pl@mees. About 74 per cent of
informal firms were micro businesses, and the sbameformal enterprises was higher in the
category of start-ups. To allow for identifying pdse regional differences, the survey was
conducted in 4 cities/areas: Blantyre, Lilongwe u¥lz, and Zomba.

This report also benefited from inputs and detaitmimments received at three
technical tripartite workshops (consultative, ini@p and validation workshops
respectively) held in May, July and December 201Riiongwe.

" International Labour Organization; Employers Cdtasive Association of Malawi; Malawi Congress ofatle
Unions. 2011. Malawi Decent Work Country ProgrammvePWCP 2011-2016. Accessed on 20 June 2012,

available at:

http://www.ilo.org/public/english/bureau/program/ciwdownload/malawi.pdf
8 Dr. Richard Mussa is a professor at the Economasartment of Chancellor College, University of i,
° The definitions used for grouping enterprises iag sind age are in line with those of the draft MSpblicy for



2.

2.1.

Political elements

Peace and political stability

Peace and political stability are key conditions tlee creation and development of
sustainable enterprises. Malawi is a peaceful ecgutitgained political independence from
Great Britain in 1964 and became a republic twoyéser. From 1964 to 1994 it was under
single party leadership and as of 1971, the prasideas given absolute powers. A
multiparty system of government was introduced 994L when general political elections
were held. Since then, Malawi has had a democmgticernment with a multiparty
Parliament. By 1995 the country had a new republicanstitution”’ In 2004, Professor
Bingu wa Mutharika was elected as president ofcthentry and in 2009 he was re-elected.
During his second mandate, he became more auth@nitaautocratic and intolerant of
criticism. At the same time, donors suspended firnsupport and local discontent
increased mainly due to electricity cuts, fuel shges, unemployment, corruption, and
restrictions on political freedoms. During a protiesjuly 2011, 19 people were killed by the
security forces. Professor Mutharika died in A@OIL2 and Malawi's former vice-president,
Mrs. Joyce Banda, gained power. Since then thetigalioutlook of the country has
improved considerably. Upon taking office, Mrs. deyBanda promptly introduced several
significant reforms and re-established positivatiehs with donors who have since resumed
their financial support to the countty.

The recent phase of political tension that Malawperienced resulted in a level of
current account balance as a percentage of GDm@m@uwhich means that the share of
domestic investments financed through foreignexgings was low (see section 3.1). The
periodically unstable political situation in Malawias also led to low foreign direct
investment flows, as can be observed in section/8.goor economy like that of Malawi
requires large investment flows from donors orifpmeprivate investors in order to foster the
development of enterprises, including through pubinvestments in services and
infrastructure. This is why peace and politicalbgity are important for sustainable
enterprises in Malawi.

Half of the respondents of the EESE perceptionesusommissioned by the ILO in
Malawi think that in the country there is politicadll and support for the formation and
growth of sustainable enterprises. Some 41 perafeespondents agree with this idea and 9
per cent strongly agree. Interestingly, manageasesthis view in higher proportions (58 per
cent) than workers and owners.

19 Tsoka, M. 2006. Competition Regime in Malawi. CyrPaper prepared for thé&*National reference group on
competition regime in Malawi study. Malawi Econondigstice Network, Centre for Social Research, Usitae of
Malawi; study and advocacy supported by ConsumetyUrrust Society (CUTS). Accessed on 22 June 2012,
available at: http://www.cuts-international.org/Bddalawi_CRR.pdf

' Economist Intelligence Unit. 2012b. Malawi CounfReport. August 2012 (London). Accessed on 7 August
2012, available at: http://country.eiu.com/FileHEndshx?issue_id=589126843&mode=pdf



Political will and support by status

B Strongly Agree B Agree B Neither m Disagree [ Strongly Disagree ' Don’t Know|

All 6.715.03
Owner .9.98

% of respondent's answers

Source: EESE Survey Malawi, 2012.

Data on “Political Stability and Absence of Violeficassesses countries' political
stability on a scale from -2.5 to 2.5 where highalues correspond to better performance.
Considering this data, Malawi does not perform vemll over time, remaining at values
around O over the period 2006-11, and reachinggatie value in this latter year. None of
the three neighbouring countries used for comparigerformed as poorly as Malawi in
2011.

Key Indicator

Political Stability and Absence of Violence/Terrorism 2006 2007 2008 2009 2010 2011
The likelihood that the Government will | Malawi 0.11 0.06 | -0.06 0.05 0.06 | -0.07
be destabilized by unconstitutional or Mozambique 052 0.34 0.37 056 0.33 0.27
violent means, including domestic -

violence and terrorism. Tanzania 032 | -035| -020 0.06 -0.03 | -0.01
Source: World Bank, Governance Matters Zambia 0.36 0.35 0.46 0.56 0.49 0.47

database.*? . . -
Estimate of governance measured on a scale from approximately -2.5 to 2.5. Higher

values correspond to better governance.

2.2. Good governance

Good governance, the absence of corruption andciesffi institutions foster
entrepreneurship and promote private sector gramth development. In general, Malawi
does not perform well in this area. "Control of @g@tion" measures the extent to which
public power is exercised for private gain and é¢xeent to which the state is captured by
elites and private interests. On a scale from a&& 2.5, where higher values reflect better

12 http://info.worldbank.org/governance/wgi/



performance, over the period 2006-11, Malawi hasntamed relatively stable, negative
levels reaching only -0.39 in 2011. Its three nbw@miring countries used for comparison do
not perform any better. The Corruption Perceptimuex confirms this emerging, negative
picture. On a scale from 0 (“highly corrupt”) to {highly clean”), Malawi has slightly
improved since 2006, but nonetheless recorded weval only 3.7 in 2012. Of its three
neighbouring countries, only Zambia performs sirfyldao Malawi, whereas Mozambique
and Tanzania record lower values in the same year.

“Government Effectiveness” measures the qualitgudilic services, the capacity of the
civil service and its independence from politiceggsures, the quality of policy formulation
and implementation, and the credibility of the Goweent's commitment to such policies. In
a range of values from -2.5 to 2.5 with higher ealindicating better performance, Malawi
maintains values below 0 over the period 2006-1dain its three neighbouring countries
used for comparison do not perform any betterismrégard.

Government effectiveness

0.00

-0.10 2006 2007 2008 2009 2010 2011

-0.20

-0.30 == Malawi
-0.40 == Mozambique
-0.50 /._'“‘\(._—‘ Tanzania
-0.60 ./ )’/ ‘H\g Zambia
-0.70 / -
-0.80 .;./

-0.90

Source: World Bank, Governance Matters database.

“Voice and Accountability” measures the extent tdieh citizens participate in
selecting their government, as well as freedomxpfession, freedom of association and a
free media. Similar to Mozambique, Tanzania and lapMalawi maintains levels below 0
over the period 2006-11, on a scale from -2.5 & with higher values indicating better
governance.



Key Indicators

Control of corruption 2006 2007 2008 2009 2010 2011
The extent to which public power is Malawi -0.54 054 | -043 -0.39 043 | -0.39
exercised for private gain, including both
petty and grand forms of corruption, as well | Mozambique -0.60 -0.50 -0.48 -0.41 039 | -041
as “capture” of the state by elites and
private interests. Tanzania -0.22 -0.34 -0.42 -0.44 -0.52 -0.52
S : World Bank, G Matt .
Salabasels e ovemance Haters Zambia 073 | 057 | 047 -054| 058 | -051
Estimate of governance measured on a scale from approximately
-2.5 to 2.5. Higher values correspond to better governance.
Corruption Perception Index (CPI) 2006 2007 2008 2009 2010 2011 | 2012
The Transparency International CPI Malawi 27 27 28 3.3 3.4 3.0 3.7
measures the perceived levels of public
sector corruption as seen by .busin.ess Mozambique 28 28 26 25 27 27 31
people and country analysts in a given
country and is a composite index, drawing .
on different expert and business surveys. Tanzania 29 32 30 26 27 30 35
. : 14
Source: Transparency International. Zambia 26 26 28 3.0 3.0 3.2 37

The scores are on a scale from 0 (highly corrupt) to 10 (highly clean).

*In 2012, Transparency International changed the CPI scale from 0-10 to 0-100. In the
interest of comparison, the numbers reflected here for 2012 are thus altered, where the
original score given is divided by 10.

Government effectiveness 2006 2007 2008 2009 2010 2011
The quality of public services, the capacity | Malawi -0.81 -0.56 -0.54 -0.47 -0.43 -0.43
of the civil service and its independence X

from political pressures, the quality of Mozambique -0.54 047 | -048 -0.49 -0.52 -0.55
policy formulation and implementation, and 3

the credibility of the government's Tanzania -0.34 -0.38 | -048 -0.51 -0.50 -0.54
commitment to such policies. Zambia -0.81 0.71 073 0.76 -0.80 -0.65

Source: World Bank, Governance Matters
database.*®

Estimate of governance measured on a scale from approximately -2.5 to 2.5. Higher
values correspond to better governance.

Voice and accountability 2006 2007 2008 2009 2010 2011
The extent to which a country’s citizens are | Malawi -0.25 -0.27 -0.25 -0.16 -0.21 -0.26
able to participate in selecting their

government, as well as freedom of Mozambique -0.08 -0.07 -0.07 -0.09 -0.09 -0.15
expression, freedom of association and a Tanzania -0.20 014 | -0.18 -0.13 -0.11 -0.11
free media. Zambia 0.22 022 | 0.8 0.32 0.26 0.20
Source: World Bank, Governance Matters - e e e i e

database.*®

Estimate of governance measured on a scale from approximately -2.5 to 2.5. Higher
values correspond to better governance.

13 http://info.worldbank.org/governance/wgi/index.asp
4 http://www.transparency.org/policy _research/susvéydices/cpi
15 http://info.worldbank.org/governance/wgi/index.asp
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Other Useful Indicators

Political Rights Index 2010 2011 2012 2013
The Political Rights Index measures the Malawi 3 3 3 3
degree of freedom in the electoral process, .
political pluralism and participation, and Mozambique 4 4 4 4
functioning of government. -
Source: Freed(1)7m House, The Freedom in the Tanzania 4 3 3 3
World Survey. Zambia 3 3 3 3
Freedom House rates political rights on a scale of 1 to 7, with 1 representing the
most free and 7 representing the least free.
Civil Liberties Index 2010 2011 2012 2013
The Civil Liberties index measures freedom | Malawi 4 4 4 4
of expression, assembly, association, and -
religion. Mozambique 3 3 3 3
Source: Freedom House, The Freedom in the Tanzania 3 3 3 3
World Survey®®.
Zambia
4 4 4 4
Freedom House rates civil liberties on a scale of 1 to 7, with 1 representing the most
free and 7 representing the least free.

In 2011, certain repressive legislation was pasdsed allowed the Minister of
Information to ban publications deemed contrarythe public interest, and prevented
Malawians from obtaining injunctionsx parte against Government whilst Government
could still obtainex parteinjunctions against other persdidhe media could not therefore
operate freely and independently, and citizenscowlt be adequately protected by law.
Freedom of expression was challenged, especialthenuniversities and wherever critical
views were expressed against the Government. Duhisyperiod, several human rights
activists received death threats, journalists rpgron political events in the country were
arrested and independent radio stations were fiebido report on protestsSince April
2012, the situation has improved, political freedohave increased, and popular trust in
state institutions is being foster&d.

The perception survey commissioned by the ILO risvéizat about 32 per cent of
interviewees feel that citizens have and enjoy tteedom to create or join labour
organizations to a “high” (19.2 per cent) or “vdrigh” (12.9 per cent) degree. An almost

Y http:/iwww.freedomhouse.org/
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Ibid.
¥ Human Rights Watch. 2012. Country Summary Malaanuary 2012. Accessed on 20 June 2012, avaiable
http://www.hrw.org/sites/default/files/related_m@aémalawi_2012.pdf
2 Input provided at a tripartite technical workshugid in December 2012 in Lilongwe for the validatiof this
report.
2 Human Rights Watch. 2012.

22 Economist Intelligence Unit. 2012c. Malawi, CoyntReport, December 2012 (London). Accessed on 10
December 2012, available at: http://country.eimféileHandler.ashx?issue_id=1859921170&mode=pdf



equal share of respondents (33.4 per cent) thimkisthe same right is moderately enjoyed.
Managers have more positive views than workers amaders, with 43.2 per cent of them
stating that citizens have and enjoy the freedoraréate or join labour organizations at a
“high” or “very high” level.

Freedom of association by status
H Very High M High B Moderate

 Low Not Allowed Don’t Know
All
Worker
Management
Owner

0% 20% 40% 60% 80% 100%
% of respondent's answers

Source: EESE Survey Malawi, 2012.

The large majority of interviewees considered Isirtistatus (88 per cent) believe that
bribery and corruption negatively affect the ecogiomn society in Malawi. Most of them
(54.7 per cent) feel that bribery and corruptiomeha “very high negative impact” and (33.3
per cent) think they have a “high negative impak¢hen it comes to assessing the level of
commitment of the Government to fighting corruptiopinions differ from a gender view
point. The overall prevailing idea is that the Gowaent is partially committed, but women
have a more pessimistic position compared to meneféected in the figure below. Another
interesting emerging finding is that 9 per cent, @ cent and 15 per cent of owners,
managers and workers respectively feel that thee@ornent is very committed to fighting
and eradicating corruption.

Government commitement in fighting corruption by
gender
H Very Committed M Partially Committed M Rarely Committed
= Not At All Don’t Know
.
Female
0% 20% 40% 60% 80% 100%
% of respondent's answers

Source: EESE Survey Malawi, 2012.



Interviewees were asked whether government policgt Begislation are effective
drivers of market performance. Considering respotslby status, the prevailing view (42
per cent) is that they are sometimes effectiveeréstingly, about 7 per cent of respondents
from micro enterprises as compared to 14 per cemmn flarge enterprises find that
government policy and legislation are very effegtilrivers of market performance.

Interviewees were also asked whether their orgtoiras socially responsible. The
prevailing feeling (22.4 per cent) is that entegesi are “sometimes socially responsible”.
The second most common view (20.4 per cent) is thay are “not responsible”.
Considering data by status, some differences caobberved. Workers share the opinion
that firms are “sometimes socially responsible”higher proportions than managers and
owners (29.2 per cent), whereas owners are momgnpietic and opt more than the other
two groups (29 per cent) for the “not responsibtgition. Managers express the most
positive opinion, stating more than the two othategories (27.85 per cent) that firms are
“usually socially responsible”. The below figurepites these findings.

Corporate social responsibility by status

B Very Responsible B Usually Responsible B Sometimes Responsible

m Rarely Responsible Not Responsible Don’t Know

Total -
Worker -

Management

Owner

0% 20% 40% 60% 80% 100%

% of respondent's answers

Source: EESE Survey Malawi, 2012.

Differences also emerge when considering the sideage of enterprises. About 10 per
cent of respondents from micro enterprises as coedpta 33 per cent from large enterprises
feel that their organization is socially resporsildfurthermore, 16 per cent versus 23 per
cent of respondents from start-up and establisinéer@rises respectively believe that their
organization is socially responsible. It can beatoded that large and established companies
are perceived to be more committed to being sgaiaponsible than other firms.

2.3. Social dialogue

Social dialogue with freedom of association andrigat to collective bargaining is
fundamental for the achievement of effective, exlé and mutually beneficial outcomes
for ILO constituents and society at large. Unfoeiaty, secondary data on social dialogue in
the sub-region tends to be scanty. For example;Tiade Union Density” there is no data
on Mozambique and Zambia, and figures for the dtlvercountries —Tanzania and Malawi
—are available for only one year.

This indicator, the Union Density rate, measuresptoportion of trade union members
as a percentage of total employment. In Malawi, gbecentage was 2.7 per cent in 2006,
compared to 2.2 per cent in Tanzania in 2009. Tisene data on “Enterprises Belonging to



Employers’ Organizations Rate” and on “Collectiveaiyé Bargaining Coverage Rate” for
any of the four selected countriés.“Cooperation in Labour-Employer Relations”

determines whether labour-employer relations ardroantational or cooperative on a scale
from 1 to 7 with higher values indicating more cergiion. Malawi has registered

decreasing levels, from 4.6 in 2009-10 to 4.1 irl2@3. However, comparatively it

maintains good levels similar to those of Zambgitdy than those of both Mozambique and
Tanzania, and just slightly below the 2012-13 waridan of 4.3. Despite Malawi’s rather
worsening performance according to this indicat@tional stakeholders strongly believe
that social dialogue is present in the country leasigreatly improved in recent yeéts.

Cooperation in Labour Employer Relations

4.5

4
=== \alawi
== Mozambique
3.5
==fe==Tanzania
Zambia
3
World (mean)
2.5
2

2008/09 2009/10 2010/11 2011/12 2012/13

Source: World Economic Forum Executive Opinion Survey.

In Malawi there are two major trade unions: Mala@bngress of Trade Unions
(MCTU) and Congress of Malawi Trade Unions (COMATWhere are 26 registered trade
unions in the country, 22 of which are MCTU affita. Of the 4 remaining ones, 2 are
independent and 2 are COMATU membBf&CTU was established in 1995 and represents
almost two/thirds of Malawi’s workerS. Employers are grouped under the Employers
Consultative Association of Malawi (ECAM) which wdsunded in 1963 as a means
through which the Government could consult emplsyguarticularly on wages and
conditions of employment. It currently has 250 memsb including 6 affiliated
associationé’ However, these are all weak organizations. Onsoredor this is that trade
unions have few members because formal waged emplayconcerns are limited to few
Malawians, though both MCTU and COMATU have oneliafeé representing informal

% The “Enterprises Belonging to Employers' Orgaridret Rate” measures the number of enterprises wduieh
members of employers' organizations. The “CollectiVage Bargaining Coverage Rate” measures the nuofibe
employers who belong to an employers' organization.

4 Tripartite technical workshop, December 2012.
?]L0.2011.

% MCTU website: http://www.mctumw.com/

2T ECAM website: http://hespa.net/ECAM
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workers?® Another challenge is that the employers’ orgamrahas a strong competitor in
the Malawi Confederation of Chambers of Commerag ladustry (MCCCI) and does not
have a consistently solid presence throughout thentey, as it is quite vibrant in the
Southern and Central regions, but needs to begitrened in the Nortf?.

In Malawi, legislation grants workers, includingvitiservants, the right to form and
join trade unions and employees cannot be fired wuedheir trade union activities.
Nonetheless, legal gaps still exist. For exampieprider to bargain collectively, a trade
union must reach high representation thresholdgpe2Ccent of employees on an enterprise
level and 15 per cent of employees on a sectoval.lén addition, only registered unions
enjoy the right to strike and retaliation agairigkers is not legally prohibited. Unions must
register with the Ministry of Labour. Union membeigsis low, with many workers being
unaware of their rights. Several cases of unioddeareceiving death threats, being arrested,
intimidated, and/or dismissed have been reportddalawi, particularly in 2011 during the
July protest? In early 2012, the Malawi Congress of Trade Uni@M€TU) lodged claims
at the ILO on labour rights violations. Howevere thanda administration asked the MCTU
to withdraw the claims because bringing such comfdao the ILO would have forced the
new administration to answer questions before sgmatives of ILO constituents on cases
where its position is similar to that of the MCPUSocial dialogue in Malawi is also
practiced through the Tripartite Labour Advisoryudoil and the National Social Dialogue
Forum. The latter body has been more active tharCibuncil over the past few years, but
has sustainability problems due to its reliancedonor funding’? Because of the weakness
of these two institutions, it is believed that iralslwi an effective social dialogue mechanism
is missing®

Close to half (49.8 per cent) of the respondentshef EESE survey conducted in
Malawi think that the Government promotes tripartibcial dialogue and utilizes the process
in policy decision-making to a limited extent. Cenuing the level of effectiveness of the
labour or legal institutions and regulations in loeawith conflicts and dispute resolution
between employers and workers, the most commonsviexpressed by respondents are
“sometimes effective” (33.7 per cent) and “rareffeetive” (26 per cent). While workers
and managers choose the former option in highgrgotions, owners opt more for the latter,
thus confirming their relatively more pessimistargeptions.

21L0O. 2011.
9 Information received during interviews with diféett national stakeholders on 25 and 26 July 2012.

% Trade Union Confederation. 2012. Annual surveyiofations of trade union rights, Malawi. Accessed7 June
2012, available at: http://survey.ituc-csi.org/Maidtml?lang=en

31 Kasunda A. 2012. Malawi Government pleads with NUCRfrican Regional Organisation of the Internatibn
Trade Union Confederation (ITUC-Africa). Accessedi @1 June 2012, available at: http://www.ituc-
africa.org/Malawi-Govt-pleads-with-MCTU.html?lang¥e

2ILO. 2011.
% Tripartite technical workshop, December 2012.
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Right to collective bargaining by status
B Without Problems B Generally Easy B Sometimes Difficult
m Difficult Impossible Don’t Know
All
Worker
Management
Owner
0% 20% 40% 60% 80% 100%
% of respondent's answers

Source: EESE Survey Malawi, 2012.

Interviewees were also asked to what extent workerge the right to collective
bargaining. As the above figure shows, the prevgitierception is that it is not easy to enjoy
this right in Malawi. About 42 per cent of respontieclaim that it is “sometimes difficult”
and 29.5 per cent believe that it is “difficult”.dagers have a slightly less negative opinion
compared to workers and owners, where over 53 gr af them think that exercising the
right to collective bargaining is “sometimes diffit. Women seem to have a more negative
perception than men, where 39 per cent of womehtfiat exercising the right to collective
bargaining is “difficult”, as opposed to just 25rpeent of men. For 28 per cent of
respondents, trade union membership is not verefimal to workers in Malawi. In
addition, 35 per cent of interviewees believe thatnbership of employers' organizations is
not very beneficial to the business community i ¢buntry.

Key Indicators

Union density rate 2006 2009

Union density rate measures the number of trade | pmajawi 27 .

union members as a percentage of the non-

agricultural labour force. Mozambique - -

. 34

Source: ILO Tanzania - 2.2
Zambia - -
Measured as a percentage of the non-agricultural labour force.

% http://www.ilo.org/ifpdial/information-resourcesatogue-data/lang--en/index.htm
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Other Useful Indicators

Cooperation in labour employer relations 2009/10 2010/11 2011/12 2012/13
The World Economic Forum (WEF) Survey asked | Malawi 46 44 43 4.1
business leaders to provide their expert opinions Mozambique 4 38 36 36

on the following: “Labour-employer relations in

your country are”. Tanza.nla 39 4 4 4
Source: World Economic Forum Executive Opinion Zambia 43 4.3 4.3 4.1
Survey.® World (mean) 45 44 44 43

1 = generally confrontational, 7 = generally cooperative.

2.4. Respect for universal human rights and
international labour standards

Societies that have successfully integrated siedtdity and decent work respect
human rights and international labour standarddaMahas adopted 7 of the 9 main human
rights conventions. It has not yet ratified the Gade Convention and the International
Convention for the Protection of All Persons fromf@ced Disappearance. Mozambique,
Tanzania and Zambia are performing slightly betitemn Malawi in this regard and have
ratified 8 of the 9 main human rights conventidhs.

All four countries have ratified the eight ILO comonventions on freedom of
association and collective bargaining, the abdalitad child labour, forced labour, and all
forms of discrimination. However, child labour rans quite widespread in Malawi. It is
more common in rural areas, where 27.7 per cecdhitdren work compared to 13.9 per cent
in urban centres. In the Northern region it is alsore common, where the percentage of
working children reaches 32.7 per cent comparezBtand 26.7 per cent in the Central and
Southern region¥.

The human rights situation in Malawi can also keeased considering other indicators.
The Political Rights Index measures the level eeffom in the electoral process, political
pluralism and participation, and functioning of gavment. In a range from 1 to 7 with
higher values indicating a higher degree of freeddiadawi has recorded decreasing values;
it reached 4 in 2006 and 3 in 2013. The three m@ghng countries chosen for comparison
registered similar values. The Civil Liberty Indereasures freedom of expression,
assembly, association, and religion. On a scata ftdo 7 with higher values corresponding

% http:/lwww.weforum.org/issues/global-competitiess

% These are the International Convention on the iBAtion of All Forms of Racial Discrimination, the
International Covenant on Civil and Political Righthe International Covenant on Economic, Soaidl Gultural
Rights, the Convention on the Elimination of AllrRms of Discrimination against Women, the Conventgmainst
Torture and Other Cruel, Inhuman or Degrading Tneait or Punishment, the Convention on the Rightthef
Child, the International Convention on the Protetf the Rights of All Migrant Workers and MembeifsTheir
Families, the International Convention for the Botibn of All Persons from Enforced Disappearara® the
Convention on the Rights of Persons with Disalkiti

3" Duverall D.; Mussa R. 2010. Employment DiagnosAaalysis on Malawi, prepared for the government of
Malawi with the Assistance from the Internationablour Organization, June 2010, Government of Malawi
Ministry of Labour. Accessed on 17 May 2012, ava#aat:
http://www.ilo.org/wemsp5/groups/public/---ed_empémp_policy/---
cepol/documents/publication/wecms_143247 .pdf
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to better performance, Malawi improved from 2006213, reaching a value of 4 in the
latter year. Mozambique, Tanzania and Zambia perfor a similar way, although only
Zambia, like Malawi, registered a value of 4 in 30Contributing to this, the final phase of
the Mutharika Government was characterized by vpidssd violations of universal human
rights and in March 2012, the chairperson of thdaMiaHuman Rights Commission was
arbitrarily arrested® As far as freedoms of expression and opinion ane@rned, in Malawi
there are over ten newspapers presenting a goddtywasf opinions. There are also
approximately 20 radio and 2 television stationatthre fairly independent with the
exception of the Malawi Broadcasting CorporatiorB@) Radio and TV, which was under
government control until the Banda administraticmingd power in 2012. Freedom of
assembly and association also became subject tmictiess under the Mutharika
Government, particularly in 2074.

Respondents of the EESE survey conducted in Malawgely share the view that
human rights are “sometimes respected” (about 4@¢mt) or “usually respected” (28.7 per
cent). When asked about the level of understandinmternational labour standards in
Malawi, 46 per cent of interviewees think that treg “partially understood” and 22 per
cent believe that they are “not understood”. Inithold, about 14 per cent of interviewees
state that international labour standards are esptected in the country. The perception of
respondents with regard to the role of the Govenirizenot positive at all. A large majority
(about 75 per cent) find that the Government eitlags not promote international labour
standards very well, or does not promote themlat al

When it comes to how well management understanu¥afmental principles and rights
at work, interesting findings emerge by considemregpondents by size and age of the
enterprise. As the below figure shows, the peroeptf management in large enterprises is
much more positive than that in micro firms. Thejonéy of interviewees from large
enterprises (57 per cent) believe that managemasferatands fundamental principles and
rights at work fairly well compared to only 32 gt of respondents from micro businesses
who share a similar view. The trend is reversed nwitecomes to management not
thoroughly understanding fundamental principles &agtits at work; the proportions are
respectively 50 per cent for interviewees from mienterprises and 21.4 per cent for those
from large ones. Considering respondents accorttirthhe age of the company, a similar
pattern emerges, with 43 per cent of intervieweesifestablished enterprises stating that
management understands fundamental principlesigimis at work fairly well.

% Freedom House. 2012. Malawi arrest of human rigffisial part of larger crackdown (Washington). dessed
on 5 June 2012, available at:
http://www.freedomhouse.org/article/malawi-arrestitan-rights-official-part-larger-crackdown.

% Freedom House. 2011.
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Management's understanding of fundamental principles
and rights at work by firm

®m Very Well  m Fairly Well  ®m Not Very Well Not At All Well Don’t Know
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0% 20% 40% 60% 80% 100%
% of respondent's answers
Source: EESE Survey Malawi, 2012.
Key Indicators
Ratification of Human Rights Conventions As of 15 January 2013
It shows the status of human rights referring to ratification of following | malawi 7
9 conventions: Convention against Torture and Other Cruel, Inhuman
or Degrading Treatment or Punishment; Convention on the Rights of Mozambique 8
the Child; Convention on the Elimination of All Forms of Discrimination
against Women; International Convention on the Elimination of All Tanzania 8
Forms of Racial Discrimination; Convention on the Prevention and
Punishment of the Crime of Genocide; International Covenant on Civil | Zambia 8
and Political Rights; International Covenant on Economic, Social and X —
Cultural Rights; International Convention for the Protection of All Number of Conventions ratified out of 9.

Persons from Enforced Disappearance; Convention on the Rights of
Persons with Disabilities.

Source: United Nations Treaty Collection Multilateral Treaties Deposited with
the Secretary General (UNTC).*°

Ratification of fundamental ILO Conventions

As of 01 September 2011

It shows the status of labour rights conventions. It refers to ratification
of following 8 conventions: Freedom of association and collective

bargaining (C.87, C.98), Elimination of forced and compulsory labour ]
(C.29, C.105), Elimination of discrimination in respect of employment Mozambique

and occupation (C.100, C.111), Abolition of child labour (C.138,
C.182). Tanzania

Source: ILO*

Malawi 8
8
8
Zambia 8

“0 http://treaties.un.org/
4! http://www.ilo.org/ilolex/english/docs/declworldrh
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Number of Conventions ratified out of 8.

Other Useful Indicators

Political Rights Index 2010 2011 2012 2013
The Political Rights index measures the Malawi 3 3 3 3
degree of freedom in the electoral process,
political pluralism and participation, and Mozambique 4 4 4 4
functioning of government.
Source: Freedom House, The Freedom in the Tanzania 4 3 3 3
World Survey.#2

Zambia 3 3 3 3

Freedom House rates political rights on a scale of 1 to 7, with 1 representing the most
free and 7 representing the least free.

Civil Liberties Index 2010 2011 2012 2013

The Civil Liberties index measures Malawi 4 4 4 4

freedom of expression, assembly, :

association, and religion. Mozambique 3 3 3 3

Source: Freedom House, The Freedom in the .

World Survey*®. Tanzania 3 3 3 3
Zambia 4 4 4 4

Freedom House rates civil liberties on a scale of 1 to 7, with 1 representing the most free
and 7 representing the least free.

“2 http://www.freedomhouse.org/
* Ibid.
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3. Economic elements

3.1. Sound and stable macroeconomic policy and
good management of the economy

Macroeconomic policies should guarantee stablepsedictable economic conditions.
Sound economic management should combine the olgsobf creating more and better
jobs, combating inflation, and implementing polg&iand regulations that stimulate long-
term productive investment.

Malawi is one of the poorest countries in the woréthking 171 out of 187 in the 2011
UNDP Human Development Report. In 2009, 40 per oénhe Malawian population was
estimated to live in poverty. Malawi's economy @rinated by subsistence agriculture and
largely depends on external aid. In 2008-09, 44cpet of the national budget was made up
of international grants. Malawi Growth and Devel@mn Strategies (MGDSs) seek to
transform Malawi from a consuming and importing oy to a producing and exporting
one?* The MGDS Il covering the period 2011/12-2015/1®sito achieve poverty reduction
through sustained economic growth and infrastrectdevelopment. Macroeconomic
stability and implementation of policies and sturat reforms to increase national
investment and diversify the economy are key elémari the strategy. The current
Government has adopted an Economic Recovery Plaichwidentifies five priority
ministries that are key to resuscitating the aiognomy. This plan stems from the MDGS
Il to address the economic situation in the medieim

The reforms introduced by the Banda GovernmentesiApril 2012 have led to
improved future prospects for the Malawian econo®gme of the recently introduced
measures include a 49 per cent devaluation of atiemal currency? the introduction of a
floating exchange rate regime, and an increaskdrptices of petroleum products to fill the
gap between import costs. Some positive resulisrateg from the adjustment measures can
already be seen in the increase of tobacco saleagin official channels and an easing of
private sector access to foreign trade, includargfdiel imports. The political and economic
reforms of the new Government have also provokethamase in support from Malawi’s
development partners. In July 2012, a new 3-yedd WS6.2 million International Monetary
Fund (IMF) economic programme was approved underBktended Credit Facility. The
programme focuses on the achievement and mainterdmoacroeconomic stability and the
implementation of policies for growth, economic efisification and poverty reductiéhln
June, the United Kingdom released USD 51 millionh&lp Malawi and the African
Development Bank (ADB) allocated USD 45 million. Jaly, the EU unlocked grants for
usD 1443; million and the World Bank released finagcworth USD 150 million to support
reforms:

 Deraniyagala, S.; Kaluwa, B. 2011. Macroeconomidicy for employment creation: The case of Malawi,
Employment Sector, Employment Working Paper No.l8&rnational Labour Organization. Accessed orMEly
2012, available at:
http://www.ilo.org/wcmsp5/groups/public/---ed_empémp_policy/documents/publication/wcms_165782.pdf

“ Input provided by ECAM.
“® Reserve Bank of Malawi. Accessed on 24 Januasjlable at: www.rbm.mw

47 IMF. 2012a. Malawi: 2012 Article IV consultatiomé request for a new arrangement under the ExteGdedit
Facility. IMF Country Report No. 12/221 (WashingtorC.).

8 EIU. 2012b.
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In 2011, Malawi's economic growth slowed reachin§ldper cent, the lowest level of
GDP growth since 2006. This is still higher thaa 8ub-Saharan Africa average of 4.2 per
cent in 2011. However, in the same year, Malawéigmbouring countries, Mozambique,
Tanzania and Zambia, all performed better reachbyt 6 per cent.

Sectors that largely depend on imports, such asufaeturing, transportation,
construction, and wholesale and retail trade, sefféhe most in Malawi due to the foreign
exchange shortage. Thanks to the Government's Hapmt Subsidy Programme and
favourable weather conditions, agriculture has afriveconomic growth since the mid-
2000s* Maize is the main crop in Malawi and is generaiged for subsistence purposes.
Only 10-15 per cent of maize production is s8l@he contribution of agriculture to GDP
has been declining, but is currently still 30 pentc Thus, adverse weather conditions would
have a significant negative impact on Malawi's @roy. The slow world economic growth
may have negative consequences for the countriicylarly because international demand
for some of its exports would be affected. Malawitgin export, tobacco, currently
contributes 15 per cent to GDP. The Governmentyigig to diversify export markets,
including to China, in order to mitigate potentizgative effects. Another element that
makes Malawi very vulnerable to economic shockssisow level of international reserves;
they are at only half a month of import cover. THev IMF programme should allow the
Resesrlle Bank of Malawi to rebuild gross reservesrte month of imports by the end of
2012:

The current account balance as a percentage of 8DRlalawi was just around 0
during the years 2010-12. This indicates that tbeign of domestic investment financed
through foreigners' savings was extremely low. Adeeterms of trade and cuts in grants
from donors account for such ratésn addition, such values could also be due toeffect
of a supplementary debt relief which Malawi negtiain 2006 under the HIPC and MDRI
frameworks®> Mozambique, Tanzania and Zambia recorded negatiweent account
balance rates throughout the period 1997-2012 aaldM registered similar rates up until
20009.

*IMF. 2012a.
* Deraniyagala & Kaluwa. 2011.
*LIMF. 2012a.

52 |bid.

3 |MF. 2006. Debt Relief at the Heavily Indebted PGountries (HIPC) Initiative Completion Point abldder the
Multilateral Debt Relief Initiative (MDRI). Prepaideby the Staffs of the World Bank and the IMF. INIBuntry
Report No. 06/420, November. Accessed on 5 Febr2@t, available at:
http://www.imf.org/external/pubs/ft/scr/2006/crO@4adf
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GDP Growth Rate (%)
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Source: World Bank national accounts data (World Development Indicators Online).

The main objective of the 2012-13 budget presetddearliament in June 2012 by the
new Government is to restore macroeconomic balancea market-based economy. The
zero deficit target of the previous regime has babandoned. Rather, the fiscal deficit
should reach 1.5 per cent of GDP in 2012"13farting from an estimated 7 per cent
deficit> This is largely funded through domestic borrowitgt the new Government
inherited from the previous one. A new target floe Malawian Government is zero net
domestic borrowing by June 2013. Tax policy measwél focus on the promotion of
domestic production through value addition ancheéstment?

Public spending will increase in 2012-13 thanka tise in donors' grants. An increase
in civil service salaries and an expansion of tmilizer subsidy scheme are state-funded
measures that will be adopted to mitigate the &ffet the devaluation and the subsequent
rise of food and fuel prices.

The foreign exchange shortage that Malawian busaseexperienced over the past two
years caused the scaling down of operations amagaff of workers in several enterprises.
Restrictions on foreign exchange transactions afsated distortions which boosted the
informal economy?® A FinScope survey on small, medium and micro @miges conducted
in early 2012 reveals that only 3.3 per cent of/eyed businesses were registered and 8 per
cent had a licensg.lt is to be added that the recently introducedmaé have faced some

> Hon. Lipenga. K. 2012. 2012/2013 Budget Statembational Assembly of the Republic of Malawi at the
Parliament Building, Lilongwe Friday"™8une, 2012. Accessed on 14 June 2012, available at
http://www.malawivoice.com/2012/06/08/malawi-201 X1i8-final-budget-62092/

5 IMF. 2012a.
*% Lipenga. 2012.
*"EIU. 2012b.
%8 IMF. 2012a.

% Department of Trade and Industry; FinMark TrustieTWorld Bank; DFID; UNDP. 2012. FinScope Malawi
SMME Survey 2012.
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difficulties. For example, in mid-May the worker$ @ uranium mine in Northern Malawi
went on strike asking for a 66 per cent salaryaase as a consequence of the currency
devaluatiorf’

Information on the employment situation in Malaw/iviery scanty due to the large size
of the informal economy. It was estimated that @@ only 8 to 10 per cent of the labour
force was employed in the formal sectbrAccording to ILO data, the labour force
participation rate in the country has been decngasince 2005. It was 83.2 per cent in that
year and decreased to 82.6 per cent by 2010. Cechpeith Mozambique, Tanzania and
Zambia, only the latter country registered lowdrokar force participation rates. However, a
different source reveals that the labour forceigigdtion rate increased in Malawi from 82
per cent in 2005 to 85 per cent in 2009. The samugce indicates that the labour force
participation rate in 2009 was higher for womemtfar men and in rural areas as opposed
to urban one¥.

Labour Force Participation Rate (%)

92.0

90.0

88.0
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Source: ILO KILM.

Until 2012, inflation in Malawi was maintained angle digit figures, as it was in
Mozambique, Tanzania and Zambia. However, followtimg liberalization of the exchange
rate regime, an increase in electricity tariffs dne withdrawal of fuel subsidies, inflation
has risen sharply. The Government expects it tease up to over 20 per cent in 261
response, safety-net programmes for those whaifigler the poverty line as a consequence
of the devaluation have been adoptkthflation should decrease in the future with the
implementation of restrictive fiscal and monetaoyigies®

80 Fly. 2012b.
51 Duverall & Mussa. 2010.

62 Government of the Republic of Malawi. 2011. Natibemployment and labour policy (draft). Ministr§ o
Labour.

% Lipenga. 2012.
54 ElU. 2012c.
8 MF. 2012a.
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High levels of gross capital formation or investinare conducive to economic growth.
Malawi’s performance has been similar to that ofzZsmbique, Tanzania and Zambia in this
regard, and above Sub-Saharan African averagessQapital formation in Malawi has
maintained relatively stable levels over the pe@666-11, reaching 23.9 per cent of GDP in
2011.

Gross Capital Formation (% of GDP)
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0.0
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Source: World Bank national accounts data, and OECD National Accounts data files (World Development Indicators Online).

High gross domestic savings rates usually reflecbantry’s high potential to invest.
However, savings must be deposited in financiditingons in order to be invested through
credit to businesses. In developing countries Madawi, the financial sector is often weak
and good savings rates do not correspond to signifiinvestments. In fact, as will be
presented in section 3.7, Malawi performs ratharlgdn the area of credit to private sector
as a percentage of GDP. In 2011, it reached a l&#v&B.7 per cent, compared to a Sub-
Saharan African average of 58.3 per cent in theesggar. Gross domestic savings rates in
Malawi have been lower and more fluctuating tharséhregistered in Tanzania and Zambia,
as well as those recorded for Sub-Saharan Africgeimeral. The latest available rate for
Malawi is 13.35 per cent of GDP in 2011.

The EESE survey conducted in Malawi reveals intargsnformation concerning the
perception of the importance of sound macroeconomanagement in the country.
Interviewees were asked whether sound macroecononaicagement is important in
creating more and better jobs and in stimulatinegdpctive investment. As the below chart
shows, there is a remarkable difference in opiniexigressed by respondents from micro
enterprises and interviewees from large ones. @tgeImajority of the former group (84.2
per cent) considers sound macroeconomic managetodo “very important” (54.5 per
cent) or “important” (29.7 per cent), whereas alnaroportion of the latter (71.2 per cent)
share similar views. Respondents from large conggacdomprise the greatest proportion of
those who believe that sound macroeconomic manageise‘somewhat important” or
“unimportant” (28.6 per cent).
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Importance of sound macroeconomic management by
enterprise size
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Source: EESE Survey Malawi, 2012.

When asked about the impact of company tax rat®$alawi, respondents from micro,
small and medium-size enterprises state that tbayod encourage growth ranging between
40 to 50 per cent; interviewees from large compasi&re this opinion in a lower proportion
(35.7 per cent). A similar picture emerges conceyrihe impact of VAT and PAYE rates,
where interviewees from large companies mostlyebelithat they have little impact (50 per
cent for VAT and 71.4 per cent for PAYE). Considerienterprises by age, respondents
from start-ups think in greater proportions thatVand PAYE rates discourage growth.
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Key Indicators

GDP growth rate (%)

2005 | 2006

2007

2008

2009

2010

2011

Annual percentage growth rate of
Gross Domestic Product (GDP) at
market prices based on constant local
currency. GDP is the sum of gross
value added by all resident producers
in the economy plus any product
taxes and minus any subsidies not
included in the value of the products.
It is calculated without making
deductions for depreciation of
fabricated assets or for depletion and
degradation of natural resources.
Source: World Bank national accounts
data (World Development Indicators
Online). %

Malawi 2.6 77

5.8

8.34

9.03

6.51

4.51

Mozambique 9.57 6.32

7.28

6.83

6.34

6.8

7.1

Tanzania 7.37 6.74

7.15

7.44

6.02

7.04

6.32

Zambia 5.34 6.23

6.19

5.68

6.4

7.61

59

Sub Saharan

Africa 6 6.3

6.6

5.1

2.1

4.2

Annual percentage growth rate of GDP.

Labour force participation rate

2005

2006

2007

2008

2009

2010

The labour force participation rate is
the proportion of the population ages
15-64 that is economically active: all
people who supply labour for the
production of goods and services
during a specified period. The labour
force participation rate is calculated
by expressing the number of persons
in the labour force as a percentage of
the working-age population. The
labour force is the sum of the number
of persons employed and the number
of unemployed. The working-age
population is the population above a
certain age, prescribed for the
measurement of economic
characteristics.

Source: ILO KILM®’

Malawi 83.2

83.1

82.1

82.8

82.7

82.6

Mozambique 85.6

85.5

85.3

85.2

85.0

84.9

Tanzania 90.8

90.8

90.8

90.7

90.7

90.6

Zambia 80.1

80.1

80.0

80.0

79.9

79.8

The labour force participation rate is calculated by expressing the number of persons in

the labour force as a percentage of the working-age population.

% http://data.worldbank.org/
®7 http://kilm.ilo.org/
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Other Useful Indicators

Current account balance (% of GDP)

2006

2008

2010

2011

2012

Current account balance (also called ‘current
account surplus/deficit’) is the sum of net
exports of goods and services, net income, and
net current transfers. It is a record of a country’s
transactions with the rest of the world. It shows
whether a country is ‘living within its means’. If a
country is spending more abroad than it earns
from the rest of the world then corrective action
will be necessary, e.g. to maintain the value of
the country’s currency in relation to other
countries’ currency. The balance of payments is
a double-entry accounting system that shows all
flows of goods and services into and out of an
economy. All transactions are recorded twice -
once as a credit and once as a debit. In
principle the net balance should be zero, but in
practice the accounts often do not balance,
requiring inclusion of a balancing item, net
errors and omissions. Positive current account
(surplus) balance is associated with positive net
exports. If the current account balance is
negative, it measures the portion of domestic
investment financed by foreigners' savings.
Source: International Monetary Fund, World
Economic Outlook Database, April 2010.%

Malawi

-7.82

-9.92

-0.98

-0.97

0.01

Mozambique

-10.7

-11.9

-13.6

-13.2

-14.58

Tanzania

-1.74

-9.75

-7.96

-8.18

-8.19

Zambia

1.2

-7.14

-3.48

-3.89

-4.38

% of GDP

Gross capital formation (% of GDP)

2006

2007

2008

2009

2010

2011

Gross capital formation consists of outlays on
additions to the fixed assets of the economy
plus net changes in the level of inventories.
Fixed assets include land improvements
(fences, ditches, drains, and so on); plant,
machinery, and equipment purchases; and the
construction of roads, railways, and the like,
including schools, offices, hospitals, private
residential dwellings, and commercial and
industrial buildings. Inventories are stocks of
goods held by firms to meet temporary or
unexpected fluctuations in production or sales,
and "work in progress.” Gross capital formation
(also called investment rate or gross domestic
investment), along with foreign direct
investment, is critical to economic growth and
economic development. High level of gross
capital formation in a period of time refers to
increase in the value of inventories. High level
of gross capital formation or investment is
conducive to economic growth.

Source: World Bank national accounts data, and
OECD National Accounts data files (World
Development Indicators Online)69

Malawi

25.67

26.96

26.28

24.89

24.77

23.89

Mozambique

17.65

16.14

15.66

20.72

24.67

24.34

Tanzania

27.63

29.64

29.79

28.97

28.85

28.50

Zambia

22.99

23.83

2219

2215

22.41

21.26

Sub Saharan
Africa

19.8

21.2

220

20.9

20.5

21.1

% of GDP.

%8 http://www.imf.org/external/pubs/ft/weo/2010/0Livdata/index.aspx

% http://data.worldbank.org/
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Gross domestic savings (% of GDP) 2006 2007 2008 2009 2010 2011
Gross domestic savings are calculated by Malawi 118 14.37 452 9 8.17 13.35
deducting total final consumption expenditure

from GDP at current prices. A high gross Mozambique 8.79 6.34 1.57 2.2 5.96 7.83
domestic saving rate usually indicates a

country’s high potential to invest. Savings can Tanzania 14.5 1279 | 1614 | 17.05 | 17.16 16.55
therefore be vital to the amount of fixed capital

available, which in turn can contribute to Zambia 3139 | 3019 | 2463 | 2559 | 3148 2314
economic growth. However, increased savings

do not always correspond to increased

investment. If savings are not deposited into a i;lrt;c:aharan 15.9 16.6 16.3 15.1 16.8 17.1
financial intermediary like a bank, there is no

chance for those savings to be recycled as % of GDP.

investment by businesses. This means that
saving may increase without increasing
investment, possibly causing a short-fall of
demand rather than economic growth. In the
short term, if savings fall below investment, it
can lead to growth of aggregate demand and
economic boom. In the long term if savings fall
below investment it eventually reduces
investment and detracts from future growth.
Source: World Bank national accounts data, and
OECD National Accounts data files (World
Development Indicators Onling).”

3.2. Trade and sustainable economic integration

Trade integration can lead to positive employmdfeces through efficiency gains.
However, as trade integration can also lead todisiocation, increased informality and
growing income inequality, the employment and deeerrk impact of trade policies must
be carefully considered.

Malawi’s growth is expected to be exportiednd the recent devaluation of the
national currency should enhance export diverdifica Until April 2012, the focus of the
Malawian Government was poverty reduction and dgnothtough food security rather than
trade. Nonetheless, in recent years there has bBeemcrease in government funding
allocated to trade-related investmefit3he new Government has taken a different stance
and will support private sector led growth and ekpdiversification; a National Export
Strategy has been adopted in this regard. Threeitgrclusters have been identified; these
are oil seed products (cooking oil, soaps, lubtiEggpmaints, varnishes, meals and flours, bio-
fuel, animal feed, fertilizer, snacks and confewicy based on sunflower, groundnuts, soya,
and cotton), sugar cane products (sugar, high vawgar through branding, sugar
confectionary (such as syrups, sweets, carame), steeetener, ethanol, spirits, cane juice,
fertilizer, animal feed, electricity, and cosme}jcand manufactures (beverages, agro-
processing (including dairy and maize, wheat, baoltire, and pulse value addition),

0 http://data.worldbank.org/
™ Input provided by Ministry of Industry and Trade.

2 3aid J.; McGrath J.; Grant C.; Chapman G. 201&luating aid for trade on the ground. InternaticBanhtre for
Trade and Sustainable Development (ICTSD). Accesaetll May 2012, available at:
http://ictsd.org/downloads/2011/11/evaluating-asdf-ade-on-the-ground-lessons-from-malawi.pdf
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plastics and packaging, and assembllalawi imports essential commodities such as fuel,
fertilizers, cars, machinery, electronics, and ;:r’ﬂaeaeuticaléf1

Export diversification is also important for the ldai economy in order to decrease
reliance on key exports including tobacco and sugad thereby decrease international
market vulnerability. Tobacco accounted for 55 gt of exports in 2010and only 30 per
cent in 2011° Furthermore, tobacco production experienced apstiacline in 2012’ It is
to be added that the 2003 Framework Convention obadco Control has limited the
expansion potential of tobacco exports. The texiild sugar sectors have also declined over
the past decadé.In 2011, Sugar accounted for 11.6 per cent of ®tports. Uranium, on
the other hand, is a promising export item for Méaldespite the fact that the first uranium
mine started operations only in 2009, in 2011 thiseral constituted 12.3 per cent of
national exports. In 2011, Malawi imported and e¥gd goods principally with the
Southern African Development Community (SADC) regitn the same year, Malawi's
largest import partner country was South Africdlofeed by India and China. Canada was
Malawi’s largest export partner in the same yealfpived by South Africa, Zimbabwe, the
United Kingdom, and Egypf. The EESE survey conducted in Malawi shows thatatge
majority of respondents (70 per cent) consider messaimed at controlling imports in
order to protect domestic industries as “important”“very important”. However, it is
suggested that domestic companies should impravejuhlity of their products in order to
become more competitive on an international 1&%el.

“Trade” as an indicator measures the sum of ex@ortsimports of goods and services
as a share of GDP. For some countries, in particnteall ones, it exceeds 100 per cent. For
instance, Swaziland’s trade share in GDP was 182 in 2004. Malawi’'s performance
in this respect was above the Sub-Saharan Africarage in 2011, reaching a level of 68.62
per cent, but below the rates of its neighbouriogntries, Mozambique, Tanzania and
Zambia, all of which reached levels above 72 pet.da 2008, Malawi’s trade as a share of
GDP was as high as 80 per cent.

Being landlocked increases transport costs forumtrp®® In particular, for Malawi the
total cost of export transportation to destinaiastimated to be about 15 per cent of

3 Ministry of Industry and Trade. 2012. Malawi Nata Export Strategy, 2013-2018, (Lilongwe).
" Said et al. 2011.

® National Statistical Office (Malawi). 2011. Trashatistics brief release, midyear (January-Jung]10

Provisional. Accessed on 18 May 2012, available at:
http://www.nso.malawi.net/images/stories/data_are/Bconomics/Trade%200n%20NS0%20website/Brief%20Re
ports/ TRADE%20BRIEF%20RELEASES/2011%20MALAWI%20TRER20BRIEF%20RELEASE%20(Jan-
June2011).pdf

EIU. 2012c.

8 Said et al. 2011.

¥ National Statistical Office Malawi. 2011.

8 Tripartite technical workshop, December 2012.
8 Said et al. 2011.
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the trade value, and the cost of import transgoapiproximated to be 12.5 per cent of import
value®

Trade (% of GDP)
90.00
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Source: World Bank national accounts data (World Development Indicators Online).

Considering data from the World Bank's Doing BussReport, in Malawi the number
of documents required to import and export hasedesrd in recent years, but is 9 and 10
respectively in 2012, as opposed to 6 for both mpmd export in Tanzania in 2011.
Similarly, the number of days it takes to importlaxport has lowered in recent years for
Malawi, but is still 43 and 34 respectively in 201®&hereas in Mozambique the
corresponding values are 28 and 23 for the same Pespite poor results, the Malawian
Government has introduced a number of reforms aiatemnproving international trade.
Examples include integrated border management,tl@duse of scanners and x-rays to
speed up revenue collection. Unfortunately, whiles tmachinery is available, it is non-
functioning®®

Findings from the EESE survey conducted in Malavdicate that the efficiency of
customs authorities in processing imports and dgp assessed more favourably by
respondents from large enterprises than by thosm fother types of firms by size.
Specifically, 50 per cent of interviewees from ku@pmpanies find the level of efficiency to
be “adequate”. In contrast, only 19.8 per centespondents from micro enterprises share
this view. The largest proportion of intervieweesni micro businesses (69 per cent)
considers their efficiency to be “poor” or “very . A similar opinion is expressed by
respondents from small and medium-size enterpradé®ugh in smaller proportions (54.5
per cent and 52 per cent respectively).

8 World Bank. 2010a. Malawi, Country Economic Mematam, Seizing opportunities for Growth through
Regional Integration and Trade, Volume I: SummairMain Finding and Recommendations, Poverty reducti
and Economic Management Africa Region, Report NtO69-MW. Accessed on 14 May 2012, available at:
http://www-
ds.worldbank.org/external/default/WDSContentSe#SP/IB/2010/12/09/000333037_20101209230947/Render
ed/PDF/479690V10ESWOG10OFFICIALOUSEOONLY191.pdf

8 Tripartite technical workshop, December 2012.
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Efficiency of customs authorities by enterprise size
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Source: EESE Survey Malawi, 2012.

The impact of import taxes and other shipping costdusiness growth is deemed as
unfavourable by respondents from all enterprisessiHowever, interviewees from micro
firms state that import taxes and other shippingtsadiscourage growth in a larger
proportion (54.5 per cent) than respondents froe dther three categories. Considering
enterprises by age, the share of interviewees ftant-up companies agree with this view in
greater proportions (55 per cent) than the otheugs.

The “Enabling Trade Index” measures the factorficies and services facilitating the
free flow of goods over borders and to final degtion. On a scale from 1 to 7 where the
highest value indicates that a country is succéssfenabling the free flow of trade, Malawi
earned a score of 3.8 in 2012. This is similahtgcore for Zambia and slightly higher than
the scores recorded for Mozambigue and Tanzarfzeisame year. The “Export Propensity
Index” measures the export of goods and servicespescentage of GDP. In 2011, Malawi
registered a share of 29.04, which is lower thdonesrecorded for Tanzania and Zambia, as
well as for the Sub-Saharan African region.

Malawi benefits from the European Union’s EverythBut Arms (EBA) initiative and
can export its sugar at more favourable prices thamld standards. However, this
arrangement will end in 2015. Malawi has been pauther similar arrangements, but has
not derived any lasting benefit from théfn.

The EESE survey conducted in Malawi reveals th#toagh regional economic
integration is considered to be very important byespondents in general, it is considered
as such in smaller proportion for interviewees fronitro enterprises (under 40 per cent)
than for those from the other three enterprise citegories, all of which record proportions
over 42 per cent. Furthermore, 48 per cent of mdpots from formal enterprises deem
regional economic integration to be very import@astompared to 40 per cent of those from
informal firms.

8 Deraniyagala & Kaluwa. 2011.
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“Foreign direct investment” measures the net inflavf investment to acquire lasting
management of an enterprise operating in a coutitigrent from that of the investor. The
values recorded in Malawi are lower than thosestegéd in Mozambique, Tanzania and
Zambia, and are below the Sub-Saharan African geefar 2011. After recording a very
low FDI rate in 2009 of only about 1 per cent, @grh due to the international economic
crisis, Malawi continued to reflect poor performann this area through 2010 and 2011. In
the latter year, the percentage of FDI was at p&4dcent, which is lower than the level
reported for 2010. This could be explained with ploditical tensions experienced in Malawi
in that year. Despite the fluctuating trend obsérfrem the data on FDI net inflow as a
percentage of GDP, government institutions revieat between 2003 and 2008 there has
been a consistent rise in the stock of foreignilligds in the country, especially in the form
of FDI (89.5 per cent in 2008). Almost 50 per cefhinvestments were in manufacturing,
followed by construction and agriculture, and weoacentrated in the Southern region of
Malawi. The SADC was the main source of investmanfglalawi and the main sources by
country were Mauritius, South Africa and the Unitéidlgdom.85 However, the 2010 World
Investment Report reveals that Malawi was receiviogy FDI inflows and was
underperforming in attracting foreign investmertieTmain reasons for this include Malawi's
landlocked position, poor infrastructure, high impoosts, and an ineffective regulatory
framework®®

Key Indicators

Trade (% of GDP) Avg
2007 2008 2009 2010 2011 2000-11

Trade is the sum of exports and Malawi 7235 | 8094 | 6835 | 77.84 | 68.62 69.38

imports of goods and services

measured as a share of gross Mozambique 80.5 | 7862 68.1 | 7128 | 74.31 72.9

domestic product. It takes values

between 0 and +. Tanzania 65.34 | 63.93 | 5838 | 6384 | 7232 52.41

Please note that the rade-to-GDP | 7,z 76.85 | 695 | 67.77 | 7943 | 7238 | 7221

ratio refers to the sum of the imports

and exports and could therefore Sub Saharan Africa 699 | 759 | 641| 652| 678 66.4

exceed 100%.

Source: World Bank national accounts o\ i

data (World Development Indicators Trade share (%) in GDP.

Online).%”
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8 National Statistical Office (Malawi), Reserve BamkMalawi, Malawi Investment promotion Agency, N&try
of Finance, Ministry of development planning an@peration, Ministry of industry and trade. 2011020-oreign
private capital and investor perception survey repalawi, May 2011. Accessed on 18 May 2012, adéd at:
http://www.nso.malawi.net/images/stories/data_are/Bconomics/national_accounts/2009%20Malawi%20%20F
eign%20Private%20Capital%20and%20Investors'%20pBores%20Report%20201 1. pdf

% Deraniyagala & Kaluwa. 2011.
87 http://data.worldbank.org/



. . (Report (Report (Report (Report
Enabling trade index (ETI) 2008) 2009) 2010) 2012)
The Enabling Trade Index measures | malawi - 3.77 3.82 38
the factors, policies and services
facilitating the free flow of goods over ;
borders and to destination. The index Mozambique 33 349 37 37
breaks the enablers into four overall .
issue areas: (1) market access, (2) Tanzania 3.27 35 36 37
border administration, (3) transport ]
and communications infrastructure Zambia 3.52 3.64 38 38
an (4_) the business lenwronrga . On a scale from 1 to 7, a high score in the overall ETI indicates that a country is
Source: World Economic Forum. relatively successful at enabling the free flow of trade.

FDI net inflow (% of GDP) 2007 2008 2009 2010 2011
Foreign direct investment are the net | Malawi 3.41 457 0.98 1.80 1.64
inflows of investment to acquire a

lasting management interest (10 per | yozampique 5.19 565 | 926 1092 16.25
cent or more of voting stock) in an

enterprise operating in an economy .

other than that of the investor. It is the Tanzania 346 6.68 4.46 446 4.59
sum of equity capital, reinvestment of .

earnings, other long-term capital, and | Zambia 147 6.41 543 | 1068 | 10.32
short-term capital as shown in the

balance of payments. This series Sub Saharan Africa 34 3.8 3.6 2.3 2.62
shows net inflows in the reporting - :

economy and is divided by GDP. FDI net inflow (in current US$ as % of GDP).

Source: International Monetary Fund,

International Financial Statistics and

Balance of Payments databases & World

Development Indicators Online.°

Other Useful Indicators

Export propensity index= Exports of goods and services (% of 2007 2008 2009 2010 2011
GDP)

Exports of goods and services Malawi 29.88 206 | 2623 | 3062 | 29.04
represent the value of all goods and

féztegf”:ﬁ;kfvtc;%”?;:yﬁ;"c‘l’ﬁdt;‘;‘he Mozambique 3535 | 3227 | 2479 | 2628 | 289
value of merchandise, freight, .

insurance, transport, travel, royalties, Tanzania 24.24 25.14 23.23 26.07 30.18
license fees, and other services, such .

as communication, construction, Zambia 416 3597 | 35.61 441 | 3713
financial, information, business,

personaL and govemment services. Sub Saharan Africa 33.7 36.1 29.9 31.2 3341

They exclude labour and property
income (formerly called factor
services) as well as transfer
payments.

Source: World Bank national accounts
data and OECD national accounts data

fles (World Development Indicators
Online).%°

It ranges from 0 (with no exports) to 100 (with all domestic production exported).

8 http://www.weforum.org/s?s=global+enabling+tradspart
8 http://data.worldbank.org/
% |bid.
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3.3.

Enabling legal and regulatory environment

Well-designed and clear regulations, including ¢hothat uphold labour and
environmental standards, are good for the promotadn start-ups and enterprise
development. They facilitate formalization and Ho®ystemic competitiveness. The
Regulatory Quality Index measures the ability gbaernment to provide sound policies and
regulations for the promotion of the private sechMalawi's performance in this regard has
been poor and below 0, shifting from -0.48 in 286850.70 in 2011, on a scale from -2.5 to
2.5 with higher values indicating better performan&he country scores poorly, having
achieved a value lower than that of Mozambique z&ara and Zambia in 2011.

Regulatory Quality Index

2008 2009 2010 2011

03 e M alawi

= Mozambique

-0.4
//\ Tanzania

\ Zambia

Source: World Bank, Governance Matters database.

The Ease of Doing Business Index ranks economia® ft to 185, where a high
ranking reflects for a regulatory environment tisatonducive for business operations. This
index includes averages for 10 different areas.oduhately, the data shows that the
situation in Malawi has worsened from 2008 to 20MRe country fell 30 positions during
this period, moving from 127 to 157. Malawi’'s pearf@ance in this respect is worse than that
of Mozambique, Tanzania and Zambia. Zambia perfdrparticularly well over the past
few years, but recently it has experienced a sligiltrease in its ranking, falling to 94 in
2012. The Zambian Government introduced severarmef over the past few years,
including improving infrastructure, streamlining opedures and minimizing legal
requirements to start a business. The StartingsinBss Index records the officially required
procedures to start and operate an enterprise.wWsal@anking in this regard has been
worsening, moving from 108 in 2007 to 141 out ob T®untries in 2012. For 2012, Malawi
ranks lower than Mozambique, Tanzania and Zamisie.Aiumber of days required to start a
business in Malawi is also higher than in the otheze countries and has increased from 37
in 2007 to 39 days in 2012.

Despite these negative data, findings from the EE@¥ey carried out in Malawi are
comparatively encouraging. When asked to deschéedgulatory environment as it affects
running a large business, a share of respondamts lfirge enterprises as big as 80 per cent
define it as “very supportive” (33.3 per cent) dralatively supportive” (46.7 per cent). The
picture looks slightly less positive when intervesg are asked about the regulatory
environment as it affects running a small businsghis case, 42.9 per cent of respondents
from micro enterprises find that it is “sometimekiadrance”. This view is shared by 38.6
per cent of interviewees from small firms and 38er cent of respondents from large ones.
However, 28.6 per cent of interviewees from micrteeprises and 39.8 per cent of
respondents from small firms find it “relativelypportive”. Interestingly, about 19 per cent
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of respondents from informal enterprises think it regulatory environment is a major
obstacle to running a small business comparedstdjper cent of interviewees from formal
firms.

Regulatory Environment for Small Businesses by
Enterprise Size
H Very Supportive H Relatively Supportive B Sometimes A Hindrance
Major Obstacle Don’t Know

Large

. 7.14
enterprise

Medium
enterprise

10.42 10.42

Small

. 5.68 11.36
enterprise

Micro

. 17.14 4.76
enterprise

% of respondent's answers

* Each individual category (micro, small, etc.) surs up to 100%

Source: EESE Survey Malawi, 2012.

Respondents were asked about their views on whetheot the cost of registering a
small enterprise encourages businesses to remimmmial. The majority of respondents
think that registration costs encourage informalityerestingly, this perception is strongest
among interviewees from large enterprises (50 pet)cThe view that registration costs to a
large extent encourage informality is shared maoredspondents from informal firms (26
per cent) than by those from formal companies @Gcgnt).

With respect to labour law, 22 per cent of respatgléeel that the business community
generally does not understand it. Concerning rdspéclabour law by the business
community, the survey finds that approximately 2% gent of interviewees think that
entrepreneurs typically do not respect it. The syralso reveals that 52 per cent of
respondents believe that workers only partiallyarathnd labour law in the country. These
findings suggest that the inspection capacity eftinistry of Labour could be strengthened
in order to increase the respect of labour lawadidition, there seems to be scope for
workers’ and employers’ organizations to betterpsup their members in understanding
labour law?! Regarding how labour law affects the growth of brbasinesses in Malawi,
for 22 per cent of respondents, small businessegraware of most provisions of the labour
law and so it is not a major impediment to grovtiterestingly, 17 per cent of interviewees
feel that small businesses are aware of labourbaighoose to ignore it.

The informal economy, with businesses operatingidatthe realm of the regulatory
framework, has traditionally dominated the Malawianonomy. The most significant

manifestation of the urban informal economy in Mal#s street vending. The Government
that held power for about a decade beginning idliffoduced a credit scheme to set up

% Tripartite technical workshop, December 2012.
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informal businesses. Coupled with high unemploynalerst to privatization and retrenchment
in the public sector, this initiative led to the shwooming of street vending in all urban

centres throughout the country. In 2004, the newe@unent adopted a completely different
approach to the matter and mobilized the police @amay to remove street vendors. This
Government tried to reduce the informal econompufgh the provision of formal markets

(the flea markets), loans and registration. Palitithanges may have negative or positive
impacts on informal business&s.

Interestingly, 57 per cent of the intervieweesh&f EESE survey conducted in Malawi
were women operating in the informal economy, waeréhe corresponding share of men
was only 35 per cent. This finding indicates thahwven are involved in informal economic
activities more than their male counterpart, asftisn the case in developing countrigs.

One aspect of the Malawian business environmerit ltha certainly stimulated the
development of informal firms is the fact that epiieneurs must physically go to the only
existing business registration centre in the cquintiBlantyre to register their businesses. In
response to this, the current Government is seeélteynative solutions for registering
enterprises. For example, one option that is bexygored is online registration through
district-level centres. However, this poses chagémnas well, as Internet access tends to be
problematic in the countr¥.

Key Indicators

Regulatory Quality Index 2008 2009 2010 2011
The ability of the Government to provide sound | Malawi -0.48 -0.44 -0.57 -0.70
policies and regulations that enable and .

promote private sector development. Estimate Mozambique 047 0.37 0.37 04
of governance measured on a scale from Tanzania 05 -0.46 -0.44 -0.44
approximately -2.5 to 2.5. Higher values -

correspond to better governance. Zambia -0.45 -0.51 -0.49 -0.43
Source: World Bank, Governance Matters Estimate of governance measured on a scale from approximately -2.5 to 2.5.
database. Higher values correspond to better governance.

2 Kayuni M.; Tambulasi R. 2009. Political transittoand vulnerability of street vending in Malawi. €bietical
and Empirical Researches in Urban Management Nu®{det)/August 2009. Accessed on 7 June 2012, dlaila
at: http://lum.ase.ro/no12/7.pdf

% Heintz, James; Valodia, Imraan. Informality in isé: A Review. WIEGO Working Paper no 3. Women in
Informal Employment Globalizing and Organizing (V@B). September 2008. Accessed on 11 December 2012,
available at: wiego.org/sites/wiego.org/files/pabtions/files/Heintz. WIEGO_WP3.pdf

% Interview with Mr. Alexander Mtsendero, Principal the Enterprise Development Department, Minisafy
Industry and Trade, Lilongwe, 26 July 2012.

% http://info.worldbank.org/
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Ease of Doing Business Rank 2010 2011 2012

(2011 report) | (2012 report) (2013

report)
Ease of Doing Business Index ranks economies Malawi 132 151 157
from 1 to 183, with first place being the best. A high
ranking means that the regulatory environment is Mozambique 135 139 146
conducive to business operation. This index
averages the country's percentile rankings on 10 Tanzania 131 133 134
topics, made up of a variety of indicators, giving
equal weight to each topic. Zambia 90 90 94
Source: World Bank, Doing Business. project.®
The index ranks economies from 1 to 183, with first place being the best.

Other Useful Indicators

Starting a business rank 2009 2010 2011 2012
(2010 (2011 (2012 (2013

report) report) report) report)

Starting a Business Index records all procedures .

that arg officially required for an entrepreneur to Malawi 128 132 139 141

start up and formally operate an industrial or Mozambique 9%

commercial business. These include obtaining all q 96 65 82

necessary licenses and permits and completing any Tanzania 113

required notifications, verifications or inscriptions for 120 122 17

the company and employees with relevant Zambia 94 57 68 74

authorities.

Source: World Bank, Doing Business project.”” 'tl)'hetindex ranks economies from 1 to 181, with first place being 113the

est.

3.4. Rule of law and secure property rights

A formal and effective legal system which guarastdet contracts are honoured and
upheld, the rule of law is respected and propdghts are secure, is a key condition for
attracting investment, as well as for nurturingstrand fairness in society.

The Rule of Law Index measures the extent to whiglnts have confidence in and
abide by the rules of society. This includes thalityiof contract enforcement and property
rights, the police and the courts, as well asiteihood of crime and violence. Malawi does
not perform very well in this area, though it damgperform its neighbouring countries,
Mozambique, Tanzania and Zambia. In 2011, Malasorged a value of -0.18 in a range of
values from -2.5 to 2.5, with higher values indiogtbetter performance. The three other
neighbouring countries registered values aroun8l W0.the same year. Since 2005, the
general situation has not changed substantially ther four countries. However, the
Commercial Division of the High Court has put iragg guideline provisions for contract
enforcement. For example, there is a dedicatedffstieat enforces orders by the court. The
Commercial Division was established in 2009 and lieen fully functional ever since. Its
main purpose is to settle commercial disputes. Dikision has active branches in Lilongwe
and Blantyre, and a branch in Mzuzu is being o’

% http://www.doingbusiness.org/EconomyRankings/

" Ibid.

% Tripartite technical workshop, December 2012.
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Rule of Law Index
0.00
2008 2009 2010 2011
-0.10
-0.20
== Malawi

030 —@i—Mozambique
-0.40 Tanzania

2= Zambia
-0.50 v D NG
0.60 — = /
-0.70

Source: World Bank, Governance Matters database.

A 2001 survey on traders in Malawi reveals that agnagricultural commodity traders
the level of contractual non-performance was ab higy41 per cent. Aimost 200 cases a year
of bad quality, disagreement over measures andosk frice renegotiation with suppliers
were recorded. This corresponds to about 6 perafeptirchases. The fear of losing one’s
good reputation to others (in particular to supgligoroved to be an effective deterrent to
nonpayment® This clearly indicates that traditional and cudiutorms often prevail over the
rule of law.

The EESE survey carried out in Malawi reveals twahmercial law is not adequately
implemented for settling commercial disputes, sashbreaches of contract. Respondents
divided by size of enterprise generally perceivedmmercial law as “sometimes
ineffective”, in percentages ranging from 33.3 pent for those from large companies, to
39.2 per cent for interviewees from micro firmstelestingly, over 20 per cent of
respondents do not know about the effectivenesomwimercial law in Malawi. In terms of
the interviewees’ perception concerning the capadithe police to protect businesses from
criminal behaviour, the survey reveals that alnhadt of male and female respondents think
that this capacity is “low” or “very low”. The suey also finds differences in the perceived
capacity of the police between younger and olddividuals. Specifically, 14 per cent of
those aged 18-24 consider the capacity of the @atidoe “very high” as compared to only 9
per cent of respondents aged 55-60.

When it comes to assessing whether property rigigsvell defined and protected by
law, Malawi scores better than Mozambique and Taiazaand similar to Zambia. Its
situation in this respect has been worsening frarirt2008 to 3.9 in 2012, on a scale from
1 to 7 where the highest value indicates bettefopaance. Zambia performs better than
Malawi reaching a value of 4.5 in 2012, and outpenk the world mean of 4.3 in the same
year. As far as land ownership is concerned, inaMiathere are three major categories for
controlling land: customary land, public land arrdvg@te land. According to the customary
system of land tenure, land in a village belongstht®e community; individuals in the

% Gabre-Madhin E. 2009. Exchange, Contracts, andePtyRights Enforcement. Institutional Economics
Perspectives on African Agricultural Developmentternational Food Policy Research Institute, Chapgte
Accessed on 22 June 2012, available at:
http://www.ifpri.org/sites/default/files/publicati@/oc61labr_0.pdf#page=137
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community have the right to cultivate it and sommets use it as though they were the
owners. The lack of explicit private ownership @d some researchers to conclude that
land tenure is insecure. In Malawi, customary léare accounts for 69 per cent of the
country’s total land. However, in many developirauetries, especially in rural areas, land
registration may not necessarily confer more sgcthian an existing traditional systeffi.

The EESE survey conducted in Malawi indicates that largest share of owners,
managers and workers who were interviewed consgidérphysical property rights are well
defined, but not well protected by law. Owners ananagers share this view in higher
proportions than workers (43.9 per cent and 42r5cpat respectively). About one/third of
each group claims that physical property rightscéearly defined.

While assessing whether intellectual property mtide is weak and not enforced, or
strong and enforced, on a scale from 1 to 7 witghéi values corresponding to better
performance, Malawi registers values which are eratbood but which have slightly
worsened in 2012. Of its neighbouring countrieanBa outperforms Malawi achieving a
level of 3.8 in 2012. Malawi scored 3.1 in 2008 & in 2012, with the latter value being
below the world mean of 3.8 in the same year. Matigtakeholders believe that intellectual
property protection continues to be weak in thentgquand that this is an issue particularly
for the youtht™ This view is confirmed by the EESE perception syrvThe majority of
owners (40 per cent) believe that intellectual proprights are “poorly defined”, whereas
the majority of managers and workers find that theywell defined, but poorly protected by
law (41.8 per cent and 31.5 per cent respectiv&lgportedly, most of the existing laws are
outdated and do not reflect the current situationtlee ground, including technological
advancements. Final stages of review processasmdezway-’*

Intellectual property rights by status

100%
90% M Clearly Defined
80%
70% H Well Defined But not
60% protected
50% m Poorly Defined
40%
30% Non-Existent
20%

10% Don’t Know
0%

% of answers

Owner Management Worker

* Each individual category (owner, management, workr.) sums up to 100%

Source: EESE Survey Malawi, 2012.

190 Matchaya G. 2009. Land ownership security in MalaMrican Journal of Agricultural Research Vol(%), pp.
001-013. Accessed on 21 June 2012, available at:
http://www.academicjournals.org/ajar/pdf/pdf%2020a@&/Matchaya. pdf

191 Tripartite technical workshop, December 2012.

102 1hid.
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Key Indicators

Rule of Law Index 2008 2009 2010 2011
The extent to which agents have confidence in | Malawi -0.13 -0.12 -0.14 -0.18
and abide by the rules of society, including the

quality of contract enforcement and property Mozambique 06 0.0 05 -0.56
rights, the police and the courts, as well as the

likelihood of crime and violence. Tanzania -0.34 -0.5 -0.51 -0.52
Source: World Bank, Governance Matters

database.*%® Zambia -0.47 -0.48 -0.49 -0.47

Estimate of governance measured on a scale from approximately -2.5 to 2.5.
Higher values correspond to better governance.

Other Useful Indicators

Property rights 2009 2010 2011 2012 (GC
(GC 09/10) (GC 10/11) | (GC 11112) 12/13)

The World Economic Forum (WEF) Survey Malawi 43 4.2 4 3.9

asked the business leaders to provide their )

expert opinions on the following: “Property Mozambique 3.2 3.3 3.5 3.5

rights in your country, including over financial Tanzania 37 37 35 36

assets, are 1= poorly defined and not protected i i ) )

by law, 7=clearly defined and well protected by | zZambia 45 4.1 4.1 45

law”.

Source: World Economic Forum, The Global World (mean) 45 44 4.3 4.3

Competitiveness Report.'**

1= poorly defined and not protected by law, 7=clearly defined and well protected
by law.

Intellectual property protection

The World Economic Forum (WEF) Survey
asked the business leaders to provide their
expert opinions on the following: “Intellectual
property protection and anti-counterfeiting
measures in your country are 1= weak and not
enforced, 7=strong and enforced”.

Source: World Economic Forum, The Global
Competitiveness Report.105

2009 2010 2011 | 2012 (GC

(GC 09/10) | (GC 10/11) | (GC 11/112) 12113)

Malawi 34 38 38 3.6
Mozambique 25 25 25 2.6
Tanzania 3.1 3.3 3.3 3.1
Zambia 36 36 3.6 38
World (mean) 3.8 3.7 3.7 3.8

1= weak and not enforced, 7=strong and enforced.

193 http://info.worldbank.org/governance/wgi/
194 http://www.weforum.org/issues/global-competitivese

105 1hid.
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3.5. Fair competition

In order for the private sector and sustainablerpnises to develop and grow, it is
important to have competition rules, including th@nsuring respect for labour and social
standards. In addition, anti-competitive practiaethe national level must be eliminated.

“New Business Density” indicates the number of newdgistered, limited liability
companies per 1000 working aged people (15 to &tsyeld) in a given year. Malawi
recorded very low rates up to 2009 when it felD1@8. In the same year Zambia registered a
higher value, up to 0.88. However, this indicatfers to relatively large companies, which
are much more common in Zambia than in Malawi, {pbgdecause of the larger size of
enterprises operating in Zambia's extractive industompared to the Sub-Saharan African
average of 1.2 for 2009, both countries reflect paratively poor performance rates.

The “Intensity of local competition Index” measuithe level of competition in local
markets from 1 to 7, 1 being limited and 7 beintemse in most industries. The values
recorded for Malawi decreased from 4.8 in 2008.8i8 2012. Of Malawi’s neighbouring
countries, Tanzania and Zambia performed best, tivéHatter reaching a value of 5 in 2012.
It is reported that there are few competitive megke Malawi. This is due to the small size
of the economy, which limits the production capaeihd the number of market players. The
formation of cartels and associations restrictilgnpetition is a relatively common
phenomenon, particularly in the agriculture secldre manufacturing sector, on the other
hand, includes competitive markets. Competitiortha financial sector has increased in
recent years, but it seems that dominant and establ players still lead the market and
sometimes collud&?

The “Effectiveness of Anti-Monopoly Policy Indexéftects the level of efficiency of
anti-monopoly policy in promoting competition onseale from 1 to 7 with higher values
corresponding to better performance. Malawi hasibegroving in this regard over the
period 2008 to 2011, when it reached a value of Wdwever, in 2012 its performance
worsened recording a level of only 3.9. Zambia etftrmed Malawi achieving a value of
4.6 in the same year; the world mean was 4 in 201i2Malawi, monopolies continue to
characterize local air travel, electricity and watnd there seems to be limited competition
in telecommunication¥” This may be due to the fact that the telecommtioicandustry is
heavily taxed and initial set-up costs are highkingit unappealing to business play&ts.
The “Extent of Market Dominance Index” indicatesetlier corporate activity is dominated
by only a few business groups or spread among rfiang, in a range of values from 1 to 7
with higher values corresponding to more firms. &l has maintained relatively stable
values over the period 2008 to 2012, reaching 13.the latter year. This is lower than the
world mean for 2012 of 3.8, and less than both Mdzgue and Zambia.

Malawi is one of the few countries in Southern &adtern Africa that has adopted a
competition law, and it is one of the few countriasthe world with a comprehensive
competition policy"®® The objectives of the 1998 “Competition and Famding Act” are to
encourage competition, establish the Competitioth Bair Trading Commission, regulate

1% Tsoka. 2006.
197 Ibid.
198 Tripartite technical workshop, December 2012.

19 Sengupta R.; Dube C. 2008.Competition Policy eorent experiences from developing countries and
implications for investment. OECD Global Forum aoternational investment VII 27-28 March 2008, S@s<i.3.:
Competition policy. Accessed on 22 June 2012, ab#l at:

http://www.oecd.org/dataoecd/42/55/40303419.pdf
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and monitor monopolies and concentrations of ecangower, protect consumers, favour
freedom of trade, and facilitate the expansionrdfepreneurship. A Consumer Protection
Bill was also drafted in 2001 to address the sfeniéeds of consumers. It provides for the
establishment of a Consumer Protection Counciyelsas for channels that consumers can
use to remedy unfair trading practic€s.Some government interventions to facilitate
competition include an action to prohibit price luslon among the bakeries and the
elimination of price controls on petroleum productdowever, the latter intervention
unfortunately led to the creation of a cartel ie il sector'! The Competition and Fair
Trading Commission has been operational only si@6@5, and competition policy
implementation has remained weak in the countryspide a commitment to promoting
investment through the competition policy, the comeld absence of a strong responsible
agency and poor macroeconomic reforms to fostewtiirbas led to low investment levels in
Malawi.'*? In addition, attempts to attract foreign investtwrspartner with local firms have
been neglected thus far, but could be encouragédingentives in the futurg?

Key Indicators

New business density 2007 2008 2009

The number of newly registered limited Malawi 0.09 0.11 0.08
liability companies per 1,000 working-age
people (those ages 15-64) in that year. Mozambique ) ) )
Source: World Bank's Entrepreneurship

Survey 1(Y£Yorld Development Indicators Tanzania B B -
Onine) Zambia 0.89 1.03 0.88
Sub Saharan Africa 1.2 14 1.2

The number of newly registered limited liability companies per 1,000 working-age people.

Other Useful Indicators

Intensity of local competition index 2009 2010 2011 2012
(GC 09/10) (GC 10/11) (GC 1112) | (GC 12/13)

Intensity of local competition index is Malawi 47 4.7 4.4 3.9

based on survey data drawn from the

following question: “Competition in the Mozambique 3.8 4 3.9 3.8

local markets is (1=limited in most

industries and price-cutting is rare, Tanzania 43 43 4.2 4.2

7=intense in most industries as market

leadership)”. Zambia 45 46 4.8 5

Source: World Economic Forum Executive

Opinion Survey, The Global Competitiveness World (mean) 49 48 48 48

Report. " 1 =limited in most industries and price-cutting is rare, 7=intense in most industries as

market leadership.

110 Tsoka. 2006.

1 Qagaya H.; Lipimile G. 2008. The effects of artimpetitive business practices on developing coesiand their
development prospects (New York and Geneva). Unitaiions Conference on Trade and Development (UNQ)TA
Accessed on 22 June 2012, available at: http:/dhotg/en/docs/ditcclp20082_en.pdf

112 5engupta & Dube. 2008.

113 Tripartite workshop, December 2012.

114 http://data.worldbank.org/

13 http://www.weforum.org/issues/global-competitivese
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Effectiveness of anti-monopoly policies 2009 2010 2011 2012
(GC 09/10) (GC 10/11) (GC 1112) | (GC 12/13)

Effectiveness of anti-monopoly policy index is Malawi 4 42 41 39
based on annual survey data. The respondents
were asked to rate the effectiveness of anti- Mozambique 3.2 3.6 3.3 3.1
monopoly policy in their country: "Antimonopoly
policy in your country is (1=lax and not effective | Tanzania 38 4 4 4.1

at promoting competition, 7=effective and
promotes competition)".

Source: World Economic Forum Executive Opinion | world (mean) 4 41 4 4
Survey, The Global Competitiveness Report116

Zambia 3.9 43 39 46

1=lax and not effective at promoting competition,
7=effective and promotes competition.

Extent of market dominance 2009 2010 2011 2012
(GC 09/10) (GC 10/11) (GC1112) | (GC 1213)

Extent of market dominance index is based on

i 3.2 33 32 3.2
annual survey data. The respondents were Malawi
asked to rate the corporate activity in their . 29 31 3 29
country: “Corporate activity in your country is Mozambique : : :
(1=dominated by a few business groups, Tanzania 3.3 3.6 36 3.3
A P o7 0 e ¢
Source: pinion
Survey, The Global Competitiveness Report.**” World (mean) 39 38 38 38

1=dominated by a few business groups, 7=spread among many firms.

The findings of the EESE survey conducted in Maltasid to contradict the relatively
positive picture described thus far. Specificalyhen asked how they would describe
competition policy and legislation in their countapout one/third of respondents expressed
the feeling that they are only “sometimes effectivand approximately a quarter believe
they are “ineffective”.

18 http://www.weforum.org/issues/global-competitivese
"ibid.

40



Competition policy and legislation by enterprise size
H Very Effective W Usually Effective m Sometimes Effective

Not Effective Non-Existent

Large

Medium

Small

Micro

| |
0% 20% 40% 60% 80% 100%

% of respondent's answers

* Each individual category (micro, small, etc.) sum up to 100%

Source: EESE Survey Malawi, 2012.

About one/third of the respondents of the EESE eyualso feel that the Government
sometimes favours foreign investors over domestiesaby offering better conditions and
incentives. This view is particularly supportedibterviewees from large enterprises (40 per
cent), and by those from start-up companies (3C@et).

3.6. Information and communication technologies

In the era of the knowledge economy, the use afrmétion and communication
technologies (ICTs) is fundamental to the develapnog sustainable enterprises. Affordable
broadband technology is also very important andilshioe facilitated.

The ICT Development Index compares developments imformation and
communication technologies in 154 countries. It bomas several indicators, such as
households with a computer, number of Internetsyditeracy levels, etc. On a scale from 1
to 10 with higher values indicating better perfonte, Malawi steadily improved from 2002
to 2011, but remains at extremely low levels, rdowy a score of only 1.4 in 2011.
Mozambique performs worse than Malawi, whereas dmaiazand Zambia reach values over
1.6 in 2011. The Network Readiness Index meastees:ttent to which a country leverages
ICTs for enhanced competitiveness. On a scale fréon7 with higher values corresponding
to better performance, Malawi scores better tharzdvitbique and Tanzania and slightly
worse than Zambia in 2011-12, reaching a modemtel lof 3.05. Considering Internet
Users per 100 people, Malawi performs substantisityse than its three neighbours,
reaching only 3.3 per cent in 2011. In this regdi@hzania is the best performing country of
the four under consideration with a score of 12qest in the same year. This is compared to
the world mean for 2010 equal to 29.7 per cent. Wheomes to fixed-line subscriptions
per 100 people, despite a comparatively high woréhn of 17.2 per cent in 2010, Malawi
outperforms its neighbours with a level of 1.13 pent in 2011. However, Malawi shows a
much lower level of mobile telephone subscriptioper 100 people compared to
Mozambique, Tanzania and Zambia. In 2011, it rechcBB.1 per cent, compared to
Zambia’s rate of 60.6 per cent in the same yearhighest of the four countries. Concerning
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Broadband subscriptions per 100 people, in 2011laMiaperformed similarly to its three
neighbours, reaching a level of only 0.06 per cemmpared to the 2010 world mean of 7.6
per cent. In 2009, SADC announced plans to beginpttocess of digital migration from
analogue to digital broadcasting in the region. fidieseen completion date is 31 December
2013, two years before the ITU Analogue Switch @dadline in 2015® In regards to this
regional effort, one important concern is digitaggration sensitization efforts?

Key Indicators

2007 (MIS 2008 (MIS 2010 (MIS 2011 (MIS

ICT Development Index (IDI) Rep 2010) Rep 2010) Rep 2011) Rep 2(012)
IDI compares developments in information and Malawi 1.2 1.28 1.37 142
communication technologies (ICT) in 154
countries over a five-year period from 2002 to Mozambique 0.97 1.05 1.26 1.28
2007. The Index combines 11 indicators into a
single measure that can be used as a Tanzania 1.05 1.17 1.52 1.6
benchmarking tool globally, regionally and at
the country level. These are related to ICT Zambia 143 1.44 1.53 1.65
access, use and skills, including households , )
with a computer, the number of Internet users Scale from 1 to 10, with lower scores reflecting lower development levels.
and literacy levels.

_Source: International Telecommunication Union.**°

Other Useful Indicators

Internet users (per 100 people) 2009 2010 2011

The Internet is a linked global network of Malawi 1.07 2.26 3.33

computers in which users at one computer get

information from other computers in the Mozambique 2.68 4.17 4.3

network. Internet users are people with access :

to the worldwide network. The total number of Tanzania 10 11 12

Interlne.t users is divided by the population and Zambia 6.31 10 1.

multiplied by 100.

Source: International Telecommunication Union.*? World (mean) 26.5 29.7 )
Number of users per 100 people.

H8SADC. Draft Plan of Action for Digital Broadcastiridigration in SADC. The Mauritius Working Forum on
SADC Digital Broadcasting Migration. September 2008ccessed on 14 December 2012, available at:
http://www.nbc.na/resources/Draft%20Plan%200f%2®%20for%20Digital%20Broadcasting%20Migration%2
0in%20SADC.pdf

19 Tripartite workshop, December 2012.
120 hitp://www.itu.int/pub/D-IND

12 http://www.itu.int/ITU-D/icteye/Indicators/Indicats.aspx
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Fixed lines subscriptions (per 100 people) 2009 2010 2011

Fixed lines are telephone mainlines connecting a customer's Malawi 0.77 1.07 1.13

equipment to the public switched telephone network.

Source: International Telecommunication Union. 22 Mozambique 0.36 0.38 0.37
Tanzania 0.4 0.39 0.35
Zambia 0.7 0.69 0.64
World (mean) 17.8 17.2 -

Number of subscribers per 100 people.

Mobile cellular subscriptions (per 100 people) 2009 2010 2011
Mobile phone subscribers refer to users of portable Malawi 16.44 20.38 25.07
telephones subscribing to an automatic public mobile

telephone service using cellular technology that provides Mozambique 26.12 30.88 32.8

access to the public switched telephone network.

Source: International Telecommunication Union.*2® Tanzania 40.14 46.80 95.5
Zambia 34.63 41.62 60.6
World (mean) 68.3 78 -
Number of subscribers per 100 people.

Broadband subscribers (per 100 people) 2009 2010 2011

Broadband subscribers are the total number of broadband Malawi 0.03 0.03 0.06

subscribers with a digital subscriber line, cable modem or

other high-speed technologies. Mozambique 0.05 0.06 0.07

Source: International Telecommunication Union.*** Tanzania 0.01 0.01 0.01
Zambia 0.08 0.08 0.06
World (mean) 6.90 7.60 -

Number of subscribers per 100 people.

Despite the relatively negative picture that isleeted by the indicators presented
above, Malawi is one of the regional leaders indCSpecifically, several related reforms
have been adopted, including the privatizatiorheffixed-line incumbent, the creation of an
independent regulatory agency and the establishimieat competitive market for mobile
services. Additionally, GSM telephone signals h#ex=n made widely available by the
private sector without public subsidies. The mamallienge regarding ICTs seems to be
reducing the cost of services in order to make theaely accessible. High prices are due to
the lack of a submarine cable along the East Afrizmaast and of fiber-optic links with

122 http://www.itu.int/ITU-D/icteye/Indicators/Indicats.aspx
123 pid.
24 |bid.
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neighbouring capital§” It is also believed that costs are high becausedmmunication

companies are few and adopt a market behaviourhwibitypical of cartel$?® Some also

report that Malawi lacks an ICT policy. Currentls, Communication Act is under
preparation, but an adequate ICT regulatory framkvi® still missing. For this reason,
Malawi is becoming a dumping ground for second-hand over-used technology. Poor
access to electricity is another major barrier enévg regular use of ICT among
Malawians'*’ Other hindering factors include vandalism of I@ifrastructure (e.g. cables),

and solar energy generatdfs.

Respondents of the EESE survey were asked abowixthat of development of laws
relating to the use of ICTs (e.g. electronic congaerdata protection, digital signature).
Nearly half of all interviewees think that lawsatiéhg to ICT are underdeveloped in Malawi.
When asked about the extent to which small entprcan afford ICT for their business
activities, 63 per cent of interviewees believe thés very difficult, and 10 per cent think it
is impossible. Of those who find it impossible, @& cent are from informal businesses and
8 per cent from formal ones. Malawians, however,seas information and
telecommunication in their country in relativelystove terms, as the chart in section 3.8
indicates.

3.7. Access to financial services

The creation and expansion of sustainable entegrigequire access to financial
resources. Considering Credit to Private Secta percentage of GDP, Malawi improved
over the period 2005-11, reaching 19.66 per ce0Diil. Mozambique performs better and
Zambia records a rate of only 12.27 per cent ifl2The Credit Information Index measures
the level of credit information available in a comynthrough public or private registries to
facilitate lending decisions. On a scale from 0 @p higher values indicate better
performance. Malawi and Tanzania perform considgrakorse than the other two
neighbour countries, both maintaining values of P to 2012. In sharp contrast,
Mozambique and Zambia recorded values of respégtiveand 5 in 2012. Information on
potential borrowers is a crucial issue to avoichd#fcases. Malawi currently has no national
identity cards. However, the National RegistratBureau was established and progress is
underway to set up a national identification systhat will lead to the issuing of national
identities. Furthermore, two credit reference buseavere established and have been
operational following the enactment of the Credifékence Act?

“Interest Rate Spread” measures the differencedmiviending rate and deposit rate. In
this area, Malawi's performance appears to be mueke than that of its three neighbouring
countries. Malawi maintains generally stable valinesy 2005 to 2010, reaching in the latter
year a level of 21.02 per cent. It is believed thatinterest rate spread is high in the country

125 Foster V.; Shkaratan M. 2011. Malawi's Infrastiret A continental perspective, Policy Research Rivigr
Paper 5598. The World Bank, Africa Region, Sustamd@evelopment Department, March. Accessed onub2 J
2012, available at:
http://www-wds.worldbank.org/servlet/WDSContentSs/WDSP/IB/2011/03/17/000158349 20110317135225/
Rendered/PDF/WPS5598.pdf

126 Tripartite technical workshop, December 2012.

127 Mkula C. 2012. Malawi lags behind technology. CMéws Agency (Lilongwe). Accessed on 25 June 2012,
available at: http://cajnewsagency.com/index.pg/ating/816-malawi-lags-behind-technology

128 Tripartite technical workshop, December 2012.
129 |nput from the Ministry of Industry and Trade.
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because banks charge high operation cost and lefiaascial institutions adopt a market
behaviour which is typical of carte'¥.

Key Indicators

Credit to private sector (% of GDP) 2008 2009 2010 2011

Domestic credit to private sector refers to financial resources Malawi 19| 1424 | 19.04 19.66
provided to the private sector, such as through loans, purchases
of non-equity securities, and trade credits and other accounts

receivable, that establish a claim for repayment. For some Mozambique 1831 2479 | 26.83 2388
countries theselt claims include credit to put.>||c ent.erprllses. y Tanzania 1608 | 1533 | 1621 17.89
Source: International Monetary Fund, International Financial Statistics

d data files, and World Bank and OECD GDP estimates (World .
B ot 1 g estimates (Word | 7 mbia 1497 | 1198 | 1151 | 1227

Development Indicators Online).

Sub Saharan Africa 56.23 63.26 62.18 58.32

Credit to private sector (% of GDP).

Other Useful Indicators

Credit information index 2009 2010 2011 2012

Credit information index measures rules affecting the scope, Malawi 0 0 0 0
accessibility and quality of credit information available through

public or private credit registries. The index ranges from 0 to 6, Mozambique 4 4 4 4
with higher values indicating the availability of more credit Tanzania 0 0 0 0
information, from either a public registry or a private bureau, to
facilitate lending decisions. Zambia 3 5 5 5
Source: World Bank, Doing Business project.**?

World 3 3.05 3.2 3.3

0O=less information to 6=more information.

Interest rate spread 2007 2008 2009 2010
Interest rate spread (lending rate minus deposit rate) is the Malawi 21.74 21.78 21.75 21.02
interest rate charged by banks on loans to prime customers
minus the interest rate paid by commercial or similar banks for Mozambique 7.67 7.33 6.15 6.58
demand, time or savings deposits. .
Source: International Monetary Fund, Intemational Financial Statistics | 1ahZania 7.39 6.73 7.06 7.98
and data files. (World Development Indicators Online)**?
Zambia 9.67 12.51 14.97 13.52
Sub Saharan 097 | 827 8.1 9.7
Africa

Interest rate spread (lending rate minus deposit rate, %).

130 Tripartite technical workshop, December 2012.
131 http://data.worldbank.org/

132 pid.

1% |bid.
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The financial system in Malawi includes eleven tised commercial banks, two
discount houses, one leasing company, eight neralifd three life insurance companies,
four DFls, a young microfinance industry, and aerdgly established capital market. The
three largest banks account for 65 per cent of &stsets>* which would seem to support the
possibility of cartel behaviour among these threstitutions and hence, a lack of
competition. Profitability of commercial banks iggh, which decreases their incentive to
look for new, more risky borrowet® Nonetheless, 3 of the 11 commercial banks do
currently offer credit services to SMES Private sector credit has increased by about 80 pe
cent since June 2012 and the volume of non-perf@griaans has risen from less than 4 per
cent at the end of 2011 to almost 8 per cent imkt2012. In an effort to contain inflation,
stabilize the exchange rate and reduce risk infittencial system, the Reserve Bank of
Malawi increased the interest rate in December 28/1Phus, the already quite challenged
business community in Malawi is presently confrogta base lending interest rate of 35 per
cent as of 4th December 20%3.

The World Bank Enterprise Survey data for 2009aat#s that access to finance is the
main business environment constraint in Malawi.c8mally, high interest rates for loans
and the lack of long-term financing are major otists In addition, it is not possible for
consumers to resolve their complaints against Gi@ninstitutions as there are neither
procedures for handling such complaints, nor nalicjary dispute resolution mechanisms in
place. In an effort to address these and othetertgds, the Ministry of Finance adopted a
Malawi National Strategy for Financial Inclusion0®D-2014)"* Currently, the financial
sector serves 35 per cent of micro and small er@neurs. Informal financial institutions
reach some additional 20 per cent of the Malawmallsand micro business community. At
present, 59 per cent of small and micro entrepmsnarte financially excluded® Over the
past few years, development partners have trieidhpoove the general situation through
technical cooperation. In 2011, the World Bank appd an allocation of USD 28 million
for the second phase of a Financial Sector TechAgsistance Project (FSTAP) to facilitate
access to credit in Malawi. The project providespsut to improve the technical capacity of
the Ministry of Finance and the Reserve Bank of adal and to improve the legal and
regulatory framework* UNCDF, UNDP, CORDAID, and the Government of Malaavée
also jointly implementing a project to broaden asceo financial services, particularly in
rural areas??

134 world Bank. 2010b. Project Appraisal Document fhe Financial Sector Technical Assistance Project,
Proposed credit in the amount of USD 19.840 millethe Republic of Malawi, (Lilongwe).

135 Deraniyagala & Kaluwa. 2011.

13 Interview with Mr. Charles Nangwale from the Naiid Association of Business Women, Lilongwe, 26yJul
2012.

BTEIU. 2012c.

138\ ational Bank of Malawi Interest Rates. NationalnBaof Malawi. 2012. Accessed on 14 December 2012,
available at: http://www.natbank.co.mw/rates/ins¢nates.html

139 World Bank. 2010b.

140 Department of Trade and Industry; FinMark TrusieTWorld Bank; DFID; UNDP. 2012. FinScope Malawi
SMME Survey 2012. Received on 10 July 2012.

141 World Bank. 2011. Banking the Unbanked in MalaWorld Bank approves $28.2 million to increase
Malawian’s access to financial services (Washingtétress Release No: 2011/386/AFR. Accessed onuté J
2012, available at:
http://web.worldbank.org/WBSITE/EXTERNAL/COUNTRIEAFRICAEXT/MALAWIEXTN/O,,contentMDK:22
867581~menuPK:50003484~pagePK:2865066~piPK:28630&%itePK:355870,00.html

142 United Nations Capital Development Fund (UNCDF)12. UNCDF in Malawi. Accessed on 8 June 2012,
available at: http://www.uncdf.org/malawi
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The EESE survey conducted in Malawi provides rioppsementary information on
access to finance for Malawians. Respondents vakedahow easy it is for a small business
to obtain a bank loan with a good business plap 6. without capital/collateral). For 53.6
per cent of interviewees it is difficult, and fol.35 per cent it is impossible. Moreover,
obtaining venture capital by entrepreneurs withowrative but risky projects is deemed to be
very difficult for 58.5 per cent of respondents.lakge majority of interviewees (76.3 per
cent) think that it is more difficult for small fivs to get credit compared to large companies.
Paradoxically, a higher proportion of responderamflarge enterprises (86.7 per cent) hold
this view compared to those from micro businesg&s3(per cent). There is a difference also
in respondents from enterprises divided by firm. agsout 88 per cent of respondents from
start-up companies, as compared to 72 per cenntefviewees from established firms,
believe that it is more difficult for small enteiges relative to large ones to obtain credit.

Difference in access to credit between small and large
enterprises, by enterprise size

M Very Easy mEasy M No Difference Difficult Don’t Know

| | |
| | |

Large
| | | |

Medium
| | | |

Small
| | |

Micro
| [ |

0% 20% 40% 60% 80% 100%

% of respondent's answers

Source: EESE Survey Malawi, 2012.

Access to finance is difficult for Malawians in geal, but reportedly even more so for
women. When women submit a business idea for fgpdhey lack credibility and bankers
tend to simply reject their loan applications. Rertnore, female entrepreneurs are often
unfamiliar with registration procedures. They delkegthe registration task to their husbands
who formally become the owners of their companiéien women request credit, their
spouses must sign for the loan. Furthermore, ptiegeare generally under men's names.
This means that female entrepreneurs can raredy offllateral for their own loans. Women
business associations could help female entrepremgin access to finance, but in Malawi
such organizations are rare and tend to be Wéalowever, perceptions emerging from the
EESE survey are not in line with these findings.shswn in the chart below, a very large
proportion of respondents (45.2 per cent) think theamen and men have equal access to
financial services. Only workers seem to beliewa thomen have more difficulty accessing
financial services than men. Considering interviesvdy sex, 41 per cent of female
respondents and 46 per cent of males think thae tiseno difference in access to formal
finance services between men and women. It istaldme added that about 40 per cent of
respondents feel that it is generally more diffiéat young people to obtain credit.

1431DM Consulting and Associates. 2011. Final RepBetriers to access business finance by womenpetreurs
in Malawi.
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Gender difference in access to finance by status

100

Don’t Know

m No Difference

B More difficult for men

% of answers
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B More difficult for women
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&

*Each individual category (owner, management, worksums up to 100%

Source: EESE Survey Malawi, 2012.

The three most common sources of funding in Malake: microfinance institutions
(for 45 per cent of respondents), banks (for 34ceat) and credit unions (for 19 per cent of
interviewees). The three most common funding s@uvdeere respondents have applied for
credit are: microfinance institutions (40 per cebgnks (30 per cent) and credit unions (11
per cent). For respondents, the most common pe&atgitoblems in accessing loans include:
insufficient collateral (for 49 per cent of inteewees), lengthy appraisal and processing time
(for 23 per cent), no or insufficient guarantor (13 per cent), poor business plan (for 12 per
cent), and insufficient provision of informatioro(fé per cent). Considering respondents by
their coming from a formal or an informal enterprigt is possible to observe that the most
common problem perceived by interviewees from imi@r businesses is the lengthy
appraisal and processing time, whereas for resptsmd®m formal firms it is the inability to
provide the required information.
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Problems in accessing loans: Formal/ informal
M Informal = Formal 8571
5952 61.76 60
g 2082 4918
3
S 4048 40
S : 38.24 [
o
X
14.29 I
Insufficient No, or Business plan Could not Appraisal and
collateral insufficient insufficiently provide the  processing times
guarantors prepared required were lengthy
information

Source: EESE Survey in Malawi, 2012.

3.8. Physical infrastructure

The development of sustainable enterprises ciificdépends on the quality and
quantity of the physical infrastructure availatdach as physical facilities and transportation
systems. Access to water and energy also playsaapirole. Enterprise surveys indicate
that infrastructure constraints account for twaedhiof the productivity gap experienced by
Malawian businesses. Malawi spends about 6 perafe@®DP on infrastructure, which is
less trfﬁn the average in other low-income Africanntries (approximately 10 per cent of
GDP):

Data on physical infrastructure in Malawi is getigraparse. For example, data on
electricity is missing and information on roadsx@ up-to-date. We only know that paved
roads as a percentage of total roads were 45.02epéein 2003. However, it is interesting to
observe that the percentage of paved roads inhtiee heighbouring countries was lower,
even in the latest year for which information isidable. Of Malawi and its neighbouring
countries, the best performer in this area for Wwidata is available is Mozambique, which
registered a rate of 20.78 per cent in 2009. Howédaesed on the 2003 data, Malawi is not
notably underperforming relative to the world medm9.4 per cent for the same year. A
substantial road investment programme has furthpraved the country's road network over
the past few years. Road maintenance is now aitgrissue as there are apparently more

144 £oster & Shkaratan. 2011.
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paved roads than necessary, and thus investmeuls loe shifted from paving additional
roads to maintaining existing on¥s.

Malawi performs particularly well in the percentagé population with access to
improved water sources. In 2010, 83 per cent optiulation had access to improved water
sources. This percentage is much higher than theSaharan African average for the same
year, which was only 61.13 per cent. Mozambiquenzéaia and Zambia reached far lower
levels than Malawi. Malawi is one of the few Africaountries to have already reached the
Millennium Development target for water, nearly tgFars before the set deadline (2015).
However, this impressive performance may be dudaawi's much lower levels of reliance
on service water and sanitation compared to otwithicome countries in Africa; boreholes
and traditional latrines are widespread in the tguit also seems that the percentage of
Malawians relying on utility water has decreasedrdiie past few yeat&

The Quality of Overall Infrastructure Index revealsether a country's infrastructure is
underdeveloped or extensive and efficient based ange from 1 to 7 with higher values
indicating better performance. Over the period fr2008-11, Malawi consistently rose in
the index, reaching 3.5 in the latter year. It unfoately decreased to 3.2 in 2012. This is
compared to the world mean of 4.3 for the same, yaad relative to its three neighbouring
countries, only Zambia outperformed Malawi. As Mulds a landlocked country, the
Quality of Port Infrastructure Index is meant tpnesent how accessible port facilities are,
using a scale from 1 to 7 with higher values intilicp better performance. Malawi has
slightly improved in time reaching 3.7 in 2012. Therld mean for the same year is 4.3, and
of its neighbouring countries, only Zambia registea higher score than Malawi.

In 2004, Malawi adopted a new legal framework i@ gfower sector, and in 2007 two
commissioners of a new Malawi Energy Regulatoryhédty were appointed. From an
institutional perspective, Malawi is one of the madvanced Sub-Saharan African countries
in this sector. Nonetheless, the country suffessnfunreliable power supplies. This is why
formal enterprises tend to have backup generdtimderpricing is the main weakness of the
power sector in Malawi, where tariffs cover onlyoab50 per cent of the total cost of power
production. In response, price increases are beipemented and more are planned for the

future X’

Railways in Malawi do not compare favourably to gboof other countries in the
region. Relatively high tariffs and slow transihé&s prevent railways from being competitive
vis-a-vis the road network. Malawi also has a sradlltransport market, as is typical of
small African countries. Though service to the valg hubs (Johannesburg and Lusaka) is
deemed sufficient, over the past few years Malaxpeeienced declining air transport
connectivity. Air Malawi is financially unsustaingband new private operators would
undoubtedly improve the national air transport reat® There are currently six national
airline companies in total and four internationigbarts, two of which are major (Lilongwe
and Blantyre). It is however to be noted that pcadlyy there are only two real international
airports which are located in Blantyre and Lilongiesn there are air strips (most notably in
Mangochi, Karonga and Mzuztfy. The country is considered to be one of the higbest
countries in the world to fly into. It is believatat policy reforms and investments are

145 Eoster & Shkaratan. 2011.

148 1hid.
147 | bid.
148 | pid.

149 Input provided by ECAM.
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needed to address such excessive ¢sEhe MGDS Il mentions energy, transport and
water development as key priority areas, and twthefnine cross-cutting themes are the
improvement of the energy system and transpofércountry”> In addition, one of the five
priority ministries of the Economic Recovery Plarihie Ministry of Transporf?

The EESE survey offers a somewhat different ovenaéphysical infrastructure in the
country. Roads and access to water, which seeme tardas where Malawi performs well,
are perceived to be “satisfactory” or “poor” by gér cent of respondents in almost equal
shares. The assessment of electricity is confiraseleing “poor” or “very poor” for a total
of 75 per cent of interviewees. Railways are sirjilassessed by approximately the same
percentage of individuals. Airports are deemeded'datisfactory” or “poor” for about 60
per cent of interviewees in almost equal sharepridingly, over 60 per cent of respondents
perceive telecommunications as “very good” (25.6qemt) and “good” (41.6 per cent).

Quiality of physical infrastructure

100%
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* Each individual category sums up to 100%

Source: EESE Survey Malawi, 2012.

130 UNDP. 2011. Summary country Matrix, Country fastts: Malawi. Accessed on 15 May 2012, availahle at

http://www.undp.org/content/dam/undp/library/Poyé&620Reduction/Trade,%20Intellectual%20Property%a0an
%20Migration/Tourism%20Paper-%20Country%20matridkedawi_DTIS_vfinal.pdf

31 The Government of the Republic of Malawi. The Melgrowth and development strategy Il (2011-2012).
152 |nput provided by ECAM.
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Key Indicators

Electric power consumption (kWh per capita) 2007 2008 2009 2010
Electric power consumption measures the Malawi *88.36 *75.44 *73.66 -
production of power plants and combined heat and
power plant.s less transmission, distribution and Mozambique 4731 462.41 45335 44372
transformation losses, and own use by heat and
power plants. | Tanzania 82.08 84.32 85.68 77.85
Source: International Energy Agency, Energy Statistics
and Balances of Non-OECD Countries and Energy .
Statistics of OECD Countries (World Development | Zambia 689.15 614.07 635.03 552.50
Indicators Online).
* Taken from Index Mundi. 153 World 2'833.12 2'858.20 2'806.92 297478
KWh per capita.
Roads, paved (% of total roads) 2003 2008 2009
Paved roads are those surfaced with crushed stone | palawi 45.02 . .
(macadam) and hydrocarbon binder or bituminized
agents, with concrete or with, cobblestones, as a Mozambique ) 20.78 20.78
percentage of all the country’ roads, measured in
length. , Tanzania 8.63 7.38 6.67
Source: International Road Federation, World Road
Statistics (World Development Indicators Online).*** ]
Zambia - - -
World 49.4 - 64.9
% of total roads.
Other Useful Indicators
Improved water source (% of population with access) 2000 2005 2010
Access to an improved water source refers to the Malawi 62 73 83
percentage of the population with reasonable
access to an adequate amount of water from an Mozambique 42 45 47
improved source, such as a household connection,
public standpipe, borehole, protected well or spring, .
and rainwater collection. Unimproved sources Tanzania 54 54 5
include vendors, tanker trucks and unprotected .
wells and springs. Reasonable access is defined as | Zambia o4 58 61
the availability of at least 20 litres a person a day ]
from a source within one kilometre of the dwelling. | Sub Saharan Africa 54.76 58.31 61.13

Source: World Health Organization and United Nations
Children's Fund, Joint Measurement Programme (World
Development Indicators Online).**®

% of population with access.

153 http://data.worldbank.org/data-catalog/ and hiitv.indexmundi.com/

154 http://data.worldbank.org/data-catalog/
%% |bid.
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Quality of overall infrastructure Index 2009 2010 2011 2012
(GC 09/10) | (GC 10/11) (GC 1112) (GC 12113)

Survey data: “General infrastructure in your | malawi 29 3.4 35 3.9

country is: 1 = underdeveloped, 7= as

extensive and efficient as the world’s best”. Mozambique 27 33 3.1 3

Source:_WorId Economicll;grum, The Global

Competitiveness Report. Tanzania 27 3 3.1 3.1
Zambia 29 3.4 3.7 3.9
World (mean) 41 4.3 4.3 43
1= underdeveloped, 7= as extensive and efficient as the world’s best.

Quality of port infrastructure Index 2009 2010 2011 2012

(GC 09/10) | (GC 10/11) (GC 1112) (GC 12/13)

Survey data: “Port facilities and inland Malawi* 35 3.6 3.6 3.7

waterways in your country are: 1=

underdeveloped, 7= as developed as the :

world’s best. For landlocked countries, this Mozambique 32 35 34 34

measures the ease of access to port .

facilities and inland waterways”. Tanzania 28 3 3.3 33

Source: World Economic Forum, The Global .

Competitiveness Report. 57 Zambia 3.7 3.6 4 4.1
World (mean) 42 43 43 43

1= underdeveloped, 7= as developed as the world’s best.

* Malawi is a landlocked country. For landlocked countries, the question is: How
accessible are port facilities? (1= extremely inaccessible; 7= extremely accessible)

156 hitp://lwww.weforum.org/issues/global-competitivese

157 1bid.
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4. Social elements

4.1. Entrepreneurial culture

The general recognition of the key role of entegsiin development is a fundamental
element for a conducive business environment. §trpablic and private support to
entrepreneurship, innovation, creativity, and tbacept of mentorship are other important
determinants of an enabling environment for suataa enterprises. Identifying indicators
showing the degree of entrepreneurial culture goantry is quite challenging. Moreover,
for Malawi, secondary data in this area is scatffiew Business Density” indicates the
number of newly registered limited liability compas per 1000 working age people in a
year. A poor country like Malawi is characterizeg d large majority of micro and small
enterprises that are normally not limited liabiligpmpanies. This partly explains why
Malawi registers very low values, from 0 in 20040t08 in 2009. Zambia, the only country
selected for comparison for which information isaiable, records higher values and
reached 0.9 in 2009. It is believed that the higlaue for Zambia is due to the relative
importance of its mining sector that is charactstiby comparatively large compant&s.

It is observed that in Malawi there is a prevaleuniture that does not recognize the
value of entrepreneurial activity? However, every second informal apprentice inteveie
for an ILO study claimed that he/she wanted tot dtea’her own business after informal
training. Nonetheless, the same report revealsith@&nzania the percentage of informal
trainees who started their own company is as higBGaper cent® A 2009 labour market
survey on TEVET in Malawi reveals that the majontiythe interviewed apprentices (57.6
per cent) nurse the hope of engaging in self-enmpét in order to obtain a higher income
and autonomy®*

Gaps that exist in developing entrepreneurship @laMi include business support
services (mentoring, business advisory services) and entrepreneurial skifl¥ Business
training institutions do exist in the country, ltkié service costs are unaffordable to potential
clients!®® This is the main reason why many young people shoonformal
apprenticeship®*

Of all owners interviewed for the EESE survey castdd in Malawi, 7 per cent are
aged 15-24, and of all workers surveyed 23.7 pat belong to the same age cohort. The

1%8 Tripartite technical workshop, December 2012.

159 Ministry of Industry and Trade, 2012a. Kamoto 012 Final Report on SME policy analysis: Women
entrepreneurship development and gender equdiiiglawi Project (Lilongwe). Bunda College. This id@as also
confirmed during focus group discussions held wviite. Cinzia Tecce, private sector specialist fromDNin
Malawi, on 25 July 2012.

160 Aggarwal A.; Hofmann C.; Phiri A. 2010. A study @rformal apprenticeship in Malawi, Employment Sect
Employment Report No. 9, 2010, Skills and Emplolgbtepartment, ILO Decent work Team for Southand
Eastern Africa. Accessed on 7 June 2012, availabte http://www.ilo.org/wcmsp5/groups/public/---
ed_emp/documents/publication/wcms_151254.pdf

*33imat Development Consultants. Malawi Labour MarBetrvey. Technical, Entrepreneurial and Vocational
Education and Training (TEVETA). Lilongwe, Malaw2009. Accessed on 11 December 2012, available at:
http://www.tevetamw.com/pdf/Malawi-Labour-Market+8ay-2009.pdf

%2 Tembo R.; Chinguo G. 2011. Report on gender, HIYAIRS, disability, and youth mainstreaming workshafp
the small and medium enterprises (SME) policy. tiwl Association of Business Women (NABW).

183 Kamoto. 2011.
164 Aggarwal et al. 2010.
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survey also reveals that almost half of respond@®$ per cent) believe that the attitude of
the youth towards entrepreneurship is “positive™\ary positive”. Micro and small firms
share this opinion in larger proportions (41 pentcand 44.3 per cent respectively) than
medium and large companies. However, a non-netgigiercentage of respondents (15.5
per cent) hold the opinion that the attitude of tmuth towards entrepreneurship is
“negative”. Of all interviewees, 37 per cent thitilat young men have a more positive
attitude towards entrepreneurship than young womwdereas 28 per cent believe that the
opposite is true.

Attitude of the youth towards entrepreneurship by
enterprise size

m Very Positive ™ Positive ™ Neutral m Sometimes Negative Negative Don’t Know

Al | N R
Large N N

Medium I I R
Small | N S
Micro N I S

0% 20% 40% 60% 80% 100%

Source: EESE Survey Malawi, 2012.

When asked whether the youth have the necessdly akd competencies to start and
run their own businesses, respondents appear ® riedatively divergent views. About 32
per cent believe that quite a few do, while 29 gt of them feel that only a minority do. A
considerable share (19.2 per cent) holds the apitiat most do, whereas an almost equal
proportion (18.8 per cent) feels that most do fibe largest share of respondents (40.3 per
cent) believes that there is no difference in skiletween young men and young women.
Nonetheless, a considerable proportion of intergesv(28.3 per cent) think that young men
have much stronger skills than young women. Witbpeet to the two most important
aspects that young people value when applying jobaan overwhelming majority (79 per
cent) of the interviewees consider money to beitecak factor, followed by “job security”,
with about 9 per cent. The survey also reveals 4baper cent of respondents believe that
new business start-ups have limited access to peatreurship training and business
services, including business advice, mentoringinass plan development, research, product
development, export promotion, etc. In addition, @& cent of respondents find that
programmes supporting the growth of entreprenewaadivities rarely include or promote
workers' rights.

Reportedly, in Malawi private sector developmertdeiees considerably less support
from donors (only 1 per cent in 2010) compared witier sectors. However, private sector
development projects are a promising approach tmnpting entrepreneurial culture. In
2011, the African Development Fund granted MalawlJ8D 10 million loan for a
“Competitiveness and job creation support” projddtis project seeks to address the main
constraints of SMEs in the country, namely difftcaccess to credit, foreign exchange
scarcity and low entrepreneurial skills. The prbjetso includes institutional capacity
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building and is being executed by the Ministry mfllistry and Trad&> An effective way to
boost entrepreneurial culture would be to change ehucation training curriculum to
include entrepreneurial skills in schools starirmgn primary educatiof?® It seems that the
Ministry of Education is working on introducing espreneurship modules in the
curriculums of secondary schod? but work in this area began some ten years agdsand
not at present substantially progressitig.

Key Indicators

New Business Density 2007 2008 2009

The number of newly registered limited Malawi 0.09 0.11 0.08
liability companies per 1,000 working-age
people (those ages 15-64) in that year. Mozambique
Source: World Bank's Entrepreneurship

Survey (1World Development Indicators Tanzania

Online).*®°
Zambia 0.89 1.03 0.88
Sub Saharan Africa 1.2 14 1.2

The number of newly registered limited liability companies per 1,000 working-age
people.

4.2. Education, training and lifelong learning

The development of a skilled workforce and the espen of human capabilities
through high-quality systems of education, trainamgd lifelong learning is important in
helping workers to find good jobs and enterprigeéirtd the skilled workers they require.
Data on Public Spending on Education for the sgjiereis scanty. In general, it seems that
Zambia has spent the least on education, reachilyglo35 per cent of GDP in 2008, and
Tanzania the most with 6.18 per cent in 2010. Malavperforming relatively well in this
area, recording a level of 5.72 per cent of GDRGf1. Although the world average for this
indicator is available only up to 2008, it appetrat Malawi maintains levels of Public
Spending on Education similar to world means. Thdudation Index measures the
educational attainment on a scale from O to 1 wvhtgher values indicating better
performance. Over the period 2006 to 2011 Malawisimhtly improved, achieving a value
of 0.4 in the latter year. This is moderately lowean that of Tanzania and Zambia, but
higher than that of Mozambique. In 1994, the Malgavernment launched a programme
aimed at providing free primary education for Sibme 18,000 teachers were trained to meet
the increasing demand and the enrolment rate hweaghout the country. In the 1990s, the
participation of the private sector in educationrvee delivery was favoured by

185 African Development Bank. 2011. African DevelopmEnnd, project appraisal report: competitiveness jab
creation support project, Malawi. Accessed on 14/ ®@12, available at:
http://www.afdb.org/fileadmin/uploads/afdb/Docum&Rtroject-and-Operations/Malawi%20-%20Approved%20-
%20Competitiveness%20%20%20Job%20Creation%20S@ppoRroject-
%20Appraisal%20Report%20En%20(2).pdf

108 Kamoto. 2011.

17 Interview with Mr. Alexander Mtsendero, principafl the Enterprise Development Department of theistip
of Industry and Trade, Lilongwe, 26 July 2012.

188 |nterview with Mr. Charles Nangwale from the Naii Association of Business Women.
189 http://data.worldbank.org/
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liberalization measures, but public institutioni provide education services to 99 per cent
of primary school pupils and 77 per cent of secondahool students? One outcome of the
1994 education programme could be the impressiselteeachieved regarding the literacy
rate for youth aged 15-24, where Malawi outperfoMezambique, Tanzania and Zambia.
In this regard, Malawi achieves levels that surgassworld mean. Specifically, in 2009,
86.46 per cent of Malawian youth could read andeywith the world mean being 83.31 per
cent in the same year. The adult literacy rateatss improved, reaching 73.69 per cent in
2009 It seems, however, that the Malawian educatiogsiesn has certain weaknesses
including high drop-out rates, particularly for Igirpoorly equipped schools, a shortage of
learning materials, high failure rates, and few podrly trained teachers. In addition, there
is a persistent and large gender gap in secondahhmher education, with substantially
lower proportions of female students compared ttesi& At the tertiary level institutions
however, it seems that this gender gap has bedinidgdn recent year$’?

When it comes to the percentage of firms offeriogral training to their permanent
and full-time staff, despite sparse data, Malawnse to perform notably better than its three
neighbouring countries. The most recent availalgaré for Malawi is 48.42 per cent in
2009. The “Extent of Staff Training” indicates whet companies in a country invest little
or heavily in training and employee developmenattoact, train and retain staff, on a scale
from 1 to 7 with higher values indicating more istraents. Malawi performed better than its
three neighbouring countries until 2011. Unfortehatits performance worsened in 2012 to
reach a value of 3.7, which is slightly lower ththe level recorded by Tanzania (3.8) and
the world mean for that year (3.9).

In general, graduates are more likely than otheersbtain a job and there is an excess
of demand for skilled labour by the private se¢fdThis may account for the high level of
training that enterprises offer to their staff.dther words, as private firms cannot recruit
enough skilled labour, they must invest in theimostaff to upgrade their employees' skill
sets. Enterprises which are levy compliant can fiteftem public funding covering up to
one/third of the cost of in-house training requiesrts. Sadly, the aforementioned 2009
labour market survey reveals that over 70 per oérgurveyed firms engage in in-house
training, but only a few make use of this facilitany enterprises fail to implement in-
house training mainly due to production pressurd anlack of training materials and
qualified trainers?®

Considering the period 2005-08, the number of grasekifrom secondary and tertiary
institutions has risen, and a clear shortage dafrsary schools and universities has become
apparent. The technical and vocational educaticteny is diverse, with a multitude of
private and public providers offering what are,general, inadequate servicésMany
young people choose informal apprenticeship becthisdraining system seems to offer a
greater likelihood of securing a job afterward thdoes formal training’’ In 1999, the
Government established a Technical, Entreprenewiatational Education and Training

170 Castel V.; Phiri M.; Stampini M. 2010. Educationdaemployment in Malawi, Working Paper No. 110.&lun
2010. African Development Bank Group. Accessed pduly 2012, available at:
http://www.ilo.org/public/libdoc/igo/2010/457462 %d

"L UNESCO website: http://www.indexmundi.com/factskame/literacy-rate
172 Castel et al. 2010.

%3 puverall & Mussa. 2010.

174 Castel et al, 2010.

175 Jimat Development Consultants, 2009.

1 puverall & Mussa, 2010.

17 pggarwal et al. 2010.
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Authority (TEVETA). The mandate of this institutioils to develop a demand-driven
technical, entrepreneurial, vocational educatiowl, taaining (TEVET) system covering both
the formal and informal sectors in the countrytrigs to meet the technical and vocational
skills needs of the national market and runs tivap® sector programme granting subsidies
for companies' in-house training.

The EESE survey carried out in Malawi provides riesting information on whether
workers are perceived to have the skills demandetusiness. Slightly over one/third of
interviewees (36.2 per cent) believe that therengir®r skills deficits among workers in the
country. As the below chart shows, large compasiiese this opinion more than other types
of firms grouped by size. However, about 31 pett cérall respondents feel that there are
significant skills deficits. Reportedly, this mag klue to the fact that many well-educated
and skilled Malawians go abroad and are employéafile country”®

Availability of workers' skills by enterprise size
® Generally Yes ® Minor Skills Deficits m Significant Skills Deficits

Generally No Don’t Know

0% 20% 40% 60% 80% 100%

Source: EESE Survey Malawi, 2012.

When asked to what extent tertiary and vocatiodatation in Malawi meets the needs
of the business community, 55.3 per cent of respotsdanswer that it meets some of the
existing needs, and 30.3 per cent find that it sm@mbst needs. These findings tend to
conflict with the negative picture reflected by fiterature review described above. Also in
contrast are the views from respondents on thestmant of business in human resource
development. About 80 per cent of respondents ttiiak firms' investment through internal
training is “moderate” to “small”, and approximatel2 per cent of interviewees feel that
investment in human resource development througgrme training is also “moderate” to
“small”. On brain drain, 40 per cent of respondefdsl that it affects business very
negatively.

178 Jimat Development Consultants. 2009.
8 Tripartite technical workshop, December 2012.
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Some specific initiatives may improve the situatitascribed so far. A USD 41 million
five-year project has recently been launched torawg training and skills development in
Malawi. This initiative is funded by the African Belopment Bank (ADB) with a
contribution from the Malawian Government. It seétSncrease access to education and
training and to match skills to existing employmemportunities. It targets students and
teachers in secondary schools and institutions igien education and TEVET in the
country. It will also involve prospective employ&?s

Key Indicators

Public spending on education, total (% of GDP) 2008 2010 2011
Public expenditure on education consists of current and capital Malawi - 4.64 5.72
public expenditure on education plus subsidies to private M bi
education at the primary, secondary, and tertiary levels. 0zambique ) ) )
Source: United Nations Educational, Scientific, and Cultural Organization Tanzania 6.83 6.18 -
(UNESCO) Institute for Statistics (World Development Indicators )
Online).*8 Zambia 1.35 - -
World 4.56 - -
Public spending on education as share (%) of GDP.
Education Index 2009 2010 2011
It measures the educational attainment. The Education Index is Malawi 04 0.41 0.41
measured by the adult literacy rate and the combined primary, -
secondary, and tertiary gross enrolment ratio. The adult literacy Mozambique 0.22 0.22 0.22
rate gives an indication of the ability to read and write, while the Tanzania 0.45 0.45 0.45
gross enrolment ratio gives an indication of the level of education ) ' '
from kindergarten to postgraduate education. It is a weighted Zambia 048 048 048
average of Adult literacy index (with two-thirds weighting) and the

combined primary, secondary, and tertiary gross enrolment ratio On a scale from 0 to 1. Higher values correspond to better

(Gross enrolment index [0, 1]) (with one-third weighting). performance.
Source: UNDP, Human Development Report.*®2
Firms offering formal training (% of firms) 2006 2007 2009
Firms offering formal training are the percentage of firms offering Malawi 51.61 - 48.42
formal training programmes for their permanent, fulltime :
employees. Mozambique - 22.08 -
Source: World Bank, Enterprise Surveys and World Development Tanzania 36.48 - -
Indicators Online.*®? -

Zambia - 26.02 -

% of firms offering formal training.

180 African Development Bank. 2012b. AfDB approves U&Dn funding to boost graduate employment in Malawi
(Tunis). Accessed on 14 May 2012, available atp:Httww.afdb.org/en/news-and-events/article/afdprapes-
usd-41m-funding-to-boost-graduate-employment-inawai8827/

181 http://data.worldbank.org/
182 http://hdr.undp.org/en/reports/global/hdr2011/
183 hitp://www.enterprisesurveys.org/
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Extent of staff training 2008 2009 2010 2011 2012

(GC (GC (GC (GC (GC
08/09) | 091M0) | 10M1) | 11M2) | 1213)

The World Economic Forum (WEF) Survey Malawi 38 3.8 4 3.9 37

asked the business leaders to provide their
expert opinions on the following: “The general

o Mozambique 3.3 3.7 34 3.3 3.2
approach of companies in your country to
human resources is: (1=to invest little in training .
and employee development, 7=to invest heavily Tanzania 36 36 34 36 338
to attract, train, and retain employees)”. .
Source: World Economic Forum, The Global Zambia 37 35 38 37 35
Competitiveness Report.'2*

World (mean) 4 4 4 4 3.9

1= to invest little in training and employee development, 7= to invest heavily to
attract, train, and retain employees.

Literacy rate, youth total (% of people ages 15-24) 2009

Youth literacy rate is the percentage of people ages 15-24 who can, with | Malawi 86.46

understanding, read and write a short, simple statement on their

everyday life. Mozambique 70.87

Source: United Nations Educational, Scientific, and Cultural Organization

(UNESCO) Institute for Statistics (World Development Indicators Online).*% Tanzania 7742
Zambia 74.59
World 83.31
% of people.

4.3.

Social justice and social inclusion

Inequality and discrimination hinder the creatiow growth of sustainable enterprises.
Explicit policies for social justice, social incloa and equality of opportunities for
employment are needed.

The GINI Coefficient measures the extent to whioé distribution of income among
individuals or households within an economy is égAfsolute equality corresponds to a
value of 0, whereas absolute inequality is represehby 100. Available data in Malawi is
very scanty. However, it can be observed that Mialeg improved towards a more equal
distribution of income, moving from 50.31 in 1998 29.02 in 2004. This trend seems to
have continued throughout the period 2004-08, wthenproportion of the poor decreased
from 52 per cent to 40 per cent. In addition, thare of ultra poor declined from 22 per cent
to 15 per cent over the same period. In Malawi waaye very low, with minimum wages
being below the poverty line. In addition, therearsecdotal evidence showing that some
formal firms pay less than minimum waij& Of the three countries chosen for comparison,
Tanzania presents the lowest GINI Coefficient vg)uiedicating a more equal distribution of
income, while Zambia presents the highest.

The Gender-related Development Index measures geveaehievements in long and
healthy life, knowledge and a decent standardviridi adjusted to account for inequalities

184 hitp://lwww.weforum.orgl/issues/global-competitivese

185 http://data.worldbank.org/

186 Dyverall & Mussa. 2010.
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between men and women. Higher values indicate grbsituation. Malawi has slightly
improved over time, reaching 0.49 in 2009. Its ¢hmeeighbouring countries used for
comparison perform in a similar way, with Tanzamifiecting a slightly better situation and
Mozambique a slightly worse one. The Gender EquRi#ting measures the extent to which
a country has implemented institutions and programion enforce laws and policies aimed
at promoting equal access for men and women toatidng health, the economy, and legal
protection. The rating is on a scale from 1 to Ghwhigher values indicating better
performance. Malawi maintained a level of 3.5 fr@@05 to 2011, performing above the
Sub-Saharan African average of 3.2 in 2011. Theeszan be said of Mozambique, whereas
Tanzania and Zambia have slightly worsened oveke.tithe Gender Inequality Index
measures the loss due to inequality in achievemerisalth, empowerment and the labour
market. Values range from 0, reflecting perfectadityy to 1, reflecting total inequality. Data
is available only for 2010 and 2011. Nonethelesg;an be concluded that Malawi has
improved, reaching a value of 0.594 in 2011. Ofthieee neighbouring countries, only
Tanzania performs slightly better. The Female EnnodActivity Index measures the share
of women over 15 who work in industry, agricultuwe services as a percentage of men.
Malawi improved in this area over the period 2083+@cording a rate of 95 per cent in the
latter year. Mozambique outperforms Malawi, wherZasbia registers the lowest values of
the four countries considered.

In Malawi there are 4 main tribes, two of whiche t&@hewa and Lomwe tribes, are
female-dominated. Women are considered to be ilidr society, but are nonetheless
restricted to the home and performing family caesponsibilities. Paradoxically, such
female-dominated societies prevent women from diten school and from having an
economically active life. Women's role is to stayname. Northern tribes, which are male-
based, do allow women to go to school and do nogimalise them by forcing them to take
care of the family®’ In Malawi there are both matrilineal and patrilhesystems of
inheritance. Under the former system, land is hdndewn through the female line.
Although this system is under great pressure, gelgroportion of land is still transferred
through women who thereby maintain some level o¥gro In a system based on land titles,
some women may sell their titles because of thefawourable economic conditions. This
worsens their situation as it may be very diffidiat them to purchase land again. Such a
situation does not occur in a matrilineal systenerghwomen maintain control of land over
time '®® However, the majority of land in the country ihénited, owned and operated by

men28®

In general, women are less educated than men wloislers their employment
prospects. Similarly, they are more likely thanithmale counterparts to be economically
inactive and are usually engaged in farming. Menpaiesent in waged employment in much
higher proportions than women, though gender gdpapdear among highly educated
individuals with university degreé¥’

The 1994 constitution of Malawi specifically maneigender equality, the promotion
of women'’s rights, and the prohibition of any kionfl discrimination. A Gender Equality

187 Interview with Mr. Brain Ng’oma, Chief of Planninlylinistry of Labour, Lilongwe, 26 July 2012.
188 Matchaya. 2009.

189 FAO. 2011b. Gender Inequalities in Rural EmploymienMalawi, Policy Context, Malawi country profile
Appendix 1 - Policy Context, prepared by the gendquity and rural employment division of FAO. Assed on
18 May 2012, available at:
http://www.nso.malawi.net/images/stories/data_ore/tieneral/FA0%20Gender%20Inequalities/MALAWI%20CP
-Appendix1%20PolicyContext.pdf

190 Castel et al. 2010.
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Statute has been drafted and there already exilkatianal Gender Policy for the period
2007-11. However, progress towards gender equilisociety has been slow due to the
existing discrepancy between formal and customany'* Furthermore, the gender policy
has not been revived’

The EESE survey conducted in Malawi reveals that dbout 52 per cent of
interviewees, laws supporting equality of opportiesifor men and women at the workplace
are existent but not enforced. Owners have morgiy®siews in this regard than managers
and workers. Additionally, they believe at a higipeoportion than either other group, that
laws on equal opportunities at the workplace ar-developed.

Laws on equal opportunities for men and women at the
workplace by status

100%
90%
80%

— — Don’t Know
70% —

.—. . Non —Existent
® Underdeveloped

40% ] ®m Existent but not well
30% — — enforced
20% — — —

0° m Well developed and
10% |— ~—  enforced

0%

Owner  Management  Worker All

60%
50%

Source: EESE Survey Malawi, 2012.

In terms of equality of opportunities in acces$amnal schooling by men and women,
slightly over half of male and female respondehiskt that it is equal. Concerning access to
vocational and technical education, 38 per cenfeafale interviewees believe that it is
equal, while 48 per cent of male respondents hbld view. As far as equality of
employment opportunities is concerned, the sunayeals that 49 per cent of female
respondents think that men are favoured, while @0 gent of male interviewees hold a
similar view.

¥1EAO. 2011b.
192 Input provided by ECAM.
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Key Indicators

GINI coefficient 2006 2007 2008
Gini index measures the extent to which the distribution of | Malawi - - -
income (or, in some cases, consumption expenditure)

among individuals or households within an economy Mozambique - - 45.66
deviates from a perfectly equal distribution. A value of 0 Tanzania i 3758 i
represents absolute equality, a value of 100 absolute ’

inequality. Zambia 54.63 - -
Source: World Bank, Development Research Group. Data are _ . _ . .

based on primary household survey data obtained from 0= perfect equality, 100= perfect inequality.

government statistical agencies and World Bank country

departments.193

Labour force participation rate 2006 2007 2008 2009 2010
The labour force participation rate is the proportion of the | Malawi 83.10 | 8210 | 82.80 | 8270 82.6
population ages 15-64 that is economically active: all .

people who supply labour for the production of goods and Mozambique 8550 | 8530 | 8520 | 8500 849
services during a specified period. The labour force Tanzania 9080 | 90.80 | 9070 | 90.70 90.6
participation rate is calculated by expressing the number -

of persons in the labour force as a percentage of the Zambia 80.10 | 80.00 | 80.00 | 79.90 798

working-age population. The labour force is the sum of the
number of persons employed and the number of

The lower the value, the more heavily a society is penalized for having

unemployed. The working-age population is the population | inequalities.
above a certain age, prescribed for the measurement of
economic characteristics.
Source: ILO KILM.™*
Gender-related Development Index (GDI) 2006 2007 2009
(Report | (Report 2007/ (Report
2006) 2008) 2009)
A composite index measuring average achievement in the | Malawi 0.394 0.432 0.49
three basic dimensions captured in the human .
development index — a long and healthy life, knowledge, Mozambique 0.387 0.373 0.395
and a decent standard of living — adjusted to account for Tanzania 0.426 0.464 0.527
inequalities between men and women.
Zambia 0.396 0.425 0473

Source: UNDP Human Development Report.**

The lower the value,

the more heavily a society is penali

zed for having

inequalities.

Gender empowerment measure 2006 | 2007 (Report 2009
(Report 2007/ 2008) (Report
2006) 2009)
A composite index measuring gender inequality in three Malawi - - -

basic dimensions of empowerment — economic M bi
participation and decision-making, political participation, ozambique . . .
and decision-making and power over economic resources. | Tanzania 0.597 0.597 0.539

Source: UNDP, Human Devel t Report.**®

ource uman Development Repol Zambia ] ] 0.426

The lower the value, the more heavily a society is penalized for having

inequalities.

193 http://data.worldbank.org/

194 http://kilm.ilo.org/

195 http://hdr.undp.org/en/reports/
19 |bid.
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Gender Inequality Index (GlI) 2010 report 2011 report
The Gender Inequality Index is a composite index Malawi 0.758 0.594
measuring loss in achievements in three dimensions
of human development—reproductive health, Mozambique 0718 0602
empowerment and labour market—due to inequality ) '
between genders. Tanzania ) 0.59
Source: UNDP, Human Development Report.*%”
Zambia 0.752 0.627
Values range from 0 (perfect equality) to 1 (total inequality).
Female economic activity 2003 (Report | 2004 (Report 2005 (Report
2005) 2006) 2007/2008)
Female economic activity is a measure of women over | Malawi
the age of fifteen who are working in industry, 90 95 95
agriculture, or services as a percent of males. Mozambi
que
Source: UNDP, Human Development Report.*%® 92 102 102
Tanzania 93 95 95
Zambia 74 73 73
% aged 15 and older.

4.4.

Adequate social protection

Providing citizens with access to key services, hswas quality health care,
unemployment benefits, maternity protection, andagic pension, are key to improving
productivity. Protecting workers’ health and safety the workplace is also vital for
sustainable enterprise development and productaiys. The EESE survey carried out in
Malawi indicates that over 70 per cent of intervéew feel that poor health greatly affects
productivity at the workplace.

Secondary information on social protection in Mal&mMargely missing. Only data on
Public Expenditure on Health as a percentage of G®Rvailable for this country.
Considering the period 2002 to 2010, a fluctuapattern can be observed. The peak was
reached in 2005 and 2006, when the proportion was 6 per cent. Thereafter the share
declined up until 2009 when it reached 4.4 per.cen010 a slight decline to 4 per cent
was recorded. Of the neighbouring countries cons@léor comparison, in 2010 Tanzania
registered an equal value to Malawi, whereas Morgmebreached a lower percentage.
Malawi surpassed the Sub-Saharan African averagegder cent for the same year.

The Malawi Government is implementing a Health 8e&trategic Plan covering the
period 2011-2016. Within this plan, malaria willmain a focus area, as the disease is the
principal cause of morbidity and mortality in theuatry. In 2003, a National HIV/AIDS
Policy was adopted. The objectives of the poliay t&r prevent the spread of HIV, reduce
HIV vulnerability, improve the provision of treatmte care and support for people living

97 http://hdr.undp.org/en/reports/

198 |hid.
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with HIV, and mitigate its social and economic effe on individuals, families and
communities=>®

Considerable progress has been made in reducingsgnead of HIV/AIDS.
Specifically, the 2010 Malawi Demographic and He&urvey reveals that over a period of
five years adult HIV prevalence decreased fromdr2cgnt to 10.6 per cent, and mortality as
a share of overall deaths declined from 11 per we8tper cent®

In 2011, the Government adopted a Pension Act gioyifor mandatory pension for
all employees. The Act excludes those whose sadabglow a specific threshold and who
are covered by the provision of a gratuity on teation of employment introduced in 2010
with the adoption of the Employment Amendment &ttThese two acts began to run
concurrently in 201%% Only a few employers offer voluntary medical aichemes.
Liability for compensation lies with individual ehoyers?®® Malawi has no occupational
safety and health policy, though there is an Octopal Safety, Health and Welfare Act
which was adopted in 1997. This act regulates wgrkionditions in terms of safety, health
and employees’ welfare and deals with the regulatiod prevention of accidents at the
workplace’® In addition, in 2012 an EU-funded National prognaen on OSH was
launched® The 2000 Worker's Compensation Act regulates mmpensation of injuries
suffered or diseases contracted at the workplader aleaths resulting from such injuries or
diseases. It also envisages the creation of a W&rk®mpensation Fund, though one has
not yet been established. The main health inseranavider in the country is the Medical
Aid Society of Malawf®® although other new providers exist, such as Moomniealth
and Horizorf®’

When asked about maternity protection in Malawipé6 cent of respondents assess it
as “satisfactory”. Other interviewees were dividadheir opinions, with 25.7 per cent of
them describing it as “well-functioning” and 24.8 ‘ainderdeveloped”. Perceptions on how
statutory social security contributions affect Imesis are quite diverse as well. Some 29 per
cent of interviewees think these contributions lzeaeficial, whereas about 23 per cent feel
they have a negative impact. It should be notetdluse to 31 per cent of respondents do
not know how business is affected by statutory adosecurity contributions. Regarding
occupational safety and health (OSH) practicesy@el share of interviewees (43 per cent)
believe that these are not very well sensitized iesmalemented by enterprises in Malawi.
One factor accounting for the insufficient implertagion of OSH practices may be the poor
inspection capacity of the Ministry of Labdiif.

Poverty and vulnerability are widespread in Malanwd social protection is a pillar in
the Malawi Growth and Development Strategy. Howeiteseems that the development of

¥EAQ. 2011b.

200 National Statistical Office (Malawi), USAID, UKAIDPEPFAR, UNFPA, UNICEF, CDC. 2011. Malawi
demographic and health survey 2010. Accessed dia332012, available at:
http://www.nso.malawi.net/images/stories/data_ore/iemography/MDHS2010/MDHS2010%20report.pdf

20L|L0. 2011.

292 |Input provided by ECAM.

2% World Bank. 2010b.

2%*FAO. 2011b.

295 |nput provided by ECAM.

2% EAQ. 2011b.

27 Input provided by ECAM.

208 Tripartite technical workshop, December 2012.
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social protection policy has largely been a dondreth process in the country. Donor-
funded social protection programmes include a rawigsafety nets and social protection
instruments, such as targeted nutrition programmpeblic works projects, school feeding
schemes, food transfers, and more recently cassféns>"°

Key Indicators

Old age expenditure (% of GDP) 1992 1993 1994
Old age expenditure as a percentage of GDP. Malawi - - -
Source: ILO Social Security Inquiry.?*° Mozambique ] ] ]
Tanzania - - -
Zambia 2.34 - -

Old age expenditure as percentage of GDP.
Public expenditure on health (% of GDP) 2007 2008 2009 2010

Public expenditure on health as percentage of GDP - Malawi 45 4.1 4.4 4
Public health expenditure consists of recurrent and capital

spending from government (central and local) budgets, Mozambique 35 23 39 37
external borrowings and grants (including donations from | Tanzania 37 34 37 4
international agencies and nongovernmental -

organizations), and social (or compulsory) health Zambia 3.25 3.64 36 -
insurance funds. Sub Saharan Africa 28 28 3.1 29

Source: World Health Organization (WHO) WHOSIS133 and
World Development Indicators CD-ROM and UNDP Human | ¢ of GDP.
Development Report. 2**

Coverage by health care (% of total health care) 2006 2007 2008 2009 2010

Percentage of total (public and private) health care Malawi - - - - -
expenditure not financed by private household’s out of

pocket payments (as a proxy indicator). Mozambique - - - - -
Source: World Health Organization WHOSIS.?*2 Tanzania 77.7 74.4 84.0 85.9 86.4
Zambia 73.6 714 72.8 721 73.5

% of total health care.

29 Devereux S.; Dorward A.; Sabates-Wheeler R.; Bault.; Guenther B.; Al-Hassan R. 2008. Linking @bci
Protection and Support to Small Farmer Developm&mpaper commissioned by FAO. Accessed on 16 JQB22
available at: http://www.fao.org/es/esa/pdf/worlgsh®108_social_protection.pdf

210 http://hdr.undp.org/en/reports/
21 http://www.ilo.org/dyn/sesame/IFPSES.SocialDBExp
212 {|hi

Ibid.
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5.

Environmental element

5.1. Responsible stewardship of the environment

In the absence of appropriate regulations and th@) markets can lead to
undesirable environmental outcomes. The developroEmsustainable enterprises and the
protection of the environment require sustainabtelpction and consumption patterns.

The Environmental Sustainability Index benchmahesdbility of nations to protect the
environment over the next several decades. Highleles indicate better performance. From
2001 to 2005 Malawi improved its ratings, reachi®g3 in the latter year. However, it still
falls short of the values recorded for Tanzania Zadhbia in 2005. Considering Total
Ecological Footprint, where lower values indica&ttér performance, Malawi has worsened
its performance over the period 2005-08. Its nedgiimg countries used for comparison do
not record any better value and Tanzania regidt&s 2008, the highest value of the four
countries. However, the world mean for that yearagably worse than the values recorded
by the four countries. No data is available for &l on the Environmental Performance
Index, though additional information can be obtdiy considering other indicators. For
example, CO2 emissions in metric tonnes per capd&ate that Malawi has only slightly
increased its emission level, reaching 0.09 in 2088&hree neighbouring countries have all
recorded higher levels of CO2 emissions. Only Zambgisters a fluctuating, but generally
declining pattern, which may be the product of @& edfort by the country to reduce global
pollution.

CO2 Emissions

0.25

0.20 -

0.15 - —— Malawi
== Mozambique

g Tanzania
'Q.'M Zambia

0.05

Metric tons of CO2 emissions emitted
per capita
o
[EEY
o

0.00

2002 2003 2004 2005 2006 2007 2008

Source: Carbon Dioxide Information Analysis Center, Environmental Sciences Division, Oak Ridge National Laboratory, Tennessee,
United States (World Development Indicators Onling).*>

Malawians heavily depend on the quality of theivisnment. About 85 per cent of
them live on rain-fed agriculture, and soil, wafergsts, and biodiversity play a pivotal role
in their daily subsistence. For this reason, Madasi are extremely vulnerable to
environmental shocks, including floods and droughsswell as the consequences of climate

213 http://data.worldbank.org/data-catalog/world-depehent-indicators
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changé?** Since the 1990s, protected areas correspondet perXcent of the country's total
land surfacé™® Malawi is the country that hosts the greatesthfreater biodiversity centre
in the world. Despite the great importance of theimnment in Malawi, environmental
degradation is a serious issue in the country. Wimdand exceeds supply by one/third and
deforestation has occurred at a rate of 2.8 per penyear® The cost of unsustainable
natural resource use in Malawi is estimated ap&raent of GDP each ye&r.

The Malawian Government is becoming increasinghar@wof the relevance to the
country of investing in the protection and good agement of natural resources and the
environment. Over the past two decades, a strongyp@and legal framework for
safeguarding the environment has been developethcltdes the 1996 Environmental
Management Act, the 1996 Forestry Policy and th#/ IForestry Act, the 2002 Land Policy
Act, the 2004 National Environmental Policy, th@®230Water and Sanitation Policy, and the
2008 Biodiversity Strategy and Action PA.The Environmental Management Act
provides for the establishment of an Environmenidrthat has yet to be operationaliZ&.
The MGDS Il 2011-2016 prioritizes the environmeunbstantially more than any previous
national development strategy in the country. Frangple, "Climate change, natural
resources and environmental management" appedhe ipolicy document as one of nine
priority areas. In addition, the environmental atp@ the other eight priority areas is
highlighted and taken into account also in budgetarms. As a result, significant increases
in allocations from the national budget for natuesources and environmental management
have been recordé®. However, enforcement of these acts and policiewdak?* and
regulatory gaps persist. For example, Malawi does mve a certified plant for the
management of toxic wastes. Some factories bung sstances in closed pits and others
treat toxic wastes in oxide pontfs.

24 Bass S.; Banda J.; Kalowekamo J.; Kalua T.,mBalame K.; Hamella B.; Mmangisa M.; Mphepo G.;
Mughogho N.; Mulebe D.; Njaya F.; Phiri. E.; 9&n B.; Yaron G. 2011. Mainstreaming the envirentnin
Malawi’'s development: experience and next stepsolfaboration between IIED and PEI, MDPC. Accessedl5
June 2012, available at: http://pubs.iied.org/ddf6721IED.pdf

25 Haarstad S.; Jumbe C.; Chinangwa S.; Mponela Blfe A.; Disch A. 2009. Environmental and Socio-
Economic baseline study- Malawi, August 2008- Ma2®09 (Oslo). Norwegian Agency for Development
Cooperation (Norad), Evaluation Department. Acedsm 18 June 2012, available at:
http://www.norad.no/en/tools-andpublications/pusiions/evaluations/publication?key=235914

21 cabral L.; Moon S. 2010. Guidance note on howntegrate the environment into the budget processatawi
(London). United Nations Environmental ProgrammeNBP); Overseas Development Institute (ODI); United
Nations Development Programme (UNDP). Accessedsalubhe 2012, available at:
http://www.odi.org.uk/resources/docs/7092.pdf

Z7yaron G.; Mangani R.; Mlava J.; Kambewa P.; MakuadS.; Mtethiwa A.; Munthali. S; Mgoola W.; Kazembe
J. 2011. Economic evaluation of sustainable nat@sdurce use in Malawi. Ministry of Finance and/&epment
Planning, Government of Malawi. Accessed on 19 2@, available at:
http://www.nccpmw.org/index.php?option=com_fileaaddi&view=files&id=21&Itemid=2

218 Ministry of Natural Resources, Energy and Envirenin 2010. Malawi state of environment and outloggort,
Environment for sustainable economic growth 2010ofigwe). Government of Malawi. Accessed on 19 June
2012, available at:http://www.nccpmw.org/index.pbptton=com_filecabinet&view=files&id=13&Itemid=2

#% Cabral & Moon. 2010.

*Bass et al.2011.

2L 3aid J.; McGrath J.; Grant C.; Chapman G. 201&luziing aid for trade on the ground. Internatic®ahtre for
Trade and Sustainable Development (ICTSD). Acceseetll May 2012, available at:
http://ictsd.org/downloads/2011/11/evaluating-ficHrade-on-the-ground-lessons-from-malawi. pdf

222 \World Health Organization, African health obseorst 2011. Analytical Summary Malawi. Accessed dn 1

June 2012, available at:
http://www.aho.afro.who.int/profiles/index.php/MalaAnalytical_summary - The_physical_environment
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The EESE survey conducted in Malawi reveals thatéfh4 per cent of interviewees
environmental issues are a concern for the busic@ssnunity, but they are not addressed.
This view is shared in a larger proportion by ovenas compared to managers and workers.
Another considerable share of respondents (27.8qu@) believes that environmental issues
are a concern for the business community in Malamd are partly addressed. When it
comes to assessing environmental legislation, @op& cent of respondents it exists, but is
poorly implemented. Over 70 per cent of owners lisl view. It is also to be noted that for
17.5 per cent of interviewees environmental legfmha exists and is satisfactorily
implemented. The share of workers holding this mpins particularly high (21.4 per cent)
compared to owners and managers.

Environmental issues and the business community by
status
B A Concern & Adequately Addressed H A Concern & Partly Addressed
B A Concern But Not Addressed Not A Major Concern
Don’t Know

All 14.48 6.73

% of respondent's answers

Source: EESE Survey Malawi, 2012.

As far as energy is concerned, Malawi depends skadg on biomass fuels. Firewood,
charcoal, crop residues, and animal dung accourgXger cent of the total national energy
demand. This over-dependence on biomass fuels reagaltbon neutral, but it is very
detrimental to the environment and in particularfarests. Forest reserves declined over the
course of 25 years from 47 per cent to 28 per oéaénd cover and only 21 per cent of
forests are in protected areas. Deforestation hasaded catchment areas and has led to
siltation and seasonal drying up of streams. Assult, there has been a loss in fish
biodiversity and production. Community Based Foldahagement is a new approach that
many donors are supporting in an attempt to stéprelstation. This is based on the idea that
involving local communities leads to more sustaileaforest management. A modern
biomass energy strategy has been drafted, butst beufinalized and implemented in order
to remedy the current situatiéf.

Thanks to government policy, a market for etharad been created in Malawi. The
policy initially required that automotive fuels bé&ended with a 20 per cent composition of

228 Bass et al. 2011.
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ethanol, which was later lowered to 11 per centisTheasure was intended to

simultaneously create employment and reduce depeypdm fossil fuels. Unfortunately, the

policy has been unsuccessful due to a lack of reetasnd to the absence of a legal
instrument making the blend mandaté.

The business community in Malawi has been activediopting sustainable production
patterns. Eastern Produce Malawi Limited is Malaargest tea producer. It offers 1 per
cent of its annual profits to community projectglsas clinics, schools and environmental
protection. The company also adopted the fair tragigproach. Other socially and
environmentally sustainable enterprises can bedonrthe areas of sugar cane and honey
production in Malawf?®

Key Indicators

Environmental Sustainability Index (ESI) 2001 2002 2005
The Environmental Sustainability Index (ESI) benchmarks the Malawi 41.3 47.3 49.3
ability of nations to protect the environment over the next several .

decades. It does so by integrating 76 data sets — tracking natural | Mozambique 44.2 511 44.8
resource endowments, past and present pollution levels, ]

environmental management efforts, and the capacity of a society | Tanzania 40.3 48.1 50.3
to improve its environmental performance - into 21 indicators of -

environmental sustainability. Zambia 39.8 49.5 513

Source: Yale University's Center for Envionmental Law and Policy in | The higher a country’s ESI score, the better positioned it is to

g‘ﬂ::ggéiﬂ?:ﬁﬁgnc&mgs (g{‘é"s‘iﬁ)ﬁg dﬁﬁgt\%;ﬂ E'géf\fg;ﬁ‘ggf}'ﬁﬁ'g maintain favourable environmental conditions into the future.

Total ecological footprint (EFP) (global hectares per capita) 2007 2008
The Ecological Footprint (global hectares per capita) measures the | Malawi 0.73 0.8
amount of biologically productive land and water area an :

individual, population or activity activity requires to produce all the | Mozambique 0.77 0.8

resources it consumes and to absorb the waste it generates, and

compares this measurement to how much land and water areais | '@nzania 1.18 1.2
available. -

. . . Zambia 0.91 0.8
Source: Global Footprint Network, based on international data (UNSD, : :
FAO, IEA, IPCC).# World 2.7 2.7

Lower value= better performance. For 2005, humanity's total
ecological footprint was estimated at 1.3 planet Earths - in
other words, humanity uses ecological services 1.3 times as
fast as Earth can renew them.

224 United Nations Development Programme (UNDP). 20ategrating energy access and employment cresgion
accelerate progress on the MDGs in Sub-Saharana\fAoverty Reduction, April 2012, (New York). Assed on
16 May 2012, available at:
http://www.undp.org/content/dam/undp/library/Poy&s20Reduction/MDG%20Strategies/EnergyAccessAfrica_ W
eb.pdf

**Bass et al. 2011.

220 http://www.yale.edul/esi/ & http://sedac.ciesinurbia.edu/es/esi/archive.html

227 http://www.footprintnetwork.org/en/index.php/GFdfe/ecological_footprint_atlas_2008
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Other Useful Indicators

Environmental Performance Index (EPI) 2010 2012
The 2008 Environmental Performance Index (EPI) ranks 149 countries | malawi - -
on 25 indicators tracked across six established policy categories:

Environmental Health, Air Pollution, Water Resources, Biodiversity and Mozambique 47.8 478
Habitat, Productive Natural Resources, and Climate Change. The EPI

identifies broadly-accepted targets for environmental performance and | Tanzania 54.3 54.4
measures how close each country comes to these goals. The EPI has

only been published for 2006 and 2008. Zambia 55.6 55.6

Source: Yale University's Center for Environmental Law and Policy in
collaboration with Columbia University's Center for International Earth Science
Information Network (CIESIN), and the World Economic Forum.?28

The higher the score the better the environmental
performance of the country (range of 0-100)

228 hitp://epi.yale.edu/ & http://epi.yale.edu/RestitidAnalysis
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6. Assessment results and ways forward

The final results of the overall assessment onreblang environment for sustainable
enterprises in Malawi based on primary and secondiaa, focus group discussions and in-
depth interviews, workshop discussions, and a tigirditerature review indicate that there
is space for improving the situation in all of th& conditions.

In order to focus attention and concentrate efftovgard a deep analysis of emerging
issues, some of the 17 conditions were prioritizgdripartite constituents at the consultative
workshop held in May 2012 in Lilongwe. These aresse perceived as those where
interventions for improvement are most needed. sSehected conditions are as follows:

* access to financial services;

* sound and stable macroeconomic policy and good gesment of the
economy;

* enabling legal and regulatory environment;
e social dialogue;

» entrepreneurial culture;

« education, training and lifelong learnifd.

This preliminary selection became the focus of uistons and interviews that were
organized with certain relevant national stakehwlde July 2012 to better understand the
constraints and possible ways forward in theseifipereas>° The information obtained
contributed to enriching the quality of the evidenconsidered for the final EESE
assessment.

The preliminary findings of the overall evaluatiovere presented, discussed and
validated at a tripartite workshop held in LilongiwmeDecember 2012. There it was agreed
that efforts should be concentrated on areas wdnielkey for the ILO and its constituents,
and which are not the focus of actions alreadydamdertaken by national stakeholders and
international donors. Emphasis for future actiowaa improvement was hence placed on
only three of the priority conditions listed above:

* entrepreneurial culture
» enabling legal and regulatory environment;
* education, training and lifelong learning.

In general, it was considered that entrepreneuri#iure ought to be fostered in the
country and that this should be done primarily tigto education and skills development.
Consensus was reached on the need to introducadsegoschool curricula focusing on
entrepreneurial culture. In addition, it was sugg@gthat business development training be
provided on a large scale and that business dewelopservice providers be assisted with
capacity building.

22 These priority conditions largely correspond te tharriers to business growth identified in theftdkéSME
Policy Strategy for Malawi.

230 Focus group discussions and in-depth interviewse eld with representatives of the Ministry of wistty and
Trade, the Ministry of Labour, the Malawi ChambefsCommerce and Trade (MCCI), the National Assé@mbf
Business Women, and UNDP.
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On the enabling legal and regulatory environmenstrang need emerged for the
MSME draft policy to be adopted as soon as possifileis would allow for the
harmonization and revision of existing laws thanstimes conflict with one another when it
comes to regulating MSMEs in the country.

An action plan with specific outputs stemming froetcomes linked to priority areas
and key players for action has been drafted bwttile participants at the December 2012
workshop. The action plan will be finalized and pigal at a dissemination workshop to be
held in March 2013 in the presence of high-levdiggomakers. The implementation of the
action plan will address some of the main issuesrgimg from this assessment and will
contribute to the improvement of the enabling emwinent for sustainable enterprises in
Malawi. Some elements of the action plan as disxlisg the tripartite workshop held in
December 2012 are presented in the table belowadten plan covers the period 2013-16.

Condition for action

Outcome

Output

Entities involved

Entrepreneurial culture;
Education and training

Widespread culture
favourable to
entrepreneurship
established

Introduction of a secondary
school curriculum on
entrepreneurship

MOIT, MOEST, MIE, ILO,
training institutions

Implementation of capacity
building for business
development service
providers, and especially for
women entrepreneurs

MOIT, MOF, ILO, social
partners

Capacity building in value-
chain development and
management

MOIT, ECAM, MCCCI,
training institutions, ILO

Enabling legal and
regulatory environment

Legal framework
favourable to MSMEs

Adoption of a MSME policy

MOIT, Cabinet, Parliament

Laws are harmonized and

MOIT, MQJ, ILO, social

favourable to MSMEs partners

Making the legal and
regulatory environment work
for value chains

MOIT, ECAM, MCCCI, ILO
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