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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, inithg women and young people, a goal
embedded in the ILO Declaration 2008 $acial Justice for a Fair Globalization, ahd
which has now been widely adopted by the intermaticommunity.

In order to support member States and the socrahgra to reach the goal, the ILO
pursues a Decent Work Agenda which comprises faterrelated areas: Respect for
fundamental worker’s rights and international labstandards, employment promotion,
social protection and social dialogue. Explanatiohthis integrated approach and related
challenges are contained in a number of key doctsnanthose explaining and elaborating
the concept of decent wdrkn the Employment Policy Convention, 1964 (No2)l2nd in
the Global Employment Agenda.

The Global Employment Agenda was developed by th® through tripartite
consensus of its Governing Body's Employment andigbd?olicy Committee. Since its
adoption in 2003 it has been further articulated emade more operational and today it
constitutes the basic framework through which th@ pursues the objective of placing
employment at the centre of economic and sociatipst

The Employment Sector is fully engaged in the impatation of the Global
Employment Agenda, and is doing so through a lasg@e of technical support and
capacity building activities, advisory services gulicy research. As part of its research
and publications programme, the Employment Sectomptes knowledge-generation
around key policy issues and topics conforming lie tore elements of the Global
Employment Agenda and the Decent Work Agenda. Téwd®s publications consist of
books, monographs, working papers, employment tepmd policy briefé.

The Employment Working Papeseries is designed to disseminate the main firsding
of research initiatives undertaken by the varioepadtments and programmes of the
Sector. The working papers are intended to enceueaxghange of ideas and to stimulate
debate. The views expressed are the responsibflitie author(s) and do not necessarily
represent those of the ILO.

José Manuel Salazar-Xirinachs
Executive Director
Employment Sector

! Seehttp://mww.ilo.org/public/english/bureau/dgo/dowaltydg _announce en.pdf

2 See the successive Reports of the Director-Gemethk International Labour Conferen@ecent
work (1999);Reducing the decent work deficit: A global challe@001); Working out of poverty
(2003).

% See http://www.ilo.org/gea And in particular:Implementing the Global Employment Agenda:
Employment strategies in support of decent worksitn” documentILO, 2006.

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






Foreword

Development of a comprehensive National Employnaerat Labour Policy (NELP) is
one of the priority outputs envisaged in the Maldetent work country programme in order
to create a conducive environment for acceleratiegrealization of productive and decent
employment for men and women in Malawi. This empient diagnosis is the fist step in
the development of the National Employment and ualBwlicy.

Furthemore, the employment diagnosis represenisportant benchmark for Malawi
as it enters the next cycle of national developrpéarning articulated in thiglalawi Growth
and Development Stratedly(2011 onwards). It provides a rare opportunidyachieve the
twin objective of informing the mainstreaming of gioyment and labour issues in the
national development strategy as well as ensuriopemence between the national
development strategy and the Malawi decent worktgyprogramme.

Malawi's economic growth and progress in reducioggrty during recent years has
been the result of clear policy decisions. Thiglgtsuggests that sustaining the momentum
will require further efforts to increase labour guativity and create opportunities for young
people. This is because labour is a key factgrofluction, and work which is productive
and fairly remunerated is the main means of ingngasousehold incomes.

The study highlights that poverty in Malawi is léhe outcome of open unemployment
than the inability of work to provide secure andetd levels of income, especilly for those
who work but remain below the poverty line. Addiag this will require an increasingly
educated and skilled labour force prepared fordbamands of a growing and changing
economy. The study also calls for progress inrmeaof areas including compliance to
minimun wage rates, consideration of exchange makcy, and further agricultural
diversification, amongst others. Many stakeholdgesinvolved in these areas of work, and
therefore partnership approaches which are welldinated and underpinned by mutually
re-enforcing policies, across many sectors and ldth public and private stakeholders, will
be necessary.

Globalization has meant new opportunities for meoyntries, but also new constraints
and challenges. Securing a balance between ecomgorais and social and labour objectives
will be central to Malawi’s continuing prosperiffhe Government is committed to pursuing
a development path that places employment as aat@itjective and means for poverty
alleviation of its people.

This work would not been possible without the imsddle contribution of several
stakeholders. | wish to express appreciation ¥irstlthe International Labour Organization,
who provided techical assistance for the study fandhe successful partnership with the
Ministry. Particular appreciation goes to Ms Alaftbee, Chief of Country Employment
Policy of the ILO in Geneva, who tirelessly workedth the Ministry to ensure that the
study was successsful. Thanks also go to the emahors of this study, to the many people
who contributed information including the workeesid empoyers’ organisations.

Hon, Yunis Mussa, MP
Minister of labour
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Executive Summary

Malawi has turned the corner into a new era of lgreent, following lacklustre
economic performance (1994-2004) and devastatiom fihe impact of HIV/AIDs. Since
2005 there has been steady and reasonably robusalaBDP growth (6.77%) and falls in
poverty. This positive trend can be attributedrtoréased agricultural production, resulting
in part from the introduction of subsidies for fiizers and improved seeds for maize
production.

Eighty percent of Malawians earn their income fragmiculture> and since 2005 there
have been large harvests that have led to more amikearnings in rural areas. Available
data indicate a strong increase in work betweerd 20@ 2008/09, and a rapid accumulation
of livestock and other assets, which are vital tostrrural households. Real wages have
increased over the decade, as indicated by bothageereal minimum wages and real
remuneration in the formal sector since 1999, algfiothere is a lack of data for recent
years. Moreover, the share of the population liviredow the poverty line is estimated to
have fallen from 52 to 40 per cent over the pas fiears, but substantially higher levels of
productivity are needed to address the generaily bat wide range of earnings among
workers. These rapid achievements, in the conteat largely subsistence agrarian society
with high fertility and dependency rates and limiteducation, should not be under-
estimated.

Continued strong agricultural growth will also dedeon more broad-based policy
support to this sector. The challenge lies nowstaining and strengthening this momentum
of growth through further increases in productivipd jobs. While growth has been
triggered by agriculture, and agricultural develgmmwill remain crucial for maintaining
broad-based growth in the short and medium tertoyducontinued growth of agricultural
production will require a shift from subsistencenarket orientated production. This shift in
orientation necessitates both vertical linkages stoengthen commercialization and
diversification into non-agricultural sectors.

Ministers of Economy and Finance across Africa meMalawi (March 2010) and
echoed the need for this strategic re-orientatiemegally. They set the agenda to “ignite the
engines and drivers of high, sustained, job-riabwgh”.° The best performers to date have
clearly been those countries which found ways dibdeately moving their productive
structure from “low quality activities” (characteeid by diminishing returns, flat learning,
low productivity and low wages) into high qualitgtiities characterized by economies of
scale, steep learning curves, high productivitghi®logy and higher wages. This calls for a

local capabilities approach inclusive of a focussarall holder farmers’ productivity.

Malawi was cited by the Ministers as an examplsuafcess in nationally determining
the early steps for igniting growth through localpabilities. The next generation of the

® The report estimates that only 8 to 10 percertheflabour force works in the formal sector, anat the informal sector
(excluding subsistence farmers) is larger tharctimebined formal private and public sectors.

® 3rd Joint Annual Meeting of the AU Ministers of@mmy and Finance, and ECA, 29 March 2010.
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Malawian Growth and Development Strategy (2011 ads)apresents an opportunity to
focus on sustaining and strengthening these gahis.Employment Diagnostic study seeks
to contribute through underpinning analysis of ti&n opportunities and constraints in the
next step to furthering the employment intensivaagh approach in Malawi.

Unemployment is low in Malawi, but this does notamethat the employed have
productive or full time jobs. In fact, it is enoufr a person to have worked one hour last
week to be classified as employed in surveys arllption censuses. Underemployment
and working poverty is common, particularly in theal areas where the seasonality in
labour demand is very pronounced. Studies of tiseahow that during most months 15 to
25 percent of the men work less than 10 hours akwand only during planting time, in
December and January, does the share declinestthkes 10 percent.

Malawian wages are very low. Minimum wages, whielhve as important guideposts,
are below the poverty line for a normal family. Qeason for the low minimum wage is the
long interval between adjustments, during whickceriises substantially reduce buying
power. Thus, minimum wages should be revised ahnyadssibly with help an automatic-
adjustment cause to avoid long having negotiatemesy year.

In many cases actual pay is even less than themmimiwage, since most workers are
subsistence farmermlimi, or work in the informal sector. There is also atwtal evidence
that some formal firms pay less than minimum wadesording to a survey in 2008, over
half of all adults (aged over 18) earned less t&W 5,000 (USD 36) per month in cash
income, and 30 percent earned less than MKW 2 8&D(18) per month.

There are large wage differences across sectoeseTére clearly evident in data from
the formal sector. Employees in agriculture, fageand construction earn on average 3 to 5
percent of what employees in insurance companesksand other financial intuitions do.
Wages are better in manufacturing, but still or@yp&rcent of those in banks.

Wages are usually assumed to be determined byrgboductivity, and in Malawi it is
low in comparison to other countries in the regibabour productivity in turn is related to
educational levels, and they too are low in Malamtomparison to neighbouring countries.
Thus, sector wage differences, at least partijecefdifferences in human capital; the
educational levels are much higher in the well gactors. Yet, labour productivity does not
only depend on education. At a national level,eépehds on yields per worker and prices
paid for crops and inputs. Hence availability afidaand inputs also play a key role; land-
labour ratios are small in Malawi and agricultumaputs are expensive. There is also
evidence that availability of inputs in a wide senscluding roads, power, water, etc.,
determine labour productivity in manufacturing, rgoig towards an important role for
constraints to production as an explanation for\ages.

Income inequality remains high in Malawi, althougle do not know how it has
changed since the last Integrated Household Surve3004/05. Nonetheless, there is no
doubt poverty is much more common in rural tharaarbreas, and in the South than in the
North. Moreover, there seems to be large differgiténcome across ethnic groups.

With an increasing level of education, Malawiane amore likely to work in better
paying types of employment. The share of wage eyegl® increases from an estimated 5
percent among illiterates to as high as 72 perasmng those with higher education. And as
mentioned, the level of education varies by se@wer 40 percent of employees in finance
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and insurance have a higher degree. In all othetorsethe shares of employees with higher
education are low; 1.9 percent in agriculture, @efcent in construction, 3.6 percent in
manufacturing and 3.7 percent in transport. Asléivels of education increase, returns to
education increase from 5 percent from primary lleiee 65 percent from university
education. Interestingly, female workers tend teehaigher rates of return on education than
male workers, particularly at higher levels of eatian.

The very high level of rates of return at highevels of education reflects severe
shortages of skilled and highly educated workegsp@hstrating the country’s urgent need to
ensure greater access rates to relax an impontewttgthe constraint. Returns to education
appear to be high by African standards.

The education sector faces major challenges whichude inadequate and poor
infrastructure, and a lack of qualified teachetse§e challenges in turn impact negatively on
the quality of education, which in turn affect theality and employability of the labour
force.

An analysis of drivers of economic growth confirmeatlier findings of the importance
of exports; tobacco exports, as well as other égpseem to be a major determinant of GDP
growth. However, maize production also appearsateha potential to generate economic
growth, in contrast to claims in other studiesatidition, increases in maize production are
the fastest way of improving food security and dg poverty. Indeed, while the
importance of export growth should not be belittledure job-rich growth in Malawi will
probably have to rely on domestic demand, and these is need to focus on generating
domestic demand by continued support to agricdltymaduction. This is required
throughout the country, if income inequalities jrardtrly prevalent between rural and urban
areas, and between Southern and Northern regioto dre addressed. For the landless and
near landless rural population, non-farm econoniksyits may offer the only way out of
poverty. The importance and characteristics ofghigip will need to be further explored.

Main challenges for enhancing and sustaining inclusive and job-rich growth

Malawi needs to address a humber challenges amdplement a range of policies to
sustain the present momentum. There might be sanck gains, but in general sustainable
pro-employment growth requires policies that adsinedium and long term issues in a
consistent way, and puts the country on a pathadfisive job-rich growth.

Sustaining growth of returns to both labour anddan agriculture

Increasing productive employment and incomes incatjure will continue to be a
cornerstone for development and poverty reductiokl@alawi in the years to come. There is
a need to continue with Government support to raairthe current high maize production.
However, there is a limit to how much maize prothrctan increase both in terms of yields
and return to Government outlays. If the stratefggamsting maize production is to have an
impact on economic growth in the medium term, thiesidies will have to be sustainable
and the indirect effects will need to generate@ases in investment and consumption.

Despite some general scepticism with regard tostrgainability and effectiveness of
agricultural subsidies, there is evidence that weligned programmes can be successful.
But for this to happen, Government expendituresuimsidies should not crowd out other
high-return projects such as building roads, powkmts, etc. According to a recent
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evaluation of Malawi’s programme, the main weakeesare in design and implementation,
there are failures to target the poorest farmedscamruption seems to be common.

As availability of inputs increases, other constigion agricultural production will set
in. The obvious ones are related to the availgbdft labour and land. It is a multifaceted
problem and requires a multi-pronged approach. g\eith an overall focus on increasing
yields and returns to land, new technology is negliio increase labour productivity, since
there are labour shortages during harvesting timéle those with small plots need more
land. Moreover, crop diversification is needed toyde work when labour demand is low,
enhancing the impact of the subsidies.

Irrigation is one option which could increase botfi-year employment and
productivity, as well as improve food security. Anote part of Malawi’s agricultural land is
irrigated, but the Government recently launched @reen Belt Initiative, which aims at
expanding the areas under irrigation massively.rflig also ample scope for improving
productivity; few households own a plough, oxca, or donkey, and fertilizer use, and
subsequently yields, varies greatly across distrigtoreover, the costs of fertilizer use can
be reduced through agronomic research, since kagelss limited.

Land resettlement schemes can increase the uselefutilized land and increase land
plots. The great challenge is resettling Southetneho have little land, to the Northern
region, where there is idle land. The current ledistribution programme is restricted to the
Southern region where land from estate farms issfesired to households with little land.
The programme seems reasonably successful bilt tsgtsmall to have a major impact.

Reducing population growth

A medium to long term challenge is fast populatipowth. Land pressure, and demand
for jobs in both urban and rural areas will inceeabarply as many young people enter the
labour force. Although fast economic growth coulld\aate the problem, providing decent
work to all will be very difficult. There are twaleer solutions, migration and lower fertility.
There will be migration, but hardly enough, anevill contribute to the brain drain. Hence,
fertility needs to be reduced. There is no consemsuhow to design policies that reduce
fertility in a democratic society, but improved edtion for women, particularly access to
secondary school, expanded family planning andntneduction of pensions, are some tools
that seems to have worked in developing countridse recent decline in under-five
mortality should help containing child bearing, lutisually takes many years to have an
impact. Malawi has family planning programmes, lluére are large variations across
districts. Moreover, to some extent the fight agaiHIV/AIDS seems to have been at the
cost of family planning in Malawi, and many otheuatries.

Economic diversification

Policies to stimulate economic diversification begiaagriculture are urgently needed.
In fact, diversification is a requirement for trforsning Malawi into a middle income
country, which is one of Government’s goals. Theuf should be on activities closely
related to existing ones, such as agro-processingg it is difficult to jump from one type of
industry to another. Government should thus fatditprivate sector investment in agro-
based production or similar activities in rural agewhich would generate employment
opportunities. This requires both public sectorestments, such as electrification, and pro-
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private sector policies that build confidence amopgtential investors. Moreover,
Government needs to improve marketing and disiobutcilities, particularly feeder roads.

There are also other constraints that affect ja@atoon. Power shortages are common
and recognized as a major problem; it is most irdytaffecting jobs and wages negatively.
Lack of financial capital, particularly for smakhé medium sized firms, also seems to be an
important constraint. There is a need for more mifinance, as well as increased
competition in the banking sector to improve acdesnance for formal firms. Moreover,
there is ample scope for improving internationatidors and export value chains, including
reducing the administrative burden for exporters thansport costs through lower taxes and
tariffs.

Policies in support of competitiveness and creatibproductive employment

Exchange rate policy is considered a key policyl tlor generating/supporting
economic growth. Malawi has a tradition of attemgtito maintain a stable nominal
exchange rate. Such a policy needs to be backexhey macroeconomic policies, or good
luck, but in Malawi it has repeatedly resulted wekvaluation followed by devaluation.
Currently the exchange rate is maintained by aditrative means, which de facto implies
overvaluation and rationing of foreign exchangesb the private sector.

There are some short-term gains from having anvaleed exchange rate, inflation
declines and imports are cheaper than otherwiseveMer, an overvalued exchange rate
means lower profits for exporters, since their pidd are valued less when measured in
Kwacha, and tougher competition for companies finatiuce goods that can be imported,
since foreign goods are cheap compared to domigticaduced goods. As a result, there is
less investment and job creation, and lower wagdsreover, the incentive for
diversification and innovation is reduced. If theeation of decent jobs is a policy goal,
Malawi needs to reconsider its current exchange mlicy and avoid overvaluing it
currency.

Few if any markets work perfectly, making it ne@ggor Governments to intervene in
different ways. Interventions should be in the foofregulation of standards, such as
occupational safety, quality control, etc. In Malatis common to fix minimum prices of
some goods. This might have beneficial effectsskiters, but this policy is likely to deter
firms from expanding production and new investoosf entering the market, thus affecting
job creation. Moreover, it might even hurt the esed] whom it is supposed to defend. Recent
interventions seem to have had such effects, thysadting on job creation in the
agribusiness sector. Support to sellers could hiaed through many other means, such as
subsidies.

Investing in human development

Yet, the impact of the policies and interventionggested above will only bear fruit
and can only be sustained if there are strategigptamentarities with public investment in
human resources. For medium term productivity atdgains, the educational sector must
take priority among the competing interests emltagithin the MGDS II. The continuing
high rate of population growth means continued eetvants to the labour market annually
of 300,000 to 400,000. These young people neeé tuekter prepared for the labour market.
The declining performance of the education systathtae high prevalence of child labour
are of enormous concern. The small share of theulptpn with more than primary
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education, and the small number of graduates feorgdary and tertiary levels of education
(including vocational training) must be reversetbtlyh more and better managed public
resourcing. Although it is well known that the 16rgent of students who have studied
longest benefit from 73 percent of public resouritegducation, which makes Malawi's
education system “the most elite in Afriéalt is the shortage of secondary, vocational and
university facilities combined with poor quality catimited relevance to the labour market,
that are the main constraint to productivity ancréased earnings in Malawi today. In fact,
many firms rank “inadequately educated labour foasea leading constraint in Malafvi.

Summing up

There are thus several major issues that shouldebi with to set Malawi on a path
towards decent work.

In the short term, the support for smallholder @agture should be sustained. Minimum
wages need to be revised annually, and compliammeld be ensured through strengthened
local labour administration. Exchange rate poliogidd be geared towards job creation and
economic growth, even if there are some short temwsts. This means avoiding
overvaluation.

To enable sustainable development over the mednanl@ng term, there should be
large investments in education, including vocatidraning and improved opportunities for
women’s schooling after primary school. Curriculush®uld be adjusted to market demand,
both current and expected, such as demand for weikeagri-businesses. There is also a
need to reduce child labour, targeting those whd<iang hours outside the household in
the first instance.

Diversification both within and outside agricultuie a prerequisite for increasing
employment and wages. The agricultural subsidy qarogie should thus include incentives
for agricultural intensification, particularly inhé Southern region where poverty is
widespread and landholdings small. Government shaido make it more attractive for
entrepreneurs to invest by providing a credibldlst&conomic environment, investing in
electrification, rural feeder roads, improving wasepply, and facilitating access to export
markets.

As a concluding note, data on employment and labouMalawi are weak and
inconsistent. An essential starting point for Goveent is to set agreed employment targets
within the MGDS I, and consider regularly monitagithe newly agreed MDG Employment
Indicators. This should be coupled with more rigorous tragkand monitoring of these
indicators, first through improving the content andnsistency of labour/employment
questions in national surveys, and providing regaielysis to policy makers.

’ Country Status Report (2008)
8 Global Competitiveness Report 2010 (World Econoftitum, 2010), Business Climate Survey 2009 (MCQGCQ9).

9 (1) labour productivity (2) employment to pop ea(B) working poverty (4) vulnerable employment @)are of women in
wage employment.
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Introduction

Malawi seems to have turned the corner into a newoé development, following
lacklustre economic performance (1994-2004) andastetion from the impact of
HIV/AIDs. Since 2005 there has been steady andoreddy robust annual GDP growth
(6.77%) and falls in poverty. This positive trer@hdoe attributed to increased agricultural
production, resulting in part from the introductioh subsidies for fertilizers and improved
seeds for maize production.

However, in spite of the recent high growth rated aubstantial decreases in poverty,
there is a long way to go before Malawi become#ndustrial nation that provides welfare
for its population, the vision of the Governmentallvi Government, 2009a). To achieve
this vision, job creation has to increase and kg kigh for many years. Moreover, workers
have to receive a decent income, which means sulaha higher wages for employees and
better returns to farming for smallholders.

To provide a quick picture of the current situatamd the challenges Malawi has to
confront, the Millennium Development Goddsploymentndicators are reported in Table 1
below. They highlight the recent rapid high growttes; labour productivity rose by 4.6
percent during 2005-2008, up from -1.6 percentradufl000-2004. The employment ratios,
i.e. the number of people working as a share tipeilation are also high, 86 percent for all,
and higher for women than for men. However, thsadre too high; values over 80 usually
indicate that there are many low-quality jobs. Tinigrpretation is supported by the large
number of working poor, 2.43 million, or 40 percefthe labour force, as well as the large
share with vulnerable employment, 86 percent. Them@so a substantial gender bias; the
share of women in wage employment is only 20 perdéfen combined with the large
female employment-to-population ratio, it is cléaat most women work in agriculture and
the informal sector.

The purpose of this report is to describe challenged opportunities for enhancing
decent work in Malawi. To a large extent this iatbgenerating economic growth, since
without growth, there is no potential for sustaiealpb creation and wage increases.
However, it has to be labour-intensive growth, jiing decent jobs to most citizetfsAnd
since the vast majority of the Malawians work ie t@gricultural sector, it has come about
through rapid growth in agricultural output and ¢uotivity, at least in the short to medium
term.

The reports focus is on job creation and wagespantbnstraints to growth. As a result
three of the four pillars in ILO’s Decent Work Aga rights at work, social protection, and

0 The term jobless growth is often used in this esntbut it mainly refers upturns in business cyalthout reductions in
unemployment. There is no such thing as joblesg-tan economic growth, but some types of growthehiass impact on
employment than others.



social dialogue, are treated cursory, if at-&lfhis does not of course imply that they are
unimportant, only that topic covered is extensimeugh for one report.

Table 1. Millennium Development Goals Employment Indicators

Period 2000-2004 2005-2008
Growth rate of labour productivity (1%) -1.6 4.6
Period 2008
Employment to population ratio (15 years Total Females Males
and older) 86 87 84
Working poor 2,430,000
Working poverty rate (%) 40
Vulnerable employment rate (%) 86
Share of women in wage employment in the non- 20

agricultural sector (%)
Sources: Welfare Monitoring Survey 2008 and 2008 Population Census (NSO, 2009a, 2009b).
Note: Vulnerable employment is defined as the proportion of own-account and contributing family workers to total employment.

The report consists of thirteen sections. It begiith a brief overview of the main
structural economic characteristics of Malawi anid igrowth performance since
independence in 1964. Then seven sections dessfeets of the labour market. Sections 3,
4 and 5 use data from various sources to provigietare of employment, wages and labour
productivity. Section 6 deals with inequality anolvprty, Section 7 looks at education and
labour demand and Section 8 discusses populatiowtigrand labour supply. Section 9
focuses on economic growth and recent changestogment and wages. Section 10 partly
recaps some results from recent studies on drivleggowth in Malawi, Lea and Hanmer
(2009), a background paper to the Country Econavéenorandum of the World Bank
(2009a), and a report from Millennium Challenge éaet (MCA, 2010), and partly takes
another look at some of their findings. Sectionsahtl 12, respectively, outline major
challenges to growth and job creation. Finally,t®ecl3 concludes the report and provides
recommendations.

1 Malawi Decent Work Country Programme 2010-2016X112010a) provides information on the three pillaights at work,
social protection and social dialogue.



Background

Malawi is a small and landlocked country with a plagion of 13.1 million living on
94,000 sq km. It is thus one of the world’'s mosis#dy populated countries. GDP per capita
was estimated to be 900 PPP dollars in 2009, antdB8$ 300 at the official exchange rate.
This puts Malawi on the 218place in a ranking of 228 countries’ PPP-dollags gapita
income (CIA, 2010). Malawi is thus one of the p@bmountries in the world.

To provide an overview of the structure and reganformance of Malawi's economy,
Table 2 shows the distribution of the main econosdctors and their growth rates for the
period 2004-2009. By far the largest sector is Gkofnimal Production, accounting for 30
percent of GDP. There are two sub-sectors: smale] who produce 75-80 percent of
agricultural output, and estates that producedhlt Agriculture is, however, more important
than revealed by its contribution to GDP: it prasdobs to about 80 percent of the work
force and accounts 80 percent of Malawi’'s expdtS@, undated).

The second largest sector is Wholesale & Retaitp@aating for 14 percent, while
Manufacturing is in the third place with 8 percerite sectors Forestry & Logging, Fishing
& Aquaculture and Mining and Quarrying are all vergall, having shares below 2 percent.

Malawi is not only heavily dependent on agricwdtubut also on a small number of
agricultural crops; tobacco, sugar, tea and cotdom the dominant cash/export crops,
although coffee, rice, nuts and sunflower seedks®important, while maize, potatoes, and
cassava are the main staple crops. The estatearjlyiproduce tobacco, sugar, tea, and
sugar, and some coffee and macadamia, while snddifso produce the other crops,
including tobacco, and cotton.

The manufacturing sector is small, primarily beeao$ limited domestic market and
export opportunities: Doing Business 2010 ranksaWalas 172 out of 183 countries for
difficulties and cost of trading across borders (MWoBank, 2010a). Moreover, from
independence in 1964 to well into the 1990s, ecanqmlicies favoured large state-owned
conglomerates on the behalf of private manufacgubinsinesses. Nonetheless, several firms
are exporters, while others produce goods that etenpith imports. The major products are
food and beverages, tobacco processing, textild@tdiear, wood and metal products, and
chemicals, soap and plastics.

Mining & Quarrying accounts for 1 percent of GDPheTmain products are coal,
gemstones, and limestone (World Bank 2009c). Howekhe sector expanded considerably
with the opening of the Kayelekera uranium miné\pril 2009. It is expected to contribute
substantially to foreign exchange earnings, abdutp@rcent of current exports, though
initially most earnings will be used to pay backdé&everal other mining projects are in the
pipeline, so the sector is expected to grow rapdtlying the next 10 years (World Bank,
2009c).

Table 2 also shows growth rates for 2004-2009. avezage growth rate for all sectors
was 6.77 percent (column 4). The major contrilaiteere Crop & Animal Production and
Wholesale & Retail, with shares of 33.7 and 18.4cewet, respectively, followed by
Financial & Insurance Activities, Manufacturing,da@onstruction, each contributing about
6 percent (column 3). The other sectors accoumted percent or less.



The picture is somewhat different when lookingratividual growth rates (column 4).
Mining & Quarrying is the best performer, with aogth rate of 11.5 percent, and then
follows Construction, Information & ommunication, Professional & Scientific Services,
Wholesale & Retail, and Transportation & Storagee Tain agricultural sub-sector, Crop &
Animal Production, grew by 7.45 percent, while Mimturing only grew by 5 percent.
Thus, the sectors exposed the least to foreign etitigm, such as Wholesale & Retail, and
Construction, seem to have performed better thasetitompeting with foreign firms. One
consequence of this is that the relative size ofufecturing declined over 2004-2009.

With an average growth rate of 6.77 percent, Malzag had one of the world’s highest
growth rates during recent years. However, whenvetk over a longer time period, its
performance is less impressive. This is illustrdtgd-igure 1 and 2, which show GDP per
capita (1980=100) and the annual growth rate dved 961 to 2009 period.

Table 2. National accounts by sector, average rates for 2004-2009 (in percent)

Sector contribution to growth

Sector Sector share (in percent) Sector growth rate
Agriculture 324 33.7 6.97
Crop & Animal Production 30.1 314 745
Forestry & Logging 1.4 1.5 240
Fishing & Aquaculture 0.9 0.9 2.57
Mining & Quarrying 1.0 1.6 11.52
Manufacturing 8.1 6.0 5.02
Electricity and Water 1.6 1.3 5.55
Construction 45 6.0 9.08
Wholesale & Retail 14.2 18.4 8.68
Transportation & Storage 36 41 7.65
Accommodation & Food 1.8 0.9 3.30
Information & Communication 3.0 43 9.75
Financial & Insurance Activities 6.3 6.5 6.95
Real Estate Activities 4.4 3.8 5.77
Professional & Scientific Services 1.6 2.1 9.12
Public Administration & Defence 32 1.9 4.00
Education 29 1.7 3.87
Human Health & Social Works 36 24 4.45
Other services 45 51 747
Sum of all industries 96.42 100.0 6.77

Source: Reserve Bank of Malawi webpage
a)The sum is not 100 since some minor items have been excluded

The period from independence in 1964 to 1994 isatdtarized by the rule of Kamuzu
Banda. He started as a minister in 1963, and ksteame President for Life in a one party
state. During the first fifteen years of his regjmiéalawi had rapid but volatile growth
(Figure 2). There was a consistent developmenteglya supporting large-scale agriculture
with large subsidies, which subsequently expandeckty, 17 percent per year over 1964-



1977. Smallholder agriculture, which was limitedftmd crop production by Government
regulation, only grew by 3 percent per year, betlogvrate required to ensure self-sufficiency
(Malawi Government, 2009b). There was little distion between the resources of the
private sector, state and the ruling party durimg period (Booth et al., 2006) As a result,
the number of parastatals also grew, and by the-198Ds there were 35 parastatal
institutions accounting for 25 percent of GDP (Re¢@007).

The rapid growth prior to 1980 did not bring aboutich development. Poverty
remained widespread, and Government allocated ésaurces to social development. For
instance, by mid-1980s, 54 percent of the populatiad never attended school and only 3
percent had secondary education (NSO, 1996). Bebtd. (2006) characterize the Banda
regime and its development strategy as efficiebtubsustainable, since the vast majority of
the population were left out.

Malawi’'s growth slowed down in the 1980s, as in test of the world; in fact, it was
on average negative during 1980-1994, reducing @&Pcapita by 20 percent (Figure 1).
Several factor contributed to this: oil price shamdibw commodity prices, high world-market
interest rates and global recession 1981-1982. Wialeas also affected by the war in
Mozambique that closed its most important port BB84/1985, and attracted 700,000
Mozambican refugees. Moreover, fiscal disciplinéederated over the period, culminating
in a deficit-to-GDP of 15 percent in 1994.

As most other African countries, Malawi implementederies of structural adjustment
programmes: the first one in 1979. One of the pynggals was to remove the bias against
smallholder agriculture. The overall short to mediterm outcome was disappointing, as
evidenced by the lack of growth during the 1980s.

Two reforms are of special interest here becausthaif effects on the structure of
agricultural production. First, the reform of thpe8ial Crops Act allowed smallholders to
grow tobacco, so thousands of them started plartihgcco in addition to maize. At the
same time estates, that previously produced alicody went into a period of stagnation.
Second, the monopoly power of the government-owdddMARC’s (Agricultural
Development and Marketing Corporation) was removadd later in the mid-1990s
ADMARC was partially dismantled. The withdrawal afovernment intervention in
agriculture raised prices sharply on agricultunluits and food crops, but it did not generate
a supply response. A small domestic market, highsfport costs, and a lack of public
investments to support smallholders combined tegmefarmers from increasing production
(Malawi Government, 2009b)

The economic decline stopped in the early 19908,grawth turned positive after the
first democratic elections held in 1994. Good ralirdind large inflows of foreign aid, which
increased from US$ 200 million per year in the 08D close to US$ 500 million per year
1990-1999, boosted growth initially (DAC, 2010). Mover, the value of tobacco exports
rose sharply in the mid-1990s. Direct governmempsut to smallholders in the form of
seeds and fertilizer is also believed to have dmutied to the increase in the growth rate
(Malawi Government, 2009b). However, then growtinéa negative so GDP per capita
declined again, and in 2001-2003 it was back atLlg8 level, which was the same level as
in the early 1970s. To this should be added thsiptitity that GDP is overestimated: data on
agricultural growth seems inconsistent with othedidators, such as household caloric
consumption (World Bank, 2004).



Thus, during the first ten years of democracy, -2004, there was hardly any incre:
in per capita income. It should be noted that mubkpenditures on education and he
increased substantially, mostly (to the removal of fees on primary educai

The lacklustre performance of Malawi’'s economy fra@94 to 2004 was mainly di
inconsistent economic policies in combination wétkiernal shocks (Booth et al., 200
Year after year budget deficits turnec to be higher than planned, aid flows were theee
intermittent, and as a result, domestic debt gi@avernment borrowing in the domes
market increased real lending rates to over 20gp¢r@among the highest in the world, ¢
private sector crediwas subsequently squeezed out. Furthermore, damegtrest rati
payments rose to over five percent of GDP in théy &€900s, amounting to over 20 perc
of government expenditure (World Bank, 2004). Tis should be added high and vola
inflation, and a number of large devaluations. The result avasinstable macroeconon
environment that inhibited investment and econagniavth.

During this period HIV/AIDS also became a sevembfgm; the national infection ra
increased from about 5 perc to 12 percent among adults, and annual AIDS deatbs
from about 10,000 to 80,000 (UNAIDS, 2008). HIV/A3D0s likely to have inhibited growt|
although the size of the impact is uncertain affficdlt to measure. Some recent estime
indicate that itreduces growth by one to two percent per year éoumtry such as Malav
(Papageoriou and Stoytcheva, 2008), while othegsieathat it has a negligible effe
(Werker et al., 2006)

Figure 1. Index of GDP per capita, 1961-2009 (1980=100)
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Figure 2. Growth rate of GDP per capita, 1961-2009 (in percent)
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Elections in 2004 led to a change ofsident, who appointed a new cabinet. Since
economic performance has improved and most years baen high growth rates. T
accumulated impact is substantial, as evident fBIP per capita, which reached its higt
level ever in 2009 (Figure **

Many countries across the world experienced rap@ivth during 200-2009, but
Malawi was among the best performers. This was gislybdue to the new governme
which improved policies speedily. It took controlep fiscal expenditures, and reduc
budgetdeficits from 8 percent of GDP in 2003 to aboute2gent in 200-2007. One result
was that Malawi was granted debt relief under tighl Indebted Poor Countries initiati'
(HIPC) and Multilateral Debt Relief Initiative, aiitd foreign debt declinedom 108 percent
of GDP in 2005 to 17 percent of GDP in 2007 (Bram@nd Lightfoot, 2009). Anoth:
result was reduced real interest rates, which &tbfer the expansion of private sector cr
and investments. Government also introduced theicAlgural Input Subsidisation
Programme (AISP), which aims at providing cheafilieer and seeds to poor smallholde
During 2005/62008/9, the AISP, in combination with good raingreased maize, and
some extent tobacco, production substantially, ghdte size of the impact of the subsid
is not known. Another favourable development durthg period was a rise in tobac
prices, which boosted export income (Briancon aightfoot, 2009 World Bank, 200
SOAS, 2008; Malawi Government, 2009

2 The data on GDP per capita is uncertain. As alr@agiytioned, agricultural production rht be overestimated (World Bank,
2004; Lea and Hanmer, 2009). However, populati@e snight also be overestimated, since the 2008 |Btpu Censu:
showed that there were two million fewer inhabisatitan indicated by projections using the 1998 usnknfortunately,
population projections, reported by Malawi’'s Natbi$tatistical Office, World Development Indicatatatabase, UN Worl
Population Prospects and US Census Bureau, hazantrevised y¢



The introduction of input subsidies on a much laggale than in the 1990s seems to
have yielded major and immediate results. Fromuaton of maize shortages, Malawi has
been self sufficient, and has even exported of enaizsome years. Moreover, estimates
indicate that the poverty headcount (in perceny teclined sharply; from 52 percent in
2004/5 to 40 percent in 2008, and the share oftexiuand wasted children declined from
43.7 percent to 36 percent, and 2.2 percent tor@ptk respectively, over the same period
(NSO, 2005; 2009a). These improvements look pramjdiut they need to be confirmed by
the Income and Household Survey, carried during201

Employment

In this section we provide information on employmand its sectoral distributioh
Describing employment in Malawi is a challengegsitthere is no comprehensive source of
information, such as a labour force survey. Morepugformation on employment from
2008 Population Census is not yet available. Imnstesge use information scattered across
surveys, even though the data collected are nat adethey are from different dates, and the
surveys do not focus on employment.

Employment and sectoral distribution

Current information on employment is provided by tB008 Welfare Monitoring
Survey (WMS). It provides information about theidties of the working age population. A
major drawback with the WMSs, as well as the pdpacensuses and most other surveys,
is that the definitions of employment and work aeey wide: employment is defined as ‘at
least one hour of work during 7 days precedingsineey’, and work is defined “as both
formal and informal work, both paid work (in cash,kind, or barter), and unpaid work
contributing to the livelihood of the householdgliding work on the agricultural holding,
not only for the owner, but for family members hefp out without pay.” (NSO 2009a,
p.57). With such a definition, working time can ydretween one and maybe up to seventy
hours per week, so underemployment cannot be mezhand it is difficult to detect changes
in working over time.

Nevertheless, there is some useful information,rsarized in Table 3 and 4. First, 86
percent of those over 15 years were considerecbetiorlly active (Table 3). The shares are
somewhat higher for women than for men, 87 verdugecent, and clearly higher in urban
than rural areas, 96 versus 79 percent. Out oktlhad® are not part of the labour force, 75
percent are students and most of the others deeholgsduties or are too old to work (data
not reported).

Table 3 also shows that the unemployment rate g dbrpercent. This number is,
however, not comparable to the common usage ofvthid. It is low because the definition
of work, at least one hour week is not much, aeddbk of social security that forces almost
all people to work to survive. This is evident whaymparing educational levels; the higher

'3 In appendix 3, we discuss labour market instingim Malawi.



the educational level, the lower the labour foreetipipation and employment level. This is
most likely because less educated people earatestherefore they must work.

Table 3. Percentage distribution of working population aged 15 years and over by economic activity

Labour force participation rate Employment Unemployment
Total Male Female Total Male Female Total Male Female

Malawi 86 84 87 99 99 99 1 1 1
Urban 96 95 96 96 96 97 4 4 4
Rural 79 79 79 99 99 99 1 1 1
Education

None 87 85 88 100 100 100 0 0 0

Primary 1-5 85 82 88 99 99 100 1 1 1

Primary 6-8 82 81 83 99 99 99 1 1 1

Secondary + 80 82 76 96 97 96 4 3 5

Source: NSO (2009a)

There are small differences in age specific latborge participation and unemployment
rates. The only age group that differs substamtil 15-24 (not reported): labour force
participation is 60 percent, which is because ngmyo school. The unemployment rate is 4
percent. It is, however, hard to interpret this bemdue to the definition of work. Many of
those classified as unemployed live in urban acedsave recently left school. And among
those classified as working, there is extensiveetgriployment, as described below. In fact,
youth unemployment is known to be a severe probtanthe 4 percent unemployment rate
reported is not describing reality.

WMS 2008 also reports data on type of payment, eyapl and economic activity for
those aged 15 and over for the main job by sexgandraphical location (Table 4). The vast
majority of those with income (76 percent) are nilinvhich is the same in 1998 (see
Appendix 2). About 8 percent have wages or salahjle 8 percent are self employed (29
percent in urban areas and 6 percent in rural ar€ady 1 percent received income as
ganyu, farm work done for smallholders, as theiinmetivity. There are also substantial
gender differences: 81 percent of the women worknkasi, compared to 70 percent of the
men, and 3 percent of the women and 13 perceheahtn have wage income.

The middle panel of Table 4 reports the type of legmpent. Again mlimi is the most
common one with 80 percent (88 percent for womahZhpercent for men), while close to
4 percent work for the public sector, and anothpertent work for private business. Only 1
percent works on estates, i.e., commercial farms.



Table 4. Economically active according to type of payment, employer and economic activity for the main job

(aged 15 and over)

Type of payment
MiIimi- not Unpaid family Self
paid Wages/ Salary Payment in kind Casual/ Ganyu business worker employed Tenant  Total
Malawi 76 8 0 1 1 8 0.2 100
Male 70 13 0 2 1 10 0.2 100
Female 81 3 0 1 1 6 0.2 100
Urban 17 33 1 1 2 27 0.1 100
Rural 83 5 0 1 1 5 0.2 100
Type of employer
Self
Miimi Private business  Private individual Public sector ~ Mission/ NGO employed Estate  Total
Malawi 80 3 4 4 1 8 1 100
Male 72 5 5 5 1 10 2 100
Female 88 2 2 2 0 6 1 100
Urban 22 15 15 5 5 29 0 100
Rural 86 2 3 2 0 6 1 100
Economic Activity
Wholesale &
retail, Social and
Agriculture, marketing/hotel, community

forestry & fishing  Manufacturing  Construction restaurant services Other Total

Malawi 84 1 1 7 4 2 100

Male 77 2 2 8 6 5 100

Female 90 0 0 6 2 1 100

Urban 24 5 4 32 18 13 100

Rural 90 1 1 4 4 1 100

Source: NSO (2009a)

The type of economic activity, shown in the bottpamel, highlights the importance of
Agriculture, forestry & fishing for employment, 8gercent work in this sector. It is
particularly important for women, providing workrf®0 percent of them. Wholesale &
retail, marketing/hotel, restaurant comes in theosd place, employing 7 percent (32
percent in urban areas). The table also showsntiadl sole played by Manufacturing and
Construction, 1 percent work in each. Even whery ahk urban areas are considered,
Manufacturing and Construction do not employ mbent5 and 4 percent, respectively.

Another recent survey is FinScope 2008. It provideklitional information on
economic activity since questions were asked alpoimary and secondary sources of
income, not only the main activity. The survey &ionally representative covering a sample
of 4,993 individuals over 18 years, all from di#at households. The drawback of the
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survey is that it was carried out during Novembmst ®ecember only, so seasonality might
influence the findings (Agar et al., 2009).

The survey confirms that the vast majority of tldula Malawians are involved in
farming or fishing in some way; 46 percent only karith farming, and 40 percent work
with farming as well as other activities. In faoply 10 percent have no involvement in
farming and fishing (Agar et al, 2009).

Figure 3 shows sources of income received thatbeamsed for purchases or trade.
Questions were asked about both the main and sesmmde of income; and an important
finding is that as many as 65 percent of the sarhplé a second source of income (not
reported).

Out of the individuals interviewed, about F@rcent havefarming as their main
economic activity and 25 percent have it as thefiload most important economic activity.
Ganyu labour is much more common than indicatedMWS: it is the main activity for 15
percent and the second activity for 13 percenttheitmain activity for 1 percent according
to WMS. It is not obvious why there is such a ladifference but it could be a seasonal
effect in combination with the design of the survélye WMS runs over 13 months.
Moreover, the age groups differ, over 18 insteatiodnd over.

Work with own business is also common: it provideome for over 20 percent of the
households, 13 and 8 percent, respectively, fonraad second activity. In this case the
WMS, which reports 8 percent for main activity,is line with FinScope since the age
groups differ.

In total only 15 percent of the individuals receigesalary or wages. This number
includes those who work in the formal and infornsaktor, highlighting the small role
played by normal employment in Malawi, and the imt@oce of smallholder farming and
own businesses. This is higher than in the WMS wiilee share is 8 percent, but this, again,
could be due to the different age groups.
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Figure 3. Sources of income in percent

Income from farming
Ganyu
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Wages or salary
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W Largest source of income = 2nd largest source of income

Source: Constructed with data from FinScope Malawi 2008.

Formal and informal sectors

The formal sector is smein Malawi. According to the WMS 2008, about 2.5 qeart
of the labour force work for private businesses hrdpercent work on estates, adding u
about 222,000 formal private sector employees,endnilother 3.6 percent, 220,000, worl
the public seir. Hence, out of a labour force of close to 6,00+ only 440,000 work in
the formal sector. These numbers for the publitosere in line with those available frc
other sources of informatic for instance, there are about 141,000 civil sevd@ABS,
2009), and to these we should add employees iarthed forces, the police force and pu
sector companies.

The estimate for the privates sector seems to kibeoiow side, however. The Anrl
Economic Survey (AES) provides information aboutpiyment for some medium b
mostly large scale formr-sector enterprises. These are taken from the Bassiméormatior
Register (BIR), a database with all enterprisessteged by the National Staical Office.
Although continually updated, the register does ooter all enterprises, so AES ol
includes 353400 enterprises and thus underestimates the nundaberemployees
Nevertheless, total employment was about 450,0@0rding to AES 2005/6, thmost
recent survey available. The reason the numbeiigis s probably because there is
distinction between petime and fulltime workers in the AES questionna

4 The size of the work force is calculated usingittfermation in WMS 2008 on the share economicatiiva of those ove
14 years (86 percent) and data from 2008 Popul&mrsus
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AES also provides information on the distributiohemployment across sectors for
formal enterprises (Table 5). About 30 percent ld 450,000 are in Manufacturing &
Mining (though Mining is very small). Wholesale &Riil has 17.3 percent, Transport &
Telecommunications 8 percent and Agriculture & Btre7.6 percent.

Table 5. Percentage distribution of employment, large scale firms, 2005-2006

Transport &
Agriculture  Manufacturing Electricity & Wholesale Hotels & tele-
All industries & forestry and mining water Construction & retail restaurants  communications
100 76 31.3 1.9 39 17.3 6.5 8.0
Real estate &
Leasing & Auxiliary other Recreation
Banking & credit Insurance & financial business Regulatory  Education & sports
intermediation granting pension intermediation activities activities health & laundry
2.7 1.1 4.1 1.1 5.8 0.8 6.0 1.9

Source: Annual Economic Survey (2009), 450 large and medium scale companies

There is no explicit information about the infornsalctor in the population censuses or
WMSs, although it is easy to infer that among theke are not mlimi, the majority work in
the informal sector, i.e., about 12 percent. Tiiplies that at least 90 percent have their
main activity in the informal sector.

The only survey that primarily focuses on the infal sector is the Malawi National
Gemini Micro and Small Scale Enterprise (MSE) Swurfrem 2000 (NSO, 2001). It covered
firms with less than 50 employees and on-farm agrical activities as long as 50 percent of
the production was sold and the household earned than MK 6,000 from the sale of the
produce. The survey thus included both mlimi wkd a large part of their harvest, and
small firms, capturing small-scale private busiesssghich mainly is in the informal sector.

MSE’s employed over 1.7 million people in 2000, gthiwas 38 percent of the total
labour force. Many of these were of course smadlofarmers, but the off-farm enterprises
employed as many as 22 percent of the labour fdituis. reflects the low commercialization
rate among smallholders; most of them sell muck tean 50 percent of their produce.
Women made up over 40 percent of the employees3@ipercent of the MSEs were located
in the rural areas (NSO, 2001).

Summary results from the survey are reported inlelf&bbelow. It shows that most
firms are in Commerce, Trade & Hotels, followed Mgnufacturing and Agriculture. The
number of employees per enterprise is small, 2.3agarage. The most interesting
information in the table is the annual growth riatéotal employees, 7.7 percent on average
and over 20 percent in some sectors. Further daudgeded to evaluate the importance of
these numbers, if they are productive jobs andief high growth rate has continued after
2000.
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Table 6. Economic indicators of micro and small enterprises by sector, 2000

Agriculture, mining and natural resources Manufacturing, commerce and services

Comm-
Manufac- Cons- erce, trade Trans-
All Sectors  Crops  Live-stock Forestry Fishing Mining turing  truction &hotels  port  Services

Distribution of Enterprises (‘000s)

Enterprises 7474 160.8 73 9.6 11.0 0.9 206.4 6.5 306.7 4.7 33.6
By size:
0-4 employees 674.1 1134 52 9.6 6.8 0.8 200.6 5.1 296.9 44 314
5-20 employees 72.3 46.8 2.1 - 4.1 0.1 5.8 14 9.5 0.3 22
21-50 employees 1.0 0.6 - - 0.1 - - - 0.3 - -

Employees ('000s)  1,700.7 6154 22.3 10.5 438 2.1 354.4 19.0 556.9 142 621

Annual growth rate

in total employees
(percent) 7.7 12.8 18.3 2.9 22.8 26.9 5.8 7.8 741 8.7 34

Employees per
Enterprise 2.3 3.8 3.1 1.1 4.0 2.3 1.7 2.9 1.8 3.0 1.8

Profit per employee
per hour (MK) 14.50 5.94 3.99 9.78 50.15 16.64 17.95 5.70 13.59 1521 757

Source: NSO (2001).

Underemployment®®

As reported in Table 3 previously, only 0.7 percemtre considered unemployed in
1998. This number hides the fact that underemployriewidespread, particularly in the
rural areas where labour demand varies greatly thesryear. In this section we use the
Integrated Household Survey 2004/2004 (IHS2) tedes work time in rural areas.

The allocation of time use measured in IHS2 is regbfor men and women in Tables
9 and 10. The tables show hours of work per weeldu 3 months, March 2004 — March
2005, for eight activities for those aged 15 androioreover, the shares of those working
less than 10 hours or more than 70 hours are exhoM| activities closely connected with a
household’'s production are considered as workudioh household chores and collecting
water and firewood, but not caring for children aick and disabled household members.
The mean number of hours per week varies overdhe lyetween 27 and 36 for men, and 35

and 47 for women.

5 This section relies heavily on Wodon and Beegl9@).
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There are large gender differences, women work tab@thours more per week than
men. It is also more common among women to workentiean 70 hours, and uncommon to
work less than 10 hours; for example, in March 20085 percent of the women worked
less than 10 hours and 18.1 percent worked more Z@ahours, while 26.4 percent of the
men worked less than 10 hours and 8.1 percent wari@e than 70 hours. There are also
differences in tasks: men spend more time workimgagriculture, with non-agricultural
businesses, ganyu, and salaried work, while worosemuch more household chores.

Seasonality is very pronounced in agricultural wddd men it raises mean hours to
over 35 hours in December and January, and redneeshare working less than ten hours to
4.0 percent and 7.4 percent; during some othermahe share working less than ten hours
is over 20 percent. The same pattern is presenmigrvomen.

To conclude this sub-section we note that althathghdata reported are not ideal for
describing employment and its distribution acrostivdies and sectors, they probably
provide a reasonably accurate picture. Agricultigreby far the most important sector,
followed by Wholesale & Retail and Manufacturingee when considering the informal
sector. The informal sector seems to be larger tharcombined formal private and public
sector, even when subsistence farmers are not edhuatrough estimate indicate that 8-10
percent of the labour force works in the formaltsecFurthermore, underemployment, or
more correctly, large seasonal differences in ve@d#t| is a dominant and important
characteristic of the Malawian labour market.
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Table 7. Men’s work time by time and categories recorded in IHS2 in rural areas

Cooking Helping  Casual Working Working
laundry, Collecting Running with part-time & Total Total less more
& Collecting fire- agricultural non-ag. non-ag. ganyu Salaried work work than than

cleaning water wood work business Business  work work (mean) (median) 10 hours 70 hours
March 2004 15 05 0.6 15.6 26 0.7 26 49 29 25 26.4 8.1
April 2004 1.7 0.6 0.5 15.2 59 0.7 25 3.6 30.9 29 17.2 6.9
May 2004 1.5 0.6 0.4 13.9 3.6 05 1.9 47 27 25 242 48
June 2004 1.6 0.9 0.4 12.6 3.3 0.7 26 6.1 28.3 28 22 47
July 2004 21 0.8 0.6 11.2 49 0.6 29 51 28.3 26 19.1 49
August 2004 22 0.7 0.3 12.2 44 0.3 24 44 26.9 24 222 4.6
Sept. 2004 24 0.8 0.4 12.8 3.6 0.2 27 6.7 294 26 18.4 7
Oct. 2004 1.9 0.6 0.3 15.5 4 0.2 34 45 30.3 30 16.5 5.8
Nov. 2004 21 0.7 0.4 18.8 22 0.2 3.1 6.3 33.9 32 10.9 6.8
Dec. 2004 1.3 0.6 0.3 247 28 0.3 3.1 3 36.2 34.5 4 5.5
Jan. 2005 1.5 0.9 0.3 19.4 34 0.1 24 71 35.2 34.5 74 74
Feb. 2005 1.6 0.7 0.3 16.7 3 0.2 23 52 29.9 28 15.7 43
March 2005 1.9 0.8 0.3 16.3 3.3 0.2 2.8 5.2 30.8 30 15.6 5.2

Source: Wodon and Beegle (2006) and IHS2.
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Table 8. Women’s work time by month and categories recorded in IHS2 in rural areas

Cooking Helping Casual Working Working
laundry, Collecting Running With part-time & Total Total less more
& Collecting fire- agricultural non-ag. non-ag. ganyu Salaried work work than than
cleaning water wood work business  business work work (mean) (median) 10 hours 70 hours
March 2004 14.7 5.6 3.3 13.6 1.9 1.2 1.8 0.8 43 38.5 10.5 18.1
April 2004 14 5.4 22 14.1 24 0.6 1.1 0.9 40.7 38.5 10.8 13.2
May 2004 13.6 5.8 26 14.8 1.3 0.3 1.1 0.4 39.9 38.5 8.6 104
June 2004 15.1 6.7 26 124 2 0.5 1.9 0.4 41.7 39.5 9.5 14.6
July 2004 14.5 6.7 25 9.3 24 0.4 1.6 1.2 38.5 35 11.1 11.1
August 2004 154 7.3 25 10.6 25 0.2 1 0.6 40.2 38 7.6 11.3
Sept. 2004 154 74 24 124 2.1 0.4 0.8 0.5 414 40 8.9 13
Oct. 2004 15.3 74 2.3 15.8 1.7 0.3 1.1 0.7 44.6 44 6.9 125
Nov. 2004 14.3 74 2.3 19 1.2 0.3 15 1.1 47.2 46 5.2 15
Dec. 2004 12.6 6.4 1.8 23.3 1 0.2 2 0.4 41.7 47 45 121
Jan. 2005 13.8 8.2 1.9 18.2 0.9 0.5 1 1.7 46.4 47 55 12.9
Feb. 2005 14 6.8 1.8 15.9 1.3 0.3 1.7 1.2 43.1 43 74 11.6
March 2005 14 7.3 2.2 14.8 1.4 0.2 1.5 1 42.4 41 6.8 10.3

Source: Wodon and Beegle (2006) and IHS2.



Child Labour

There are several national surveys that providgorebly current information about the
problem of child labour in Malawi, such as the MudlaChild Labour Survey from 2002,
IHS2 from 2004/2005, WMS 2008 and UNICEF’s Multiptelicator Cluster Survey (MICS)
from 2006. In this section we mainly rely on infation from MICS and IHS2 to provide an
overview of the situation; summary data from Mala®hild Labour Survey 2002 can be
found at ILO (2010).

It should be acknowledged that all work is not bada child, and that it is not obvious
where to draw the line and classify work as chélddur. Malawi Government defines child
labour as “any economic activity that employs dccless than the age of 14 years. Any
activity that exploits a child, prevents a childrr attending school that negatively impacts
on the health, social, cultural, psychological, atoreligious and related dimensions of the
child’s upbringing, is child labour. The temporalpacts of child labour include working
seven or more hours per week.” (NSO and MoL 2004 first part of the definition is easy
to agree with, but the number of hours is moreexthje. For example, In MICS a child is
considered to be involved in child labour if itdged 5-11 and does one hour of economic
work or 28 hours of domestic work per week, ot isiaged 12-14 years and is involved in at
least 14 hours of economic work or 28 hours of datinework per week (UNICEF and
NSO, 2008: 197). Hence, the definition of childdabused in MICS is more restrictive than
the official one. Yet, it does not coincide witteti O Conventions 132, which also covers
children aged 15-17, and does not distinguish betwehild labour in general and worst
form of child labour (ILO Convention 182).

Child labour is very common even according to teéintion used in MICS; one of
every four children works too much (Table 9), antagito about 900,000 children. The
problem is largest in rural areas, 27.7 percemypaved to 13.9 percent in urban areas, and
in Northern region, 32.7 percent, compared to 284 26.7 percent in Central and Southern
region. It is also somewhat more common among tids boys, 26.2 percent compared to
25.3 percent.

Most of the work is directly for the family, in tHerm of household chores or work for
family businesses (4.6 percent and 14.8 percemtjveer, 10.8 percent work outside the
household. Girls do more household chores whilesbagrk for family business, which
mainly is farming. The level of wealth and educatim not matter for most children, except
for those whose mother has gone to at least sepoisdhool or those that belong to the
wealthiest quintile. The reason these children weds could be that they live in urban
areas.

There are several reasons why children work, pgyvdr¢ing one important factor
(Admassie, 2002). AIDS also contributes. In 200&r¢ were close to 70,000 AIDS deaths,
so obviously many adults were ill requiring bottrieg by family members, including
children, and help with farm work (UNAIDS, 2008)IDS also increases poverty, obliging
children to drop out of school and work to provideome for the household (Arrehag et al.,
2006, Chap. 2).

A potentially negative consequence of child labsdower school attendance, which in
turn leads to lower human capital accumulation.ndg¢e an important question is how child
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work affects schooling in Malawi. Surprisingly, thien that go to school tend to work more
often; in fact 27.8 of those who go to school watkile 17.7 percent of those who do not go
to school work. This finding does not seem to beaincidence, Blanco Allais and
Hagemann (2008) get the same result analysing tdawil Child Work Survey 2002. They
use an index measuring the ratio of school attereldietween economically active and
inactive children for 36 countries. Malawi is onktbe few countries where the index is
greater than one.

Table 9. Percentage of children involved in child labour

Working outside household Working for household
Household chores for 28+  Working for family

Background characteristic Paid work Unpaid work hours per week business Total child labour
Total Malawi 2.6 8.2 46 14.8 25.7
Urban 1.2 44 3.8 5.8 13.9
Rural 2.9 8.8 4.8 16.3 21.7
Region
Northern 0.8 10 6.7 19.9 327
Central 2.3 6.7 44 13.7 23.0
Southern 34 9.2 43 14.7 26.7
Sex
Male 2.8 71 3.6 16.2 25.3
Female 24 9.2 5.6 13.6 26.2
Missing 24 0 15.5 17.9 17.9
Age
5-11 years 2.8 10.4 2.7 16.7 275
12-14 years 21 25 9.6 10.1 212
School participation
Yes 2.7 8.8 5.1 16.3 27.8
No 2.3 6 2.9 9.1 17.7
Mother’s education
None 3.3 7.7 45 16.4 26.6
Primary 25 8.8 4.7 14.7 26.3
Secondary + 0.7 59 46 8.1 17.3
Other 3.5 10.2 5.9 21.1 34.8
Wealth index quintile
Lowest 2.8 7 41 171 26.3
Second 34 10.5 5 16.6 29.8
Middle 3 9.9 4.8 171 29.3
Fourth 3 8.6 5 14.2 26.2
Highest 1.1 55 4.2 9.6 18

Source: MICS 2006, NSO and UNICEF 2008.

Note: A child is considered as child labour if it is aged 5-11 and does one hour of economic work or 28 hours of domestic work per week, or if it is aged
12-14 years and is involved in at least 14 hours of economic work or 28 hours of domestic work per week (UNICEF and NSO, 2008: 197).
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Wodon and Beegle (2006) provide additional infoioraton child labour using data
from IHS2. Table 10 shows the average numbers ofsh@vorked per week, including
household chores, by income quintile during Maréf£- March 2005 for children aged 5-
14. On average, children worked 8.5 hours per w&bkre is surprisingly little difference
between income quintiles, but it is noteworthy tthetse in the poorest quintile work fewer
hours per week (7.7) than those in higher wealthtigs.

Table 11 below shows the average numbers of hoarked per week by gender and
type of activity. On average, boys worked abou? é6urs while girls worked 10.63 hours.
Hence, there seems to a greater gender disparién e numbers of hours worked are
counted compared to the shares who work. Thissis eident from the differences between
the mean and the median number of hours worked; @Bpared to 0.65 for boys and 10.63
and 6.04 for girls. The difference between mean rmedian imply that a large part of the
boys work very little, while some work many houfse gender aspect is also apparent from
the shares working less than 10 hours, 74.74 pefoerboys and 61.28 percent for girls.
Furthermore, girls do household chores, while lyagricultural work and ganyu labour.

Table 10. Average hours per week spent working March 2004-March 2005, for children aged 5-15 according
to income quintiles

Poorest quintile 2nd quintile 3rd quintile 4th quintile Richest quintile Total

1.7 8.9 8.6 9.3 8.6 8.5

Source: Wodon and Beegle (2006). The data are from IHS2.

Note: All activities closely connected with a household’s production are considered as work, including household chores and collecting water and
firewood, but not caring for children and sick and disabled household members.

Table 11. Child work March 2004-March 2005, average numbers of hours per week (aged 5-15)

Cooking, Collecting Working with Casual Total Working less
laundry &  water & fire-  Agricultural non-ag. part-time &  Salaried  Total work work than10 hours
cleaning wood work business ganyu work work (mean) (median) (percent)
Boys 5-15
1.49 1.28 3.12 0.17 0.30 0.12 6.57 0.65 74.74
Girls 5-15
3.54 4.04 247 0.27 0.20 0.12 10.63 6.04 61.28

Source: Wodon and Beegle (2006). The data are from IHSII.

Note: The entries do not sum up exactly to Total work (mean) because of rounding errors. All activities closely connected with a household’s production
are considered as work, including household chores and collecting water and firewood, but not caring for children and sick and disabled household

members.

The differences across wealth and the unequalildiibn of working hours give
possible explanations for why child labour seemisaee a positive effect on schooling. Poor
children both work and attended school less thharst According to a recent study, lack of
clean clothes and other basic needs were the rapshon reasons given why children miss
school. Moreover, poor children are ill more ofteggulting in school absenteeism (Bennell,
2005). Bad cloths and health could thus be oneoreagy school attendance and child
labour tend to go hand in hand in Malawi. Anothaetér could be that child labour only
affects schooling negatively among those who woriglhours, which is masked in Table 10
since it reports shares of those classified asl dabbourers. Yet another explanation is that
school attendance is irregular even among thosegehtm school, as indicated by the low
completion rates (see Section 8.1). If child labisua major reason for the low completion
rates, it is indeed a very serious problem. Thesésaues that need further study.
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In order to get a year round feel of the allocatiérime, the annual allocation of tir
across various actiies for boys and girls aged 5 to ik5reported in Tables A4 and A5 |
Appendix 5). Just like the case of adults preseetmtier, all activities closely connect
with a household’s production are considered akwbhe tables show hours of work |
weekover the period March 2004 to March 2, for eight activities. The mean number
hours per week varies over the year between 5.6 argdfor boys, and 8.4 and 15.4 for gi
There are gender differences in the kind of wogk tthildren perform arind the year, but
the seasonal patterns look sim

Figure 4 shows the percentage of boys and gigsl &gto 15 who work less 10 hot
per week over the period March 2004 to March 200%ll months, the percentage of gi
working less than 10 hours consistently lower than that for boys. This gerdisparity
suggests that girls tend to work more than boygeal round. It is worth noting that just li
the case for adults discussed earlier, childrerkwdisplays a perceptible seasonal pat
with the percentage of those working less 10 hoeirsghlowest in Decembe

While there is no discernible seasonal patterthénthe gender difference in childr
working under 10 hours, the picture is differentewtone looks at the percentage of aen
working over 70 hours per week. Figure 5 shows$ beween April and June, a higt
percentage of boys relative to girls work more @Qrk. This picture is different from that
adults discussed before where fewer adult ma@e wonsistentlyshown to work more 70
hours. Although the picture is mixed for boys, Mamompared to the other months cle:
sees the highest percentage of girls working @0dnours per weel

Figure 4. Percentage of boys and girls (age 5 to 15) working less than 10 hours per week
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Source: Wodon and Beegle (2006).
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Figure 5. Percentage of boys and girls (age 5 to 15) working more than 70 hours per week
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Source: Wodon and Beegle (2006).

Earnings and Labour Productivity

This section first describes wages ¢salaries both across sectors and for the fo
and informal sector. Then it reports some directiadirect measures of labour productiv

How much do Malawians earn?

The most widely used wage rates in Malawi are gobminimum wages. These ¢
detemined after negotiations between Malawi CongressTmafde Unions (MCTU), th
Congress of Malawi Trade Unions (COMATU), Employé&snsultative Association «
Malawi (ECAM) and Government (Ministry of Labouithough there is no informatic
about how manyworkers are paid minimum wages, most firms seenuge them a
guideposts, so they should be valid for -skilled labour, which comprise the vast majo
of the wage earners. There also exist employers ghg less than the minimum way
although it isllegal.

Table 12 shows minimum wages and housing allowafuresrban and rural areas 1
20082010, in Kwacha and in US dollars. We also repages for 200-2007, since they
are later used for comparison with data from offoerrces

Currently, the dily minimum wage plus housing allowance is MK 1293 urbar
areas and MK 105.45 in rural areas. A person wgrkifi time in an urban area would th
get MK 3,362 per month or MK 40,342 per year, anqmkeson working in a rural area wolt
get MK 2,742 o MK 32,900. In US dollars, daily minimum wages wéyS$ 0.92 and US
0.75, respectively, i.e., less than a dollar pgrwlaen measured at the 2009 average cu
exchange rate. The annual urban and rural incomé&sSi dollars were US$ 286 and U
233. Thus, minimum wages are low, and would not sufficekéep a family five— the
average family size in Malaw above the poverty line.
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Table 12. Minimum wages 2008-2010, in Kwacha and US dollars

Urban Rural
Daily House Monthly Annual Daily House Monthly Annual
Year wage allowance wage wage wage allowance wage wage
2004-2007 87.5 9 2,509 30,108 66.5 7 1,911 22,932
2008-2010* 117.3 12 3,362 40,342 95.45 10 2,742 32,900
2009 US$ 0.83 0.09 23.81 286 0.68 0.07 19.40 233

Source: Ministry of Labour.
* As of March 2010. The minimum wage is currently under consideration and will probably be raised during 2010.

Another good, but limited, source of information wages is the Annual Economic
Survey. The survey collects information on remutiena which includes all ‘payments in
cash or in kind during the reference year in retato work done for the establishment i.e.
including gratuities, bonus, overtime, benefitscash and kind and pension contributions’
(AES, 2009). It also has information on value added the number of employees.

Table 13 reports the average annual remuneratiorempployee for 14 major sectors
over 2005-2006, the latest two surveys availabamiherations in Agriculture & Forestry,
Real Estate, and Construction are low (about MKO@0) but roughly twice as high as
annual minimum wages. In the other sectors remtinesaare much higher; for instance,
Wholesale & Retail pays MK 310,000

One striking features of the Malawian labour maikethe large differences in wages.
Table 14 illustrates this by comparing sectors’rage annual remuneration per employee
with Banking & Intermediation. Remuneration in Agriture & Forestry and Construction
are only 3 to 4 percent of Banking & Intermediatiarile Manufacturing & Mining is 16
percent. The sectors Wholesale & Retail, Eleciriéit Water, Education & Health, and
Hotel & Restaurants pay about 20 percent of Ban&nttermediation. And the pay in
Agriculture & Forestry is on 3 percent of financigkectors, such as Banking &
Intermediation, Auxiliary Financial Intermediaticend Insurance & Pension.

Table 13. Average annual remuneration per employee by sector, 2005-2006

Agriculture &~ Manufacturing  Electricity & Construction Wholesale & Hotels & Transport & Tele-
forestry & mining water retail restaurants communications
57,450 282,700 409,350 63,950 310,050 292,000 617,500

Banking & Leasing & Insurance & Auxiliary financial ~ Regulatory Education & Recreation sports &
intermediation  credit granting pension intermediation activities health laundry
1,764,000 1,462,950 1,534,000 1,778,350 316,300 468,750 346,350

Source: Annual Economic Survey (2009), 450 large and medium scale companies.
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Table 14. Average remuneration per employee relative to banking by sector, 2005-2006 (in percent)

Agriculture & Manufacturing & Electricity & Construction ~ Wholesale &  Hotels & Transport & tele-
forestry mining water retail restaurants ~ communications
3 16 23 4 18 17 35
Banking & Leasing & Credit Granting  Insurance &  Auxiliary Financial Regulatory Education & Recreation Sports &
Intermediation Pension Intermediation Activities Health Laundry
100 83 87 101 18 27 20

Source: Annual Economic Survey (2009), 450 large and medium scale companies.

Since the AES mainly includes large scale entezprigve also checked if the relative
levels of the remunerations were consistent widn defunct Employment and Earnings
Survey. It covered over 4,200 registered enterprisespective of size (NSO, 1995). Data
from the latter half of the 1980s support the gehéeatures of Table 14, although the
differences were somewhat smaller: earnings inoMiire and Manufacturing compared to
the financial sectors were 5 and 25 percent, réispdc(data not reported).

Differences in remuneration usually reflect both truman capital, i.e., level of skills,
and use of capital, which, as well as supply oeothputs (discussed in Section 7.3), which
all affect labour productivity (Eifert, et al., 2800 Moreover, several other factors might be
of importance, such as segmented labour marketsngpictit contracts between employers
and employees. Yet, the ranking in Table 14 comedp quite well to the sectoral education
levels of the labour force (see Figure 10: Skiltefie by Sector of Activity in Section 7).
Educational attainment among workers in Agriculture clearly lower than in
Manufacturing, where, in turn it is lower than iror@merce & Services. The workers in
Finance and Insurance have a much higher levetofaion than in the other sectors; 45
percent have more than secondary school, whilestee is less than 5 percent in
Manufacturing and Agriculture and below 10 perdarthe other sectors. The differences in
remuneration across sectors suggest a very hifil gkgmium.

Malawian banks are very profitable; actually thayé the highest returns on assets and
equity among eleven Southern and Eastern Africamttie@s according MCA (2010). Thus,
high profitability and risk sharing among workerxawners might explain the high wages.
And the high profits could be due to lack of intfonal competition. Agriculture and
Manufacturing, for example, are probably the twasteprotected sectors, and they clearly
pay less than Wholesale & Retail, which probablyrissual in an international perspective.

The formal sector employs a small share of Malawiskforce, so to obtain an idea of
wages in the informal sector, data from the 200@ni@esurvey was used (NSO, 2001). It
allows calculation of return to labour and earninfemployees, based on profits. These are
reported in Table 15 for various sectors, measir@D05 prices to make them comparable
to labour costs in the large scale formal firms aridimum wages.

Profits per employee in the sectors differ grealiyt not as much as in the formal
sector. Fishing is by far the most lucrative seetith annual profits of MK 200,000 per
employee, while livestock and crops only pay MK8D&) and MK 25,100, respectively. In
between these we find Manufacturing with MK 76,@0@ Mining with MK 75,000.

In 2005, annual minimum wages in urban and rurahsitwere MK 30,108 and MK

22,932, the same magnitude as profits per employ€rops and Construction, and higher
than those in Livestock. However, many worker ie tiISE sector must earn less than
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minimum wages, since profits hardly are shared lggamong the owner and employees,

and profits in the sample are highly skewed; a kmaiber of firms have high earnings

while many earn less than the average income (N2801). On the other hand, for many

people the MSE activities are not their only or matcupation (Agar et al., 2009). The fact
that profit per employee in Manufacturing is higlaenong MSEs than remuneration among
large scale manufacturing firms indicates thatahgolute values are not really comparable.
Hence, information on income is needed for a prepafuation of earnings.

Table 15. Returns to labour and employee earnings among MSEs (MKW in 2005 prices)

Hourly Yearly profits/
Average firm hourly sales profits/employee employee
Livestock 56.8 7.98 16848
Forestry 35.62 19.56 41304
Fishing 736.12 100.3 211834
Mining 107.48 33.28 70296
Manufacturing 149.9 35.9 75792
Construction 58.06 11.4 24072
ggg‘emﬁg‘t’;;”d 155.92 27.18 57408
Transport 21414 3042 64248
Services 61.86 15.14 31968
Al 152.68 29 81360

Source: Malawi Micro and Small Enterprises Survey, 2000 (NSO, 2001)
Note: To facilitate comparison with other surveys, all values were increased using the change in consumer prices 2000-2005.
Profits are thus measured in 2005 prices

The Enterprise Surveys of the World Bank have imfation that allows for the
description of differences in wages across sim @vnership of firms, though only for
manufacturing and services. Table 16 reports labosts per full time equivalent employee
from the 2009 Enterprise Survey, which should @poad to remuneration in AES. As often
found in studies on wages, they are higher in léirges. This is true for both manufacturing
and services. The difference is particularly gfeatservices where average annual labour
cost was MK 113,420 for small firms and MK 349,12V large firms. These variations in
size probably reflect differences in both skill ¢ and capital stocks, where larger firms
have more skilled labour and larger capital stock.

In the bottom row of Table 16, average labour easbss ownership is reported. Firms
owned by European/Caucasians have by far the Higdtesur costs, MK 482,000, while the
ones owned by African, Indian and Other Asianssarelar, with labour costs of about MK
125.000-130,000.
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Table 16. Average remuneration in 2009 in MK per full-time equivalent employee

Size and sector Small Medium Large
Manufacturing 206,508 213,721 293,930
Services 113,420 207,851 349,127
Ownership African Indian Asian (non-Indian) European/Caucasian
125,648 131,235 125,648 482,484

Source: Enterprise Survey 2009 (World Bank, 2010b).
Note: Size is defined as; small 5 to 19 employees, medium 20 to 99 employees and large 100 or more

Finally we report data on income available colldddy Finscope 2008. It is individual
cash income, not household income (as in the IH8®)pugh the difference is probably not
always clear, especially for smallholders.

Table 17 shows monthly and annual income for dffierincome categories ranging
from zero income to over MK 40,000 per month, ama percentage share of the sample in
each category for all, females and males. Overesbgnt of the adults earned less than MK
5,000 per month (US$ 36), while 30 percent earesd than MK 2,500 (US$ 18), a smaller
amount then a full time job paying minimum wages,,iMK 3,360 in urban areas and MK
2,740 in rural areas (including housing allowan€a)ly 7.5% earned more than MK 25,000
(US$ 180). There is a gender difference but iuipssingly small: 59% of the women earn
less than 5,000 compared to 53% for men, while 6&%pared to 8% earn more than 25,000,
respectively.

Annual income was estimated by multiplying annaabime by twelve. This is likely to
overestimate income since 41 percent of the respadlassified the monthly income a
high, 37 percent considered it average, and onlgettent said it was low. Nevertheless, it
shows that 96 percent earned less than MK 480,e0G/gar in 2008 (about US$ 4,560),
which is about the same as average remunerati&uucation & Health in 2005/06, and a
quarter of the remuneration in the financial sector

26



Table 17. Monthly and annual income for individuals

Annual income

Monthly income (12 x monthly income) All (%) Females (%) Males (%)
No income No income 8.0 8.9 7.0
Less than 1000 Less than 12,000 14.5 16.0 12.8
1,001 - 2,500 12,000-30,000 15.2 15.5 14.9
2,501 - 5,000 30,000-60,000 18.8 18.8 18.7
5,001 - 7,500 60,000-90,000 8.8 7.7 10.0
7,501 - 10,000 90,000-120,000 6.5 6.6 6.4
10,001 - 12,500 120,000-150,000 4.0 39 4.0
12,501 - 15,000 150,000-180,000 3.0 29 3.2
15,001 - 20,000 180,000-240,000 34 28 4.2
20,001 - 25,000 240,000-300,000 29 2.7 3.2
25,001 - 30,000 3000,000-360,000 1.5 1.1 1.8
30,001 - 40,000 360,000-480,000 20 18 23
More than 40,000 More than 480,000 4.0 31 4.9
Does not know 3.6 4.0 3.1
Refused 1.8 1.9 1.7
Missing 2.0 2.3 1.7

Source: FinScope 2008.

Why are wages so low?

Labour is cheap in Malawi, or in other words, wagesm to be low by international
standards. This is evident by the low minimum wagesasured in US dollars, US$ 24 for
urban and US$ 19 for rural areas. Moreover, theseraich lower than minimum wages in
neighbouring Mozambique, which is an almost equptipr country (see Table 18 below).
For example, in 2009, monthly minimum wages in Moba&ue were US$ 55 for farm
workers and US$ 89 for manufacturing workers, mihv@n twice as high as in Malawi
(Muhate, 2009%° Furthermore, several value chain analyses of altwi@l products,

6 The minimum wages for Mozambique were converted$odollars using the official exchange rate. They valid for the
first quarter of 2009. However, they are only maadliy higher than the 2008 dollar values. If pusihg power parity for
consumption is used instead of the official exclearate, the difference is equally large: 94 dollems farm workers in
Mozambique compared 40 dollars in rural areas itaivia
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reported by Keyser and Tchale (2009), show thabdatrosts are low in the agricultural
sector.

The standard explanation for low wages is low labproductivity, implying that
Malawian workers do not produce as much as workersost other countries. However,
low wages could also be due to excess supply okevercombined with constraints on other
factors of production, or market power among emgisyIn these cases profits make up a
large share of value added, leaving a small slwarerfiployees.

The most straight forward way of evaluating labpuoductivity is to look at value
added per worker and wage shares at the natiovell ldowever, lack of data prevents us
from analysing how GDP in Malawi is allocated toreess of capital and labour, i.e., the
shares going to wages and profits. Instead, we rigort, average labour productivity for
2004-2007, measured as GDP in constant US or PRsddivided by the labour force for
Malawi and six comparator countries (Table 18). WIBDP is measured in constant PPP
dollars, labour productivity is lower in Malawi than the other countries with the exception
of Mozambique. We obtain the similar results whenugse GDP per capita instead; but now
the ratios are clearly lower for Malawi than in asfythe other countries. Hence, for a given
distribution between profits and wages, we expeataMian workers to be paid less than
workers in, for example, Kenya, Tanzania, Zambia &fganda. In 2005 PPP dollars,
Tanzanians and Ugandans would be paid about 3@mencore, and Zambians 90 percent
more, than Malawians.

Table 18. Labour productivity and GDP per capita in US dollar and PPP dollars

Malawi Kenya Mozambigque South Africa Tanzania Uganda  Zambia
Labour productivity in constant 2005 PPP dollars (2004-2007)
1631 2986 1505 23871 2152 2162 3057
Labour productivity in constant 2000 constant dollars (2004-2007)

347 941 693 9610 667 696 943
GDP per capita in constant 2005 PPP dollars (2004-2008)

695 1396 "7 8826 1077 967 171
GDP per capita in constant 2000 US dollars (2004-2008)

148 441 331 3556 334 312 362

Source: World Development Indicators (World Bank, 2010d).

Since most Malawians work in agriculture, agrictdfuproductivity has a strong
influence on overall labour productivity. In gerlergelds per hectare in Malawi are lower
for all major crops when compared to its neighbogicountries, even tobacco (Keyser and
Tchale, 2009: MCA, 2010). And if one takes a loag# view, yields per hectare have
hardly risen at all. Maize vyields, for instanceyédeen about 1.5 tonnes over the last 40
years, while the world average has risen from2 tionnes. In Africa the average is currently
1.8 tonnes per hectare. The recent seed fendlizer subsidy program, initiated in
2005/2006, has however raised maize yields sulisliginthough the sustainability of the
programme is an on-going issue of debate.

Figure 8 illustrates the current situation by shiyvaverage maize and tobacco yields

per hectare in Malawi and five comparator countfiigs2005-2008. Maize yields are higher
in Malawi than in Mozambique and Tanzania, aboatdhme as in Kenya and Uganda, and
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only lower than in Zambia. This is due to the extweplly large harvests during rece
years: doing the samigure for 20002006 puts Malawi behind Tanzania and at the ¢
level as Mozambique. Moreover, recent maize hasvasght be overestimated by as mi
as 20 percent (Lea and Hanmer, 2009). Tobaccosyield the other hand, are clearly lo\
than in all conparator countrie

Labour productivity in agriculture does not onlypdad on yield per hectare, but a
on the size of land holdings per adult householthber, and these are on average small
Malawi than in neighbouring countries because ghtpcpulation density. Average size
land holding per household in Malawi is 1.2 hectaned average landholding per per
living in rural areas is 0.23 hectares. This is mlawer than most other SSA countries
Rwanda, for example, it is about 0.5, the average for SuBaharan Africa (SSA) is 0
hectares. Moreover, other countries with small tenhddings do not have a monomial raini
pattern, as Malawi has (World Bank and Malawi Gaoweent 2006, MCA, 2010

In addition, input costs are in gent¢ higher in Malawi than in other countries;
example, fertilizer prices in 2007 were twice aghhas in MozambiqueKeyser and Tchale,
2009) High input prices of course have a negative éffecthe income received by farme
All these factors combil to make labour productivity low in farming, both farms ol
output quantities and value

Figure 6. Average maize and tobacco yields per hectare, 2005-2008 (in kilograms)
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Source: FAO Statistics database.

It is hard to find recent studies on labour protlitgt in Malawi’'s manufacturing
sector. The report from the 2006 Enterprise Suregyried out in 2005), which cover
about 150 formal firms, contains some informaticabour costs as a share of valdded is
much lower in Malawi than in countries such as Mgd&ar Tanzania and Zaml
(Enterprise Surveys, 2006). These percentages wmgicously low, but the Enterpri
Surveys should be comparable across countries.dderewage shares obtained frAES
also indicate that wage shares are smaller thanomparable countries. According
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Enterprise Surveys (2006), the small wage shaees\dadence of low labour productivity in
Malawi, implicitly assuming workers are paid acdagdto their productivity.

One argument for why labour productivity is lowldsv skills levels or low levels of
human capital. The 2006 Enterprise Survey shows tiiea share of unskilled workers in
Malawian firms on average is larger than in mosEebdtSSA countries. It was 66 percent,
slightly lower than for Burundi, but clearly highdran for the other 8 SSA countries for
which there is data. Hence, low levels of humaritabpor skills, is likely to be contributing
to low wages. This argument is also supported bygégnerally low levels of education and
literacy encountered in Malawi (see Section 7 ondation).

Using the 2006 Enterprise Survey data in a studinagstments, Record and Simon
(2007) obtain some interesting results that supftartlow productivity story. Increases in
the number of workers do not raise productionaict,fthere seems to be negatigturns to
labour. Furthermore, increases in inputs, but agpital, raise output per employee. Together
these findings point towards poor utilization of k@rs, which of course show up as low
labour productivity. Firms thus seem to employ vasekand keep them when there is little
work to do. Since labour regulation is consideragtimless of a constraint in Malawi than in
other countries, even though there are complalmsitapayments to retrenched workers, as
described in Section 10, other factors must belat. One explanation is that wages, and
marginal productivity, are so low that the costwadrkers become negligible for firms, at
least when considering negative consequences rehatment, including both direct firing
costs and social costs, as workers usually supmeamnty relatives.

The study also illustrates the fact that laboudpmtivity depends on the availability of
inputs, not only human and physical capital, whigems to be common in other Sub-
Saharan countries (Eifert et al., 2008). One exanlpower. In Malawi lost sales due to
power outages were estimated to be 17 percent @9,2the third highest among 118
countries so far included in the Enterprise Surv@ysrld Bank, 2010). It was even higher
than in the Republic of Congo, 16 percent, and nhigher than in Tanzania and Uganda,
about 10 percent. Part of this revenue loss is m@gainly paid by workers in the form of
lower wages. Other costs that also might mattertramesport costs, high interest rates on
loans, etc. These costs show up in measuresetalf factor productivity i.e., value added
divided by a weighted average of the amount oftahgpind labour used. Estimates from
2006 Enterprise Survey show that total factor petigity is low in the Malawian firms
compared to those on other (Enterprise Survey$)200

To summarize, most Malawians have low wages bynateonal standard, but there are
large differences across sectors. To some ext@ntywlages are most certainly due to low
labour productivity. This is also to the case fo targe differences across sectors. However,
it requires a detailed analysis, beyond the scdpihis study, to evaluate how important
other factors are.

The low overall labour productivity clearly deperatslow yields in agriculture, as well
as low skills levels. There is also some evideheg availability and quality of inputs in a
broad sense, including power, roads, etc, mateatiyrfor productivity, pointing towards an
important role for constraints to production.
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Poverty and Inequality

Poverty is widespread in Malawi, but it seems teehdeclined substantially during
recent years. Table 19 shows headcount ratiosofmr gnd ultra poor by region from surveys
carried out between 1998 and 260&lthough the surveys are not designed in the same
way, and not directly comparable, there seems e baen a sharp drop in the share of the
poor between 2004-2005 and 2008, from 52 percedDtpercent. The share of the ultra
poor also declined, from 22 percent to 15 percEnése improvements are consistent with
the good performance of the economy. It is noteworthat there was hardly any
improvement between 1998 and 2005.

Table 19. Poverty headcount ratios

IHS1 IHS2 WMS WMS WMS WMS
1998 2004 2005 2006 2007 2008
Proportion poor
Malawi 54 52 50 45 40 40
Urban 19 25 24 25 1 13
Rural 58 56 53 47 44 -
Rural Northern region 56 56 51 46 46 35
Rural Central region 48 47 46 40 36 40
Rural Southern region 68 64 60 55 51 51
Proportion ultra-poor
Malawi 24 22 21 17 15 15
Urban 5 8 8 6 2 3
Rural 26 24 23 19 17 -
Rural Northern region 25 26 21 17 18 1
Rural Central region 16 16 16 12 1 12
Rural Southern region 35 32 30 25 22 24

Sources: NSO (2000, 2005, 2006, 2007, 2009a).
Note: IHS1 and 2 are Integrated Household Survey 1998 and 2004/05.

Poverty is much more common in rural than urbamsu@able 19). Nonetheless, he
decline in poverty in percentage points has bemilasi in the two areas. But this implies
that poverty has been halved in urban areas, deglinom 25 percent in 2004/2005 to 13
percent in 2008, while it has decreased from 56querin 2004 to 44 percent in 2007 in rural
areas.

The WMSs from 2005 and 2007 allow for estimatestanges in poverty by source of

income. Table 20 shows the percentage share of pooseholds by household’s head
employment status and sector for 2005 and 2007irfloemation is not available in the

" The Welfare Monitoring Surveys do not collect imftion on income or expenditure, so poverty igrested using various
indicators, such as assets. Hence, they are remtlgicomparable with the Integrated Household &ysv
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WMS 2008 report but there is little change in poywdretween 2007 and 2008. The level of
poverty is clearly highest in the rural areas,ipatarly among the economically inactive and
the unemployed, but poverty among mlimi is alsoyysgh. Those who work in the private

and public sector are least likely to be poor.

There is also evidence of a strong reduction irepgvirom 2005 to 2007. This is often
attributed to good harvests and improved food sgcynossibly as a result of the AISP. For
instance, in 2007/2008 Government handed out valethgons for seed and fertiliser to 59
percent of the households (NSO, 2009a). It thupring that poverty has not declined
much more in rural than urban areas (see Tableah®)that the shares of the poor and ultra
poor have not declined more among mlimi in ruraaar than among those with other
sources of income (Table 20). The explanation cdaddthat export income, particularly
from tobacco, is the major driver of recent growdhd that it has large multiplier effects,
affecting urban areas strongly. The importancexpbés for economic growth in Malawi is
emphasised by World Bank (2009) and Lea and Har{g@39), an issue that discussed in
more detail in Section 9.

Malawi has an unequal income distribution, thougl tlegree of inequality and its
development over time are uncertain due to pawdityood data. Nonetheless, according to
recent calculations by the World Bank, in 2004/2€®% Gini coefficient was 0.39, (0.48 in
urban areas and 0.34 in rural areas). There appedrave been little change over recent
years, in 1998 the Gini coefficient was also 0.88%, inequality was lower in urban areas
(0.40) while it was about the same in rural ar@a33 (World Bank, 2006). Since economic
growth has been high since 2004, inequality mayhananged considerably; the 2101 IHS,
which is currently being implemented, will providere information.

There are also large regional (spatial) differerninescome. Rural areas in the Southern
region are the poorest, but that is where the dedlas been the most modest, while the rural
parts of Northern region have done well (Table IT®ese inequalities are most likely due to
differences in the sizes of land holdings; they eearly larger on average in Northern
region. The disparities in poverty are particulaghgat for the ultra poor, where the rate in
2008 was twice as high in rural areas in Southegion compared to those in Central and
Northern region, 24 percent versus 12 percent amaktcent, respectively.

The use of ratios hides another important aspettieofjeographic poverty distribution.

Since about 45 percent of Malawi’s population I#euthern region, over 60 percent of the
poor and 70 percent of the ultra poor live in n8alithern region.
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Table 20. Employment status head of household and household poverty, 2005 and 2007

Urban Rural
Poor Ultra-poor Poor Ultra-poor
Private business 2005 12 4 48 20
2007 9 2 3 10
Private individual 2005 25 6 54 23
2007 13 3 40 14
2005 18 7 24 10
2007 5 1 21 7
2005 21 5 46 18
2007 14 3 40 15
2005 53 23 57 25
2007 30 9 47 18
2005 44 15 62 34
2007 10 3 50 20
Not economically active 2005 37 12 59 24
2007 10 3 51 21

Source: Welfare Monitoring Survey 2005 and 2007.

Formally the three regions are administrative ytitg there are also ethnic differences.
Accordingly, the geographic differences in povdrave an ethnic dimension. This could be
because Northern region is less populated and atpuldensity is less than in Central and
Southern region, so there is more land per petdowever, there is information indicating
that Northerners have a dominant position in theolm market, occupying many top
positions:® They are also claimed to dominate higher educakioth as faculty and students.
This kind of inequality might cause social problemsd the discontent is already noticeable
in articles in NYASA Times (www.nyasatimes.com).gonsequence is that Government
recently decided to introduce a two-step procedorainiversity applicants, starting at the
district level. This will improve the regional ditution of the students, but discriminate
against some Northerners who will not enter unieedthough they are more qualified than
some of those accepted.

It is beyond the scope of this study to investightse claims in detail, but the Finscope
2008 survey can be used to provide a picture obnre across ethnic groups. Table 21
reports the distribution of monthly income withirarious ethnic groups for income
segments. The three penultimate columns showskaréhose earning less than MK 5,001,
less than MK 15,001 and more than MK 15,000 pertmofhe ethnic groups with the
smallest shares of people earning less than MK05,80d the highest shares of more than
MK 15,000 are Ngonde, Tumbuka and Lambya. All thgesups originate from Northern

8 According to sources on the internet, there existsinpublicised report on the composition of labmarkets in terms of
regional and tribal affiliations in Malawi (NYASAimes, 2009).
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region. Although these findings should be intemuletvith care, they do provide some
support for a commonly held view and merit furtberdy.

Remittances are a source of income that usuallgetes inequality. We have
information about remittances from FinScope 200&p8singly, it is not very common to
receive remittances from abroad: only 3 percenhefadults had received money during the
12 months preceding the survey. Of course, sométrhigve received help in kind, such as
seeds, but it was not included in the survey.

This finding is supported by official statistics mflows of remittances, which are very
small in Malawi, about a million US dollar per yeduring the last ten years. Although there
is serious underreporting, official remittancesneighbouring countries are many times
larger, such as US$ 677 million to Uganda (WorlchiBe2010c). Moreover, both the share
of population that has emigrated from Malawi and 8hare of emigrants with tertiary
education are lower than for neighbouring countresch as Mozambique and Uganda
(World Bank, 2008).

Transfers within the country are more common, l#¢¢& were given money. Almost
40 percent of the transfers are from children teps, and 30 percent are to other family
members and 20 percent are from parents to childwgar et al, 2009). Unfortunately we do
not have information about how large the transéees

Summing up this section we conclude that there agpt have been a substantial
reduction in poverty during the last five yearst poverty is still high. Furthermore, the
improvement might not be sustainable; adequatdathicontributed to large harvests, as
well as agricultural subsidies, and there is ndaislly these will be as favourable in the
future. Hence, fighting poverty must continue tohigh on the agenda.

There is also evidence that the share of the poorlian areas has declined as much, or
more, than in rural areas, and that mlimi in rasdas have seen smaller decreases in the
share of the poor and ultra poor than other grolipés is surprising and indicates that
sources of growth other than food production hawetributed to the poverty decline. One
possibility is increases in exports, and anotherierthat AISP has missed targets.

There is also a great deal of income inequalitylalawi. The inequality is multifaceted
but is particularly high in urban areas, and betwaeban and rural areas. There are also
regional/ethnic differences in income, which prdigabill constitute a major challenge in
the future.

34



GE

Table 21. Income distribution within ethnic groups

10,001 - 12,501 - Less than Less than 15,000 and

Tribe Noincome Less than 1,000 1,001-2,500 2,501-5,000 5,001 -7,5007,501-10,000 12500 15,000 5,001 15,001 more _ Total
Chewa 7 18 19 21 10 6 3 2 65 87 13 100
Nyanja 8 18 14 21 7 4 5 61 86 14 100
Yao 13 13 15 2 9 7 3 3 62 85 15 100
Tumbuka 6 9 13 17 10 9 6 6 45 76 24 100
Lomwe 7 16 16 23 11 7 5 2 61 86 14 100
Ngonde 9 10 10 9 12 10 7 5 38 72 28 100
Ngoni 10 14 18 20 10 8 4 4 61 87 13 100
Sena 8 21 13 18 6 3 61 82 18 100
Tonga 7 13 11 25 8 6 3 57 80 20 100
Lambya 5 2 11 11 13 3 5 5 50 76 24 100
Other 10 12 10 18 10 10 8 1 49 78 2 100

Source: Finscope (2008) and own calculations.
Note that ethnic groups with few observations in the survey have been excluded.



Education and Employment

Low levels of education are widely considered taabmajor impediment to economic
growth, employment creation and the eradicatiopasferty in SSA (Glick and Sahn, 2000).
This is because low levels of education make it endifficult to take advantage of
opportunities offered by a globalized economy, whdiberalization and educational
expansion can either, in a virtuous cycle, reirdoeach other, or lead to a stagnation (Kim
and Kim, 2000).

Investments in education also have other more eudahefits. For example, societies
with high illiteracy levels have been shown to berensusceptible to political manipulation,
corruption and bad governance, as well as civilfestand violence; phenomena that
undermine human as well as economic developmentedder, education has a direct
influence on social behaviour. People with more cation have different ways of
responding to certain situations (e.g., pregnamoglarial treatment for children, and
HIV/AIDS) than those with less education, indeperidef household income. In Malawi,
there is evidence that with an increasing leveledfication, the interval between two
consecutive births is longer, and women have felwghs in total (NSO and UNICEF,
2008). This section discusses; enrolment trendgffatent levels of education, the quality of
education, and the relationship between educatidrttze labour market in Malawi.

Enrolment trends?®®

Table 22 reports enrolment trends at all levelgdiication in Malawi for the period
1998-2007. Primary education growth was constattrcent from 2004 to 2007 (see last
column). It is worth noting that there is a largéfedence in enrolment growth between
public and private primary schools over the sam@ge private primary schools registered
a growth rate of 17 percent compared to just 1gpgrfor public primary schools.

The secondary school level showed a 1 percent aignoath rate between 2001 and
2004, accelerating to 5 percent annually betwe@®d 2bid 2007. Interestingly, for the period
2001 to 2004, there was a negative growth (-3 pet)dn public secondary enrolment while
there was a positive growth (22 per cent) in pevsgcondary enrolment.

Higher education enrolment grew on average by 1&eme annually between 2001 and
2004, but after this it declined to mere 4 percen2007, enrolment in higher education was
mainly public (89 percent); Polytechnic, Chancel@wllege, and Mzuzu University enrol
about 65 percent of the total number of students.

In Malawi, 73 percent of public resources are appabed by the most educated 10
percent of students, which makes Malawi one of l[#zst equitable countries in Africa.
Moreover, due to social selectivity and the disttibn of public resources by education

19 In appendix 3, we present the structure of theation system in Malawi.
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levels, urban people appropriate 8.4 times moreuregs than rural, and the richest 20
percent of households get 11.4 times more public&ibn spending than the poorest 20
percent (Country Status Report, 2008).

The literacy rate has improved greatly during th&t 20 years and is now 72 percent
among adults, compared to 48.5 percent in 19871€¢T2R%). Among those aged 15-24, it is
clearly higher, 83 percent, and even higher tharrégional average, 72 percent. The gender
gap, which previously was very large, has alsoidedland almost disappeared among the
15-24 year olds.

School attendance is reasonably high, 88 percegirlsfand 82 percent of boys are in
primary school, and 22 percent of girls and 25 @etrcf boys are in secondary school
(UNESCO, 2010). However, quality of schooling isissue (discussed in more detail in the
next section): the introduction of free primary ealion increased enrolment by 1.3 million
pupils (68 percent) from 1993 to 1994, and the atlocal system does not appear to have
recovered yet.

Table 22. Trends of enrolment at different levels of education

Average Average
annual annual
growth rate growth rate
Education Level 1998 2001 2004 2006 2007 2001-2004 2004-2007
Early Childhood 38166 72760 2229823 615478 683826 47% 44%
Development
(ECD)
Primary 2805785 3187835 3166786 3280714 330692 0% 1%
Education
Public N/A N/A 3140440 3242483 3264594 N/A 1%
Private N/A N/A 26346 38231 42332 N/A 17%
Secondary 59636 176252 180157 218310 210325 1% 5%
Education
Public N/A 153119 137822 166307 161575 -3% 5%
Private N/A 23133 42335 52003 48750 22% 5%
Adult Literacy 63035 88240 103965 146301 N/A 6% 19%*
State 63035 85807 95515 128967 N/A 4% 16%*
Non-state N/A 2433 8450 1733 N/A 51% 43%*
University 3385 4304 6478 6346 7263 15% 4%
Public 3385 4304 6478 6346 6458 15% 0%
Private N/A N/A N/A N/A 805
TEVET Not Available

Source: Education Management Information System (EMIS) data from the Ministry of Education Science and Technology and from the Ministry
of Women and Child Development. N/A: not available.

*Due to the absence of 2007 data, the average annual growth rate is calculated for those levels from 2004 to 2006.

There is a shortage of secondary schools and witiesty making entrance difficult.
Table 24 shows the shares of those over 15 yedrghak had secondary or university
education over the period 2005 to 2008. The peagestare low; 15.93 per cent had finished
secondary education and 1.08 per cent had finighaersity education in 2005. There were
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also large gender differences; for instance lookihgecondary school, the percentages for
females in 2005 were 12.41 while those for malesevi.99. Interestingly, between 2005
and 2008, the gender gap at the tertiary levekarilat at the secondary school level seems
to be declining. This decline in the gender gafhattertiary level could possibly be due to
affirmative action policies put in place by goveemhto ensure more girls go to university.

Another positive development is that the percergagfeboth males and females with
tertiary and secondary education is increaseddbeat the period 2005-2008. This implies
that the amount of human capital available fordbeial economic progress of the country is
increasing. It should however be noted that théodemnder review is short, and therefore
we can say very little about whether this positivend will continue. Moreover, the
information reported from the 2008 Census on higle®| of education completed (Table
19) seems incorrect and cannot be used for congpanigh the 1998 Census (NSO, 2009b).

Table 23. Literacy rates 1987 and 2007, in percent

Gender 1987 2007 SSA regional average 2007
(15 oars and Both 485 718 623
older) Males 65.3 79.2 71.2
Females 33.5 64.6 54
Youth Both 59.1 83 72
(15-24 years) Males 70.4 83.7 771
Females 49.1 82.3 67.3

Source: UNESCO (2010)

Table 24. Highest educational level attended by sex for population aged 15 years and over 2005 to 2008, in

percent

Sex Education Share inpercent  Share in percent ~ Share in percent  Share in percent
2005 2006 2007 2008
Both Secondary school 15.93 16.21 12.89 17.03
University 1.08 1.29 1.03 1.21
Males  Secondary school 18.99 20.09 17.47 20.63
University 1.49 1.83 1.5 1.51
Females Secondary school 12.41 11.73 8.76 13.08
University 0.61 0.65 0.6 0.89

Source: Welfare Monitoring Surveys (various waves) and NSO 2006, 2007, 2008, 2009a.

Table 25, reports the distribution of TEVETA grathsaby type of occupation, of the
421 graduates who were traced in the Malawi Laldarket Survey (2009), 320 indicated
their occupation and the results show that the dantitrades in descending order were
Motor Vehicle Mechanics (55 or 13 percent), follaney General Fitting (42), Bricklaying
(39), Carpentry and Joinery (37), Automobile Medban(23), Plumbing (22), Electrical
Installation (22), Auto Electrical (18), Paintingiéa Decoration (17), and Fabrication and
Welding (15).
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It is worth pointing out that there is some misrhabetween the type of graduates in
Table 25 and skills demanded by industry. For mstamotor vehicle mechanics that are not
in great demand by industry make up the majoritgrafluates, while water plant operators,
who are the most demanded by industry, are notaajogeon the list on graduates.

For the period 2004 to 2007, Engineering, Scieand, ICT — which are necessary for
the diversification of the economy — record lowaments (Figure 7) as compared to say the
social sciences. In fact, the number of studentsllgrg in engineering at the Polytechnic,
and science at Chancellor College changed litttenduhe period 2004 to 2007. Engineering
actually saw a slow decline in enrolment.

Table 25. Distribution of traced TEVETA graduates by occupation of training

Occupation Number Percentage
Motor Vehicle Mechanics 55 13
General Fitting 42 10
Bricklaying 39 9
Carpentry and Joinery 37 9
Automobile Mechanics 23 5
Plumbing 22 5
Electrical installation 22 5
Auto Electrical 18 4
Painting and Decoration 17 4
Fabrication and Welding 15 4
Electronics 5 1
Secretarial and Administration 4 1
Vehicle Body Repairing 3 1
Food Production 3 1
Refrigeration and Air Conditioning 3 1
Carpentry 2 0
Wood Machining 2 0
Instrumentation Mechanics 1 0
Other 7 2
Non-response 103 24
Total 423 100

Source: Malawi Labour Market Survey, 2009

A positive development is the increase in enrolnierpplied Science, Medicine and
Environmental Science. Enrolment in Applied Scieatthe Polytechnic has been increasing
since 2003. Enrolments in Medicine have also bemmeasing over the same period.
Tourism (which has the potential to improve thatustry in Malawi) and Health Science
were introduced in the last three years and hay@ditentiato increase in enrolment. So far,
there have been no graduates from these field$heip employability has not yet been
measured.

Given the critical shortage of science teacheMafawi, it is instructive to examine the
distribution of enrolments in education betweenBlaehelor of Arts Education and Bachelor
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of Science Education degrees. The total enrolmerthé Bachelor of Science Education
comprised only 22.9 percent of the total educagarmniment and 5.3 percent of the total
university enrolment for 2008. The Bachelor of &cie (Technical Education) offered at the
Polytechnic comprised only 9.3 percent of the tethlcation enrolment. The low enrolment
in the Bachelor of Science Education is symptomaticthe problems facing science
education in the country. Malawi needs to look mtovative ways of addressing the
challenges it faces in science education if ibisniprove in this field.

Figure 7. Graduate output by year of study
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Education in Malawi suffers from poor quality. Pang school completion rates for
primary school are at 55 percent; among the loweshe comparator countries for which
there is data for 2006 or 2007 (Figure 8). With Bais completion rate of 86 percent,
Tanzania close to 80 percent, and average Sub-&ualidrica at 63 the gap could not be
more glaring. However, it is somewhat better thaszdnbique.
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Figure 8. Primary school completion rates in a selection of countries (2006-2007)
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According tothe Southern African Consortium for Monitoring Edtional Quality
(SACMEQ) scores, the number of children who reachiaimum level of mastery i
English reading in primary school was reduced bypbBfcent from 1998 to 2004, and
2004 it was barely nir percent (Country Status Report, 2008). In matharsai8 percent ¢
students did not possess skills beyond basic nuyenad none of them had skills beyc
competent numeracy. Compared to other countriesawlahus fared poorly, being at tl
bottom ofall the SACMEQ countries in English reading andtriexast in mathemati

The tests show that Malawi provides low qualitypoimary schooling. The decline
English reading may be partly explained by theoitdtiction in 1994 of fe-free primary
policy, which led to an increase of lower performing stug in the system. Neverthele
examples of other countries who improved both gtyaanhd quality in primary education
the same time show that the -free policy is not the only factor affectinge decrease of
quality in Malawi.

One reason is that Malawi is characterized by &reelack of teachers at the primi
level, as shown by its high student teacher ratitich was 78:1 in 2007 (Table 26). A
worse, the period 20-2008 saw the studentaeher ratio rising, probably due to a combi
increase in student enrolment and pupil retentimh areduction in the number of teach
Compared to other countries the ratio is very htgk, only Su-Saharan country for whic
there is data that have clearly higher ratio is the Central African Repab(B8), while
Rwanda and Mozambique are at about the same |&fatdn Development Indicator
2010).

Teacher qualification is also a major challe. The studente-qualified-teacher ratio
has beenising steadily over the same peri(see Table 26)from 83:1 in 2005 to 90:1 i
2008. It should be pointed out that in an effortricrease teacher training, the existing -
teacher training colleges are being expanded toe@se the number of primi school
teachers, and a new college in Liwonde is beingtroatec
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Table 26. Pupils teacher ratio in all Primary schools 2005-2008

Year Pupil Teacher Ratio Pupil Trained Teacher Ratio
2005 71 83
2006 76 84
2007 78 88
2008 78 90

Source: Country Status Report 2008

Yet another weakness is that the number of teagssigned to different schools at the
primary school level is erratic. As noted in theu@try Status Report (2008), there is little
connection between the number of teachers allodatetie government and the number of
students. For instance in 1,000-student schoolsithaber of teachers varies from less than
10 to more than 50, making the class size range #0 to 100.

Technical and vocational education, the TEVET syste Malawi, also faces a number
of challenges that negatively affect its qualitydaequity. The TEVET system is highly
diverse, fragmented, and uncoordinated, with mieltipivate and public provider systems. It
is also unfair. As far as the formal TEVET systesnconcerned, access is biased against
girls, those from poorer districts who have lefh@al, and those with lower educational
attainment (Country Status Report, 2008).

The quality of TEVET is negatively affected by niplie factors, including inadequate
equipment and facilities, a shortage of trainingemal due to financial constraints, a high
trainee/teacher ratio, and in particular, deficipractical competences of TEVET teachers
coupled with the absence of a systematic TEVEThiatraining system. The low quality of
training leads to low pass rates in national exations (50-67 percent). The other challenge
that the TEVET faces is the co-existence of thedhiocal qualification systems: trade
testing; Malawi (Advanced) Craft (MAC); and Compatg-Based Education and Training
(CBET), which is implemented by TEVETA. This pret®@rhe development of a unified
employer-involved quality assurance system andefreachers to train on the basis of
parallel curricula (Country Status Report, 2008).

On average, all higher education institutions nexzanore applications than they can
accommodate. In 2007, Mzuzu University receivedr @600 applications for 800 places,
and Adventist University selected 40 students 6:B0® applications. University of Malawi
received approximately 4,000 applications in 2@DBthese, about 3,500 passed the entrance
examination and 980 were selected, reflecting @ormtion rate of 28 percent of those who
passed and 24.5 percent of those who applied. Hleack year universities absorb less than
40 percent of the MSCE graduates from the prevyeas.

The current lack of infrastructure at both publigrivate universities has been the
single largest constraint on expanding enrolmenthigher education. In the public
institutions, it was designed for small classes prajrams that did not require extensive
facilities. As noted in the Country Status Rep@®(8), a way out of these constraints in
addition to introducing non-residential programmeguld be a) to establish distance
learning programmes, and b) to take advantage dbGArotocol on Education and
Training, which provides for the education andrtirag of students from member countries
in institutions that are available in the regiomder this protocol the students pay local fees.
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Education and the labour market

In this section we look at the relationship betwesgucation and employment,
education and the type of industry people worktle private rates of return to different
levels of education, and the relationship betweaskrcation and the duration to employment.

Education, employment and type of industry

With an increasing level of education, Malawiane arore likely to work in better
paying types of employment. Figure 9, shows thagenamployment increases with level of
education. The share of wage employees increases &én estimated 5 percent among
illiterates to as high as 72 percent among thosle ligher education. Interestingly, there is
no discernible pattern between the level of edonadind self employment. This is probably
due to the heterogeneity of the self employed, samaesntrepreneurs and others work in the
informal sector in order to survive.

A positive relationship is also seen between uneympént and level of education.
However, after controlling for other factors suchs&ctor of employment and geographical
location, Castel and Stampini (2009) show that gbsitive relationship disappears. This
suggests that the unemployment among the highlgagdd is short lived, originating from
individual preferences or rigidity in labour markebbility.

Figure 10 depicts the relationship between educagiod type of industry. Over 40
percent of employees in Finance & insurance haviglzer degree. Not surprisingly, it is the
sector where remuneration is one of the highest. @roportion with higher education is 11
percent in Electricity & utilities sector. In altteer sectors, the shares of employees with
higher education are very low; 1.9 percent in Agjtiore, 2.7 percent in Construction, 3.6
percent in Manufacturing, percent, and 3.7, perzemtansport.

Private rates of return to education

Private rates of return to education (RORE) shosvaterage extra income gained by
an individual through additional education in riglatto the cost of this education for the
individual (including the foregone earnings dueldonger studies). In Malawi, RORE are
highly skewed towards high education. Returns fv@mous levels of education increase as
the levels of education increase from 5 percennffrimary level to 65 percent from
university education (Figure 11). These are higlAbycan standards. Interestingly, female
workers tend to have higher rates of return on atilme than male workers, particularly at
higher levels of education.
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Figure 9. Education and employment
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Figure 10. Skills profile by sector of activity
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The very high level of rates of return at highevele of education reflects severe
shortages of skilled and highly educated peoplmaifestrating the country’s urgent need to
ensure greater access to education to stimulatetiyroThe high returns reflect that
education is still a rare privilege in Malawi, fehich the labour market is prepared to pay a
high premium compared to its costs (Country StRigjsort, 2008).
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Figure 11. Private rates of return to education (RORE)
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Duration of job search, type of job and education

University education is Malawi is associated withloaver duration of job searc
compared with those who dropped from universityt Example, as Figure 12 shows,
percent of university graduates @ job within 3 months compared to just 33 percen
those who dropped from university. A very tiny miityp of higher education graduates s
without a job for more than 2 years, compared pergent of those dropped ¢

A study by Pfeiffer and Chiuia (2008)shows that 85.3 percent of all high educa
graduates found employment after graduating froghdri education, the vast majority (7.
percent) in fulltime wage employmer(Figure 13). They find semployment to be small
(2.1 percent), but substantial share of graduates work-time (11 percent

They also find that law fares best by far, bringalggraduates into regular f-time
employment; engineering, business/economics, amelreistingly, humanities, show ab-
average full-timeemployment rates. ICT, social science, agricultarg] pure science ha
below-average results. ICT also shows the highest ungmmant rate, pointing to a possit
saturation in the relevant labour mar
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Figure 12. Duration of job search after leaving university, higher education Grads/Dropouts
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Figure 13. Occupational situation of high education graduates by field of study
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In conclusion, with an increasing level of educatiblalawians are more likely to wo
in better paying types of employment. The sharevafie employees increases from
estimated 5 percent among illiterates to as higltagpercent among those with her
education. The level of education varies by se@wer 40 percent of employees in final
and insurance have a higher degree. In all othtorsethe shares of employees with hic
education are particularly low; in agriculture, lp@rcent, constction, 2.7 percent,
manufacturing, 3.6 percent, and transport, 3. eer
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As the levels of education increase, returns tacaftilon increase from 5 percent from
primary level to 65 percent from university educatilnterestingly, female workers tend to
have higher rates of return on education than maleers, particularly at higher levels of
education. The very high level of rates of returiigher levels of education reflects severe
shortages of skilled and highly educated humanurees, demonstrating the country’s
urgent need to ensure greater access rates tdaténguowth. Returns to education appear to
be high by African standards.

The education sector faces major challenges whiciude; inadequate and poor
infrastructure, and lack of qualified teachers. Sghehallenges in turn impact negatively on
the quality of education, which in turn affect theality and employability of the labour
force.

Demography and Labour Supply

In a detailed review of African growth challengblslulu et al. (2007) find that delayed
demographic transition explains two-thirds of thffedence between the average growth
rates in SSA and other developing regions. Twoofactseem to be important, high
dependency ratios and rapid labour force growtlghHiependency ratios have implications
for income per capita directly, since there areeiepeople at working age, but also through
the public sector and the households that haveter ¢or large numbers of children. Rapid
growth in the labour force seems to impact neghtivan economic growth because
employment creation cannot keep up, so youth ungyn@@nt increases, leading to political
instability. Hence, population dynamics play a care in the availability and expansion of
productive employment.

Population growth in Malawi is rapid. As Table 2Rows, Malawi's population
increased by 3 million between 1998 and 2008, fiam 9.9 to 13 million. This is 2.8
percent annually. Since the end of the 1970s, Magvopulation has more than doubled,
and if the current growth rate continues until 2046other three million people will be
added, raising population to 16 million.

Table 27. Population and inter-census growth rates 1977-2008

Census year 1977 1987 1998 2008
Population 5,547,460 7,988,507 9,933,868 13,077,160
Average growth rate the preceding 10 years 29 3.7 2.0 2.8
(percent)

Dependency ratio (below 15 and over 64 0.95 1.01 0.91 0.99

divided by those aged 15-64)
Source: Population Census 1977, 1987, 1998 and 2008 (NSO 2002; 2009b)

Table 27 also shows that population growth incréasem 2.9 percent annually in
1968-1977 to 3.7 percent in 1978-1987, and thidteit declined to 2 percent in 1988-1998.
These swings are mainly due to the accommodatiavefa million refugees between 1985
and 1995 from Mozambique. During 1998-2008 popolatjrowth was 2.8 percent, about
the same as in 1968-1977. Thus, it is difficuld&ermine the trend in Malawi’'s population
growth. Yet, it is likely to be high currently bottue high fertility and reduced mortality,
child mortality has declined widespread distribatiof anti-retroviral therapy (ART) has
reduced adult mortality. Moreover, migration fromaldwi is not very large, in fact
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according to World Bank (2008) there was a nebimfbf people until 2005, and 0.7 percent
of Malawi’s population had migrated. Many of these skilled workers, so brain drain is of
course a problem.

The evolution of the dependency ratio, i.e., thi#oraf those below 15 and over 64
divided by those aged 15-64, is also reported inlera7. It was 0.99 according to the 2008
census. This is very high, some Asian countrieg ratios close 0.4. The table also shows
that it was clearly lower in 1998, 0.91. The ina@aeems to indicate a reversal of the
demographic transition, since a continuous decregasige dependency ratio was expected.
The explanation is probably a combination of higHility, and high mortality rates among
15-64 year olds, possibly due to HIV/AIDS. There ao estimates available of the future
course of the dependency ratio based on the 20@&isebut it is likely to be high for many
years to come unless childbearing drops sharply.

One consequence of the high dependency ratio ightbee are many young people and
many new entrants to the labour force each yeds Mleans that the number of people at
working age, i.e., between 15 and 64, will alsongrapidly. A crude estimate indicates it
will increase by about 20 percent from 2010 to 20alying roughly another 1,500,080
people (300,000 per annum). Hence, the demandolos pnd schooling will increase
substantially.

The challenge of providing jobs to youths during thext 15 years can also be
appreciated by studying the number of people it eae group. This is shown in Figure 14
for age groups 0-70 years. Those under 8 yearswae400,000 in each age group, those
9—15 years are over 300,000, while those over d@khifewer than 100,000.

20 Unfortunately there are no official estimates opplation growth based on the 2008 census. Theaserin the population at
working age given is therefore a rough estimatectviebuld be altered by a detailed consideratiomgef specific death rates.
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Figure 14. Population in 1000 by age group 0-70 (in 2008)
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In general, high population growth does not havpdee a serious problem by its
(though a skewed age distribution might be a prapldut in an agricultur-based economy
such as Malawi there is a land constraint. If lasdcannot be expanded, productivity ha
increase just to maintain income per capita. Udmtion and growth of industrial a
service production, and emigration can alleviate pinoblem, but if the rural populati
grows rapidly it is difficult to even aintain employment and income. Urbanisation wag
rapid 1987 to 1998, as depicted by Figure 15. o, fh was one the fastest in the wc
(United Nations, 2010). However, urbanisation Hasved down during the recent deca
and the share of the 1an population only grew by 0.9 percentage poin88-2008, while it
grew by 3.7 percentage points 1-1998.

Hence, many rural districts had high populatiormglorates, 3 percent or higher. A:
result, population density has increased by 50qmerto 100 percent in the rural areas
Malawi since the end of the 1980s (NSO, 2009b).r@he thus no question that in t
medium run noragricultural sectors have to expand in order tatereemployment ar
reduce poverty, since lab«land ratios will continue to increase.

49



Figure 15. Percent of population living in urban areas 1987-2008

16

14

12

10

Percent
oo

1987 1988 2008

Source: Population Census (NSO 2002; 2009b)

Reducing fertility should be high on the agendahhto reduce limit population grow
and to improve the dependency ratio. The 2008 seastimates that the total fertility re
(TFR) is 5.2, down from 6.5 according to the 19@8sus. However, TFR wi6.0 and 6.5
according to two recent surveys; Demographic analtHeSurvey 2004, and Multip
Indicator Cluster Survey 2006 (NSO and OCR Mac@)s2 NSO and UNICEF 200¢
There is thus great uncertainty about how fertiitgvolving.

There is a debaiin the academic literature on the impact of HIV &S on fertility.
In two wellknown articles, Young (2005; 2007) argues thateghidemic will reduce fertility
rates to such an extent that dependency ratiosimflfove dramatically in countries wi
high HIV rates, in spite of high prir-age adult mortality. However, more recent stu
indicate that this probably is incorrect; Kale-Ozcan (2009) and Durevall and Lindsk
(2010) find that HIV/AIDS has a small impact ontii@y. Hence, other meases are
needed, such as improved and expanded family plgnmind sharply increased acces
secondary and tertiary education for girls. Indekdre is a need for an overall evaluatiol
the determinants of fertility in Malawi and the exignces of elier family planning
programmes. Chimbiri (2007) provides an intereséinglysis of the use of condorr

In conclusion, rapid population growth and high elegiency ratios constitute ma
challenges, since raising labour productivity arehting jobs fr young people entering tl
labour in the current circumstances are difficatiks. Fertility therefore needs to be redt
substantially, particularly since mortality ratesosld be declining sharply due to 1
distribution of ART, which expanded fron0,000 patients in 2004 to close to 200,00t
2009 (UNGASS, 201 It is worrying that population control is not amotige goals o
Malawi Growth and Development Strategy goals; r@aypopulation growth to 1.5 perce
by 2015, as specified in the draor a new population policy (MEPD, 2006), is an intpat
target that should be adopted. Moreover, the fasugob creation for everybody, not jt
youth, must be sharpened, by attracting privatéoséavestments both in rural and urk
areas.
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Economic Growth and Changes in Employment
and Wages

An important question is how is GDP growth affeetsiployment, i.e., what the
employment growth elasticity is, and how it affeatages. This is difficult to answer, both
due to lack of data and because the answer demand¢hat parts of the economy that
contributes to growth, which might vary over tinie.this section we focus on the recent
high-growth episode, first reporting trends in eoyphent from two data sources, the WMS
and the Enterprise Survey of the World Bank. Unfioately the earliest data are from 2005.
We also we provide some information on civil setgarsince Government is the by far
largest employer. Time series data on wages ane meee difficult to obtain, so we report
the evolution of real minimum wages and remunendaftiom various AESs.

Changes in employment

Table 28 shows labour force participation and egmplent in WMS 2005 and WMS
2008 for economically active over 14 years. Théedifinces between the two points in time
should reveal the changes that occurred during peeod of rapid growth, adding
information from WMS 2006 and 2007 does not alter picture. A drawback with both
surveys is that the definitions of employment aratknare very wide, as described above;
substantial increases in working hours are nosteggd and market and household work are
not clearly delineated.

Nevertheless, the ratios in the table indicatelstsuntial improvement in labour force
participation for women, while the ratios are abth& same for men. Increased demand for
labour seems to have resulted in many women egtéralabour force, particularly in urban
areas, where the share has risen from 53 to 7@eta rural areas their share went up from
83 to 88 percent.

Employment rates, on the other hand, are high20@8 for all categories; 99 percent in
rural areas for both men and women, and 96 ande®Gept in urban areas for men and
women, respectively. The largest increases ar@@nutban areas, particularly for women
where the employment rate increased from 64 toe9@gmt. The increase is so large that one
could suspect that it is a statistical error; hosvete IHS2 from 2004/5 and the WMS 2007
support the finding of a large improvement in feenamployment overall, but especially in
urban areas.
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Table 28. Labour force participation and employment rates 2005 and 2008

Labour force participation rate (employed and unemployed as a proportion of the population 15 years and older)

2005 2008
Male Female Al Male Female All
Malawi 86 79 82 84 87 86
Urban 77 53 66 79 79 79
Rural 87 83 85 85 88 87
Employment rate (employed persons as a proportion of the labour force)
2005 2008
Male Female Al Male Female All
Malawi 96 93 94 99 99 99
Urban 9N 64 84 96 97 96
Rural 96 95 95 99 99 99

Sources: Welfare Monitoring Survey 2005 and 2008 (NSO, 2006; 2009a)

The Enterprise Survey covers formal sector entegprin manufacturing and services.
Two surveys have been carried out in Malawi, in®2@0d 2009 with about 150'ms each
time with about half of the firms included both ygavioreover, in 2009 all firms were asked
about employment three years earlier.

Table 29 shows that according to the firms includedboth surveys, the average
number of full time permanent employees increaseth f160 to 199, i.e., by 24 percent.
And the average number of part time workers, measur full-time equivalents, increased
from 19 to 23! The recall data confirms that employment has msed; it grew by 33
percent in manufacturing and 21 percent in services

Table 29. Changes in employment in manufacturing and services 2005-2009

Average number of full time Average number of part-
Data employees! Average number of full time employees? time workers'
2005 2009 2006 (3 years ago) 2009 2005 2009
Manufacturing 160 199 76 101 193 23
Services - - 19 23 - 7

Source: The Enterprise Survey 2006 and 2009 (World Bank, 2010b).

The data are for a panel of 75 manufacturing firms surveyed in 2005 and 2009, and for 69 firms in services surveyed in 2009
The data for 150 firms surveyed in 2009 survey

One observation was dropped since it was an extreme outlier. It cotton lint. If included, the average would have declined.

Finally, we have some information about employmerihe public sector. Government
is by far the largest formal sector employer, andantly there are about 141,000 civil

2! The estimates of the average number of part-timekavs exclude a very large outlier, a firm prodggcicotton lint. If
included, the average number of part time workeyald/have declined.
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servants (CABS, 2009). However, in 2009 there vi&rk 000 civil service post$,so many

of posts were vacant. There have been several @eta reduce the number of civil
servants, but it has increased continually oveddbe20 years. There were about 50,000 in
1987, 128,000 in 1998 and 130,000 in 2001 (Durg2aid?2).

Thus, according to the data available the recegh lgrowth rates appear to have
coincided with a substantial rise in employmentisTik not surprising since large harvests
have played a core role in the growth process, lwtdgically raises labour demand in the
rural areas. But employment has also grown amoeditins in the panel of the Enterprise
Survey, as well as among the firms only surveyetihdu2009. Nonetheless, the results are
highly tentative since there is no information ontegprises that have closed down.
Moreover, we do not know how important GDP growtfually was in generating the jobs,
or if the jobs are decent and productive.

Changes in wages

The recent high growth rates should have increagagkes, as well as employment.
Unfortunately, there is a paucity of recent infotima of wages. Moreover, there are no
available time-series data for income by occupation

To obtain an idea of how wages have changed ower, tive therefore first report real
minimum wages for urban and rural areas for 1980826 2005 constant prices. As evident
from Figure 16, the most striking feature of reahimum wages is their volatility, changing
in value by 30 percent to 40 percent within periofighree to four years. This is due to the
long time periods without adjustment of the nomirzéés.

Ignoring fluctuations, there is a visible declinaridg most of the 1980s, a small
increase during the 1990s, and a clear upward atuttnd 2000, though the peaks are at the
same levels as in 1982. There is no increase imnmim wages over the period of rapid
growth, 2006-2009.

The large fluctuations in minimum wages obvioudfee employees’ real income, i.e.,
buying power, reducing their welfare. However, tladgo affect firms. If minimum wages

reflect actual labour costs, the fluctuations irallarge changes in profits in labour intensive
sectors.

22 Information on civil service posts was providedtbg Department of Human Resource Management.
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Figure 16. Real minimum wages for urban and rural areas, 1980-2009 (in 2005 prices)
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The AESs have time series information on wagesunaration) by sector. Figures
and 18 show reaverage (u-weighted) remuneration per employee for all sectord for
Agriculture & Forestry over 19¢-2006 (the 2007 survey results were not availablthe
time of writing). The series are also in 2005 cansprices. Real remuneration decrease
was stagnant during the 1990s, but then increagestamtially. The increase between |
1990s and 2006 was about 300 percent for firmseimegal and 150 percent for firms
Agriculture & Forestry. It is not clear why wagescieased; even though thncrease
initially coincided with rising GDP per capita, 8904 GDP per capita was back at the 1
level. A possible explanation is the increasedrtipef labour unions as enshrined in -
Labour Relations Act of 1996 to go on strike anel ¢ineater reognition of workers’ right:
as enshrined in the Employment Act of 2000 whogeabive is “to establish, reinforce a
regulate minimum standards of employment with thgppse of ensuring equity necess
for enhancing industrial peace, accelerated ecic growth and social justice

Performance during 2006 was not good, however. #gerreal wages fell in 200
including Agriculture & Forestry, which had seerclilge since 2004. Hence, more rec
information is needed to evaluate if the recenttsim economic growth has increased t
wages.
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Figure 17. Average annual remuneration 1994-2006 (in constant 2005 prices)
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Figure 18. Average annual remuneration in Agriculture and Forestry 1994-2006 (in constant 2005 prices)
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To conclude, available data on changes in employiheis provide some evidence c
recent increase in employm. Wages, on the hand, only seem to have increastdebr
the end of the 1990s, as indicated by both avenrmgé minimum wages and re
remuneration in the formal sector, but not sinc@xW0nfortunately we only have data uf
2006, so the most recereriod with high economic growth is not covered wsllthe dat:
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What Explains Growth in Malawi?

Without economic growth, or more exactly, produtyivgrowth, there is hardly any
potential for substantial job creation and wagedases. This section thus discusses drivers
of economic growth in Malawi. The same issue hasmly been analysed by several papers
commissioned for the preparation for Malawi CounEgonomic Memorandum (World
Bank, 2009) by the World Bank, DFID, AfDB and MC®@loreover, MCA has recently
carried out a detailed analysis of Malawi's coristsato growth (MCA, 2010). Here we
summarise some of the findings relevant for empleytncreation and take a second look at
others.

The most controversial finding of these studiesh&st maize plays a minor role in
Malawi's growth story; maize harvests only genesdtert-run fluctuations in GDP. Instead
exports (primarily tobacco) seem to be the maineidriLea and Hanmer, 2009; World Bank,
2009). The main argument is that maize has weakiptiet effects, as most of it is
consumed by the farmers themselves and their fesniktarlier estimates indicate that only
10-15 percent of the maize crop is commercialized &ss than 20 percent of the
smallholders sell maize (Tango International, 208&irld Bank and Malawi Government
2006). Moreover, since maize usually is not exported,dangrvests is claimed reduce the
value of the sales. Tobacco, and other exportsaiceto have strong multiplier effects: they
stimulate demand for inputs, transport and finaao€, generate cash income that is spent on
goods and services. The weakest link of this amalgshat the vast majority of Malawians
cultivate maize, and that large maize harvestsh siscthose obtained during 2006/2007-
2009/2010, can have large income effects on thgimér many smallholders.

To fully appreciate the argument made for the irtgoadrrole of exports, it is necessary
to recognize that the real value of exports in dgtinecurrency is determined by three
factors, the amount exported, world market prid@a)(and the ratio between the nominal
exchange ratel) and domestic consumer pric&3R(). It is easy to see that the higher the
value of exports in foreign currency, the largetinsome in foreign currency from sales
abroad. Therefore, policy makers usually focusarei§in currency earnings.

The role of the ratio between the nominal exchaiage and consumer prices is not as
straight forward. When combined with world markeices we get(Ex PW)/CPI,a
measure of how much one unit of exports, such a&stonne of tobacco, is worth when
measured in terms of domestic consumer goods. A Vadue of the real exchange rate thus
means that the gains from exports can buy many siicrensumer goods. As a result, for a
givenPWandCPl, a highE, which is the same as a low value of the Kwachaggates high
export revenue measured in real Kwacha When expamings are high in domestic
currency, exporters’ demand for other domestic gosdhigh, which in turn creates jobs.
Moreover, since exporting is profitable, more firstart exporting, generating more foreign
exchange.

Although the description above is in terms of expa, it also applies to firms that
produce goods that compete with imports. WI(nErK PW)/ CPlhas a high value, they are
competitive, earn high profits, and expand produrctience, practically the whole industrial
sector is affected b{E x PW)/ CPI, which is a measure of the real exchange rate.
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To show potential drivers of economic growth, wstfplot real GDP with real exports.
In line with the argument above, exports are meabas the nominal value of exports in
Kwacha divided by CPI. Figure 19 shows the relatiop for the period 1994-2009, i.e.,
from the year of the first democratic electionsiluhe most recent year with available data.
Both series are indices set to one in 1994 toifaiglthe interpretation.

Regression analysis shows that GDP = 0.6 + 0.54¢Expnd R = 0.85. Hence, the
correlation between the variables is quite highe Tihear relationship between GDP and
exports is strong, but only until 2007, since aftest GDP grows rapidly while exports
decline (Figure 19).

The same relationship is shown by Figure 20 whetiad €xports have been replaced by
tobacco exports. This relationship is not as stramgl after 2007, tobacco exports actually
decline while GDP increases. Regression gives GIDS=+ 0.68*Tobacco, and’R 0.64,
clearly lower than for exports. One reason whyltexaorts show a tighter relationship with
GDP is probably that it has grown faster than tobaexports since the early 1990s. This is
shown by Figure 21. The main products that expdiport growth are apparel, cotton, tea,
coffee, edible nuts and pulses.

Although exports seem to drive GDP growth — it idikely that causality goes the
opposite direction — the most recent growth dog¢sseem to be closely linked to exports, at
least not tobacco exports. Thus, we draw the saiegrain replacing exports with the
volume of maize production in Figure Z2The relationship, GDP = 0.8 + 0.31*Maize#R
0.75, is not as tight as for exports, but clearbttdr than for tobacco. Hence, maize
production appears to contribute to GDP growth, #rsl clearly related to growth during
2007-2009.

One argument against the importance of maize it ghiaes are determined in the
domestic market since maize is usually not tradéetmationally. Thus, increases in supply
have a strong negative effect on prices (Lea anthrhler, 2009; World Bank, 2009).
Although there is some truth to the argument, largaize harvests usually mean higher
value. Figure 23 shows this by plotting indicesnmdize production in tonnes and in real
money terms for 1994-2009, corrected for possibkrestimation of maize production as in
Lea and Hanmer, (2009) (see footnote 20). The ioaksttip, which is influenced by
government intervention in the maize market, is vary tight but clearly positive, as also
shown by the regression, value of maize = - 1.91¥Maize, R = 0.59.

Lea and Hammer (2009) and World Bank (2009) algoi@that maize only has short
run effects on GDP, mainly contributing to its wdiey. One explanation for their finding is
that maize production grew very little from the 08@until mid 1990s, and then growth has
been volatile: without persistent growth in maizeduction it obviously cannot generate
economic growth. Figure 24 confirms this by depigtannual maize harvest 1961-2009.

2 There is some controversy in Malawi regardingabeuracy of the data on maize and other food crioges.and Hammer
(2009) reduces the crop estimates for maize wighedd®nt in 2006 and 20 percent in 2007 and 200&gricultural production
is overestimated, GDP should also be overestimétedce we do not use adjusted series for maizeywadh it would not alter
the conclusions.
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Figure 19. Indexes of real GDP and real exports.ofisgn Kwacha are divided by the C
1994-2009 (1994=100)
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Note: Exports were converted to Kwacha and divided by the CPI. Sources: FAO and NSO webpage.

Figure 20. Indexes of real GDP and real tobacco exports. Exports in Kwacha are divided by the CPI. 1994-
2009 (1994=100)
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Figure 21. Total exports and exports of tobacco 1994-2009
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Figure 22. Indexes of real GDP and volume of maize, 1994-2009 (1994=100)
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Figure 23. Quantity and real value of maize (1994=1)
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Note: The official data on maize production were reduced by 10 percent in 2006 and 20 percent in 2007-2009. The real value was calculated by dividing
the nominal value, based on producer prices, by CPI.

Figure 24. Maize production 1960-2009, in kg
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Maize subsidies and economic growth

Alongside with expanding exports in general, mamita, or increasing, the current
levels of maize production should thus be a psofitr the government. Although maize
yields have increased since the introduction of RSthey are still low in many areas. The
differences are to a large extent due to use dal gleeal or hybrid) and fertilizer, which
varies substantially across districts and farmddetoand Lunduka, 2010a). Thus, there is a
potential for many smallholders to increase theirvhsts substantially. Such an increase
would boost both economic growth and food security.

As mentioned above, World Bank (2009a) argues linkages to the rest of the
economy from maize production are too weak to gmresustained economic growth, in
contrast to tobacco production. However, the argunie based on past experience and
ignores the possibility that maize linkages to girowight become much stronger if high
yields translate into high food security. With higiood security the scope for
commercialization, capital accumulation and divieration increases, which in turn raises
income and demand for goods and services in thefdse economy.

It must be acknowledged, though, that there isné lio how much maize production
should grow. Malawi does not seem to have comparatdvantage in exporting maize, so
the focus should be on domestic consumption, arsdilply some regional trade. In fact,
according Keyser and Tchale (2008), recent maipors to Zimbabwe probably implied
that Malawi subsidised Zimbabwean consumers.

Nonetheless, it is not sufficient to increase puatidun to ensure food security; the
variation in rainfall and the large number of sialtler with landholdings of less than 0.5
hectares mean that many households are net bulyeraize, particularly during years with
small harvests. According to Holden and Lunduk®1(b), 60 percent of the farmers in
their survey were still net buyers in 2009, in spif the large harvest. Thus, it is essential
with demand side management, maintaining maizegprielatively stable in real terms. This
has not always been the case; price volatility kaioss and within years are often large,
with changes in prices amounting 50 to 100 per@dinistry of Agriculture, various years).

Although there is some doubt about the accuracythef recent data on maize
production, it is clear that maize harvests hawenbarge since 2006. For instance, the panel
data collected by Holden and Lunduka (2010a) shetvaag positive trend over 2006-2009;
the mean yield rose from 1440 kg/ha to 2040 kgfftee main reason is most likely the
expansion of subsidies to smallholders, the AlPScambination with good rains. Since
AIPS seems to have raised income and generatechgmght (SOAS, 2008), it must be
considered are a very promising policy interventsond its sustainability is a key issue.
Interestingly, the usually large harvests in 1988 2000 (see Figure 22) also coincided with
distribution of inputs to over 2 million househol@ddinistry of Agriculture, 2009).

Only a few studies evaluate AIPS directly: SOAS O8O0 carries out an overall
evaluation of the 2006/2007 season, and Holden lamluka (2010a, 2010b) analyse
several aspects of the programme for 2006-2009. AI&® has evolved over time, and
recent ones differ a great deal from the initiadsrFor instance, the focus is on food crops
only, excluding tobacco. The private sector is ateoch more involved than earlier,
including all suppliers of seed and the large inwgrsr of fertilizer check. The system of
distributing vouchers has been changed, initialhiefs did it but now Ministry of
Agriculture staff handles them. Nonetheless, asriesd by Holden and Lunduka (2001a,
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2010b), distribution and targeting still seem towmsak, a lot of subsidies end up with fairly
well-to-do farmers, and a significant smaller shafefemale-headed than male-headed
households have received the full package of izetil Moreover, there is a large second
hand market for coupons and fertilizer, which séerbe due to theft or forgery of coupons,
not sales from farmers. Accordingly, farmers coesidorruption to be one of the major
problems of the AISP.

As discussed above, in the ideal case AISP hadtipheun effect that sets off a process
of continued growth and job creation by raisingoimes and triggering agricultural
intensification. Analysing this issue is difficuliut there are some signs of positive indirect
effects. The vast majority of the farmers have staaldholdings, as reported in Section 3,
and many of them do casual work, ganyu labouraoger farms or work on estate farms. In
2006/2007, the supply of ganyu declined since srkllers had higher income, and demand
increased, since the harvests were large. As regaties for both ganyu and farm workers
appear to have risen (SOAS, 2008). There is alsodwtal evidence that the cost for ganyu
has continued to be ‘high’ during recent years a.w

Another indirect affect is increases in assets.deloland Lunduka (2010b) find a
substantial build-up in assets from 2006 to 200&héir panel, indicating improved welfare.
National data on livestock, which can be viewedhasstments, also show a rapid increase.
Data for four types of livestock for 1990-2008 aeported in Table 30. There was clear
increase during the past four years, particulastygoats, pigs and sheep. Of course, these
increases do not have to be related to AISP, layt éne consistent with idea that it generates
capital accumulation.

Table 30. Index of live stock in Malawi, 1990-2008

1990-94 1995-99 2000-4 2005-8
Cattle 1.00 0.87 0.95 1.06
Goats 1.00 1.49 1.93 2.82
Pigs 1.00 1.51 1.77 3.29
Sheep 1.00 1.04 1.23 1.91

Source: FAQO database
Note: Index of the number of livestock, set to 1 in 1990-1994

The analysis in this section has thus confirmediezdiindings of the importance of
exports for GDP growth in Malawi; tobacco, as val other exports, seems to be a major
determinant of economic growth. However, it hasoaiminted out the role of maize
production, which seems to have a potential to ggaesconomic growth as well. To this
should be added that increases in food productientlze fastest way to improve food
security and reduce poverty in poor countries (€ta@nsen et al., 2010).

There is obviously a need for extensive Governnsepport to maintain current high
maize production. Moreover, there is a limit on hmwch maize production can increase
both in terms of yields per hectare and return twgbnment outlays, recent maize exports
have mostly likely meant that Malawi has subsidistder countries. If the strategy of
boosting maize production should have an impacamomic growth in the medium term,
the subsidies have to be sustainable and the aida#ects have to generate increases
investment and consumption. Moreover, the subskglesild not crowd out other profitable
Government investment (Buffie and Atolia, 2009).
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Several studies analyse or discuss subsidies thhafakers in general, and there is also
a lot of scepticism (Minot and Benson, 2009). Qiher years, many programmes have at the
end been unsustainable and failed to raise groldtiwever, it is also clear that well-
designed programmes could be successful, as abyubdward (2009) and shown in theory
by Buffie and Atolia (2009).

Growth Challenges

This section discusses some of Malawi's major ghosttallenges and the prospects for
job creation. Since there are many challengesfdatgs is on major medium to long term
issues, particularly the role of agriculture. Sattil2 describes more direct obstacles to
growth, reviewing findings on growth constraints.

It might seem obvious that most of SSA should famusaising agricultural growth, but
this is not the case according to some econom@idi€¢r, 2009; Dercon, 2009a, 2099b).
First, the long-held view that countries have depetl by increasing agricultural
productivity is now being challenged by economistdiians; the development of other
sectors seem to have been taking place alongsiéefore the expansion of agriculture in
Western countries (Dercon, 200845econd, the idea that employment should growén th
sector where people currently work is claimed tormrrect; in many SSA countries the
potential for expanding smallholder agriculturdingited since yields are relatively low even
in ideal conditions; increased use of fertilizeisea land productivity, but not sufficiently.
Third, smallholders often have very small pieceslasfd, and they continue to become
smaller because of population growth in the ruraba. In Malawi, for example, half of the
smallholders have less than one hectare, and éhjyetcent have more than two hectares
(SOAS, 2008). Fourth, a sophisticated marketingesgswvith strong vertical links along the
value chain from inputs and credit to sales is eddd raise value added substantially, which
might be difficult to establish (but not impossiplgith many very small farmers. Hence,
Collier (2009a) and Dercon (2009a, 2009b) argueithanost African countries agriculture
should be low on the policy agenda and developrerategies should aim at expanding
other sectors.

Collier (2008) suggests several other developmtategjies for landlocked countries
such as improvements in air and E-services, engeuarant of remittances, increased cross
border trade through relevant infrastructure inwestts, and improved coastal access, which
mainly depends on policies in neighbouring coustriglthough sensible, they seem to be
less likely to impact substantially on economicvgifo and employment in Malawi in the
short to medium run.

Moreover, there are several counterarguments toiew when applied to Malawi.
Increases in agricultural production are no dotiet fastest way to raise employment and
reduce poverty in Malawi, as shown by Christianseal. (2010), and this is urgent because
of widespread poverty. Another counterargumenthest small holdings might not be a

24 This description is not entirely convincing. InrBpe massive emigration led to increased returdabiour in agriculture,
without increasing production, and in Asia agriatdd intensification triggered diversification.
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constraint to agricultural intensification and aftstowards market-oriented agriculture.
Experiences from both Asia, but also Rwanda, sugbeas over time increased employment
opportunities in non-farm sectors might make a obdation of holdings possible (Ronnas
et al., 2009).

To substantially increase the number of produgtibs in Malawi, there has to be high
economic growth over several years, and it hagt®te many jobs, i.e., it should be based
on labour intensive production. With a time perspecof five to ten years, agriculture
therefore must play a leading role, because it eysplhe vast majority of the labour force,
all the other sectors are too small. This is cjedllistrated by Headey et al. (2010) who
provide a simple numerical illustration of the imamce of agriculture for job creation.
Assume 70 percent of the labour force is in aghical and that agricultural growth is
slightly more labour intensive than non-agricultugeowth. Further assume that agriculture
and population have the same growth rate, i.esecto 3 percent per annum, which is the
average for developing countries in the 1990s.uchsa situation non-agriculture has to
grow by 20 percent to absorb surplus labour, wigcmuch higher than any country has
achieved so far.

Hence, a major challenge is to maintain the cuyregricultural-based, growth
momentum. Here the sustainability of AISP playseq kole. Making AISP viable over the
next decade requires consideration of a numbespédas of the programme such as cost
effectiveness, crowding out of other essential joudstpenditures, involvement of the private
sectors, and how to design the programme to stimulversification. It is also important
that the allocation of subsidies is equitable, otiee tension and conflict might develop
over time. The programme seems to have improvedtowe, but a recent evaluation found
serious problems with targeting and corruption ¢féol and Lunduka, 2010a, 2010b).

The AISP needs to be complemented with public sdot@stments, otherwise new
constraints in smallholder agriculture are liketylie binding. These investments have to
facilitate diversification to more high-value crofss which the income elasticity is higher.
This raises the question about labour versus lantbastraint on agricultural intensification
in Malawi. In general there is labour scarcity le¢ peak of cropping season, while there is
underemployment during the rest of the year (Waalwh Beegle, 2006). Moreover, there are
large regional differences. Land is quite abundiamMorthern region, while land pressure is
severe in Southern region where households oftén leave 0.1 hectare of land. To this
should be added that a third of total arable lanshiderutilised (Datar, et al., 2009).

The high demand for workers during planting seasonghly December-January, and
low demand during other parts of the year has bgsaron policy and constitutes a great
challenge for job creation. First, the vast majoritf the economically active work in
agriculture, so Malawi's resources in the form abdur is clearly underutilized, which
effects labour productivity and income. Secondpfans list labour as an important constraint
to agricultural production, after fertilizer andstieides, but before land availability (Tango
International, 2003). Hence, the recent increasthé availability of fertilizer through the
AISP might have made the constraint even more itaparThird, labour shortages might
limit the scope for diversification, both in agritre and in other activities

The labour-land problem is thus multifaceted anguires multi-thronged approach.
Those with small plots need more land, new tectgyloas to be used to increase labour
productivity, and diversification is needed to go®/jobs when labour demand in agriculture
is low.
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There has been no Green Revolution in Africa, pdmticause the technology does not
seem to be available (Dercon, 2009a). However, Mafeas some of the requirements that
made the Green Revolution a success, water anelgigpapulated areas. Irrigation is thus
one option which could increase both all-year acdbamployment and productivity, as well
as improve food security. A minute part of Malawdigricultural land is currently irrigated,
but the Government recently launched the Green IBiiative, which is claimed to aim at
irrigating 1 million hectares. There should alsoapeple scope for improving technology in
general, only a couple of percent of the householdsed a plough, oxcart, ox or donkey
(Tango International, 2003, NSO, 2009a). Moreoteere are ample possibilities to both
expand the use of fertilizers and yields in someasr(Holden and Lunduka, 2010a), and
reduce farm costs of fertilizer use and increastlgithrough agronomic research in general,
since there is a lack of detailed knowledge abawt to apply inputs (Minot and Benson,
20009).

Better matching of people and land by resettlensshiemes is another option. The
great challenge is resettling Southerners, who httleeland, to Northern region where this
is idle land. There is an ongoing land redistribntprogramme in Malawi; however, it is
restricted to Southern region where underutilisattIformerly belonging to estate farms is
transferred to households with little land. Althbudhe programme requires large
investments, it seems reasonably successful (Batdy 2009).

Even though agriculture must play a key role in &td| it is vital that the non-
agricultural private sector expands rapidly. Thasom is that there is how ample evidence
economic growth is closely linked to diversificatjaot specialization according to existing
comparative advantage (Imbs and Warcziarg, 2003iskann et al., 2007). The current
degree of product diversification in Malawi is loactually among the lowest in the world
(Page, 2010), so if Malawi is to become a mediucomme country, there has to be a focus on
diversification by creation of comparative advamrtdag new areas. The aim should be at
expanding activities closely related to existingggnsince it is difficult to jump from one
type of industry to another (Hausmann, et al., 200%us agro-processing, for example, is
an obvious choice.

Two other sectors with a prospective to generadevdr and employment are tourism
and mining. Both have expanded recently (Briangahlaghtfoot, 2009). Tourism is service
exports and as such a potentially important foroeixgiversification, as well as job creation.
Malawi has a lot to offer tourists, and to someeaktthe sector does not suffer from the
country's landlockedness in the same way as othpore sectors. But there are several
challenges. First, as many other Sub-Saharan ¢esinit is perceived as being insecure,
probably much more insecure than what it is. Sectivete are no coastal beaches and there
is a risk of getting bilharzias when swimming ikeda, though there is lack of clarity about
how risky it is. Third, service in hotels and restmts is often not good enough, even in the
best facilities. Fourth, Malawi is quite expensigartly because of the policy of maintaining
an overvalued exchange rate. The negative impaleigbf cost is probably substantial since
most of Malawi does not attract the very top-endtafrists, since there are few luxury
hotels. Addressing these challenges should have fiiprity, and a concerted effort by
policymakers to improve Malawi as a tourist dedtoracan go a long way.

Mining poses promises but also threats. It can haw&rong impact on economic
growth, and alleviate the foreign exchange shortbigevever, mining can shift the political
focus away from agriculture and manufacturing iexpands greatly, increase corruption,
and even lead to political instability. Moreovearde export incomes increase the value of
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the domestic currency, stifling tradable sectaushsas tourism and manufacturing. This has
happened in mineral-rich African countries. As auit they have grown rapidly but there

has been little job creation as mining is capitgemsive (Headey, et al., 2010). The
expansion of Malawi's mining sector will have bdaoid effects in the near future since it is

relatively small, but potential drawbacks shouldkegt in mind, particularly the increased

scope of maintaining an overvalued exchange rate.

There is also a need to support urban private satt@elopment, both because
productivity and wages are high in cities and bseadgontinued migration to cities is
inevitable. It is not a coincidence that many welld jobs are created in large cities:
agglomeration creates scale economies that incrpesguctivity and make the urban
business sector dynamic (Page, 2010). The focusldHm® on removing constraints to
investments and growth in general, as discuss&gdtion 12.

Although established firms contribute to diversifion and expansion of employment,
individual entrepreneurs who generate both selfleympent and employ others play a key
role in the process. There is thus a need to praaple to become entrepreneurs, or at least to
teach them basic business administration. Prelimiagaluations of programmes that teach
management skills to small entrepreneurs in Gharh Kenya show a strong impact
(Sonobe et al., 2010). However, it is not enougtrdim entrepreneurs; credit is also needed
to start a business, so access to microfinanagekhss bank loans, has to be expanded.

As shown in Section 10, exports are a main driieeapnomic growth. Facilitating
international trade, which includes domestic irtinacture in terms of roads and transport,
should thus be high on the agenda. Malawi Growth Ravelopment Strategy contains an
ambitious plan, including an inland port linkingusleern Malawi to the Indian Ocean via the
Shire-Zambezi waterways. The major impedimentnproved regional connectivity is
probably lack of investments in neighbouring coiestrHere donors can play an important
role to increase collaboration across countries lagg finance investments that mainly
benefit Malawi.

Although long-run economic growth often entails ratgpn from agriculture to urban
areas, there are many cases where local non-factarsenave grown rapidly and created
employment for the rural population (Headey et2010). In Malawi where the rural labour
force is growing rapidly, Government should faaeil@ private sector investment in agro-
based production or similar activities in the ruaatas, which then generate employment
opportunities. This requires both public sectoestments, such as electrification, and a pro-
private sector policy that builds confidence amopgtential investors. Moreover,
Government needs to improve marketing and disiobuftacilities: for instance, Lall et al.
(2009) show that the geographical location of tobgaroduction is closely related to access
to markets. World Bank (2009) subsequently suggesestments in feeder roads.

As mentioned earlier, increasing the stock of huroapital is a major challenge. It
requires heavy investments in the education sysiempyoving access, particularly at
secondary and tertiary level, and quality at alkls. This is needed both to increase labour
productivity directly, which partly depends on #iglls levels of the workers, and to support
diversification.

HIV/AIDS is a potential challenge to economic grbwalthough the negative overall

effects in Malawi and elsewhere in Africa so favéanot been as large as sometimes
predicted (McPherson 2003; Bell et al., 2006). €herof course ample evidence of the harm
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inflicted on specific activities, for example maskilled public employees have died of
AIDS, but the impact on economic growth per capifpears to be dominated by other
factors. One explanation is that there are moreoitapt constraints to growth, such power
cuts, high transport costs, etc. This is not toyddrat AIDS is a very serious problem
because of its effects on people’s well being.

The negative effects of AIDS have also been migiddiy the distribution of ARTSs to
close to 200,000 people (UNGASS, 2010). Howeves, fthure is uncertain. If the rate of
new infections does not decrease, the number ogblpeareeding medicine will continue
increasing. Since ART is expensive and mainly faeghby aid money, such a development
could lead to a collapse of the ART programme. Aaptthreat is that there will be less
foreign aid for ARTs due to the fiscal crisis inmgadeveloped countries.

Regional/Ethnic inequality is also a serious chmgke since it might lead to political
instability in the medium term. Care should thustddeen when formulating policies which
increase inequalities. Reducing inequalities withoteating discontent and increasing
tensions further is more difficult, but one stratég to improve conditions for disfavoured
groups without obviously worsening them for others.

A medium to long term challenge is fast populatipowth, as evident from the data
reported in Section 8. Land pressure, and demanjolis in both urban and rural areas will
increase sharply as many young people enter theudatmrce. Although fast economic
growth could alleviate the problem, providing detcemork to all will be very difficult, as
illustrated by the fact that in 2008 there were 2iflion Malawians aged 10-19 years and
326,000 aged 60-69 years. There are two otherigogjtmigration and lower fertility. There
will be migration, but hardly enough, and it withrtribute to the brain drain. Hence, fertility
needs to be reduced. There is no consensus onchdesign policies that reduce fertility in a
democratic society, or if it is possible, but imped education for women, particularly
access to secondary school, expanded family plgnnincreased availability of
contraceptives, and the introduction of pensions,swme tools seems to have worked in
developing countries. Malawi has family planningpgmammes and contraceptives are
available, but there are large variations acrossicis (NSO and UNICEF, Chap. 9, 2008).
Moreover, to some extent the fight against HIV/AIB&ems to have been at the cost of
family planning in Malawi, and many other countries

An important step to fight youth unemployment hasently been taken by adding
youth development and empowerment to the Malawiw@toand Development Strategy
goals, and establishing a Youth Development Furat thill provide vocational and
entrepreneurial skills, among other things.

The risk of youth unemployment is not only a problfor the individuals concerned.
Several studies show that when large cohorts ohgaumen fail to get jobs, they tend to
cause social instability. In Malawi, the age groopshose under than fifteen years are large
and grow for every year; the youngest ones areed®$00,000 each. Creating jobs for all
these is a major challenge. There needs to besdasiiial increase in secondary and tertiary
education, partly to keep them out of the laboucdpand partly to prepare them for the job
market. For those not attending school, a youtteldgwnent fund is being established that,
among other things, will provide vocational andrepteneurial skills. Moreover, Ministry of
Youth Development and Sports has an overall rediptins to create an enabling
environment for all young people by they seem &xherelatively few of them.
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Another challenge in terms of achieving sustainaptevth that Malawi faces is to
ensure sustainable management of key natural mEsyuand to respond to threats of climate
change. Among development economists the notioneainomic growth versus the
environmenhas been replaced widtonomic growth and the environmebamage to soll,
water supplies, and forests arising from unsustdénamethods of production can
significantly reduce long term national productvibut will have a positive impact on
current national income figures. Thus, better emnnent stewardship is important to sustain
economic growth and development. Recent indicatamesthat Malawi is on course to miss
the MDG of environmental sustainability.

Constraints to Employment Growth

As evident from earlier sections, Malawi faces salveonstraints that inhibit the
creation of productive jobs. In this section wesffidiscuss labour market issues, the
availability of adequately trained workers and laboegulation. Then we move to growth
constraints that affect investment and profitapitif firms directly, and have an indirect
influence on job creation and wages via labour demahere exist two recent studies that
focus explicitly on growth constraints in Malawied and Hanmer (2009) and MCA (2010),
and several studies that examine related topios \(gerld Bank 2004, 2007, 2009). We
therefore limit the analysis to constraints deertethe of major importance and don't go
through each potential constraint as has beconmelata in the growth constraint literature
(Hausman et al., 2007).

Labour market constraints

Information about how employers in the formal sect@®w the labour market is
available in surveys on the business climate inaMial The most recent information is from
the Business Enterprise Survey 2009 and Doing Bssi2010 from the World Bank and
IFC, Malawi Business Climate Survey 2008 and 20G$mf Malawi Confederation of
Chambers of Commerce and Industry (MCCI), and theb& Competitiveness Report
20107 In these surveys firms are asked to rank obstacldsing business. Since firms are
heterogeneous, methods and questions asked diffdrsample frames and sizes vary, the
responses differ across the surveys for other sketistical reasons. However, together they
should provide a credible picture of the relativeportance of various obstacles to do
business.

For most enterprise categories, compared to otls# 8nd low income countries,
Malawian firms rank skilled-labour shortages ag@osis problem (World Bank, 2010b). A
similar message is given by the Global Competit&nReport 2010, where one third of the
firms rank ‘inadequately educated labour force’oag of the top five problematic factors,
making it end up in the middle of a total of 15téas (World Economic Forum, 2010).

2 Malawi Confederation of Chambers of Commerce amtli$try produces an annual survey since 2004. figre tare The
World Bank and International Finance Corporatiosadpice Investment Climate Assessments, Doing BssirSurvey, and
Enterprise Survey and the World Economic Forum dlempGlobal Competitiveness Survey. It is not alevalear what data
source is used, but the rankings provided by thkeseeys are probably entirely independent of edichro
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Moreover, in the 2009 Business Climate Survey, rfesturing firms give ‘availability of
skilled local work force’ together with six othebstacles the maximum (the worst) score,
10.0 points when ranking a total of 28 obstacld® dverage score for all firms is 7.0 points
(MCCCI, 2009). And according to the 2009 BusinesteBprise Surve$, 34 percent of the
firms in manufacturing and 18 percent of those @viees considered skilled-labour
shortages a major problem, while about 40 perckekporters and large firms saw it as a
major problem compared to 20 percent among nonsagsocand small firms.

There is also a difference in the view of formab danformal entrepreneurs on the
shortage of skills (Figure 25). In 2006 about 5€cpet of formal entrepreneurs in Malawi
considered skills shortage to be a problem comp#&oedbout 18 percent for informal
entrepreneurs. Put differently, the formal sectomd, rated availability of skills and
education of labour force as the fifth most impottaonstraint while the informal sector
rated it as the tenth most important constraint.

To some extent responses reflect technology useégrducts produced by the firms.
This is shown by Figure 26, which reports vacand@msdifferent skills by sector. The
financial sector, for instance, has a high vacaratg for investment analysts, partly
explaining the high remunerations reported in ®acti5. The manufacturing and
construction, on the other hand, find it diffictdtfill vacancies for technicians.

Figure 25. Constraints firm growth and productivity
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%6 The data reported from the Enterprise Surveystaiken from World Bank (2009) and the EnterprisevBys homepage,
http://www.enterprisesurveys.org.
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Figure 26. Observed vacancy rate
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When considering the high vacancy rates shown urEi 26, a relevant question is
what factors are behind the inability of trainigimnstitutions to produce the required
graduates. These range from poor staffing of thimitrg institutions to inadequate teaching
and learning facilities. Industry’s reluctance twshstudents for attachments also contributes
to the skills shortage in that some students failneet their competency requirements.
Another factor is the lack of a comprehensive amtasnable dialogue between universities
and other tertiary institutions on the one handd amdustry on the other. This interface
between industry and training instutions would roult go a long way in ensuring that
training is up to date, and meeting industry’s sesad demands. The poor funding that most
of the training institutions experience can alsdlzmed for the shortage of skilled labour;
insufficiency of funds prevent training institut®rfrom acquiring the state of the art
equipment and books that would allow students tatlike frontier of knowledge.

The approach used to obtain information about cletamainly consists of asking
firms. One of its weaknesses is that firms mightfaly comprehend the importance of the
obstacles they have adjusted to. Many Malawian fiseem to produce goods or use
production techniques that require few skilled vesslk and thus might not perceive the lack
of skilled workers as a major problem; with mordis# workers they could produce more
sophisticated goods or use more advanced technigiésh would raise profits and wages.
Such a bias should be reflected in how the comipasif Malawi’s labour force compares
with other countries. In manufacturing 66 perceinthe workers are unskilled in Malawi,
while the percentage is 35-45 percent on averaga#hier SSA and low income countries
(World Bank, 2010b).

Labour market regulation is a multifaceted conceffecting both demand and supply
of labour. The focus in the surveys is on labounaied, where the constraints are most
likely to be. A range of factors related to labaunarket regulation are addressed in the
surveys, and the indicators used give a mixed pctuabour legislation is considered a
major problem by only 2.7 percent of the firms e 2009 Business Enterprise Survey,
which is much lower than in other countries. Ananjidoying Workers Indicators’ of Doing
Business gets a score of 44 out of 100 (the wotstgording to this indicator Malawi is
ranked 92 out of 183 countries. It is clearly rahketter than the average for SSA, but way
behind some comparator countries such as Ugandan()Rwanda (30). However, in the
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Business Climate Survey, ‘employment policy andslagjon’ is ranked as a relatively large
obstacle, getting 7.7 points out of 10, worse thls#wortages of skilled workers. This
discrepancy is to some extent due to the inclusfoagricultural firms in the latter survey,
since they rank the problem higher than other firms

The Global Competitiveness Report 2010, which cantt a competitiveness index of
133 countries, casts some light on the conflicfindings. The index has 12 pillars, where
one is called Labour Market Efficiency. Malawi ianked 119 when all 12 pillars are
considered, but 55 based on the labour pillar, &wmour Market Efficiency is one of its best
pillars. The pillar contains nine indicators. Amotiese female participation in the labour
force has the best ranking, but it is probably thuthe large number of females working in
agriculture and the informal sector, not in wagepkayment. The second best indicator is
wage flexibility, showing the ease by which firmetekmine wages; obviously minimum
wages are not considered too high. Labour-emplogfations and rigidity of employment
also get favourable ranks. The three worst indisasre ‘firing costs’, ‘pay and labour
productivity’ and ‘brain drain’. The ranking of ffing costs’ is most likely influenced by the
requirement to pay retrenched employees both seser@ay and pension.

Firing costs are also a component of Doing Busin23s0 ‘Employing Workers
Indicators’, reported as ‘Redundancy Costs'. Ithis component that gets by far the worst
score. The costs in terms of weeks salary is 84cfwheems too high), compared to 66
weeks for SSA on average. To some extent, theyfecosts will be reduced with the passing
of the amended Employment Act and new Pension A&arliament, since then employers
will only pay either severance pay or pension.

Foreign exchange shortage and exchange rate policy

Malawi’'s chronic foreign exchange shortages aféaxthomic growth and employment
creation in various ways. Basically the shortages due to the economic structure of
Malawi, a heavy reliance on exports of agricultugglods and imports of consumer,
intermediate and capital goods. However, macroaoangpolicy, particularly exchange rate
policy, also matters greatly.

Foreign currency regulation/exchange rate policgléssified as a major obstacle in
several business climate surveys. For instanielie second most problematic factor in the
Global Competitiveness Report 2010. It is alsoasoe for retrenching workers or reducing
working hours (Briangon and Lightfoot, 2009; MCCC2010)?" The concern is
overvaluation and foreign exchange shortages, vddltier surveys showed that exchange
rate instability was a major concern in 1990s (\Wd#hnk, 2004).

Malawi has a tradition of attempting to maintairstable nominal exchange rate, i.e.,
fixing the value of the Kwacha in terms of US ddilaas Figure 27 shows. For instance, the
Kwacha was pegged to the US dollar from 2006 t®2@after which it was allowed to move

27 Foreign exchange shortage is the main reasonefeenchment according to representatives of Mal@wifederation of
Chambers of Commerce and Industry. However, out8ofeports on redundancies to Ministry of Labou@®9 only three
indicated foreign exchange shortages.
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within an unofficial band. However, the policy ofgging the exchange rate has usually
been supported by other macroeconomic policieshesasegimes have not been sustaine
resulting in overviation and large devaluatior

Figure 27. Kwacha-US dollar exchange rate January 1990 - May 2010
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Source: International Financial Statistics (IFS, 2010) and Reserve Bank of Malawi webpage.

Currently the exchange rate is maintained by adimmative mans, which de facto
implies rationing of foreign exchange sales totieate sector. A manifestation of the n¢
to regulate the market is the closure of most fpreixchange bureaus in 2009. As a rest
the rationing, the market is segmented; ttack market premium for US dollars was ak
30 percent early 201

The official purpose of maintaining a stable exd®amate is primarily to redu
inflation, or avoiding price increases that woultequivocally follow a devaluation of ti
Kwacha (Standa Bank, 2009). For example, prices of basic comitremdsuch as fue
sugar and salt are directly linked to the exchanagge via their import contents. Devaluat
would thus increase the cost of living, and pogsibverty, though it is uncertain hc
exchange rate changes affect the poor and ultra pdoch is an important area of reseal
There are also other sh-term benefits of avoiding devaluation, it keeps daive cost o
Government imports, and favours the middle classed elite since th¢ are the main
consumer of imported gooc

In defence of the exchange rate policy, Governnantyell as others (such as Stanc
Bank, 2009), argue that export supply is not vemysgtive to the exchange rate. This mi
be correct, but it is a shortrm view and ignores the negative effects on emp&ymnanc
economic growth, as also described in Section t@eS3nflation in Malawi is clearly highe
than in most of its trading partners, over time thal exchange rate becomes overva
when the nonmal is stable. And as the real exchange rate ajgpesc exporters’ profit
decline, and they shed workers and reduce wages.eXbeption is when firms incree
productivity to compensate for the exchange raf@esgation, but this is difficult given e
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size of the changes of the real exchange rate. Goiep that produce for the domestic
market suffer in the same way when imported googisoime cheaper, as easily can be
appreciated from the huge recent increases in itsypmom 44 percent of GDP in 2007 to 53
percent in 2008 (IMF Outlook, 2010). However, raifm also affects imports of inputs and
spare parts, preventing firms from producing alitsmf goods, which in turn affects
employment and exports. To this should be addegtbielem of loss of foreign exchange:
repatriation of foreign exchange earnings are @elagnd importers increase their stocks of
goods as there is an expected devaluation in thelipé (Briangcon and Lightfoot, 2009).
Moreover, individuals will stockpile foreign currento protect their savings.

Traditionally, economists have considered the dmuiim real exchange as the best
option, that is, it should be neither over nor umdkied. There is ample evidence the
significantly overvalued real exchange rates hties economy (Johnson, et al., 2005).
Moreover, the common view is that exchange rateypalan only temporarily influence the
real exchange rate, since it is an endogenouyvaeable.

Recently the argument that developing countriesilshaim for an undervalued real
exchange rate, since it stimulates exports, empéoymand economic growth, has been
revived (Rodrik, 2008). China is a prime exampfetie short to medium run, this can be
achieved by increasing the flexibility of the nomilirexchange rate, while maintaining
reasonably tight monetary policy to alleviate thiegsure from inflation (capital flows are
restricted so this will not increase the money lsto€hen the budget deficits should be kept
small to avoid excess demand for domestic goodsahtic sector borrowing that increases
interest rates.

There is no consensus among economists on thelnssgwf an undervalued exchange
rate yet. However, there is no doubt it is impartemavoid abrupt changes in both the
nominal and real exchange rate, since uncertaiesyanegative effect on economic activity.
This means smoothing of exchange rate to remoge lseasonal effect and long-run policy
consistency. In the medium run the primary goaluthdoe avoiding overvaluation. It is
predictability and level of the real exchange tht matter for business and job creation, not
a stable nominal exchange rate (that everybody &neilv be adjusted at an unknown date)..
With an adequate and reasonably predictable exeheatg, firms would most likely have
created more jobs, invested more and diversifiecermoMalawi. This message seems to be
difficult to get through since it is based on caufactuals, that is, the number of jobs that
would have existed with a different policy

Market intervention

Few, if any, markets work perfectly, making it ngsary for Governments to intervene
in different ways. However, in general the intet@ms should be in the form of the
regulation of standards, safety, health, etc. Wetetions that directly affect prices or
guantities produced should be avoided as far asiljes Yet, in Malawi it is common to fix
minimum prices of some goods. This might have beiafeffects in markets where buyers
have market power and minimum prices are set dlms®mpetitive market prices. On the
other hand, when prices are set too high, the ypaticmost likely deterring firms from
expanding production and new investors from engetine market, thus affecting job
creation. Moreover, the intervention might eventhtbe sellers, which it is supposed to
defend.
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Power

Although only a few products are affected diretyinterventions (cotton, tobacco and
maize), they most likely scare away potential inmesin other sectors as well. Accordingly,
economic and regulatory policy uncertainty is amtmg most important obstacles of doing
business according to Malawi Business Climate Sup@99.

Cotton is the most glaring example; one of Govemtreedeclared strategic crops in
Malawi Growth and Development Strategy and Malafgisrth most important export crop.
In the cotton sector there are about 120,000 soidhn farmers, six ginning companies and
three input providers (Keyser and Tchale, 2009}tdbogrows well in dry areas, where there
are few good alternatives, so it is important fomfers in some areas of Malawi. The cotton
sector was in doldrums for several years but expamdpidly after 2002 due to a concerted
effort by the private and public sector.

Government started setting minimum cotton farm-gatees in 2006-2007. In the
2007-2008 seasons, Ministry of Agriculture setitiieimum price to MK 65 per kilo. It was
high by international standards, but it was thedstprice ginners could pay to keep their
cotton-buying licence. This helped farmers, who en&atge profits, while ginners, due to
high prices, made very small profits. The followisgason, 2008-2009, the minimum price
was increased to MK 75 per kilo because produdtmsts had increased, in spite of the fact
that world market prices had declined. Cotton thesame too expensive for the ginners; the
price was 40-50 percent higher than in MozambiquikZambia (Kopicke and Agar, 2008).
As a result, many smallholders were unable totkelr cotton, while others had to sell at
MK 30-35 per kg, well below minimum price. Moreoyetargill, that had entered the
Malawian market in 2005, left the country retremgh#tl1 employees.

Although market interventions can alleviate markailures and reduce poverty,
implementing policies that work against market nagsms is difficult and can have serious
side effects that undermine economic activity.slthard to estimate how many jobs have
been lost in the cotton sector, let alone evenetoagrough idea of how much investment
could have taken place without policy interventi¢iiee counterfactuals). Nonetheless, even
if some farmers might have benefitted in the sham, it seems quite certain the
interventions are not conducive to the creatioprofiuctive jobs in the medium term.

The Enterprise Survey 2006 identified unreliabkcticity as the third most important
constraint to firm growth and productivity. In morecent surveys, such as the Enterprise
Survey 2009 and the Business Climate Survey 2008, ianked as this most important
constraint. On the other hand, small firms do rietwelectricity as a problem according to
the Enterprise Survey 2009, which might seem ssimmi Yet, this only highlights the
severity of the problem: most of the small firms dot even use power because their
production methods are too rudimentary.

Malawi currently suffers major shortages of geringatapacity and power outages. In
order to limit the impact of power cuts, there plans to construct a new hydropower plant
and to interconnect Malawi’'s electricity grid witflozambique in 2011. The Electricity
Supply Commission of Malawi (ESCOM) is the sole yider of electricity in Malawi.
Currently its installed capacity is 302MW (95% hydb% diesel) whilst available capacity
is only 265MW against an estimated demand of 295M®anned investment in Kapichira-
Il hydropower plant and the interconnection of Mdla electricity grid with Mozambique
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in 2011 should help reduce capacity shortages aad khedding and improve supply
reliability. However, demand is growing fast andpi®jected to reach 325 MW, 478 MW
and 757 MW for years 2010, 2015 and 2020 respdgti@ven the expected load growth,
the planned investment will not be sufficient toanéhe projected demand. As such this
would lead to more load shedding, discouragemenbusfiness investment, and would
undermine economic development and efforts to redomverty. It would also damage
attempts to widen access to electricity among Médauopulation.

The unreliable power supply has adverse effectsngployment in Malawi through for
example companies losing sales or downsizing, dboiesestors postponing investment, or
by scaring off foreign investors, and by missing-on productivity gains through improved
production methods in MSEs. The following exammesve to illustrate the adverse effect
of the state of power suppf¥:

ESCOM couldn’t guarantee the quantity of electyitit the Kayelekera uranium mine and
as a result Paladin resorted to the importaticdiesel generators which is a much more
expensive form of energy and results in increasesketiimports which creates additional
pressure on international transport as well asdarexchange. The operations at uranium
mines require very reliable power sources which @BICannot guarantee due to
insufficient generation capacity.

Heavy sands extractiarever materialized because of the same inabiligurantee power
supply. Heavy sands are used in the manufactur@ofum, a light and robust metal,
which is,inter alia, used in airframe manufacture. Malawi lost ouaropportunity to
diversify its export base and the investors moeebllbzambique where power was not a
problem. Heavy sands can also be mined at a so@d Evel and therefore Malawi missed
out on an opportunity to empower its citizens whald have benefited from being linked
to a large producer of titanium.

British American Tobacco (BAT) quoted power outags®ne of the reason for their
departure from Malawi as each power outage wasa@sity (50,000 cigarettes had to be
thrown away with each of power failure). Once thechines stop as a result of power
outages, products had to be thrown away and caildenrecycled. This problem has also
affected the competitiveness of other industrietutting Unilever, a detergent
manufacturer which had to move its major produclioes to other countries including
Zimbabwe.

Dairy industry cannot provide consistent qualityrafk (outages preclude maintaining
constant temperature). As a result losses are Rigtal households in milk-shade areas
quoted lack of access to power as one of the nmajpediments to the growth of the rural-
based dairy industries, and hence limits to impmaats in rural livelihoods.

A sugar company failed to start operations in N&bay due to unreliable power supply.
Plastics: Each time there is a power outage thénimes get clogged by molten plastics and
result in expensive cleaning operations of equigmemis adversely affects the
competitiveness of the sub-sector and consequiirglgxport potential is limited.

Several potential textile investors have considémedstment in Malawi in recent years.
Textile manufacture, especially spinning, is a pogensitive operation which requires
good quality power (in particular, a consistent powoltage to avoid uneven thread

28 This discussion relies heavily on MCA (2010).
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Finance

thickness). The cost of unscheduled outages can b# disproportionate to the duration of
the outage. For example, the Mapeto textile fackosgs 300 to 500 metres of fabric in their
finishing/dyeing operation whenever there is a supgerruption. A number of textile
factories have closed in recent years, with sontherh (e.g. HAPS Garments) citing power
supplies as a major reason for closure. A crocdditm closed for similar reasons.

Median sales losses due to power outages are dffopercent, the highest among
Malawi's comparators. For companies without a gatoer median sales losses are of the
order of 20 percent, compared to those with a gaoewhose losses are of the order of 5
percent. Consequently the number of firms with aegator is at 50 percent, one of the
highest in the region.

Overall, power infrastructure is poor and impactiog returns to investment and
constraining new investments in the country. It pesvented the country’s diversification
into non-traditional exports (e.g. titanium and famm processing). A large number of
companies have heavily invested in diesel genesatdnich is a diversion of resources that
could be used for investment in other ventures (ME@10). It also impacts on Malawi's
competitiveness. In addition, the use of diesekgators puts pressure on foreign exchange,
which is meagre at the moment, and it might haveadwerse effect on the cost of other
imports, including fertilizer.

Access to and cost of finance is often considecetlet a major constraint for doing
business. This is also the case in Malawi. In theb&@ Competitiveness Report 2010, it is
ranked as the largest problem among a list of t@fa by all firms. Nonetheless, the pillar
‘Financial market sophistication’ is ranked as hag 55 (out of 135 countries), which is
surprisingly good. Yet, ‘venture capital availatyiliand ‘ease of access to loans’ are among
the worst in the world. And in the Business EntisgiSurvey 2009, close to 50 percent of
the firms identify finance as the main obstaclés larticularly severe for small and medium
sized firms (under 100 employees). The same paitenoticeable in the Business Climate
Survey. Moreover, in the study of constraints, MC2010) classifies finance as a major
constraint.

During recent years Malawi's financial constrairgbould have been alleviated
somewhat. First, Malawi reached the HIPC (Highlgdhted Poor Countries) completion
point in 2006, and as a result the debt-to-expatiordropped from 191 percent to 39
percent. Second, the fiscal performance improvedsiderably with the change of
government in 2004 and the help of reduced debticeeiof the external debt, reducing
domestic debt and debt service. Third, partly agslt of improved fiscal policy, real
lending rates decreased from over 30 percent id f®@bout 15 percent in a few years time,
though they are still by international standardst\{leen 12 and 18 percent). Finally, Malawi
has had practically uninterrupted IMF programmesesi2005, and foreign aid has increased
from around US$ 500 million annually in 2003-20@4UWS$ 900 million in 2008 (DAC,
2010). Hence, the crowding out of the private setitoough Government borrowing has
declined and more credit has been made available.

Unfortunately, we only have information on inveshtse up to 2005. Nonetheless,

Table 31 shows a sharp increase in investment 05,2fhainly due to expenditures on
machinery. Data on credit to the private sectoavailable and reported in Figure 28 for
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1990:12009:12. It supports the suggestion that the creistraint has been relaxed. Priv
sector credit, measured in 2005 prices, starteideéan 2005 and practically exploded dur
2008 and 2009. Of course, this increase might aoespond to a similar rise in investm
demand, since most investments are financed by otbans; a large share of the credit
most likely financed imports of consumer goods. ldegr, some of the edit should have
gone to investments; bank loans finance betweerarzD 30 percent of the investme
among medium and large firms according to the prit surveys (World Bank 2010|

Table 31. Capital formation as a share of GDP, 2002-2005 (in percent)

2002 2003 2004 2005
Gross fixed capital formation 13.5 141 16.2 20.2
Dwellings 15 1.3 1.2 1.4
Other buildings and construction 25 28 2.6 3.5
Transport Equipment 35 4.2 4.7 43
Machinery 59 58 7.8 11

Source: NSO (undated).

Figure 28. Private sector credit 1990:1-2009:12 (in constant 2005 prices)
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Source: International Financial Statistics, Claims on private sector, monetary survey (IFS, 2010).

A reasonable assumption is that the ranking ofrfieaas a major constraint ws that
firms have many profitable investment projectshia pipeline. However, studies have shc
that firms probably are not as credit constrainediralicated by surveys (Bigsten &
Soderbom, 2006). This is evident when checking Ihawech of their cas flow actually is
used for investments. On the other hand, recergrerpnts with microloans to small firr
in poor countries have in some cases shown vegg laturns on the investments (de Me
al., 2008). The issue of the role of finance issthtt solved, but to some extent the differ
results probably depend on firms’ current demand nsome extent on the size of
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firms, where small and medium sized firms seemeéartuch more credit constrained than
large firms.

Other constraints

There are many other constraints that influencétteness environment, in addition to
those above. Firms regularly list crime and thefprruption, tax rates, water,
telecommunications, transport infrastructure, tradeffs and custom charges, etc., as
important obstacles. Interestingly, according & Emterprise Survey 2009 corruption seems
to be a substantially smaller problem than in otparts of the SSA and low income
countries. The courts also function quite well alative terms, but the cost of crime is
considerably higher than in other countries.

It is difficult to evaluate the relative importancgthe constraints listed in surveys; it is
not certain that the rankings made by firms arecii@ect ones from an employment and
growth perspective. And it is beyond the scopéhisf $tudy to do an extensive analysis of all
potential constraints; Lea and Hanmer (2009) andAME010) carry out such studies,
analysing constraints in detail. The studies previdore fine-tuned rankings but they
basically coincide with those discussed here. L lHanmer (2009) list lack of finance
(due to weak financial intermediation), power, etian, lack of skills and market
interventions as the most important ones. MCAsdisimilar. The only obstacle included in
their lists not discussed is badly functioning exmihains and international corridors. There
are distortions in the agricultural value chaindueng profits for farmer, particularly in
inputs markets, but in tobacco there are also senwoblems with marketing. Moreover,
rural accessibility and mobility is hindered by theor conditions of many roads. In fact,
improving feeder roads in areas adequate for tabdaoming could boost production
substantially (Lall, et al, 2009).

A related issue is regional infrastructure andibesrto trade, also highlighted by Lea
and Hanmer (2009). Regional trade has grown sianifly during recent years, probably
due to rapid growth in Malawi and its neighbourtmuntries. Nonetheless, it is still small,
particularly exports: only about 20 percent of elports go to Sub-Saharan African
countries. This contrasts with most developmentntiges where regional trade makes up
large shares of exports and imports. As a smalllandlocked and country, Malawi could
benefit greatly from trade with its large and riglally rich neighbours.

Concluding Remarks and Recommendations

The purpose of this report is to assess the clykeand opportunities for enhancing
decent work in Malawi. To a large extent this iatbgenerating economic growth, since
without growth, there is no potential for sustaiealpb creation and wage increases.
However, growth needs to be labour-intensive, mling jobs to most citizendoreover,
jobs should be productive, i.e., paying decent wage

Malawi has had high growth rates and substantiafedses in poverty during recent
years, but it needs to address a number challemggsmplement a range of policies to
sustain the present momentum. There might be saick gains, but in general sustainable
pro-employment growth requires policies that adelneedium and long term issues in a
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consistent way, and puts the country on a patmatisive job-rich growth. The following
are the main areas of recommendations:

Employment at the centre of national policy and
monitoring

An essential starting point for Government is tacpgl employment central in the
national development strategy (MGDS Il) and torgiteen labour market information and
monitoring. Three activities to ensure this aremmended, as follows:

= Set agree@mployment targetswithin the MGDS 11, and consider regularly monitoring
the newly agreed MDG Employment Indicaf8rdhis should be coupled with more
rigorous tracking and monitoring of these indicatdirst through improving the content
and consistency of labour/employment questionstional surveys, and providing regular
analysis to policy makers. So far, employment isswave played a minor role in Malawi's
development strategies and data on employment agédsin Malawi are weak and
inconsistent.

= The targets and indicators mentioned above shdsidbe a core part of a né\ational
Employment Palicy, which sets out the strategic direction for insieg productive
employment, and monitoring its progress. The ggiatdirection should be closely hinged
to delivering on the priorities in the MGDS |I.

= To track progress, Malawi will need to put in pladeabour Market | nformation
System. This should enable monitoring of the policy, tasgehd indicators mentioned
above, but also enable skills matching to meegtbe/ing and changing demands of the
labour market. This may require a Labour Force 8yrand strengthening consistency of
labour questions across national household sulveysver, further innovative methods of
monitoring skills demands in the growing privatetse also need to be incorporated.

Agriculture

= Subsidies: Increasing productive employment and incomegyiicalture will continue to
be a cornerstone for development and poverty remuist Malawi in the years to come.
Towards this there is need to continue with Goveminsupport to maintain the current
high maize production. However, there is a limihttw much maize production can
increase both in terms of yields and return to Gowent outlays. If the strategy of
boosting maize production is to have an impactammemic growth in the medium term,
the subsidies will have to be sustainable andrttiedct effects will need to generate
increases in investment and consumption.

= |nfrastructure, and specifically irrigation: Despite some general scepticism with regard
to the sustainability and effectiveness of agrigalt subsidies, there is evidence that well
designed programmes can be successful, but fotathiappen Government expenditures on
subsidies should not crowd out other high-retunjgmts such as building roads, power

29 (1) labour productivity (2) employment to pop eatB) working poverty (4) vulnerable employment &)are of women in
wage employment.
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plants etc. The main weaknesses of the current prograauc@rding to a recent evaluation
are failures to target the poorest farmers anduption, and these needs to be addressed.

= |rrigation is one option which could increase ballhyear employment and productivity, as
well as improve food security. A minute part of lélal’s agricultural land is irrigated, but
the Government recently launched the Green Bdlatiie, which aims at expanding the
areas under irrigation massively. There is alsolamgope for improving productivity; few
households own a plough, oxcart, ox or donkey. fentillizer use, and yields, varies greatly
across districts. Moreover, the costs of fertiliase can be reduced through agronomic
research, since knowledge is limited.

= Technology and crop diversification: As availability of inputs increases, other coastts
on agricultural production will set in. The obviooises are related to the availability of
labour and land. It is a multifaceted problem aeglires a multi-pronged approach. Along
with an overall focus on increasing yields andmetuto land, new technology is required to
increase labour productivity, since there are lalsbortages during harvesting time, while
those with small plots need more land. Moreovap aiversification is needed to provide
work when labour demand is low, and to increasaevadded per unit of land. This could
enhance the impact of the subsidies.

Land utilisation

Land resettlement schemes can increase the uselefutilized land and increase land
plots. The great challenge is resettling Southetneho have little land, to the Northern
region, where there is idle land. The current ledistribution programme is restricted to the
Southern region where land from estate farms issfesired to households with little land.
The programme seems reasonably successful bilt tegtsmall to have a major impact.

There is also a great deal of income inequalitylalawi. The inequality is multifaceted
but is particularly high in urban areas, and betwagan and rural areas. There are also
regional/ethnic differences in income, which prdigabill constitute a major challenge in
the future. Addressing the inequalities is difficbut the regional/ethnic ones could result
in conflict if ignored. On the other hand, too thugdistributive polices could by themselves
spur conflict. Hence, Government needs to be casitio

Productive diversification

There is now ample evidence that product divemdifin is closely linked with
economic development. Malawi is one of the leageified economies in the world, so
diversification, both in and outside agriculturgai prerequisite for transforming Malawi into
a middle income country, which is one of Governrsergoals. Policies to stimulate
diversification thus urgently needed. The focusudthdde on activities related to existing
ones, since it is difficult to jump from one typ&industry to another. Government should
thus facilitateprivate sector investment in agro-based production or similar activities in
rural areas, which would generate employment oppdres. This requires botpublic
sector investments, such as electrification, angro-private sector policies that build
confidence among potential investors. Moreover, gsoment needs to improve marketing
and distribution facilities, particularly feederads.

There are also other constraints that affect difieation and job creationPower
shortages are common and recognized as a majdeprpib is most certainly affecting jobs
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and wages negatively. Lack @ihancial capital, particularly for small and medium sized
firms, also seems to be an important constrainerd@lis a need for more micro finance, as
well as increased competition in the banking settidmprove the availability and cost of
finance in general. Moreover, there is ample sdopémproving international corridors
and export value chains, including reducing the administrative burden éxporters and
transport costs through lower taxes and tariffs.

Yet, the impact of the policies and interventionggested above will only bear fruit
and can only be sustained if there are strategigptamentarities with public investment in
human resources.

Education and development of human resources

For medium term productivity and job gains, the adional sector must take priority
among the competing interests embraced within ti&D® Il. The continuing high rate of
population growth means continued new entranteddabour market annually of 300,000 to
400,000. These young people need to be betterneefar the labour market.

Many firms rank “inadequately educated labour fores a leading constraint in
Malawi®*’, andshortage of secondary, vocational and university facilities combined with
poor quality education of limited relevance to the labour market are meamstraint to
productivity and increased earnings in Malawi tad@ipe declining performance of the
education system and the high prevalence of chiur are of enormous concern. The
small share of the population with more than primaducation, and the small number of
graduates from secondary and tertiary levels ofcation (including vocational training)
must be reversed through more and better manadwgid pesources.

Thus, there should be large investments in edutaiticluding vocational training and
improved opportunities for women’s schooling afeimary school. Curriculums should be
adjusted to market demand, both current and exgiesteh as demand for workers in agri-
businesses. There is also a need to reduce chibdidatargeting those who work long hours
in the first place.

Population policy

One of the most important medium challenges isettuce population growth. Land
pressure, and demand for jobs in both urban aral aueas will increase sharply as many
young people enter the labour force. Although fesbnomic growth could alleviate the
problem, providing decent work to all will be vedifficult. There are two other solutions,
migration and lower fertility. There will be migration, but hardly enough, andwill
contribute to the brain drain since highly skilledrkers are more likely to migrate than

%0 Global Competitiveness Report 2010 (World EcondRaicum, 2010), Business Climate Survey 2009 (MCQGQ9).
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others. Hence, fertility needs to be reduced. Theer® consensus on how to design policies
that reduce fertility in a democratic society, baproved education for women, particularly

access to secondary school, expanded family plgrarid the introduction of pensions, and

increasing income earning opportunities are sonmds tthat seems to have worked in

developing countries. Malawi has family planninggnammes, but there are large variations
across districts. Moreover, to some extent thiet figgainst HIV/AIDS seems to have been at
the cost of family planning in Malawi, and many etltountries.

Exchange Rate Policy

Regional

Exchange rate policy is considered a key policyl tlor generating/supporting
economic growth. Malawi has a tradition of attemgtito maintain a stable nominal
exchange rate. Such a policy needs to be backexhey macroeconomic policies, or good
luck, but in Malawi it has repeatedly resulted wekvaluation followed by devaluation.
Currently the exchange rate is maintained by adstrative means, which de facto implies
overvaluation and rationing of foreign exchangesab the private sector.

There are some short-term gains from having anvaleed exchange rate, inflation
declines and imports are cheaper than otherwiseveMer, an overvalued exchange rate
means lower profits for exporters since their patdlare valued less when measured in
Kwacha, and tougher competition for companies finatiuce goods that can be imported,
since foreign goods are cheap compared to domigticaduced goods. As a result, there is
less investment and job creation, and lower wagdsreover, the incentive for
diversification and innovation is reduced. If theeation of decent jobs is a policy goal,
Malawi needs to reconsider its current exchangepalicy.

and international markets

A related issue is connectivity to regional and regas markets. There is a long-
standing need for improved regional and domesticle facilitation through the creation
corridors. Although, many issues can be dealt Vatally, improved connectivity can to a
great extent only be achieved by close collabanatigth neighbouring countries. One
suggestion is to work hard to persuade donors {p fieance required infrastructure
investments in neighbouring countries that mostigdiit Malawi.

Few if any markets work perfectly, making it ne@ggor Governments to intervene in
different ways. Interventions should be in the foofregulation of standards, such as
occupational safety, quality control, etc. In Malatis common to fix minimum prices of
some goods. This might have beneficial effectsstdlers, but the policy is likely to deter
firms from expanding production and new investoosrf entering the market, thus affecting
job creation. Moreover, it might even hurt the esed] whom it is supposed to defend. Recent
interventions seem to have had such effects, thysadting on job creation in the
agribusiness sector. If needed, support to setietdd be achieved through many other
means, such as subsidies.
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Minimum wage adjustments

Finally, the current policy is to revise minimum ges every three years. As a result
they fluctuate greatly when measured in terms wiege earners actually can buy since
inflation erodes their real value. Moreover, ovee three-year periods, labour cost varies
greatly for firms that base their wages on minimuages. Thus, minimum wages should be
revised annually, possibly with help an automatjsstment cause to avoid long having
negotiations every year. Moreover, compliance agfimum wages should be ensured.
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Appendices

Appendix 1: List of People and Organization Met in the
Study

= Office of the President and the Cabinet, Mrs P.diay Director of Policy Research

= Ministry of Industry and Trade, Harrisson J.K. Mardi, Director of Trade, Phil Stevens,
Trade Economist

= Employers Consultative Association of Malawi (ECAM)rs. Mwale

= Ministry of Development Planning and Cooperatioliff &. Chiunda, Director,
Development Division

» Ministry of Education, Science and Technology, anidongera, Director of Planning
Services

= Department of Human Resources Management and Oeweldt, Mr Mwamulima,
Deputy Director of Research and Planning

= Ministry of Youth Development and Sports, Alick Kalima, Deputy Director of Youth

= Ministry of Labour, Minister of Labour, Yunus Musdrinciple Secretary Ministry of
Labour, Andrina F. Mchiela, Deputy Labour Commissr, Michael C. Mwasikakata,
Brain Ngoma, Director of Planning, Directors Megtion Policy, including Directors and
officials from Planning, OSH, and Labour Services

»= Ministry of Disabled and the Elderly, Director daRning, Felix Sapala and Mr. Max S.
Nyirenda, Head of Disability

* IMF: Dr. Reza Kibria (IMF/East Africa Regional Trang Assistance Programme), and
Patrick Grady (Global Economics Ltd, Ottawa)

= UNDP: Basudeb Guba Khasnobis, Sr. Economic Advéasst,Venge Nyirongo, UN
Coordinator

= Ministry of Gender, Children and Community Servidels. Mphande, Director of
Planning

= Royal Norwegian Embassy, Britt Hilde Kjol&s: $ecretary, Country Economist and
Anita Deppe, Local Programme Officer, Governance.

= TEVETA: Yusuf Alide, Ex. Dir., Mr. Hasimi, Dir. Planing, Modesto Gomani, Head, Plan
& Mon

= Ministry of Health, Mr. Zimpita, Director of Planmg

= Malawi Investment Promotion Agency, Executive DioecJ. R. Kaphweleza Banda,
Acting General Manager

= National Statistical Office (Zomba), Commissionkir (Machinjili), Chief Statistician
(S.Kanyandana), Sr. Statisticians (Angela Msosan@gaphy; Derik Zanera, Agriculture
and Welfare Monitoring Survey; Mr. Ndawala, Ann&&lonomic Survey; Mr Alick
Mponda, International Trade

= Nutrition & HIV, Dr. Mary Shawa, Principle Secreyar

= Ministry of Finance, Director of Finance and Adnsitnation, Ben Botolo

= Malawi Confederation of Chambers of Commerce, Edhamgwera, Development
Manager and Albright Mchena, Trade Analyst

= NSO National Accounts, Mrs Lizzie Chikoti, Chiefa8stician, Ann-Kristin Braendvang,
Project Manager

= European Commission, Alan Mundy, First Secretaslylh Banda, Economist

= National Aids Commission, Blackson Matatiyo, ReshaDfficer

=  UNFPA, Gift Malunga, Deputy Representative, Juliaonaguzi, Programme Officer, Mr
Jason Onsembe, Technical Expert
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= Ministry of Trade and Industry, Mr Mandinin, Yout8ivil Service (HR Management),
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=  World Bank, David Rohrbach, Senior Agricultural Bomist, and Mr Kwalingana
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Appendix 2: Employment in 1998: Information from the
1998 Population Census

The 1998 Population Census provides informatioruabee activities of the working
age population, which can be used. It is of cotingemost comprehensive data source in
Malawi, and comparing results with those from th#& Population Census, when it
becomes publically available, seems like a useker@se. There are, however, several
drawbacks with the information provided. First tire 1998 Census information is only
provided on economic activity for those ovdr years of age, which thus includes children.
Moreover, as in most surveys, there is no inforamtn hours worked and a person is
conserved employed/working if he or she worked esisi one hour during the week
preceding the interview.

Nevertheless, there is some useful information,msarized in Table Al to A3. First,
66 percent of those over 10 years were considaredognically active (Table Al). Out of
these only 0.7 percent were unemployed. This nuriggrights the difficulty of using the
concept unemployment in Malawi; since poverty islegipread and there is no social
security, almost all people work. However, many dot work full time and
underemployment is common. Yet, a large share,eBdept, is also inactive. This number
is high because the working age population is deffims those aged 10 and over.
Consequently, 75 percent of the inactive are stisdehe rest are home workers or non-
workers (Table A2).

Table A3 shows the distribution of the active warkiage population over type of
main employment. Close to 80 percent work as mlimi,subsistence farmers, while close
to 6 percent are self employed, 2.5 percent worfamily business, and as few as 12.9
percent are employees. The main gender differendhat 90 percent of the women are
mlimi, but only 67 percent of the men, reflectimg fact that it is much more common for
men to have other jobs.
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Table A1. Percentage distribution of working population aged 10 years and over by economic activity

All active Working Unemployed Inactive All
Malawi 66 65.3 0.7 34 100
Males 67.4 66.4 1 326 100
Females 64.7 64.2 04 35.3 100

Source: NSO (2002).

Table A2. Percentage distribution of economically inactive population age 10 years and over

Non Home
worker worker Student Other All
Malawi 5.7 15.3 75.6 3.4 100
Males 5 29 88.5 3.6 100
Females 6.3 26.3 64.3 3.1 100

Source: NSO (2002).

Table A3. Working population in 1998; percentage distribution age 10 years and over

Family
Mlimi Employee bus. worker Self employed Employer All
Malawi 78.6 12.9 25 5.8 0.2 100
Males 66.8 212 28 8.8 0.3 100
Females 90.2 4.8 21 2.8 0.1 100

Source: NSO (2002).

Notes: Mlimi is the Malawian term for smallholder. It is reported separately from Family Business Worker and Self Employed since it includes the vast
majority of the working age population.
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Appendix 3: Labour Market Institutions and the
Structure of Education in Malawi

1. Labour Market Institutions

Institutional Framework

There are three key players in the labour markéflatawi namely; the government
through the Ministry of Labour, the Employers Cdtetive Association of Malawi
(ECAM), and the Trade Unions. The Ministry of Lab@loL) initiates industrial relations
legislation, acts as a labour bureau, and alsoaacésgrievance handling machinery. It also
works as a vocational training administrator, irctpe of workplaces. It functions as a
conciliator, mediator, and an arbitrator of labalisputes. Labour officers visit various
places of work to ensure employers observe mininuages, hours of work, occupational
safety, and other conditions of employment. Shertaigpoersonnel, inadequate funding and
transport mean that the MoL lacks the necessanacitgpfor comprehensive labour
inspection, monitoring and enforcement of legisiatthat falls under it. As a result most
employees are exploited by their employers throngh-observance of conditions of
service, occupational safety and other employmegulations.

The Employers Consultative Association of MalawC@M) is the only employers
association recognized by government under thettipg@rtite arrangement. It is a member
of the International Organization of Employers ()O®/ith membership from all sectors, it
currently has over 250 corporate members. Its meshig is voluntary, and it was
established in 1963. ECAM’s primary role is to paigand safeguard the interests of
employers. It represents employers on the Natidmigartite Labour Advisory Council
(TLAC), a tripartite body which is the highest négtion forum on labour issues. ECAM’s
challenges include members’ inadequate technicahpetence on labour issues,
institutional, logistical and financial constraintend the need for new forms of
collaboration with other bodies providing similargices. ECAM’s constituents have had
to grapple with low productivity levels amidst psase for maintaining international
competitiveness on the one hand, and the neeavirdeheir workers appropriately.

Workers have the legal right to form and join traaéons. Union membership is low,
however, given the small percentage of the workedoain the formal sector (about 12
percent), the lack of awareness of worker rights lzenefits, and a resistance on the part of
many employees to join unions. Only 13 percentegigte employed in the formal sector
belong to unions. Unions may form or join fedenasioand have the right to affiliate with
and participate in the affairs of international Wens' organizations. There are two union
federations, the Malawi Congress of Trade Union€T\W) and the Congress of Malawi
Trade Unions (COMATU). The MCTU is currently the shaepresentative of the two
existing trade union federations. There are 26steggd trade Unions, of which 22 are
affiliated to MCTU and two to COMATU respectiveliwvo being independent. MCTU's
22 affiliates account for approximately 200,000 rbens in different sectors of economy.

Legal Framework

Since the advent of multiparty democracy in 199#tiols over labour markets have
been loosened and governmental interventionismifsigntly reduced. The current
legislative mandates of the MoL are stipulatedhie Laws of Malawi and derived from
some 29 ILO conventions and recommendations thatawlaratified. The labour
legislation in Malawi comprises the Labour RelasoAct of 1996 (CAP 54:01);
Occupational Safety, Health and Welfare Act, No @fL 1997 (CAP 55:07); the
Employment Act, No 6 of 2000 (CAP 55:01); Workersn@pensation Act; and TEVET
Act, No 6 of 1999.
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» ThelLabour Relations AdiNo 16 of 1996) replaced the Trade Union Act of88&d the
Trade Disputes (Arbitration and Settlement Act @0oof 1952)) and heavily drew from
ILO Conventions No 87 and 98. This act providestifier formation of trade unions.

= The Employment Act (No 6 of 2000) is comprehenégggslation on employment that
drew from and replaced earlier legislation thautatpd employment especially the
Employment Act, the Regulation of Minimum Wages &uhditions of Employment Act
(No 14 of 1964) and Employment of Women Young Peiead Children Act (No 22 of
1939 as amended in (1963)). According to its tttie, objective of the Act is “to establish,
reinforce and regulate minimum standards of emptywith the purpose of ensuring
equity necessary for enhancing industrial peaazlaated economic growth and social
justice”.

= The Workers’ Compensation Act (No 7 of 2000) maessision for compensation for
injuries suffered or diseases contracted by worketise course of their employment or
for death resulting from such injuries or disea#fesso provides for the establishment and
administration of a Workers' Compensation Fundhdligh it has yet to be functional, the
Workers’ Compensation Fund was designed and eradistagbe a natural springboard for
a national social security system.

= The Occupational Safety, Health and Welfare Act Mmf 1997) replaced the Factories
Act (amended) of 1980 and makes provision for dglation of conditions of
employment in workplaces with regard to safety Jtheend welfare of employees; for the
inspection of certain plant and machinery; for phevention and regulation of accidents
occurring to persons employed or authorized tangm the workplace, and for some
related matters.

Dispute Resolution

Industrial Relations Court (IRC) arbitrates ovedrsdadisputes between employers and
employees. The IRC’s decision “shall have the storee and effect as any other decision
of a competent court” (s.75). It is chaired by galeexpert and is composed of an equal
number of employers (5) and unions (5). The IRGe$aserious challenges. Insufficient
human, financial, material and technical resoutesler it from dispensing justice in a
timely manner. Furthermore, the IRC and its judgeimiseem to rank as secondary within
the judicial system, thus highlighting a flaw iretbnforcement of legal aspects of decent
work. The absence of an independent alternativautisresolution (ADR) mechanism has
exacerbated the situation. The MoL in spite oté@pacity problems tries to act as an ADR.
Additionally, the rapid pace at which employmeniatienship practices are changing in
Malawi and in the world at large, and the inabiliiylocal laws to respond to some of the
new practices efficiently and effectively, has madekers vulnerable to abuse.

2. Structure of Education

In general, basic education has three main compsngarly Childhood Development
(ECD); adult literacy, including out-of-school ybutiteracy; and primary education. In
Malawi however, basic education is synonymous omith primary education. Indeed,
while ECD is part of infant care and support, adult out-of-school youth literacy are
considered non-formal education. The formal edooagiystem in Malawi follows an 8-4-4
structure: eight years of primary education (StathdaStandard 8), four years of secondary
(Form 1-Form 4), and four years of university-legelcation. At the end of their primary
education, students take the Primary School Leawegtificate Examination (PSLE),
which determines their eligibility for entry intesondary school.

Public school secondary students attend either GoritynDay Secondary Schools
(CDSSs, previously MCDE) or Conventional Secondliools (CSSs). At the end of two
years of secondary education, pupils take the maltidunior Certificate of Secondary
Education (JCE), which is followed by the Malawh®8ol Certificate Examination (MSCE)
two years later.
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Tertiary education is provided by an array of edocal institutions, including
primary and secondary teacher training collegehnieal and vocational training schools,
and university colleges. For university entrance &or the secondary teacher training
college, an MSCE certificate is required. For pryni@acher training, the policy is to take
MSCE graduates, but those who passed the JCE rmsaybal accepted. Technical and
vocational training can start after either JCE GOE.

Primary, secondary, teacher, and higher educagiaidfall under the authority of the
Ministry of Education Science and Technology. E@Malawi falls under the authority of
the Ministry of Women and Child Development andteors programs for children from
birth to age five. Its main purpose is to protduidren’s rights and foster full cognitive,
emotional, social, and physical development. Exasplif ECD activities include opening
preschool centres, recruiting caregivers, and piogi instructional materials and some
nutrition. ECD services are categorized into tweels. The first—baby care centres for
children aged 0-2 years—is usually offered by theape sector. The second level-for
children aged 2-5 years-is either provided by tfieape sector (preschools/nurseries) or the
public sector (community-based childcare centragd the government contributes by
training caregivers and sometimes providing ingtomal materials.

Adult literacy tries to give adults (aged 15 years and older) cors® chance at
learning opportunities that may have been missednwthey were young. The programs
teach the specialized knowledge, skills, and altituthat are needed to independently
engage in active citizenship. Improving adult gy in Malawi involves opening adult
literacy classes, recruiting instructors, and pitmg teaching and learning materials. It also
involves giving adults opportunities for post-laey activities that may include easy
reading booklets, skill training, and informatioboat small-business management. These
programs are free but provided by both governmeatal non-state entities, including
NGOs and private-sector and faith-based organizstio
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Appendix 4: Surveys and Data on Employment

Below we present surveys and data sources on employment in Malawi.

Surveys

Years

Note: Employment/Labour

Census

Business Enterprise Surveys
National Gemini Survey (enterprise)
Quarterly Employment Inquiry
Labour Market (demand) Survey

Employment and earnings surveys

Welfare Monitoring Survey

Integrated Household Survey
(IHS)

Demographic and Health

1977, 1987, 1998, 2008

20086, 2009
2000
Up to 1993
2008

Annually to 2000

2005, 2006, 2007, 2008

2004/2005, 2010

1996, 2000, 2004, 2010

NSO (every decade)

Occupations, employment, emigration in
addition to demographics

World Bank, Firm data on employment
and labour costs

NSO (one off survey), data on micro and
small enterprises

NSO

MoE/TEVETA

Immediate and long term skill demands
based on a questionnaire to industries.
NSO. Stopped due to poor quality
business register; register under
construction and this may resume in 2011
NSO, annually, (subset of IHS) data on
employment and sectors

NSO, 12,000 households

Every 5 years, Data on income,
occupations, hours of work, etc.

NSO/ Min of Health,

Household survey, focus on women. Data
on occupations, days of work lost to
illness, wealth, etc.

Agricultural Census 2006 NSO/Min of Agric
Data on full range of agricultural work
Labour Force Survey 2010/2011 NSO/ Min of Labour
Questionnaire not yet available
Annual Economic Survey Annual Aggregate information about medium and
large scale formal firms
FinScope 2008 2008 NSO/ FinScope

Data on economic activities and income
for individuals
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Appendix 5: Tables on Time Use

Table A4. Boys (age 5 to 15) work time by time and categories recorded in IHS2 in rural areas

Cooking Helping Casual
laundry, Collecting Running  with part-time &  Total  Total
and Collecting ~ fire-  agricultural non-ag. non-ag. ganyu salaried work  work
cleaning water wood work business business work work (mean) (median)
March 2004 0.9 0.9 0.1 2.7 0.2 0.3 03 03 5.6 0.0
April 2004 1.2 1.0 0.3 47 0.1 0.3 03 041 8.0 3.0
May 2004 0.9 0.9 0.5 2.6 0.3 0.1 03 041 5.6 0.0
June 2004 1.1 1.3 0.4 25 0.1 0.1 02 0.1 57 0.0
July 2004 1.0 1.4 0.2 1.9 0.1 0.2 05 02 5.6 0.0
August 2004 1.3 1.4 0.3 3.2 0.0 0.2 02 02 6.9 0.0
Sept. 2004 1.3 1.2 0.2 21 0.1 0.1 02 02 53 0.0
Oct. 2004 0.9 1.0 0.2 3.0 0.0 0.1 03 00 5.6 0.0
Nov. 2004 15 0.9 0.3 45 0.0 0.0 03 041 7.6 2.0
Dec. 2004 0.9 1.2 0.4 7.7 0.1 0.0 09 01 113 4.0
Jan. 2005 0.8 1.2 0.1 2.7 0.0 0.2 01 00 5.0 0.0
Feb. 2005 0.8 1.2 0.2 3.5 0.0 0.1 03 00 6.1 0.0
March 2005 1.2 1.0 0.4 2.7 0.1 0.0 02 02 6.0 0.0

Source: Wodon and Beegle (2006) and IHSII.

Table A5. Girls (age 5 to 15) work time by month and categories recorded in IHS2 in rural areas

Cooking Helping Casual
laundry, Collecting Running  with part-time & Total  Total
and Collecting ~ fire-  agricultural non-ag. non-ag. ganyu salaried work  work

cleaning water wood work business business work  work (mean) (median)
March 2004 3.6 32 0.9 22 0.3 0.6 03 03 113 6.0
April 2004 38 35 1.2 1.2 0.2 0.5 02 00 130 7.0
May 2004 3.0 3.2 0.8 0.8 0.1 0.1 02 00 9.4 7.0
June 2004 27 29 0.8 0.8 0.1 0.1 04 0.1 8.4 3.5
July 2004 3.3 35 1.0 1.0 0.1 0.2 05 00 9.7 45
August 2004 4.0 44 0.9 21 0.0 0.3 01 01 121 7.0
Sept. 2004 29 37 0.9 1.2 0.0 0.2 00 041 9.0 7.0
Oct. 2004 3.3 34 11 22 0.2 0.1 01 00 103 7.0
Nov. 2004 3.2 34 0.7 3.3 0.0 0.1 00 01 108 7.0
Dec. 2004 3.0 3.6 1.1 6.9 0.1 0.0 07 00 154 10.5
Jan. 2005 25 3.8 0.4 3.2 0.1 0.0 01 00 103 7.0
Feb. 2005 23 3.5 0.6 29 0.0 0.0 01 00 9.4 3.5
March 2005 3.2 3.0 0.9 2.8 0.0 0.0 01 01 101 3.5

Source: Wodon and Beegle (2006) and IHSII
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