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1. The dominating feature of the economy in 2004 was a huge domestic debt that
was 25 percent of Gross Domestic Product (GDP) and high interest rates pegged to a
bank rate of 35 per cent. Inflation was double digits, accompanied by a large liquidity
overhang as a result of huge Government domestic borrowing. As a result, the
International Monetary Fund (IMF) and other donors suspended their programmes in
Malawi. Consequently, Malawi was characterised by abysmally low growth rates that

averaged three per cent per annum.

2. The cornerstones of all the budgets that came after 2004 were as follows;
reduce the domestic stock of debt, interest rates, inflation and stabilise the exchange
rate; and put emphasis on development against consumption. We were set to attain
economic growth rates of 6 percent, at the minimum, and to continue with the policy of
poverty reduction that aimed at empowering the poor to participate vigorously in the
economic activities of the nation. Government has continued to reform the tax system

S0 as to improve business environment and to create a fair tax system.

3. Malawi's success in macroeconomic management has been commended by
many including the international community. The stock of domestic debt has been
reduced from 25 percent to about 11.5 percent of the GDP in four years. Interest rates
fell progressively and reached a low of 15 percent in November, 2007. These low
macro-economic aggregates have permitted the stabilisation of the exchange rate at
the prevailing rate of K140 per US Dollar for more than 3 years. This success of
macroeconomic management, was rewarded by the international community by
according Malawi the status of Highly Indebted Poor Country (HIPC) Completion point
on the basis of which both our multilateral and bilateral external creditors cancelled a
huge amount of our external debt. As a result, for three successive years, Malawi has

attained growth rates of over 7.0 per cent.



Fiscal Performance Under The 2007/08 Budget

Revenue and Grants

4, The approved 2007/08 budget total revenue and grants that were estimated at
K163.9 hillion, is being revised to K174.9 billion because of higher tax collections and
larger grant receipts: of this K11.1 billion total increase, K4.9 billion is from domestic
revenue and K6.2 billion is additional grants. Nonetheless, Government departments
collected K800 million less than the targeted non-tax revenue. Malawi's development
partners have demonstrated their confidence again in our country by increasing
pledged grants of K65.7 billion which Parliament approved for 2007/08 to K71.8 hillion.

Expenditure

. The approved estimated total expenditure for 2007/08 was K173.6 billion which
has been revised upwards by K10.2 billion. This increase was almost exclusively due
to escalated costs of the Input Subsidy Programme which includes subsidies of
fertilizers and seeds. The cost of the combined programme in 2007/08 was K4.2
billion more than the budgeted figure of K11.5 billion. We expect to finish the financial
year with a slightly lower overall fiscal deficit since the increased resources at K11.1

billion were more than the cost escalations of K10.2 hillion.

The 2007/08 Development Programme

6. The total expenditure overrun of the development account of the 2007/08
budget was K5.3 hillion of which K4.2 billion were escalations in the cost of the
domestically funded development programme. The unprogrammed expenditure was
particularly evident in the road sector. Notable projects include the construction of the
Bunda-Mitundu road which is underway and the completed Mponela-Ntchisi and
Nkhoma-Kamphata roads. Furthermore, construction works have commenced on the

Lumbadzi-Dowa road, Chitipa-Karonga road, Mzimba-Kafukule-Ekwendeni-Njakwa



road, Bangula-Nsanje-Marka as well as the Chilinga-Chiradzulu road.  The
rehabilitation of Liwonde-Mangochi-Monkey Bay has also commenced. However,
shortage of funds; this year prevented the commencement of construction works for
both the Kasungu-Msulira and the Old Airport-Kasiya roads. The Jenda-Endingeni-
Euthini and the Rumphi-Nyika roads could commence as soon as resources become
available given that feasibility studies have been completed. Over and above this
programme, work is underway at the rehabilitation and construction of road systems in

the cities of Lilongwe, Blantyre and Mzuzu.

7. In the Education Sector, the rehabilitation of Blantyre, Dedza, Lilongwe Girls’
and Mzuzu Secondary Schools has commenced. Work is also proceeding on a
number of World Bank projects as well as domestically funded projects. In the health
sector, plans have progressed sufficiently well for the construction work of both Nkhata
Bay and Phalombe district hospitals to commence in 2008/09. This could also include
the commencement of construction works for the new district hospital at Dowa. The
Ministry of Irrigation and Water Development on the other hand, constructed twenty
small community dams across the country. Moreover, the Ministry constructed about

2,000 water points, consisting of boreholes, piped water tap points etc.

World Economic Outlook

8. The global economic context of the 2008/09 budget is that the world economy
has continued to be generally depressed because of the financial crisis that was
originated by the sub-prime loan crisis in the United States of America (USA) as well
as hikes in both oil and food prices. In the event, global output is projected to slow
down to 1.3 percent in 2008 from 2.7 percent in 2007. Despite this world economic
outlook vibrant economic activity in the Asia sub-region continues. China for example,
registered a growth rate of 11.4 percent in 2007 and is expected to grow by 9.3 per

cent in 2008 and 9.5 per cent in 2009. The African Region whose growth is expected at



6.5 percent in 2008 and 6.9 percent in 2009 has not been affected adversely by the
downturn of world economic conditions. Malawi forecasts a high growth rate of 7.5

percent in 2008 and almost a similar rate in 2009.

Developments in the Malawi Economy

9.  Driven mainly by small-scale agriculture, construction, transport and
Communication sectors, the Malawi economy will have grown by more than 23 percent
between 2005 and 2008 end. The ratio of investment to GDP in Malawi rose to 28.1
percent in 2007 and is expected to stand at 24.4 percent in 2008. This contrasts
sharply with the rate of investment that averaged 14.4 percent of GDP between 1997
and 2004. Prospects are also good in the external sector where Malawi's trade
balance improved by about 3.0 percentage points to a deficit of 14.9 percent of GDP in
2007 from 19.6 percent and 17.4 percent in 2005 and 2006, respectively. The
improvement is attributed to increased exports which for the first time, since
independence, climbed above the US$600 million mark to US$705.0 million in 2007,

The 2008/09 Budget Perspectives

Medium Term Pay Policy

10.  Government has been implementing a Medium Term Pay Policy since the
2004/05 financial year, representing one of the tools for improving governance in the
Public Service and enhancing its effectiveness. The policy seeks to eradicate the wide
disparity between salary levels of low and middle staff on the one hand, and senior
officers. With this policy, all allowances have been consolidated with core salaries in
order to boost the salary pension base that leads to higher pension benefits.

Government has established a Public Service Remuneration Board to assist in the



implementation of this policy. As part of the implementation of this policy, the 2008/09
budget includes a proposal of a general salary increase of 20 percent that would be
effective on July 1st 2008.

The Subsidy Programme and Food Security in 2008/09 Budget

11.  Government intends to continue with this extremely valuable programme. Due
to increased fertilizer prices, this year's cost of subsidizing fertilizers and maize seed
is projected to increase from K10.7 billion (revised to K14.5 hillion) to K17.8 billion for
the fertilizer subsidy and from K800 million (revised to K1.2 billion) to K1.7 billion for
maize seed. Furthermore, Government intends to increase maize storage capacity
and resources have become available for the construction of two more silos in Mzuzu
and Luchenza. Government has also commenced the construction of 600 metal

storage facilities that will be scattered across the country.

Crop and Weather Insurance Scheme

12.  Government has been operating a Crop Insurance Scheme in the country under
a buy-back arrangement. The premium for this insurance scheme has been paid for us
by the United Kingdom’s Department of International Development (DFID). Over and
above this crop insurance scheme, we have agreed to pilot a World Bank “weather
insurance scheme” whose premium will also be paid on our behalf by DFID. Malawi is
the first country chosen to pilot the scheme and if it works well the World Bank will

replicate it in other countries.

Public Participation in the 2008/09 Budget

13.  The consultations we carry out each year before the budget are an important

element in the budget process, and also in the wider engagement between



Government and key groups such as the business community and civil society.
Through these fora, many serious reforms have been discussed and implemented. We
appreciate all contributions made but not all of them have been incorporated into this

year's budget.

Alignment of the 2008/09 Budget to the MGDS

14.  This is the second budget to have been prepared as a tool for achieving the
objectives and goals of the Malawi Growth and Development Strategy (MGDS). The
2008/2009 allocations are clearly displayed in the budget documents in line with
thematic areas of the MGDS. The figures in the 2008/09 budget show that if wages
and salaries are excluded, 73 percent of the budget activities are in support of MGDS

goals.

2008/09 Budget Framework

15.  The underlying assumptions of the 2008/09 budget are that nominal GDP will
increase from K526.3 billion in 2007/08 to K588.7 billion in 2008/09 and that growth
rate will remain above 7 percent in 2008/09. The average inflation during the financial
year 2008/09 is projected at 6.5 percent and that interest rates will fall to an average of
12.5 percent. Malawi stands to gain from the world food price hikes if it continues to
export food materials. However, petroleum imports, which are expected to rise from
US$178 million in 2007 to US$190 million and US$200 million in 2008 and 2009

respectively, could moderate the desired deceleration of the inflation rate.

16.  Using these underlying assumptions, the amount of resources in the 2008/2009
budget that comprise revenues and grants is estimated at K208.1 hillion, representing
an increase of 27.0 per cent over the approved 2007/08 budget and 19.0 per cent over
the revised estimates for that year. Total domestic revenue is estimated at K118.2

billion of which tax revenue is estimated at K107.3 billion representing an increase of



24.5 per cent over the revised estimate for 2007/2008. Pledges of grants amount to
K89.9 hillion for the 2008/09 budget which represents a 36.9 per cent increase over the
2007/08 figure and 24.0 percent over the revised figure of K71.8 billion.

Expenditure

17.  The total budgeted expenditure for 2008/09 is estimated at K229.2 bhillion, and
K172.1 billion, representing 75 percent of the total expenditure, will fund the recurrent
programme of the budget while the development account will constitute 25 per cent of
the budget.  The recurrent account has thus been increased more than the
development programme from 66 percent of last year's budget, while the development

account share of the budget has deteriorated from 33 percent of the budget.

Overall Budgetary Balance

18.  The budget this year has a planned overall budgetary deficit of K21.1 bhillion
which represents 3.7 per cent of GDP as compared to 1.9 percent of GDP last year.
However, this year Government intends to withdraw the sum of K22.9 billion from
outstanding external loans, including a loan of K4.1 billion from India. The budget
envisages some domestic borrowing through issuance of long-term Treasury Bonds as

a way of deepening the financial market.

Notable Resources Allocation in the 2008/09 Budget in line with the MGDS

Agriculture and Food Security

19.  This year, the Ministry of Agriculture and Food Security has been allocated the

largest amount of resources of K32.2 billion (14 percent of the total budget) as

compared to last year's allocation of K20.8 hillion. K24.9 billion of this amount is for



recurrent expenditures. The allocation to the combined fertilizer and seed subsidy
programme is K19.4 billion against last year's budgeted figure of K11.5 billion. K2.2
billion for domestic maize purchases will be spent by the National Food Reserve
Agency (NFRA). The sum of K7.3 billion out of the total allocation to the Ministry will be
spent on agricultural development projects, including the construction of grain silos at
Luchenza and Mzuzu and the installation of 600 metal food storage facilities that are

being constructed across the country.

Irrigation and Water Development

20.  The allocation to the Ministry of Irrigation and Water Development has been
increased by approximately 50 percent to K7.7 billion. Of this amount K7.3 billion will
fund that Ministry’s development programme in support of food security. This year, it is
expected, inter alia, to construct some additional 16 earth dams and to construct and

rehabilitate approximately 290 boreholes.

Road Sector

21.  This year approximately K15 billion will be spent on road construction,
rehabilitation and maintenance. Resources designated for road maintenance have
been reclassified as a recurrent activity and not as a part of the development
programme as was previously the case. The actual cost of the road development
programme is therefore K11.0 billion and K4.0 billion has been earmarked for road
maintenance.  The programme includes some 20 roads that are spread all over the
country and at different stages of construction and rehabilitation. Discussions are
underway with the African Development Bank (ADB) to fund the reconstruction of the

Blantyre-Zomba road.



Energy

22.  The Government is continuing discussions with donor institutions, particularly
the Wold Bank, as regards a number of prospective hydro-electric power projects. It is
expected that feasibility studies can be conducted followed by the construction of large
Hydro Electric Power Projects along Ruo and North Rukuru Rivers. It is expected that
these projects apart from Kapichira Project and the rehabilitation of Tedzani and Nkula
Falls, could together provide more power than we need and launch this country as a

power exporter.

Rural Development

23. The Clinton-Hunter Foundation and the United Nations Development
Programme have programmes that are supporting rural development programmes in
Chitipa, Ntchisi and Chikwawa and Government is supplementing these programmes
by constructing infrastructure in rural growth centres with a proposed amount of K860.5
million in the 2008/09 budget. These resources will support traditional rural
communities, to initiate their own projects such as the construction of classrooms,
teachers’ houses and boreholes on a self help basis, with traditional leaders at the
core. In recognition of this, Government has completed the review of chiefs’ honoraria.
Honoraria for Paramount Chiefs, Senior Chiefs, Traditional Chiefs and Sub-Traditional
Chiefs will remain unchanged. However, Group Village Headmen and Village
Headmen that now receive K1,000 and K500, respectively per month will have their

honoraria increased to K5,000 and K2,500, respectively.

Social Sector

24. In the 2007/08 budget, approved pro-poor expenditures amounted to K49.8

billion and are now revised to K58.8 billion. Pro-poor Expenditures in the 2008/09
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budget amount to K80.9 billion which is 34.3 percent of total expenditure, an increase
of 60.0 percent over the 2007/08 budgeted total pro-poor expenditures and 33.3

percent over the revised figure.

Health

25.  The total allocation to the Health Sector excluding expenditure of the National
Aids Commission (NAC) is K31.4 billion and is K5.3 billion more than the previous
year's allocation, being the second largest allocation in this budget. Of this total
allocation, K8.0 hillion will be administered by District Assemblies. The allocation to
the capital budget is K6.8 billion. Among the projects which these resources will fund
is the construction of the Dowa, Nkhata Bay and Phalombe District Hospitals whose

construction should start in the course of the 2008/09 financial year.

Education

26.  The Education sector has the third largest allocation of K26.1 billion. It includes
two public universities and a number of institutions of higher learning. Expenditure on
Secondary School Education will amount to K1.2 billion including an expenditure of
K316 million on teaching and learning materials excluding University Education.
Tertiary Education is estimated to cost K1.2 hillion that includes an expenditure of
K574.6 million for teacher training education for primary school teachers to a degree

level.

27.  The development programme in the Ministry of Education will cost K3.5 billion
and includes the rehabilitation of four model secondary schools namely Blantyre,
Dedza, Lilongwe Girls and Mzuzu Government Secondary Schools and the
construction of girls’ hostels, and the rehabilitation of a number of day secondary

schools. The total amount of the allocation to the two universities is K6.4 hillion. Within
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this figure K360 million has been allocated to the University of Malawi to continue with
the programme of the rehabilitation of buildings in its constituent colleges and a further
K150 million has been allocated to Mzuzu University for its development activities. The
money will also cover 20 percent general salary increases for the two Universities in
the 2008/09 financial year.

Miscellaneous

28.  In the allocations of the Ministry of Foreign Affairs, Personal Emoluments has
been increased by more than 45 percent over the revised figures of the 2007/08
budget. This particularly reflects the increased overseas allowances for the Malawi
Diplomatic staff. For further details for all other votes refer to the detailed budget

documents.

Tax Measures for 2008/2009

29.  The tax measure package that Government is proposing this year contains a
number of further measures to encourage investment in particular sectors, but also to
ensure that the benefits of strong growth and improved effectiveness on the part of the

Malawi Revenue Authority are felt by a wider range of taxpayers.

Value Added Tax (VAT)

30. The standard rate of VAT will be reduced with an initial reduction of one
percentage point from 17.5percent to 16.5 percent. Consequently, VAT being one of

our major revenue earning taxes, this reduction will cost approximately K 2 billion in the

coming year; nonetheless it ensures a competitive tax regime for the country.
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Income Tax

31. In this budget the Government again proposes to raise the income level at
which income tax is paid from K7000 per month to a figure of K9000 per month
Furthermore, Government also proposes to increase the salary level at which the 15
percent rate of income tax begins to be paid from the current K10,000 per month to
K12,000 per month. The higher rates of personal income tax will remain unchanged at

30 percent. The cost of increasing these thresholds as proposed is K1.1 billion.

Removing VAT from Manufacturing and Construction Equipment, and Creation

of New Customs Procedure Codes

32.  Promoting investment has been a major theme of tax policy throughout the
period of this Parliament, therefore, Government proposes to zero rate VAT for most
machinery used in manufacturing and construction, at an estimated cost of MK 190
million in the coming year. At the same time we propose to remove duty where it still
exists on these same duty lines, at an additional estimated cost of MK 80 million. The
Malawi Revenue Authority is publishing a comprehensive list of the industrial
equipment and machinery that will be covered by this removal of both VAT and

Customs duties.

33.  Government also proposes the introduction of new Customs Procedure Codes
allowing importation of capital equipment, other than road vehicles, free of duty and
VAT by electricity, telecommunications and water utilities; the mining industry, and the
dairy farming industry. Another proposal is for both a new Customs Procedure Code
exempting from duty and VAT materials imported for the construction of petroleum
storage facilities, and the creation of a 100% first year allowance for such investments,

but in both cases these incentives will apply only for a period of two years.
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Tobacco measures

34.  This budget aims at attracting investment into value adding in the tobacco
industry within the country. This will be achieved by firstly dealing with the problem of
smuggling through the introduction of a system of tax stamps. These will be attached
to any cigarette packet for it to be legally sold within the country. We have also decided
to move our duty system to one based on the quantity of cigarettes being imported or
produced, rather than a system based on value as at present. This will be far much
easier to administer through a system of tax stamps. At the same time, however, we
propose to introduce a major incentive for value-addition, in the form of a much
reduced rate of Excise to be charged on cigarettes that contain at least 70% Malawian
tobacco. The duty on such cigarettes will from midnight tonight be equivalent to US$9
per thousand sticks for hinge lid packet and equivalent of US$6 per thousand sticks for
a soft packet. While the combined effect of the new excise rates and the introduction of
tax stamps is expected to be a gain of K600 million, there would be loss of revenue in

the future if cigarette producing factories were to open in Malawi.

Excise Tax on Mobile Airtime

35.  Another area of Customs duty where smuggling and evasion has been
widespread has been in the importation of mobile telephones. In this area we are
removing both Customs duty and excise tax from handsets, but introducing a domestic
Excise tax of 10% on airtime. To allow companies to adjust their accounting systems,
the new Excise tax on airtime will take effect from 1st June 2008, though the removal of

Excise tax on handsets take effect at midnight tonight.
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Taxation of Gaming/Betting including Lotteries

36. A further sector of the economy where the tax regime has not been operating
well is that of gaming/betting including lotteries. . For this reason, we propose to
exempt gaming/betting including lotteries activities from VAT and in its place create a
simple new excise tax of 10% on the amount being bet or staked by players which will
be easier, both to calculate and to collect. The Excise tax will apply on the bet, stakes

or wager in any form of betting or gaming, including lotteries and gaming machines.

Fish Farming and Trawlers

37.  Fish is an essential source of protein in the country, and yet catches from the
Lake have been declining over recent years. One way in which this trend could be
reversed is through increased effort to catch fish in deeper areas of the Lake, but such
an approach requires significant investment. To support this effort we have decided to
remove both duty and VAT from trawlers. A second way in which access to protein in
the form of fish could be increased is through the increased use of fish farming, and we
have decided to support this sector by introducing a Customs Procedure Code allowing

the importation of specialist equipment for fish farming free of both duty and VAT.

Hessian Sacks, Testing Equipment, and Cycle Ambulances

38.  We have decided to remove altogether the duty on Hessian sacks and testing
aflotoxin testing equipment used for groundnuts. Again within the Agriculture sector, to
counter the problem of damage to crops both while growing and after harvesting, from
midnight tonight Customs duties are removed from all insecticides, fungicides,

herbicides and pesticides.
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39.  To support the Health Sector, a further duty measure we are introducing is to
allow the importation of both motor and pedal cycles free of duty where these have

been specially adapted for use as ambulances in the District Hospitals.
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2007-08

Approved 2007-08 Revised 2008-09 Estimate
Total Revenue and Grants 163,862 174,922 208,071

1. Domestic Revenue 98,207 103,093 118,166
1.1 Tax Revenue 86,200 92,953 107,300
1.2 Non Tax Revenue 12,007 10,140 10,866

of which : Maize Sales Revenue 2,000 1,141
: RBM Dividend - -

2. Grants 65,655 71,829 89,905
2.1 Programme/Budget Support 11,120 14,527 19,440
2.2 Project 31,190 31,633 28,318
2.3 Dedicated Grants 23,345 25,669 39,147

Insurance Premium 470
SGR - - 530
DFID/EU/NORAD Seed 1,500 2,718 3,562
NAC 10,280 12,628 18,271
Health Swap 11,565 10,263 16,314
2.6 Elections 3,000
Total Expenditure and Net Lending 173,595 183,776 229,241
Total Expenditure 173,703 183,884 229,241
3. Total Recurrent Expenditure 110,434 115,289 172,121
3.1 Wages and Salaries 30,386 30,659 37,250
of which Health Swap 1,183 1,456 1,748
3.2 Interest Payment 12,684 11,597 16,169
Domestic 11,959 11,000 15,368
Foreign 725 597 801
3.3 Other Current Expenditures 67,364 73,032.6 118,702
3.3.1 Other Purchases of Goods and

Services 40,170 40,254 76,608
i. Generic Goods and Services 28,953 30,736 38,564
of which census 90 1631 1,531
ii. Health Swap 7,782 7,782 11,966
iii. Elections 1,100 600 5,000
iv. Other Statutory Expenditures 336 935.6 632
v. NAC - 18,271
vi. Crop Purchases 2,000 200 2,175
SGR 2,000 200 2,175
of which ; Insurance Premium - - 470
3.3.2 Subsidies and Transfers 26,694 31,879 41,594
i. Transfers 2,150 2,850 6,232
MRA Retention 2,150 2,850 3,120
RFA (Fuel Levy) - - 3,112
ii. Other subsidies and transfers 24,544 29,029 35,362
Pension and Gratuities 5,500 5,500 6,450

Admarc Markets 10,700
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2007-08

Approved 2007-08 Revised 2008-09 Estimate
Transfers to NFRA 800
Fertiliser Subsidy 10,700 14,500 17,780
Maize Seed 800 1,200 1,650
NFRA Operations - 0 360
Subventions 7,544 7,829 9,122
3.3.3 Arrears Expenditure 500 900 500
4. Total Development Expenditure 63,269 68,595 57,120
4.1 Domestically Financed Projects (Part Il) 10,389 14,609.0 13,037
4.2 Foreign Financed Projects (Part I) 52,880 53,986 44,083
of which Health Swap 2,600 1,025 2,600
Net Lending -108 -108 -
Lending
Repayment -108 -108
Overall Balance including grants 9,733 -8,854 (21,170)
Augmented balance -9,733 -8,854 (21,170)
5. Financing (Net) 9,733 10,565 21,170
5.1 Foreign (Net) 11,278 10,565 22,863
5.1.1 Borrowing 12,847 12,000 20,358
i. Programme 4,187 3,300 7,193
ii. Project 8,660 8,700 13,165
5.1.2 Armotisation -1,569 -1,435 (1,640)
5.1.3 Other Financing 4,145
5.2 Domestic (Net) -1,545 -1,711 -1,693
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