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ENDORSEMENTS

Mr. Dalitso Kubalasa, Executive Director, Malawi Economic Justice Network (MEJIN)
“Closing the divide in Malawi is about doing things differently by fully operationalizing policy
recommendations to address the huge differences in the quality of life and standards of
living, that separate the minority rich from the poor masses because of extreme inequality.
The study is an in-depth analysis of the critical aspects of governance and socio-economic
factors that are making it difficult for ordinary citizens to fruitfully take advantage of the
available economic opportunities largely due to the way the political and economic power
is exercised and monopolized by a narrow elite. From the different sectors, the study brings
to the fore, the inherent dimensions of inequality, its causes and its consequences, as
well as unpack the public policies and processes that are a part of the problem and ones
that can be part of the solution. Most importantly, the study’s succinct insights stand out. |
recommend this study to policy makers, development specialists, the donors and all those
concerned about the yawning social, economic and political gaps in the modern Malawi
society, all in the quest for progressively doing things differently.”

Hon Grain Malunga, Coordinator, Chamber of Mines; Former Minister of Energy
“Important and insightful paper.....this is an important analysis and policy proposal not to
be missed by government, donors, private sector and non-governmental organizations
working to end poverty and inequality.”

Hon Agnes M. Nyalonje, Vice Chairperson, Public Accounts Committee of Parliament,
and Member of the Parliamentary Committee on Education, Science and technology
“This report is a welcome contribution to the inequality debate started by Oxfam’s 2015
report. With 70% of Malawians living below the international poverty line of $1.90 per day,
with hoe-based rural agriculture having to compete globally with mechanized agriculture,
and with poorly equipped schools and universities having to prepare students to compete
in a knowledge-based global economy, the challenges facing Malawi are many. | would
encourage the newly created National Planning Commission to focus on inequality
reduction as a key indicator for future planning and for the Commission to review and
generate evidence that can integrate inequality reduction within a strategic plan for
national development.”
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HON GRAIN MALUNGA,
COORDINATOR, CHAMBER OF MINES;
FORMER MINISTER OF ENERGY

i =
HON AGNES M. NYALONJE, VICE
CHAIRPERSON, PUBLIC ACCOUNTS
COMMITTEE OF PARLIAMENT, AND
MEMBER OF THE PARLIAMENTARY
COMMITTEE ON EDUCATION,
SCIENCE AND TECHNOLOGY



Closing the divide in Malawi
How to reduce inequality and
increase prosperity for all

EXECUTIVE SUMMARY

Malawi is one of the poorest countries in the world,* with 70% of the population living on
less than $1.90 a day.?A low level of economic development - alongside seemingly regular
shocks - has left the nation’s finances perpetually constrained. The country is stuck in a
deadlock of slow growth which is unequally distributed, where poverty and inequality are
two faces of the same coin. Economic inequality is growing significantly: in just seven years
between 2004 and 2011, the gap between the richest 10% of Malawians and the poorest
40% increased by almost a third.®If inequality continues to rise as it has in recent years, by
2020 1.5 million more Malawians will be poor.“ Even rapid ecanomic growth will fail to tackle
poverty in the country.

A 2015 Oxfamreport, A Dangerous Divide - the State of Inequality in Malawi,® shone a spotlight
on the growing problem of inequality. This new paper presents a vision, roadmap and policy
recommendations for a more inclusive, equitable and prosperous Malawi. It recognizes
that inequality is not inevitable but the result of policy choices made by those with power.
The paper shows that to leave no one behind and get on track to achieve the Sustainable
Development Goals (SDGs), the government must commit to policies which prevent the
country’s elites from appropriating the benefits of economic growth and instead ensure
that benefits are redistributed to all. Breaking out of slow and unequal growth requires
government, decision makers, development partners and institutions to work for citizens,
especially for those living at the margins, rather than serving powerful vested interests
within and outside of Malawi. The success of the roadmap hinges on five pillars:

1. Transparent and accountable government and institutions, and tackling corruption,
replacing the political capture of policy making by a powerful minority with inclusive
political and economic institutions.

2. Areal focus on women’s economic empowerment and gender equality, with an emphasis
on the social and cultural norms that act as a brake on progress.

3. Policy and investment to improve livelihoods of the poorest women and men, delivering
equitable growth, especially in agriculture.

4. Raising public revenues more progressively, notably from wealthy individuals, domestic
and foreign businesses, to reduce inequality and redistribute income; and ensuring
sufficient and quality international aid for the short and medium term.

5. Investing in universal, quality, free public services, such as healthcare and education,
that benefit everyone in society, offer social protection for the poorest and dramatically
reduce inequality.

MALAWIIS ONE

OF THE POOREST
COUNTRIES IN THE
WORLD, WITH 70%
OF THE POPULATION
LIVING ON LESS
THAN S1.90 A DAY.
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In pursuing this roadmap, two major realities need to be confronted: institutional and policy
failures that have in effect prevented the rural poor in particular from escaping poverty; and
major governance shocks, including recession and the ‘Cashgate’ corruption scandal, that
have undermined growth and left a considerable dent in public finances.

Figure 1 A roadmap to tackle inequality in Malawi

A MORE INCLUSIVE, EQUITABLE
AND PROSPEROUS MALAWI

TRANSPARENT IMPROVED PROGRESSIVELY UNIVERSAL, WOMEN'S
AND LIVELIHOODS RAISED QUALITY, ECONOMIC
ACCOUNTABLE AND PUBLIC FREE EMPOWERMENT
GOVERNMENT EQUITABLE REVENUES PUBLIC AND
AND GROWTH AND QUALITY SERVICES GENDER
INSTITUTIONS INTERNATIONAL EQUALITY
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MALAWI'S INEQUALITY CRISIS IN CONTEXT

Inequality between the richest and the rest in Malawi has continued to rise markedly, with
poverty remaining extreme and endemic.® Climate change is compounding the challenges,
with recent droughts and floods likely to have worsened poverty, resulting in one in three
Malawians relying on humanitarian assistance in 2016.’

A
There has been important progress in some aspects of human development, notably the The 2015-2016 ELNifio drought
under-five mortality rate falling by 50% (2004 to 2015) .8 However, increasing economic ;an::;;TliredEonr:psh”;fl,hEggﬁa
inequality is undermining hard-fought progress. At the bottom end of the scale, poverty affected parts of southern and
increased between 1997 and 2010.% About half of the Malawian population was living below central Malawi. Photo: Eidson

the national poverty line in 2010-11, and more than 70% below the $1.90 international Fhegare/Oam n elow

poverty line.’? The most recent household survey points to worsening food insecurity - with
73% of the population not having enough food in the 12 months running up to the survey,
and a decline since 2010 across other indicators of poverty such as access to adequate
housing.!
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Economic inequality also compounds inequalities between men and women. Malawi is one
of the world’s worst countries for the position of women and girls, slipping 20 places in the
latest Global Gender Gap rankings.*? Gender inequality and discrimination is estimated to
cost Malawi $100m in lost agricultural productivity alone.

Malawi has experienced on average positive growth rates over the last decade, but growth
per capita has been negligible, and income growth neither pro-poor nor inclusive - in fact
growth was regressive over the 2004-5 to 2010-11 period, with real incomes of the richest
increasing and those of the poorest decreasing.'®

Figure 2 Annual average consumption growth by decile 2004-2010
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A CLEAR PLAN TO REDUCE THE GAP BETWEEN
RICH AND POOR

Malawi needs a clear National Inequality Reduction Plan to reduce the gap between the
richest and the rest of Malawians. Malawi has signed up to SDG 10, to reduce inequality in
the country. Clear targets need to be set to reverse the increase in inequality levels and
close the gap between rich and poor.

This should be complemented by a robust data collection system to support policy
development, target setting and monitoring of progress.
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TACKLING THE DRIVERS OF INEQUALITY

In order to meet the targets set out in a National Inequality Reduction Plan, and to fulfil
Malawi's commitments under SDG 10, there is a critical need to tackle the drivers of
inequality in Malawi. Inequality is not only a question of income and wealth distribution, but
also concerns inequality of opportunity, such as unequal access to health and education
services. One key driver of economic inequality is power: who makes decisions, and who
holds and controls capital and finance. Oxfam’s analysis identifies two foremost structural
drivers of inequality in Malawi: the political capture of government and public institutions by
the country’s minority elite; and the pervasive social norms that underpin extreme gender
disparities in all aspects of life.

Political capture and corruption — making governance work for citizens

Malawi is no different to other countries in having elites use their influence on political
decision making to further increase their power or make financial gain.' Oxfam regards
improvement in the governance of public and political institutions in Malawi as the most
critical foundation for reducing inequality and poverty in the country.

Malawi’s government has conceded that corruption, which is perceived to be worsening,
continues to hamper Malawi’s development prospects.’®Efforts have been made’® to clamp
down on corruption, following the Cashgate scandal where a large amount of public money
was stolen, although more needs to be done. Given the connections between corruption in
Malawi and the global financial system - for example, where unexplained funds are housed
inbank accounts outside Malawi*’- international actors must work to improve transparency
and accountability of this architecture, as well as support asset recovery efforts. The party
funding mechanism has been a chief reason for a small wealthy elite gaining so much
influence over the political process. The new Political Parties Act is a welcome step towards
reform, but it must now be meaningfully implemented. In addition, a deeper reflection on
why a culture of corruption persists - by both government and donors - is required.

Public interest and tackling inequalities and poverty in Malawi should be guiding principles
of all national policies and strategies, and donor support. Malawians are demanding
accountability;*® they must be equipped tao hold government and other powerful actors to
account.

Oxfam proposes a number of actions, in addition to addressing political party funding, to
ensure reforms in the areas of corrupt practices, access to information, assets declaration
and political representation of women, as well as government oversight by parliamentary
committees. The government and all political parties must commit to a genuine zero-
tolerance approach to corruption, with all partners working together in a co-created and
cross-party compact.

Donors have a critical role to play in providing financial, technical and research support
to the government in institution-building, and to civil society organizations (CSOs), with
a particular emphasis on CSOs working on women'’s rights. Donors must also reflect on
their own responsibilities in the fight against corruption, including ensuring development
assistance adheres to aid effectiveness principles.'®

THE GOVERNMENT
AND ALL POLITICAL
PARTIES MUST
COMMIT TO GENUINE
ZERO TOLERANCE
APPROACH TO
CORRUPTION WITH
ALL PARTIES
WORKING TOGETHER
IN-A CO-CREATED
AND CROSS PARTY
COMPACT
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Putting gender equality and women’s economic empowerment front and centre
Tackling Malawi’'s deep-seated and worsening gender divide must be a priority for the
government and international institutions. The percentage of women who have ever
experienced physical violence has increased from 28% in 2010 to 34% in 2015-16, 2°almost
half of all girls can expect to be married before they are 18,2 and 93% of women'’s labour is
unpaid.?

There has been some progress on paper, including constitutional reforms outlawing
marriage below the age of 18.2 Malawi has also shown rapid progress is possible, by
achieving gender parity in primary education.?*However, far more action is needed to close
Malawi’s gender divide in access to public services, in the quality of women’s participation
in productive sectors (like agriculture and mining), and in their access to decent and equally
paid work. Fiscal systems need to be sensitive to gender to ensure fairness, with public
resource mobilization and spending policies responding to women’s needs, and creating
incentives and revenues to further reduce and redistribute the heavy unpaid care load
shouldered by women and girls.

Critically, Malawi must address the social norms that are still undermining the more
progressive gender and women'’s rights policies, preventing progress and even contributing
torising cases of violence against women and girls.

Anational plan should set out how Malawi willachieve SDG 5 on gender equalityand women’s
empowerment. Structural drivers that could be transformative if tackled effectively include:

« Increasing women'’s voice, representation and independence.

« Closing the gender gap in ownership and control over assets, including ensuring that
recent land reforms work for poorer women.

« Fully implementing measures to tackle violence against women and girls.

« Investing further in care services, infrastructure and time and labour saving devices
to address the levels of unpaid care work falling on women and girls.

MAKE THE ECONOMY WORK FOR EVERYONE

Malawi must start managing its economy to deliver growth which is transformative for all
people. To achieve this, it is essential that the government delivers on the priority areas
identified in the forthcoming Malawi Growth and Development Strategy Il (MGDS Ill}, striking
theright balance between the essential role of the state and the need to expand the private
sector. For this, the rapid liberalisation of agriculture of the past - and removal of state
involvement, which pushed many into poverty, must be avoided.

At the same time, efforts should go into achieving greater government and public
institution accountability; regulating business to work in the interests of producers and
workers; building resilience and environmental sustainability; promoting the empowerment
of women; and working towards more progressive domestic resource maobilization to invest
in good quality public services for all. It is vital that these policies are specifically designed
and implemented to make the MGDS Ill work for all Malawians.
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“IF YOU INVEST IN A
GIRL OR A WOMAN,
YOU ARE INVESTING
IN EVERYBODY
ELSE.”

MELINDA GATES, CO-CHAIR,
BILL AND MELINDA GATES
FOUNDATION

MALAWI MUST
START MANAGING
ITS ECONOMY

TO DELIVER
GROWTH WHICH IS
TRANSFORMATIVE
FOR ALL PEOPLE.
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Achieving robust agricultural growth that benefits all

Asthe backbone of Malawi’s economy, agriculture sector performance is uniquely significant
for the country’s economic growth and reduction of social and economic inequalities and
poverty — especially in rural areas.

Most rural Malawians are engaged in farming?® and especially subsistence farming. These
farmers, and especially women farmers, are highly susceptible to extreme weather, as well
as having limited options in terms of accessing additional land, buying fertilizers, seeds or
tools and getting technical advice. This sector operates alongside a large farming estates
sector, almost entirely export-focused, which has long been the main recipient of state
support without creating prosperity for the majority of the rural population.

There is a clear case for a massive, government-led investment, supported by donors,
in smallholder farming and supporting infrastructure that works for women and men in
a context of volatile weather patterns. Closing the gap in productivity between men and
women farmers alone is estimated by the World Bank and others to be worth an additional
$100m peryear or 7.3% of annual crop output in Malawi.? Investment is needed in subsidising
inputs, ensuring supply of maize and smoathing prices, extension services, infrastructure
and technologies that reach the most deprived communities and groups, and the most
remote areas of the country, and that are demonstrably improving climate resilience. State
support to small and marginal farmers must not be replaced, but rather improved and
complemented, by social protection interventions. These initiatives would also support the
expansion of the ruralnon-farm sector, and with it economic diversification and job creation.

11

There needs to be greater effort
in regulating business to work
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The 2016 Malawi National Agricultural Policy and draft MGDS Ill, while acknowledging these
issues, need stronger and clearer provisions aimed at overcoming the disparities that exist
between smallholder farmers and large estates, concentrating on rebalancing the policy
environment in favour of small-scale actors. Additional steps that are needed include:

* Putting greater emphasis on the realities and needs of small and marginal farmers, so
that realistic pathways to employment opportunities can be identified.

+ Increasing public investment, including in infrastructure and interventions to secure
real improvements in land tenure.

+ Investing in the employment of new government extension agents, of whom the
majority should be women, to help improve farming technigues, reduce vulnerability
and increase yields.

- Creating an enabling environment for and encouraging private sector investment in
smallholder farming, processing and the non-farm economy.

- Improving the Agricultural Development and Marketing Carporation (ADMARC) and Farm
Input Subsidy Programme (FISP), with a specific focus on smallholder farmers and
particularly women farmers in very remote areas.

+ Securing transparent and open competition around agricultural contracts and state-
owned operations.

Work and wages - creating decent jobs and more pay

The most effective and durable way to achieve inclusive and equitable growth is through
the creation of safe and remunerable employment opportunities for all. This is paramount
for Malawi, where access to decent paid work is not inclusive and is not a driver of poverty
reduction. Instead, the greatest majority of the population is employed in the informal
sector, with about 60% in precarious employment.?’

A third of all workers in rural areas are in paid employment, usually as agricultural workers
on large estates, often complementing their own farm earnings. Their wages, even if
complying with the national minimum wage, are often below the poverty line.?®

Within the formal sector, there is evidence of a steep remuneration scale, leaving Malawi
with the largest wage gap between the lowest- and highest-paid jobs among Southern
African countries in 2010: executives were earning 107 times more per month than the
lowest-paid workers.?®

Women are highly economically active, but are over-represented in the most unstable,
lowest-paid and lowest-skilled agricultural and non-agricultural rural work,* as well as in
unpaid care work. Overall, women face greater difficulty translating their labour into paid
work.

MGDS lll's goal of achieving a productive, competitive and resilient nation will require a
clear focus on creating more and better employment for all and ensuring that no one is left
behind, with particular attention paid to women, young women and men, and people with
disabilities. Integrating the informal sector and making it central to the strategy’s delivery
should be paramount. Notably, this includes:

12

MALAWI NEEDS
STRONGER

AND CLEARER
PROVISIONS AIMED
AT OVERCOMING THE
DISPARITIES THAT
EXIST BETWEEN
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THE WAGES OF
AGRICULTURAL
WORKERS, EVEN IF
COMPLYING WITH
THE NATIONAL
MINIMUM WAGE, ARE
OFTEN BELOW THE
POVERTY LINE.
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* The provision of special services to workers in the informal economy, that are
responsive to the specific needs of and responsibilities falling on women and girls;
and steps towards the recognition of informal jobs and the inclusion of informal
workers in legal frameworks regulating waork conditions, with a focus on the most
precarious work, on women, and on small and medium enterprises.

+ Ensuring that the minimum wage matches the living wage, and that the minimum wage
is enforced in both the formal and informal sectors. Also, establishing in all sectors of
employment - including special economic zones - social protection floors, minimum
working conditions, childcare provisions, living wage levels, macroeconomic policies
geared towards full employment, and re-regulation of the informal sector.

FISCAL JUSTICE: THE FAIR APPROACH TO REDUCING
INEQUALITY

A well-designed tax system that redistributes wealth and enables spending on public
services is one of the most effective ways for a government to reduce inequality and
poverty, while sustaining growth.* Malawi is constrained by its poor capacity and flexibility
in raising additional public income from taxation, as well as by the structure of its economy,
which results in a narrow tax base. The fiscal position has been improving in the last year,
but remains unable to match expenditure demands.

Public finance

Domestic resource mobilization alone will not be sufficient to tackle poverty and inequality
in Malawi. Malawi's tax system is already relatively progressive. According to Oxfam’s
‘Commitment to Reducing Inequality Index’,* Malawi is ranked number one among low-
income countries in terms of progressive structure and incidence of tax. Nevertheless, more
can be done to increase equity and collect more revenue from taxation, through:

+ Avoiding a rapid increase in revenue from regressive forms of taxation, as this shifts
the burden of taxation on to the poorest, increasing inequality rather than reducing
it. The VAT system can be made more progressive by exempting essential items and
putting a higher rate on luxury items and real estate.

+ Adjusting direct taxes, with potential to better use personalincome tax toredistribute
income by raising the bottom income tax threshold towards the recommended rate
of 1% of GDP per capita, and adding a new higher tax bracket for the highest 10%
earners. More can also be done to raise more tax revenue from Malawi’s wealthiest
residents, including by introducing capital gains tax.

«Taxing corporations: There is also potential to increase tax revenues by reducing large
tax exemptions and deductions afforded to corporations and individuals. Overall, tax
expenditure (the sum of exemptions and deductions] in Malawi amounts to 2.2% of GDP,
which is nearly equal to what is spent on the health sector (2.45% of GDP in 2015).5* More
revenue could be raised from foreign companies operating in Malawi by introducing more
balanced bilateral tax treaties, as current treaties limit Malawi’s ability to tax foreign
companies. Important corporate tax revenues are also highly likely being lost through
profit shifting out of Malawi by foreign corporations. While it is difficult to know exactly
how much is being lost this way because these flows are difficult to capture, current best
estimates stand at S90m for 2013, or 2% of GDP.*Repatriating these revenues depends
largely on the adoption of policies by the Government of Malawi, as well as bilateral
negotiations with some foreign governments to ensure that companies publish financial
reports of their operations in Malawi, alongside coordinated global action on tax dodging.
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Extractives

The extractives sector is a potential and very progressive source for increased revenue
mobilization, but anticipated revenue is frequently not realised and the benefits are most
often not palpable for mining communities, and especially for women. Pursuing mining as
arevenue source can fuel inequality if it is poorly regulated and the resulting revenues are
captured by a few and not fairly shared with communities.

In Malawi, the share of non-tax revenues to the national budget in 2015/16 was only 2%
of GDP,* one of the lowest rates among Southern African countries and falling short of the
government’s expectations. While the potential offered by revenues from extractives could
be pursued, experience from mines like Songwe Hill shows that such revenues are unlikely
to be ‘game changing’, and the government should not compromise other development
objectives for the sake of mining.

In committing to attract investors in the minerals sector and to retain a substantial amount
of revenue in Malawi, the government needs to ensure that companies pay what they
owe, backed by legislation and monitored through routine audits. It needs to put in place
mechanisms which ensure that when incentives are created to attract foreign investment
in mining, revenues are raised from the profits made by these companies and redistributed
to all, especially the mining communities.

14
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International aid

Malawirelies heavily oninternational aid as a source of public finance.* Even though Malawi
should ultimately transition away from dependence on donor finance, the country will
continue to need substantial aid in the medium term — more than it is currently receiving -
to maintain public expenditure. It will also continue to need aid to help explore and develop
future alternative revenue streams, as well as to support climate change adaptation and
mitigation.

Given the scale of need and the historic and continued high level of aid, donors are both
very powerful — and highly responsible - for tackling poverty and inequality in Malawi. Aid
must be channelled effectively to ensure government systems are not undermined, and
invested in sectors that support equitable and sustainable growth. Sadly in the last five
years the quality of donor aid has fallen [figure 3). In addition, the suspension of direct
donor aid has contributed to government adoption of regressive policies that have driven
up inequality and hurt the poor. This includes the removal of exemptions for VAT on basic
goods and food used by the poor and the impasition of types of user fees in hospitals which
have had a negative impact on the health of the poorest.

Figure 3 Overseas development aid (0DA] performance against key measures of
aid effectiveness
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Oxfam sees three priority approaches for aid spending in Malawi:

+ Aid needs to be targeted at strengthening governance of public institutions so they
are accountable to all citizens.

- Aidneedstosupport civilsociety and citizens’ efforts - particularly those of women’s and
marginalized communities” groups - to actively engage in public (including budgetary)
decision making and to monitor government performance, holding it to account.

+ Aid needs to support the government to ensure good quality, free universal public
healthcare and education, and provide social protection.

In response to the Cashgate scandal, donors have suspended most budget support grants
since 2013.*7 Side by side with support to government in improving its public finance
management systems and their application, restoring budget support is the most urgently
needed action donors should take to enhance aid quality and ensure funding of critical
government interventions and services.

Donors must also urgently increase aid levels to Malawi for the medium term, particularly
in light of its debt servicing obligations. Indeed, by 2016, Malawi’s external debt payments
were around $200m, using up over 18% of government revenue and consuming significantly
more funds than in the entire health budget.*® Malawi needs grants from donors, not the
added burden of servicing loans to banks and government lenders.*

Public spending

Progressive and effective public spending is the other side of the fiscal justice coin.
Spending on free, public services benefits everyone, but provides greater benefits to the
poorest.” Oxfam proposes three top priorities for increased public expenditure in Malawi:
healthcare, education and sacial protection.

Healthcare

Malawi has made a welcome commitment to achieving UHC - where all people access the
healthcare they need without facing financial hardship - as part of the SDGs. However, this
is currently a major challenge and requires ambitious action. The health sector is steeped
in a funding crisis and being starved of urgently needed public finance.” A quarter of health
facilities in Malawi have neither a functioning client latrine or ambulance, and a similar
proportion of medical equipment is out of service.” Almost half of Malawi’s health-worker
positions are vacant.® While there is much to be done to achieve UHC, quality public health
services that are free at the point of use are a powerful way to reduce income and gender
inequalities and tackle poverty.

Oxfam urges the following actions to put Malawi on the path to achieving UHC.

Abolish regressive user fees: The health sector has been conducting a dangerous experiment
with user fees in healthcare in recent years. User fees for treatment, care and services have
proven to be the most regressive and damaging way to generate funds for health system
casts. User fees rarely contribute more than 5% to health budgets.* The Government of
Malawi must urgently abolish user fees across its facilities, with immediate suspension
of hospital bypass fees and existing fee-paying wards. Combining this with increased
investment in comprehensive quality primary healthcare will be a more cost-effective and
fairer route for Malawi to achieve its ultimate ambition of UHC and ensure it leaves no one
behind. Donors must also strongly challenge this dangerous and harmful policy and should
restore adequate levels of funding to government health systems.

16
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BOX 1. THE PERSONAL COST OF HOSPITAL BYPASS FEES

‘| am Mrs Mwale and | live in Mzuzu. | am a mother of five and a vegetable vendar. My
third-born child died of malaria when she was six years old. In May this year [2015],
my last-born child had malaria. | went to our Central Hospital (Mzuzu) for medical
attention. | was told | should pay MK 1,500 or go to Mzuzu Health Centre. | only had
MK 500 on me.

Knowing that there are very long queues at the health centre, | called my friends and

borrowed the money so that | could have my child attended. | didn’t want to go and
queue and end up losing her. | lost one before and | didn't want to go through the pain
again. | was helped out by my friends, paid the MK 1,500 bypass fee, and the child
was attended.

My business was, however, not going well. | failed to raise money to repay the friends
who helped me. | ended up selling my bicycle that we were using for the vegetable
vending business to pay off my debt. | am struggling to make ends meet, but | am
happy | have my child with me. With God's grace, | will make some more money and
buy another bicycle.”

Beyond state-run facilities, the government must also implement the recently planned
expansion of Christian Health Association of Malawi (CHAM] service-level agreements, to
ensure an essential health package can be provided for free by CHAM facilities when there
is no nearby government clinic.*

Restore effective public financing: The government must urgently increase public spending
on health and meet the Abuja commitment to invest 15% of total government spending
on health. Public finance generated by domestic revenue mobilization is the best way to
fund the health system in the long term.*” But even with increases in collection of domestic
resources, Malawi doesn’t have enough resources to achieve healthcare for all.“® There can
beno escaping thatinternationalaid to the health sector must also be increased and sector
budget support restored, or an alternative on-budget aid model implemented at a minimum.
Without an increase of on-budget aid to finance the health sector, it is the poorest who will
suffer most with likely further increases in punishing out-of-pocket payments for health,
and further fragmentation and deteriorating quality across the health system.

Rule out the introduction of a National Health Insurance Scheme (NHIS): Introducing an
NHIS would exacerbate inequality and leave the poorest behind in accessing healthcare
in Malawi. Challenges with enrolment and prohibitive costs are commonplace in insurance
schemes in other countries such as Ghana, where schemes exclude a large proportion of
the population.” Evidence from other countries has shown that a NHIS scheme is unlikely
to raise significant additional revenues for health, especially outside of the formal sector.*®

Investing for equity, efficiency and quality: Beyond increased financing, interventions are
needed that improve equity, efficiency and quality in the health system, clamping down on
drug pilferage, and making healthcare responsive to the needs of Malawi’s women in particular.

Education

Malawi has made enormous progress since the 1990s in increasing access to public
education, especially at the primary level. It was one of the first countries to abolish user
fees for primary education in Africa, a move which saw one million new students go to school
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for the first time.! In the early 1990s, the richest children were almost twice as likely to go
to primary school as the poorest. Just a few years after the removal of fees, this gap was
virtually eliminated.® Today, the gap between urban and rural areas is also minimal.%* Even
more impressively, Malawi has now achieved gender parity in primary school attendance.>Yet
despite these huge gains, there are still serious concerns around the quality of both primary
and secondary education, and access for the majority of poor Malawians beyond primary
level.® More well-off families send their children to fee-paying private schools, where the
quality of teaching is often better, leading to a dynamic that entrenches the inequality divide.*

Oxfam stresses that action should be taken in the following areas to address inequalities
in education.

Spending on education should rise from its current 17-18% of the national budget to at
least 20%, in line with international targets.>” Targets must be met, not only committed to,
with no diversion of funds to other government departments.*®

Expanded aid for education is vital, and must be provided as sector budget support. Donors
should pool their funds behind government plans, and should contribute to recurrent costs,
to ensure adequate numbers of teachers who are paid a living wage.

Teachers are the backbone of improved education and investment in teachers is also vital
to tackle Malawi’s education quality crisis. More must be done to address the frequent
late payment of teachers’ salaries,® to train more teachers, and make improvements in
infrastructure and teaching resources.
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The government must invest more in secondary and tertiary education: Removal of user
fees in secondary schools must be a priority policy. Secondary education must also be
made compulsory. Investments in teachers and infrastructure will need to be dramatically
increased to keep pace with expanded demand. Additional financing of tertiary education,
where enrolment is reported as among the lowest in the world,®® will also be required.
This should include continued high subsidies for students from poorer communities or
marginalized groups, especially women, and funding to increase university places.

Social protection

Malawi’s social protection policy framework has been strengthened in recent years, but
despite some improvements, Malawi’s poverty reduction and social protection system falls
short of current and future needs.® Overall, the programmes are not providing sufficient
resources to those people they reach, and are not reaching many of the poorest and most
vulnerable people at all. In 2015, the Social Cash Transfer Programme reached just half of
the 10% target.®2 Lack of resources is a major issue: public expenditure on social protection
programmes in Malawi is low by international standards, and lower than average for low
income countries in Africa.

Malawi needs a more ambitious, large-scale, integrated social protection system, learning
from other successful models in Africa. This will require time and capacity building. The
socialprotection provisionsincluded in MGDS Il - such as the integration of social protection
with agriculture interventions - go in the right direction, but need to be accompanied by
the political will and the financial resources to implement them.

CONCLUSION

Malawi is an extremely poor country with a systemic inequality and exclusion problem,
which means most women and men are being left behind. The country faces challenges in
radically altering its development path and reducing inequality, including: a large burden of
debt, a narrow tax base that hampers increased domestic resource mabilization, a history
of corrupt governance of public institutions, and distrusting international development
partners who spend their aid outside the government system. These challenges are
compounded by a growing population and one that is exposed to the full force of climate
change, especially in rural areas.

This paper sets out policy solutions that the government can adopt, supported by donors,
civil society and others, to change the course of Malawi's future. At the forefront of
change must be efforts to tackle the structural drivers of inequality, in Malawi’s case weak
governance, capture of policy making by an elite and widespread corruption, as well as
pervasive gender disparities. Making the economy work for everyone must be at the heart of
all policy, underpinned by free and universal healthcare and education, as well as a scaled-
up social protection system. Development partners and international institutions must
finance and support these priority policies, as opposed to pushing problematic models or
undermining government systems through a piecemeal approach to aid.

None of these solutions will work if implemented alone or in a vacuum; they are all
dependent on each other, and they all demand close involvement of the people they are
meant to reach. The vision we present for a more equal Malawi — where no one is left behind
- requires the active participation of women and men from all social groups to shape and
drive forward action across the range of interconnected issues.

But it is achievable.
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CLOSING THE DIVIDE IN MALAWI

HOW TO REDUCE INEQUALITY AND INCREASE
PROSPERITY FOR ALL

Malawi is one of the poorest countries in the world,% with 70% of the population living on
less than $1.90 a day.® A low level of economic development - alongside seemingly regular
shocks - has left the nation’s finances perpetually constrained. Yet simultaneously, Malawi
is home to 10 multi-millionaires, each with a net worth of over $10m, and one ultra-high-
net-worth individual with a net worth of over S30m.® Malawi has also experienced - albeit
volatile — economic growth in recent years, the gains of which are clearly not reaching the
majority of women, men and children who remain trapped in poverty.

In 2015, Oxfam released A Dangerous Divide - The State of Inequality in Malawi,% which
shines a spotlight on the growing problem of extreme inequality in Malawi. The report
highlights the damaging impacts of inequality on Malawi’s development, governance and
poverty reduction efforts, and inspired a series of public debates eliciting the voices of
Malawi’s people. From this exchange of ideas, and Oxfam’s own research and analysis, we
have formulated a roadmap showing the Government of Malawi, international partners and
civil society a way out of the inequality crisis.

The purpose of this paper is to present a vision for a more inclusive, equitable and
prosperous Malawi, and a roadmap with policy recommendations to get us there. Our vision
recognizes that inequality is not inevitable, but the result of policy choices made by those
with power. Extreme inequality can be reversed if the government, decision makers, donors
and institutions work in the public interest - especially for women and those living at the
margins - and not with a view to serving powerful vested interests within and outside
Malawi. The roadmap is based on a vision for Malawi where all citizens are at the heart
of development, holding government and other decision makers to account for tackling
poverty and inequality, and leaving no one behind. The success of the roadmap hinges on
five pillars.

1. Transparent and accountable government and institutions, and tackling corruption,
replacing the political capture of policy making by a powerful minority with transparent and
accountable government and institutions.

2. A real focus on women’s economic empowerment and gender equality, especially
addressing the social and cultural norms that act as a brake on progress.

3. Policy and investment to improve livelihoods of the poorest women and men and deliver
equitable growth, especially in agriculture, rather than serving primarily powerful business
interests and land owners or applying failed neoliberal models imported from the World
Bank and other donors.

4. Raising public revenues more progressively, notably from wealthy individuals, domestic
and foreign businesses to reduce inequality and redistribute income; and ensuring
sufficient, quality international aid for the short and medium term that consistently
adheres to aid effectiveness principles.

5. Investing in universal, quality, free public services, such as healthcare and education,
because they benefit everyone in society - particularly the poorest people and poor women
and girls - and dramatically reduce inequality.
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Figure 4 A roadmap to tackle inequality in Malawi
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Malawi faces considerable challenges in making progress towards an inclusive, equitable
andprosperous economy and society. Firstly, growth that will benefit the majority of Malawi’s
people depends on a robust and inclusive agricultural sector that is also climate-proof.
Growth and productivity in agriculture has beenvolatile, including in the context of extreme
weather. Many of Malawi’s agricultural institutions and past policy choices have effectively
prevented the rural poor from escaping poverty, and often only served to exacerbate income
and gender inequalities. Secondly, there have been major governance shocks, including a
policy-induced recession in 2012, followed by the ‘Cashgate’ corruption scandal of 2013
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where a large amount of public money was stolen from government accounts. Together,
these not only undermined growth but created a considerable dent in public finances and
highlighted weaknesses in public financial management; this was compounded by the
initial suspension and subsequent shift of a significant share of donor aid to off-budget
mechanisms.

With the right financial backing from government and donors, the right prioritization of
spending on long-term and sustainable priorities, and genuine political commitment and
public accountability, Malawi can stop its inequality crisis in its tracks.

MALAWI'S INEQUALITY CRISIS IN CONTEXT

Over the last decade, inequality between the richest and the rest in Malawi has continued
to rise markedly. At the bottom end of the scale, poverty is increasing: it was higher in
2010-11 thanin 1997-98, with a decline of about two percentage points recorded between
2004-05 and 2010-11 (Table 1). About half of the Malawian population was living below the
national poverty line in 2010-11, and more than 70% below the $1.90 international poverty
line (Table 1). More worryingly, the same data also showed that 25% of the population was
ultra-poor, meaning people could not even afford to meet the minimum standard for daily-
recommended food requirements.®” The latest household survey shows that 61% of the
population experienced very low food security immediately prior to the survey, compared
to 32% in 2010/2011.% It also highlights a decline since 2010 across other indicators of
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poverty such as access to adequate housing.®® In a world seeking to end poverty by 2030,
it is staggering that poverty in Malawi remains so extreme and endemic, and is even
worsening. Moreover, a World Bank macro-poverty forecast exercise has projected that
poverty in Malawi measured by the population living below the international poverty line
has barely changed between 2010 and 2016 (70.9% in 2010 to 69.6% in 2016).7

Climate change is adding yet more challenges. Already, poverty is likely to have been made
even worse because of the extensive floods of 2015, followed by a major drought the
following year. The ensuing hunger crisis resulted in over one in three Malawians relying
on humanitarian food assistance in 2016.”* Around 80% of the population lives in densely
populated rural areas, where most survive by subsistence farming or agricultural work.
According to the most recent Household Survey, 78% of households are involved in rainy
season cultivation.” Most Malawians are therefore highly vulnerable to weather shocks.

Table 1 Poverty and inequality indicators

Headcount Poverty  HCPI National Gini* Palma ratio

Index HCPI $1.90 Poverty line* * (%)

Poverty line (%]*

1997-98 | 63.63 65.3 65.76 6.25
2004-05 | 73.63 52.4 39.87 1.86
2010-11 | 7081 50.5 46.12 2.56

*Source: Povcal
**Source: National Statistical Office (2012); National Economic Council (2000).” The national poverty line in 2011
was 37,002 Malawian Kwacha (MWK) per person per year

There has been important progress in some aspects of human development. Large flows
of aid made a significant contribution to Malawi making progress towards or achieving four
of the eight Millennium Development Goals.” For example, the under-five mortality rate
declined from 133 deaths per 1,000 live births in 2004 to 63 deaths per 1,000 live births in
2015.®

However, extreme economic inequality is undermining hard-fought progress towards
reducing poverty and improving health and education outcomes. Malawi’s Human
Development Index score drops by almost a third when inequality is factored in.”s In 2015,
Oxfam calculated that a further 1.5 million Malawians will be poor by 2020 if nothing is done
to tackle inequality.”” Economic inequality also compounds inequalities between men
and women, and girls and boys. Gender inequality is already worse in Malawi than almost
anywhere else in the world,”® and the situation is worsening - the latest World Economic
Forum Global Gender Gap report has Malawi slipping 20 places in global rankings in one
year, from 81 to 101.7 Poor rural women in particular will continue to be at the bottom of the
pile — and even left further behind - if economic and social inequalities are not addressed.

While economic growth has been volatile over the last decade, Malawi has generally
experienced on average positive growth rates: remaining above 5% since 2007, apart from
2012, and 2015-16 (as a result of the floods), when it held at 2% (see Figure 5).
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Figure 5 Malawi’s pattern of economic growth, 1997-2016
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By contrast, growth in income per capita has been negligible in the last two decades:
it increased by just $102 over 18 years, from $388 per year in 1997 to $494 in 2015 (see
Figure B). Further, income growth has been neither pro-poor nor inclusive. Between
1997-98 and 2004-5 the country experienced an economic and political crisis which led
to a decline in income across all deciles of the population, reflected in an increase in
poverty and a reduction of inequality as measured by the Gini coefficient [see Table 1). The
government which took power in 2004, strongly backed by World Bank and International
Monetary Fund interventions, implemented a number of reforms characterised by economic
liberalisation and a reduction in the role of the State.® These reforms contributed to
restore macroeconomic stability but benefitted mostly the richest half of the population,
and harmed the poorest. In fact, inequality - as measured by the Gini index and the Palma
ratio - increased between 2004-05 and 2010-11 (Table 1). Figure 7 shows that growth
was regressive in this period: consumption growth was higher for the four top deciles of
the population than for the poorest, which in fact experienced a decline in consumption
(Figure 7). In just seven years between 2004 and 2011, the gap between the richest 10% of
Malawians and the poorest 40% increased by almost a third.

24

BETWEEN 2004
AND 2011, THE
GAP BETWEEN THE
RICHEST 10% OF
MALAWIANS AND
THE POOREST 40%
INCREASED BY
ALMOST A THIRD.



Closing the divide in Malawi
How to reduce inequality and
increase prosperity for all

Figure 6 GDP per capita (constant 2010 USS)
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Figure 7 Annual average consumption growth by decile 2004-2010
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Against this backdrop, Malawi’s economic and political system is leaving the majority of
people trapped in poverty, while a small but powerful minority occupy the top end of the
inequality divide. Malawi has one of the smallest middle classes in the world, with only 4%
living on $2-4 a day and 5% on S4-20 a day in 2010.%3

Closing the gap between the rich and the rest

Ensuring a more prosperous and equal future for all Malawians requires policy making which
tackles the drivers of poverty and inequality, as outlined in the following sections. It also
demands the setting of clear targets for policy action and criteria for assessing progress. In
particular, the Government of Malawi should:

+ Develop a clear National Inequality Reduction Plan, including inequality and poverty
reduction targets to close the gap between rich and poor in line with the principle
of ‘leave no one behind” and Sustainable Development Goal (SDG) 10 - ‘progressively
achieve and sustain income growth of the bottom 40% of the population at a rate
higher than the national average.® These need to be complemented by a target
reduction in the Palma ratio (ratio between the income share of the bottom 40% and
the top 10% of the income distribution), as this would ensure that economic growth
is balanced and equitably distributed across the population.

+ Develop arobust data collection system to support policy development, target setting
and monitoring of progress. The system should ensure adequate disaggregated data
collection so that it is able to collect data on the most marginalized groups and
support monitoring and achievement of ‘Leave no one behind’ targets.

TACKLING THE DRIVERS OF INEQUALITY

Inequality is not only a question of income and wealth distribution. It also concerns inequality
of opportunity, such as unequal access to health and education services. Inequality
of opportunity fixes a cycle that leads to unequal outcomes. One key driver of economic
inequality is power: who makes decisions, and who holds and controls capital and finance.
Power imbalance is pervasive in all inequalities, including gender, and at all levels of society.
Oxfam’s analysis identifies the two foremost structural drivers of inequality in Malawi as the
political capture of government and public institutions by the country’s minority elite, and
the pervasive social norms that underpin extreme gender disparities in all aspects of life.

Political capture and corruption

A key driver of inequality in most countries is political capture, whereby a minority of often
wealthy people have a disproportionate influence over policy making, and rig the rules to work
intheir favour.® Malawi is no different in having elites use their influence on political decision
making to further increase their power or make financial gain. Oxfam regards improvement in
the governance of public and political institutions in Malawi as the most critical foundation
for reducing inequality and poverty in the country. Oxfam’s Dangerous Divide report found in
2015 that the embezzlement of public funds is a significant contributory factor to increasing
inequality and poverty in Malawi.® Corruption is one of the most extreme forms of political
capture. It is the result of a complete failure of public accountability, and weak governance
across political and public institutions. It is a deeply regressive tax on the poor, who pay
twice for corruption. Firstly, the bribes they themselves must pay are a far greater proportion
of theirincome than for the richest. Secondly, it is the poorest who lose out the most because
of the reduction in public spending as a result of grand corruption and theft.
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President Mutharika conceded in 2016 that corruption in Malawi continues to hamper the
country’s development prospects.?” Corruption is also perceived to be worsening. In 2012,
Malawi was ranked 88 out of 174 countries in @ major corruption index; in 2016, it fell to 120th
place.® Box 2 gives more detail on how corruption contributes to increasing inequality and
poverty in Malawi.
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BOX 2. HOW CORRUPTION IN MALAWI DRIVES POVERTY AND INEQUALITY

Malawi has suffered a multitude of corruption scandals on a grand scale,
characterized by significant theft of public resources by people in positions of power.
It is estimated that one-third of Malawi’s budget is lost to corruption.® In December
2016, ‘Maizegate’ saw an alleged MWK 9.4bn (S13m) go missing in a deal buying
maize from Zambia, at a time when almost one in three Malawians urgently needed
food aid.® Malawi’s most notorious scandal, ‘Cashgate’, saw an initial theft of MWK
24bn ($33m) of public maney, equivalent to almost 40% of the government’s planned
spending on education that year.®* It is now thought that MWK 236bn (S325m) may be
unaccounted for between 2009 and 2014 - almost double the most recent annual

health budget.®

Cashgate has taken a grave toll on ordinary Malawians, especially through its impact
on public spending. The almost total suspension of aid to health in the immediate
aftermath of Cashgate predicated a health sector crisis, which Malawi’s hospitals
and clinics are still reeling from.* The poorest suffered the most: first, as a result of
the revenues stolen and loss of public finance for public services which the poorest
- especially women and girls — are more likely to rely on, and which increases the
unpaid care burden on women; second, through the subsequent longer-term
withdrawal and/or revised channelling of aid; and finally, through the government’s
introduction of highly regressive measures to fill the financing gap, such as hospital
bypass fees (fees charged when treatment is sought directly at hospital level,
circumventing primary healthcare).* With the better-off largely cushioned against
the worst impacts, corruption on this scale can only grow Malawi’s inequality gap.

Malawi has made efforts to clamp down on corruption. For example, prosecutions following
Cashgate have seen multiple convictions, with more proceedings against a number of high-
profile suspects underway.* Given the extent of the problem of corruption in Malawi, more
needs to be done both in Malawi and at an international level. Developed countries are
often complicit in the architecture which sustains corrupt practices. Some investigations
into unexplained assets have been hampered where funds are housed in bank accounts
outside Malawi, for example.®® Alongside playing a vital role improving transparency and
accountability in the global financial system and supporting Malawi's asset recovery
efforts, international actors must also help to finance the reforms and institutions needed
to tackle corruption in Malawi.

A chief reason for a small wealthy elite gaining so much influence over the political process
has been the party funding mechanism.*” Parliamentary candidates have historically
borne the majority of the costs of election campaigns, effectively excluding those without
sufficient wealth from standing. This particularly disadvantages women (who comprise just
16.6% of parliamentarians), as they are less likely to be able to access external finance
through male-dominated networks of patronage or through loans.®® The new Political
Parties Act is therefore a welcome step forward in regulating party funding, but this will
not lead to substantive change unless the Act’s provisions - including those around
transparency of political party finances and regulation of state contributions - are fully
implemented, and the new Political Parties Registrar is fully funded and its independence
assured. Critically, the provisions outlawing cash hand-outs during elections must also be
enforced, and sanctions used whenever any provisions of the new Act are breached.
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Yet beyond such institutional strengthening measures — where national and international
actors have historically been very active - it is clear that more must be done. To deliver
meaningfulimplementation and impact in the fight against corruption, approaches must be
locally driven, more responsive to existing norms and based on a deeper analysis of why a
culture of corruption persists.® Additional research and open debate is vital to understand
the powerful incentives that fuel this dynamic, affecting both government and donors.!%
Subsequent acceptance of responsibility by all parties, and bold and sustained action led
from Malawi, will then be needed to change it.

Make government work for all citizens

Public interest and tackling inequalities and poverty in Malawi should be guiding principles
of all national policies and strategies, and donor support. Effective governance that
represents the will and fulfils the rights of all the people - rather than the interests of a
minority elite - is essential for achieving these principles. This means ensuring that every
Malawian is equipped to hold the government and other powerful actors to account against
their commitments and responsibilities, and that decision makers will listen, and act,
accordingly.

The people of Malawi are demanding public accountability. One recent survey showed that
64% of Malawians ‘strongly agree’ or “agree’ that ordinary people can make a difference in
the fight against corruption”.’!

Oxfam proposes that by taking the following action, political inequality can be reduced and
more effective governance and democratic institutions can be built:

+ The Executive should demonstrate strong political willinthe fight against corruption by
tabling the revised Corrupt Practices Act, and providing sufficient funding for relevant
anti-corruption bodies (such as the Anti-Corruption Bureau and the National Audit
Office). Donors should support the financing of these institutions. Efforts should also
be made to strengthen the independence of recruitments to anti-corruption bodies -
ensuring undue power does not lie with the Executive for hiring/firing decisions - and
public financial management reforms.

+ The government should fully implement the Access to Information Bill and moreover,
ensure that civil society organizations and media genuinely have the access and
tools to facilitate public scrutiny of government policy making.

+ The government should also fully implement the Assets Declaration Law, which can
assist in promoting transparency and accountability of those in political office.

+ The government and partners should work to increase the political representation
of women, in accordance with the SADC Protocol on Gender and Development
commitment to S0% female political representation, introducing a plan of measures
to achieve this target, e.g. through quotas or reserved seats.!

» The government must ensure full implementation of the new Political Parties Act,
including provisions on equal access to sufficient public campaign finance for
political parties, strengthened transparency and regulation of party finances, and
outlawing of hand-outs during election campaigns. The independent registrar must
be fully funded and empowered to administer the Act, including by applying necessary
sanctions. The Act may also need revisiting to strengthen regulation of or exclude
foreign donations, limit private donations, and introduce comprehensive, public and
timely reporting on political financing in future.
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*The government and partners must strengthen parliamentary oversight of the
Executive through increased financing for parliamentary committees for example,
guarantee a free and open media, and encourage political parties to strengthen pre-
election manifestos to help build a political system based on policy as opposed to
personality or regional loyalties.

+The government and all political parties must also commit to a genuine zero-
tolerance approach to corruption, and to a long-term project of strengthening
Malawi’s governance and institutions. All partners must work together and develop
joint incentives to encourage success across governance reforms in a cross-party
compact. Open debate and analysis of existing norms and incentives for corruption
will need to inform this. Civil society, including groups representing women and
marginalized groups, should campaign for this in the run-up to the 2019 elections.

Internationaldonorshave acriticalrole to play in supportingMalawito improve its governance.
Donors should support effective legal frameworks and institutions to ensure that resources
are not misspent, diverted or squandered, with both long-term, sustainable funding and
technical assistance. Donors can also play a valuable role in supporting research and
national debate to identify appropriate and impactful measures to strengthen governance,
incarporating reflections on their own responsibilities and - positive or negative - impact.
They must also ensure the quality of their own aid, as is articulated later in this paper.

Critically, donors should also do more to support civil society organizations. This includes
providing funding to strengthen their capacity to monitor and hold their government to
account, and supporting the government to provide a legal environment within which civil
society organizations that maonitor government activities can flourish. Particular effort
should be made to ensure that women’s rights organizations have the space and support to
give women a clear, powerful voice. Meaningful systemic change towards gender equality
and women'’s rights can only happen with significant resources and political backing to
address women’s marginalization in decision-making spaces.

Gender inequality

Tackling Malawi’s deep-seated and widening gender divide must be a priarity for the
country’s government and international institutions. Action is urgently needed across the
spectrum of government policy to redress the economic, social, environmental and power
inequalities between men and women in Malawi, focusing especially on women who are also
in marginalized social groups. Gender inequality shapes and is shaped by societies, culture
and economies. Women face a much more restricted set of choices and opportunities in
their lives than men, including in their access to healthcare and education, sexual and
reproductive health choices, and control over household income and assets. This is in
contravention to women'’s rights. It is also economically and socially damaging. Strong
evidence exists showing that more equal participation of women in the economy would
drive global economic growth and contribute to women’s economic empowerment.’® To
achieve those social and economic gains, the social and cultural norms that make gender
inequality somehow acceptable must be challenged.
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Malawi ranks as one of the world’s worst countries for the position of women and girls,
coming 145th out of 159 nations in terms of gender inequality, according to the UNDP's
Gender Inequality Index.!% It is one of a handful of countries in Africa where the gender gap
is widening.'® Gender inequality and discrimination is estimated to cost Malawi $100m in
lost agricultural productivity alone.!® While the average amount of time spent on water
collection has fallen,*” the failure to secure a reduction between 2010 and 2015 in the
number of rural households spending more than 30 minutes per day to collect drinking
water nevertheless suggests that women'’s priorities continue to be severely undervalued
in Malawi’s economic, social and environmental development.'® Box 3 below highlights how
pervasive gender inequality is in Malawi. What these facts do not sufficiently convey is how
gender inequality is exacerbated where gender intersects with other dimensions such as
age, class, education, sexuality and disability.
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BOX 3. A SNAPSHOT OF GENDER INEQUALITY AND DISCRIMINATION IN MALAWI

The percentage of women who have experienced physical violence since the age of
15 has increased from 28% in 2004 to 34% in 2015-16, while 42% of married women
have experienced spousal violence.!®

Employed women face higher rates of physical violence, including sexual violence,
than those who are unemployed. 0

Almost half of all girls in Malawi can still expect to be married before they are 18, while
up to 30% of maternal deaths occur in teenage pregnancy. '

Barriers to women’s economic empowerment remain high: only 3% of women are
registered owners of commercial land for example, yet they represent 70% of the
workforce. 12

Currently, female representation at parliament level is at 16.6%; at local government
levelis at 11% and at cabinet levelis at 20%.

93% of women'’s labour in Malawi is unpaid,** while a quarter of married women report
that their husbands decide how to spend their earnings.*

The statistics in Box 3 highlight not just the size of the challenge, but also the failure to
make any transformative change over the last decade in tackling the violation of the rights
of Malawi’s nine million women and girls.

There has, however, been some progress. The constitution has recently been amended to
outlaw marriage below the age of 18,'*> and Malawi is recognized for having in place a robust
legal and policy framework in some areas of women’s rights. Malawi’s record in achieving
gender parity in primary education has shown that, despite the significant remaining
challenges for girls and women in education, rapid progress is possible.!¢ Universal access
to good quality and free public services, such as healthcare and education, has been shown
toreduce inequalities - including gender inequality - so this is of particular importance.
Free public health services help to shift the financial and other burdens (e.g. unpaid and
unequal care loads) that come with ill health back on to the much broader shoulders of
society as a whole, helping to liberate women and girls, and to level gender disparities.

Put gender equality and women’s economic empowerment front and centre of
policy making

However, far more progress is needed to close Malawi’s gender divide, not only in access
to public services but also in the guality of women’s participation in productive sectors
(like agriculture and mining), access to decent and equally paid work, and opportunities to
progress and manage businesses. Fiscal systems need to be sensitive to gender to ensure
fairness and that tax and spend policies respond sufficiently to women’s needs and create
incentives and revenues for women and girls to reduce and redistribute the heavy unpaid
care loads they shoulder. As already discussed, there must also be more gender equality in
political representation.

Critically, Malawi must address the social norms that are still undermining the more
progressive genderand women’s rights policies, preventing progress, and even contributing
to rising cases of violence against women and girls. The country needs to have a strong
focus on women at the intersection of social exclusion. This needs a cross-party and a
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cross-government coordinated approach, guided by a national plan that is championed
by all ministries and agencies, and is backed up by revenue and spending plans under the
Ministry of Finance that are demonstrably responsive to this agenda.

This national plan should be designed to articulate how Malawi is going to
reach the targets set out in Agenda 2030°s SDG 5 - ‘Achieve gender equality
and empower all women and girls.’

Specific policy actions that the Government of Malawi can include in a plan to reach SDGS

can

be found in each section of this paper. However, there are some structural drivers

of gender inequality and women’s disempowerment that, if tackled effectively, could be
transformative:
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« Increase women’s voice, representation and independence: Within relationships, at
the household, community and policy levels, the majority of women in Malawi - and
particularly rural women - do not have a proper voice or a full say in decisions that
affect them and their families.*® Supporting a strong, vibrant and open women'’s
movement and space for women to engage fully in decision making requires sufficient
funding and an enabling political environment forindependent women’s organizations
to operate safely and effectively. The influence of women'’s organizations in tackling
genderinequality surpasses that of having more women in the legislature, progressive
political parties in power or improvements in national wealth.*®

Increase women’s ownership and control over assets: Individual ownership of assets
such as property, land, mobile phones and bank accounts is lower among women
than for men.*®Initiatives, including a stronger legal framework, are needed that give
women, particularly poorer or otherwise excluded women, access to credit, control
over their earnings and access to sufficient land, which are key determinants for
accelerating women’s economic inclusion.!’> Ownership of land in particular has
implications for women's ability to access credit or other financial services. Fear of
land loss has impacts on farm productivity, as well as limiting resilience and chances
of improving livelihoods. Recent land reforms recognize customary tenure and rights,
and provide opportunities for poorer women, but also present significant risks that
women could lose their land if the new laws are abused. Serious attention will need
to be given to ensuring the reforms are operationalized in a gender-sensitive way.'?
Take action to end violence against women and girls: Important legal changes have
been secured to address domestic violence in Malawi and also make child marriage
illegal. Yet gender-based violence remains so entrenched socially that being beaten
by a husband is deemed in some circumstances to be acceptable by 16% of women,
attitudes that appear not to have shifted since 2010.*% Urgent action is required to
demonstrate that proper implementation and enforcement of government policies is
apriority, toreassure women and deter perpetrators. This is one of the most important
ways to create a normative shift in Malawi towards a culture where violence against
women and girls is never tolerated.
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+Deliveracoordinated and concerted response to the unpaid care work fallingonwomen
and girls: Women in Malawi undertake considerably more unpaid care work than men,
particularly younger adult women.'?*Unpaid care work has important impacts across a
variety of issues including levels of violence against women, and women’s health and
mobility. It also has implications in terms of women’s participation in productive work,
public and political participation, decision-making power, and control over assets
at the household level. Moreover, unpaid care work prevents women from pursuing
personal interests as well as fully enjoying basic needs/rights such as sleeping or
personal care, and has a direct negative impact on their wellbeing. In line with global
recommendations from a UN High-Level Panel,'* the Government of Malawi should
evaluate and ensure a coordinated response to this issue, including investing in
care services for all Malawians, and investing in time- and labour-saving devices and
basic infrastructure (water, health, education and safe transport] that could help to
reduce the burden of care work and distribute it more equally within households and
between households and the state.
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A solidarity march against
gender based violence
organised by Oxfam, civil
society organisations and
human rights defenders held on
14 September 2017 in Lilongwe,
central Malawi.
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MAKE THE ECONOMY WORK FOR EVERYONE

Malawi must start managing its economy to deliver growth which is transformative for all
people. This means ensuring greater government and public institution accountability,
regulating business to work in the interests of producers and workers, building resilience
and environmental sustainability, promoting the empowerment of women, and working
towards improved domestic resource mobilization to invest in good quality public services
for all. The Malawi Growth and Development Strategy Ill (2017-2022) (henceforth MGDS I1l)
is looking to five priority areas: (i] Agriculture, Water Development and Climate Change
Management; (i) Education and Skills Development; (iii] Transport and ICT Infrastructure; (iv)
Energy, Industry and Tourism Development; and (v) Health and Population.'? These are the
right priorities to tackle Malawi’s underlying development challenges of reducing poverty
and various forms of inequality, boosting agricultural performance and achieving structural
transformation. However, across each of these areas, policies need to be designed and
implemented to work for all Malawians.

AGRICULTURE

Agriculture constitutes the backbone of the Malawian economy, and agricultural
performance has more significant implications than any other sector for economic growth,
and for reducing social and economic inequalities and poverty - especially in rural areas.
Other developing countries that have managed to grow in a way that reduces inequality
have had strong growth in the smallholder agriculture sector.’?” Most of the population lives
inrural areas (84% in 2015) and is employed in agriculture (64.1% in 2013),'%¢ most of which
is subsistence farming. More than 70% of agricultural GOP comes from smaltholders;**® and
women, especially those aged 45-54, represent the largest share of subsistence farmers.1*
Household experience of food insecurity is substantially higher in rural than in urban areas
(respectively 66% and 42%]).%

While the sector has experienced growth over recent years, that growth has been volatile.
According to International Food Policy Research Institute (IFPRI) data, agricultural output
grew by 5.86% between 2008 and 2013, but Figure 8 shows the volatility of that rising
growth. Performance has been particularly hit by extreme weather conditions since 2014.
Maize production during the 2015/16 growing season declined by an estimated 12.4%
relative to production in 2014/15.5% Qver the past five years, this - along with large rises in
input prices - has translated into half of the country’s farmers suffering from agricultural-
related shocks, and increased food insecurity in many parts of the country.t*

Malawi’s 2.7 million smallholder farmers are predominantly engaged in maize production,
and in some cases in production of burley tobacco as a cash crop.** According to the
fourth Integrated Household Survey, 76% of rainy season plots are cultivated with maize.'®
As well as managing their own plots, smallholder farmers are also involved in agricultural
waged labour, which is generally very low-paid and casual.'* Poorer and women-headed
households are most dependent on agriculture for income, and generally have smaller land
holdings than men.t¥’
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Figure 8 GDP and agriculture growth patterns (1997-2016)
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Alack of basic irrigation infrastructure and lack of access to capital to purchase fuel for I
pumps means that maost maize is almost entirely rain-fed, and often grown on tiny plots FARMERS ARE
and in poor soils.’® Farmers are thus highly susceptible to weather shocks, and climate HIGHLY SUSCEPTIBLE
change is expected to continue impacting heavily on farmers” ability to produce and earn a TO WEATHER

living from maize unless more low-cost water storage and irrigation systems can be put in
place. This needs to be part of a broader shift'*® towards conservation agriculture and agro-
forestry that can restore soil fertility and withstand periods of drought and of heavy rainfall.
This is all the more pressing given increasing population density, which is squeezing plot
sizes and limiting any growth in the use of fallowing.**® Farmers also have limited access to
inputs like seeds and tools, and advice, with just 14% of female-headed households (even
less for those with smaller land holdings) attending training events.**
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Malawi’s agriculture sector is characterized by a dual structure, so that the smallholder
farming sector operates alongside, and provides labour to, a large farming estates sector,
which produces tobacco, tea, sugar and coffee — almost entirely for export. Until recently,
this dual structure has been reinforced by a range of policy interventions, including
subsidies and incentives, an abundance of low-paid, casual wage labour (ganyu) and,
throughout the 1990s, transfers of land from the customary tenure sector to commercial
estates. This hasresulted in high land insecurity for smallholder farmers and frequent land-
related disputes, compromising their capacity and confidence to invest in higher-value
crops or in soil conservation measures.**

Throughout the 1990s and the early 2000s, Malawi’s agricultural strategy was largely
driven by the precepts of the Washington Consensus, and therefore oriented towards
rapid liberalization and the removal of state involvement.!** This approach failed to create
the conditions for equitable growth and structural transformation, and left farmers even
more vulnerable to poverty, with consequences which are still felt today. Since 2006, the
Government of Malawi has pursued a growth strategy based on increasing the volume of
agricultural exports, driven by the country’s competitive advantage in the production of
tobacco and cotton. However, these policies have also failed to properly meet the needs of
smallholder farmers.

Boxes 4and Sillustrate two of the main government agriculture initiatives. Both have achieved
positive results, particularly in their early years of roll-out, but now require a redesign to
ensure they prioritize the needs of small-scale food producers, where the major gains in
productivity, sustainable intensification, poverty reduction and resilience can be achieved.
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BOX 4. AGRICULTURAL DEVELOPMENT AND MARKETING CORPORATION (ADMARC)

ADMARC is a parastatal organization created in 1971 with the mandate to market
agricultural produce and inputs, promaote smallholder agriculture through marketing
activities and investments in agro-industry enterprises, and ensure food security
by marketing and distributing maize in remote areas. Attempts to privatize the
organization, pushed by donors including the World Bank, were met with strong
opposition from civil society. The World Bank’s own impact assessment showed that
ADMARC was vital to the incomes of the poorest, especially in rural areas.*

Today, while ADMARC’s mandate remains the same, its ability to serve the poorest
farmers has been systematically undermined. For example, in early 2016, the media
reported critical shortages of maize in ADMARC markets in the country. An Oxfam-
led rapid assessment found that only six out of 20 markets that ADMARC visited in
five districts were selling maize on the day of the visit. Of these six markets, only
two were in the hard-to-reach areas. In all six, the stocks lasted just a day, with
many people returning home without having been able to buy any maize. The lack of
maize had many negative impacts on vulnerable Malawians who had faced soaring
maize prices, while losing precious time searching for maize, with many experiencing
violence in the process.'*®

Inefficiencies which compromise ADMARC's performance include inadequate funding,
which in the past had been disbursed at the wrong time, after the marketing season;
non-transparent behaviour of ADMARC staff; and political manipulation of ADMARC's
administration.

However, it is encouraging that during the 2016/17 flooding and drought and in
response to the ensuing food crisis, ADMARC set a maize market intervention price in
line with market forces, which ensured stable prices and subsequently a deceleration
in the rate of inflation.!*® This shows that ADMARC continues to have an important
role to play in smoothing maize prices to keep them steady throughout the year, and
ensure that there is adequate supply of affordable maize throughout the country.
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Rural markets in Malawi are scarce and where they exist, are inefficient. One of the main
reasons for this is that the government and businesses have not adopted policies and
practices that guarantee farmers access to natural resources, technology and market-
related infrastructure, or ensured sufficient public investment in smallholder production.

Addressing this requires public investment in and infrastructure to develop market linkages
across rural areas. Private sector investment can play a vital role in delivering inclusive
economic growth, environmental sustainability and poverty reduction if it adheres to some
key principles, such as focusing on local food markets, working with producer organizations
including women'’s organizations, and respecting and strengthening the rights of small-
scale producers, workers and communities.

According to Malawi 2016 National Agriculture Policy, ABMARC will be reformed to improve
farmers” access to markets through establishing terms of trade with farmers using a
transparent, rules-based approach to market operations. To improve its market efficiency
performance, ADMARC's commercial and social functions will be separated. These reforms
go in the right direction; however, additional actions are needed to ensure that ADMARC's
governance is transparent and accountable, and that it works for the poorest farmers.
Reforms should also involve smalltholder farmers - including representative voices from
women smallholders - contributing to the organization’s future mandate and governance.
The separation of ADMARC's social and commercial functions is especially critical, and can
contribute to pro-poor agricultural growth only if profits from commercial activities are fully
ploughed back into public investment in agriculture, with at least half of these investments
specifically aimed at integrated and climate-sensitive agricultural development for the
poorest farmers.

One of the most important government-led programmes in agriculture has been the Farm
Input Subsidy Programme (FISP). Initially lauded as a success, in more recent years FISP
has faced serious criticism, due to its raising of costs coupled with the capture of benefits
by those farmers that have less or no need for subsidies (see Box 5). Donors, especially
the World Bank and the IMF, have asked for substantial FISP reforms. As a consequence,
there has been a significant reduction in budget allocation, from 3% of GDP in 2012/13
(benefiting 1,500,000 farmers) to 0.8% (benefiting 900,000 farmers) in 2016/17. In addition,
the supply of inputs was opened to private suppliers via a fixed-value coupon model, such
that the great majority of fertilizer procurement and seed distribution is now managed by
the private sector. As aresult, in 2016/17 fertilizer inputs were delivered in a timely fashion
and for the first time, the FISP was completed within the stipulated budget.'” However,
delays in the selection of beneficiaries persisted.

Alarmingly, these reforms are likely to have negative effects for the poorest farmers. An IMF
study simulated the combined impact of a reduction of the subsidized rate of the maize
fertilizer from 100% to 80%, and of a reduction of the procurement costs by 25%. The IMF
study found that while this would improve efficiency and output, it would also increase
inequality by reducing the income of small and poor farmers.*® The study suggests the
introduction of a cash transfer programme to compensate for the negative impact of FISP
reforms on the rural poor.

However, cash transfers are not an adequate substitute for agricultural subsidies because
they have very different objectives. Cash transfers are a tool for social protection, which is
meant to help households stabilize consumption in the face of shocks, but are insufficient
on their own to raise household productivity and lift smallholder farmers out of poverty.
Further, it is well documented that targeted transfers often fail to reach the intended
beneficiaries and end up favouring the better off farmers.**® Subsidies, on the other hand,
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in conjunction with extension support and research, are meant to help farmers in their
productive activities. They are especially critical for marginal farmers who have virtually
no resources to access the range of inputs at commercial prices. It is therefore worrying
that the percentage share of rural households receiving any Farm Input Subsidy Programme
Voucher dropped from 60% in 2010, to 44% in 2013, and 36% in 2016.**° The involvement of
the private sector is not in itself a guarantee of more equal and more efficient outcomes,
as demonstrated by the involvement of multinational companies in the procurement and
marketing of seeds (see Box 5).

BOX 5. THE FARM INPUT SUBSIDY PROGRAMME (FISP) OVER THE YEARS,
THE FARM INPUT
The FISP was launched in 2005-6 with the aim of promoting food security and self- SUBSIDY SYSTEM
sufficiency by increasing food production, and in particular maize production, among HAS CONSISTENTLY
smallholder farmers. It offers subsidized fertilizers and other inputs to farmers ACCOUNTED FOR
through a coupon system. Over the years, the FISP has consistently accounted MORE THAN HALF
for more than half of the total value of public expenditure on agriculture in Malawi. OF THE TOTAL
Research assessing the impact of the programme in the period 2005-2012 found VALUE OF PUBLIC
a range of positive effects, especially on food production and household income. EXPENDITURE ON
During this period, the agricultural sector grew rapidly and the country enjoyed AGRICULTURE IN
substantial maize surplus over and above its annual food requirements.’™! The MAL AWI.

programme was found to increase recipient farmers” maize production as a result of
increased fertilizer use'®%3 and also to be associated with rising incomes, falls in
stunting and in the prevalence of underweight children.t>

However, the programme has also received strong criticism, including from donors,
for the following reasons:

* Poor targeting: in 2013, only around one-third of rural households in the bottom
quintile obtained subsidized inorganic fertilizer, compared to half of those in the top
two quintiles, while households headed by older males were treated more favourably
than those headed by young females.'® In recent years, it has also become common
for smaller farmers to exchange their vouchers for cash with larger farmers who are
in a better position to make use of seeds and fertilizers.

+ Used as an instrument of patronage: particularly by the agro-dealer sector. ADMARC
and the Smallholder Farmers Fertilizer Revolving Fund of Malawi (SFFRFM) monaopolize
the distribution of fertilizers, while private companies are involved in their
procurement and transportation to state-run distribution centres. Procurement and
marketing of seeds involves multinational seed companies, which tend to operate
through agro-dealers: up to 65% of seed for the 2010/11 FISP was channelled
through agro-dealers.'*® Because only seed companies can redeem vouchers from
the government, agro-dealers can only participate in FISP if they have contracts
with the government. This means that de facto the entire sector is monopolized
by multinational seed companies.'®” Agro-dealers have little incentive to serve the
poorest and most marginalized farmers in remote areas nor to promote local seed
varieties, and instead prefer to operate in market hotspots.
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Achieving robust agricultural growth that benefits all

There is a clear case for a massive, government-led investment, supported by donors,
in smallholder farming and supporting infrastructure that works for women and men in a
context of volatile weather patterns. Millions of smallholder farmers support themselves
and produce for others without the access to markets, land, finance, infrastructure and
technologies enjoyed by large estate farms. Addressing this gaping inequity offers a crucial
opportunity to address the challenges of sustainable production, resilience and poverty
reduction. Closing the gap in productivity between men and women farmers alone is
estimated by the World Bank and others to be worth an additional S100m per year or 7.3% of
annual crop output in Malawi. It could lift 238,000 people out of poverty and a further 80,000
out of malnourishment, per year.*

It will be critical to facilitate the development of the private sector. Malawi’s private sector
suffers from a ‘missing middle’. It is composed of a small group of large firms, mostly found in
agro-processing, trading and retail. At the other end of the spectrum there is a vast number
of micro and small enterprises, usually operating in the informal sector.*® Enabling growth
of mid-size firms will require addressing the specific constraints they face, and redirecting
and redistributing state support away from large firms to small and medium ones, including
small rural and informal enterprises. Critical interventions include investment in services,
infrastructure and technologies that reach women in the most deprived communities and
groups, and the most remote areas of the country, and that are demonstrably improving
climate resilience. This will also be in view of supporting the expansion of the rural non-
farm sector and with it economic diversification and job creation.

Both the 2016 Malawi National Agricultural Policy and upcoming MGBS Il acknowledge these
criticalissues. Inparticular, the draft MGDS Il sets out a plan to achieve increased agriculture
market development, agro-processing and value addition. However, to be effective both
policy strategies would need stronger and clearer provisions aimed at overcoming the
disparities that exist between smallholder farmers and large estates, concentrating on
rebalancing the policy environment in favour of small-scale actors and on closing the gap
between women and men farmers.

More specifically, the following steps should be taken:

Put greater emphasis on the realities and needs of small and marginal farmers: This would
help identify realistic pathways for creating employment opportunities for the poor and
relatively landless, and diversify the country’s rural farm and non-farm economy. To this
end, the policy needs to be accompanied by more detailed plans on the development of
climate-resilient and environmentally sustainable crops and the management of strategic
value chains like legumes and horticulture, where opportunities for small farmers can be
developed further.

Increase public investment:!®° The government and donors must increase investment in
the productivity, resilience and sustainability of small-scale food producers. This includes
substantial investment in rural water, electricity and care infrastructure, and ensuring that
land reforms lead to improved land tenure and access for women farmers. In the context of
Malawi’s vulnerable agriculture, state-led interventions and investment remain critical for
increasing productivity of small and marginal farmers as well as for creating the conditions
for private sector development.

ADMARC and the FISP: Subsidies for inputs and government support to maize provision
and purchasing remain indispensable in Malawi. The role of state intervention should be
to compensate for market failure, and to ‘crowd in" the private sector by creating markets
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where they currently barely exist. The State’s role is fundamental to boost the size of the
agriculture sector and promote private sector investment. To this end, it should focus
on creating a reliable and efficient framework for regulating agricultural markets and
subsidizing local varieties and inputs, ensuring sustained access to input and output for
smallholder farmers, particularly women farmers in very remote areas. Reform of these
two programmes should be coordinated with and complemented by adequate investment
in social protection, and should ensure that women and men smallholders have a
representative stake in their governance.

Createanenablingenvironment forprivate sectordevelopmentand encourage private sector
investment: This will mean creating capabilities and opportunities for small and medium
firms, for example through the provision of targeted and tailored business development
services, including subsidized services for the poorest entrepreneurs.!8:Key areas of public
interventions include investment in infrastructure, especially in view of providing a reliable
source of water and electricity, improving access to finance, and reducing corruption faced
by firms in dealing with bureaucracy. It will also be necessary to encourage investment that
is regulated and adheres to key principles such as focusing on local food markets, working
with mixed and women-only producer organizations, and respecting the rights of small-
scale producers, workers and communities. To avoid the mistakes of the past, adequate
incentives should be created for agro-dealers to ensure the provision of more diversified
seeds and fertilizers, even in remote rural areas. This would imply significant investment in
rural roads.

Transparent and open competition: For bid processes in the allocation of government grain
import contracts and licences to be transparent and open, it is necessary to strengthen
sub-national mechanisms for monitoring and preventing graft, exploitation and corruption
in the operation of public and state-owned operations.

Work and wages

The most effective and durable way to achieve inclusive and equitable growth is through
the creation of safe and remunerable employment opportunities for all. This is paramount
for Malawi, where access to decent paid work is not inclusive and is not a driver of poverty
reduction. At the root of the problem is the structure of the Malawian economy, which is in
desperate need of diversifying away from its reliance on subsistence agriculture and the
informal non-agriculture sector that, along with a huge unpaid work burden falling heavily
on women and girls, is propping up the economy.

The greatest majority of the employed population is employed in the informal sector
(83.8% of men and 93.6% of women); about 60% of the working population is in precarious
employment,*® and women experience higher rates of unemployment.163

Just over a third (36.3%) of all workers in rural areas are in paid employment. These are
usually agricultural workers employed in large estates producing tobacco, tea, sugar and
coffee; they are often landless or own so little land that they need to complement their
earnings with wage labour. They often work in precarious and unsafe conditions, and their
wage falls below the poverty line. This is also true in sectors which do comply with the
national minimum wage, such as the tea industry. The tea industry is the largest formal-
sector employer in the country, employing 50,000 workers. An Oxfam!¢“ study in 2013 found
that tea pluckers received a wage that complied with the legal minimum wage but was
still below the international extreme poverty line at household level, and only reached the
national poverty line when additional in-kind transfers were included. Wages paid in the
sector were not significantly different from wages paid in other sectors.
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Malawi’s minimum wage has been among the lowest in Africa,'®® despite having been
increased from MWK 19,000 ($26) to MWK 25,000 ($35) per month in 2017.1% The minimum
wage is not linked to the cost of living, and the devaluation of the Kwacha and the country’s
ever-rising inflation mean that the gap between the minimum wage and the true value of
the living wage is increasing. This needs to be weighed against the fact that the mean
(gross) labour income per month in 2013 was MWK 50,300 ($69) for men and MWK 30,500
(S42) for women.*” The result is that poorer women in particular are having to combine ever
more precarious work with unpaid care responsibilities.

Within the formal sector, there is evidence of a steep remuneration scale, leaving Malawi
with the largest wage gap between the lowest- and highest-paid jobs among Southern
African countries in 2010: executives were earning 106.7 times more per month than the
lowest-paid workers.168

Women in Malawi are highly economically active, yet far fewer women than men have formal
jobs, and women are instead over-represented in the most unstable, lowest-paid and
lowest-skilled (both agricultural and non-agricultural) rural work,'®® as well as in unpaid
care work. Overall, women face greater difficulty translating their labour into paid work;
59% of working women are likely not to be paid for their work (15- to 19-year-olds are least
likely), while just 30% are paid in cash only. "

Creating decent jobs and more equal pay

MGDS IIl is set to focus on realising a productive, competitive and resilient nation. This
will only happen if the implementation of the strategy is geared towards the creation of
more and better employment and income-generation opportunities for all, and ensures
that economic growth doesn’t leave anyone behind. Social groups that need particular
attention are women, young women and men, and people with disabilities. These groups
are more often found in the informal sector.

A priority for the MGDS Ill must be to integrate the informal sector, outlining ways in which
informal sector organizations and workers, especially women'’s organizations and groups,
are central to the strategy’s delivery. Specific, urgent initiatives to integrate the informal
sector into the delivery of MGDS Il are as follows:

« Provide special services to workers in the informal economy, including information on
their legal rights, skills and literacy projects, legal aid, credit and loan schemes, and
the establishment of effective mixed and women-only cooperatives. Services should
be responsive to the specific needs of and responsibilities falling on women and girls,
notably unpaid care work and safety at and around the workplace.

- Take stepstowards therecognition of informaljobsand the inclusion of informalworkers
in legal frameworks regulating work conditions, especially minimum wages, freedom of
association for men and women, and access to social protection, sick pay, maternity
and paternity provision. This should include a special focus on the most precarious
work, on women, and on small and medium enterprises in the informal sector.

Steps toincrease income and benefits from employment include the following:

+ Ensure that the minimum wage matches the living wage, and that the minimum
wage is enforced in both the formal and informal sectors, for both men and women.
Compliance with this should be a condition of all companies operating in Malawi.

« Establish in all sectors of employment - including special economic zones - social
protection floors, minimum working conditions, childcare provisions, living wage
levels, macroeconomic policies geared towards full employment, and re-regulation
of the informal sector.
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FISCAL JUSTICE: THE FAIR APPROACH TO REDUCING
INEQUALITY

A well-designed tax system that redistributes wealth and enables spending on public
services is one of the most effective ways for a government to reduce inequality and
poverty, while sustaining growth.!” Taxing the wealthiest in society more, and taxing profits
of companies - particularly large, successful corporations - is one of the most progressive
forms of taxation. Taxation raises public finance for investing in public services, which
in turn reduces poverty and inequality when it redistributes the income by enabling poor
people to fulfil their rights to good healthcare and education.*”?

Despite having a relatively progressive taxation system (as discussed below], Malawi is
constrained by its poor capacity and flexibility in raising additional public income from
taxation, as well as by the structure of its economy, which results in a narrow tax base.
Total tax revenue amounted to 16% of GDP in 2015/16.17

Weakness in public finance management, compounded by a shift of a significant share of
donor aid to off-budget mechanisms, has resulted in a vicious cycle of rising debt, high
inflation, high interest rates and poor business confidence, which discourages investment
and in turn reduces tax-raising potential. Indeed, by 2016, Malawi’s external debt payments
were around $200m, using up over 18% of government revenue and consuming significantly
more funds than in the entire health budget.'’* Even more concerning is the growth of
domestic debt, which quadrupled in four years and by 2016 had reached 21.1% of GDP.1"®

The fiscal position has been improving in the last year, but remains unable to match
expenditure demands. There is scope for the government to further enhance its tax-raising
potential and bring more equity and gender responsiveness to the tax system, at the same
time as improving public spending on areas like health, education and social protection
programmes. However, Malawi’s tax revenue potential will only improve at any scale with
the growth of the economy.

Public finance

National public finance has been found to be more stable, better aligned with government
priorities, more balanced between investment and recurrent expenditure, and easier to
implement than donor-funded spending. This underscores the importance of maobilizing
domestic resources to the extent possible. Yet even with increases in domestic revenue
collection, the needs are enormous. Domestic resource mobilization will therefore not be
sufficient on its own to tackle poverty and inequality in Malawi, and as such, aid will remain
vitalin the short and medium term.

Progressive taxation

The most powerful means the government has to raise domestic resources in a progressive
way is taxation. Despite the structural and fiscal constraints Malawi faces, its tax system is
relatively progressive. According to Oxfam’s ‘Commitment to Reducing Inequality Index’,*"®
Malawiis ranked number one among low-income countries in terms of progressive structure
and incidence of tax. Compared to other countries in the sub-Saharan Africa region, Malawi
ranks fourth.!”” Nevertheless, more can be done to increase equity in the system and
collect more revenue from taxation. Raising more tax revenue is paramount for Malawi to
create resources which can be invested in free, quality healthcare and education for the
whole population.

44



Closing the divide in Malawi
How to reduce inequality and
increase prosperity for all

Indirect taxation: Governments often choose to rapidly increase revenue from regressive
forms of taxation, or to prioritize the pursuit of efficiency of the tax system over its
progressiveness. This must be avoided, because it shifts the burden of taxation on to the
poorest, especially women, increasingincome and gender inequality rather than reducingit.
For example, flat indirect taxes such as value-added tax (VAT), which fall disproportionately
on poor people, make up on average 67% of tax revenues in sub-Saharan Africa.!’®

It is worrying that Malawi’s 2016 reforms have introduced more regressive rates into the VAT
system. Water, bread and laundry soap - all essential products that the poor rely upon - are
now subject to the standard 16.5% VAT rate.}’® The lowest income groups, and especially
the women-headed households that dominate these groups, will be hit particularly hard
by these changes. Donors did not come out strongly against the introduction of such
regressive policies. Meanwhile, luxury items like plasma TVs, which only the rich can afford
to buy, are subject to the same VAT rate. VAT is the main source of tax revenue in Malawi
(providing about 34% of total revenues and equivalent to 5.6% of GDP in 2014),**° and the
2016 reforms reducing tax exemptions, including on essential items, are expected to
increase the contribution of VAT by 0.8% of GDP.!8! However, the VAT system can be made
more progressive by introducing zero rating on or exempting essential items, placing the
standard VAT on more non-essential items, and putting a higher VAT rate on luxury items
and real estate.
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Direct taxation: There is also room to adjust direct taxes to make the tax system more
progressive. At one end of the scale, personal income tax (PIT) can be better used to
redistribute income to those on the lowest income, by raising the bottom income tax
threshold towards the recommended rate of 1% of GDP per capita, compared to Malawi’s
0.2%. At the same time, revenue levels can be maintained by adding a new higher tax
bracket for the highest 10% earners. More can also be done to raise more tax from
Malawi’s wealthiest residents by introducing more taxes on wealth, or introducing capital
gains tax [CGT). Currently, capital gains are considered as part of a person’s total taxable
income and are not subject to a separate tax rate.!®

Taxing corporations:'®® Malawi’s corporate income tax (CIT) rate at 30% is in line with many
sub-Saharan countries. It provides just 12% of total revenues, a contribution which is low
when compared to most other Southern African countries, although explained in part by
the structure of the economy. But Malawi could do more to raise tax from companies
without changing the CIT rate. Based on Malawi's tax effort index (which measures the
ratio between actual and potential tax revenues), there is potential to increase tax
revenues considerably by reducing the large tax exemptions and deductions afforded to
corporations (and wealthy individuals).

Overall, tax expenditure (the sum of exemptions and deductions] in Malawi amounts to
2.2% of GDP, which is nearly half of what is spent in education (which amounts to 5% of
GDP in 2015), and nearly equal to what is spent in health (2.45% of GDP in 2015).!% More
tax revenue could be raised from foreign companies operating in Malawi by introducing
more balanced bilateral tax treaties, as current treaties limit Malawi’s ability to tax
foreign companies. For example, the UK-Malawi tax treaty places restrictions on taxation
of British companies. In 2010, British private investments in Malawi amounted to S157m,
equivalent to 13.7% of all foreign investment in the country.'® The treaty does not allow
the Malawian government to charge withholding taxes (taxes on certain financial flows
leaving Malawi) to British companies. This means that UK multinational corporations can
freely move money out of Malawi via interest or management fee payments, dividends or
royalties, without making any tax contributions.#

A similar treaty exists with the Netherlands, and has been used by the Australian mining
company Paladin to lower its tax bill with Malawi through the use of a subsidiary in the
Netherlands with no employees.’®” To put an end to this profit-shifting, the Malawian
government should work with bilateral partners to renegotiate all existing tax treaties,
in line with internationally agreed recommendations, to ensure that multinationals
operating in Malawi pay their full and fair share of tax.!® It is also highly likely that
important corporate tax revenues are being lost through foreign corporations shifting
profits out of Malawi to corporate tax havens to dodge their tax liabilities. It is difficult
to know exactly how much is being lost this way, because these flows are difficult to
capture. Estimates from a recent report show that the current estimate stands at S90m
for 2013, equivalent to over 2% of GDP.18¢

Repatriating tax revenues from artificial profit-shifting depends on the Government of
Malawias wellas the international tax system and bilateral negotiations with some foreign
governments - often also donors to Malawi - to adopt policies that ensure companies
publish financial reports of their operations in Malawi, to enable the government and
citizens to see how much profit they make and how much tax they pay. Those foreign
governments need to establish public registers of the owners of financial wealth using
their financial institutions, and share that information with the Malawian government so
its tax authorities can collect taxes from wealth made in Malawi and end tax evasion.
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What the government of Malawi, supported by donors, can do, is make efforts towards
strengthening tax capacities and public finance management, to help close the gap
between the country’s tax potential (based on the its economic size and structure) and the
tax actually collected.

Extractives

Raising more revenue doesnot only rely onraising rates of taxation. The extractive sectoris a
potentialand very progressive source forincreased revenue mabilization. Revenue potential
for governments exists at least at five levels: (i) ‘non-tax’ royalties on production value; [ii)
corporate income tax on profits; (iii) resource rent tax on “super profits’; iv) withholding taxes
on payments to foreign companies; and (v) government’s equity in the project. However,
revenue potential is frequently not realised and the benefits of the extractive sector are
most often not palpable for the communities involved, i.e. those who work in the industry
or live locally. Women in particular face systemic discrimination at all phases of extraction
- from land being expropriated, risks from the influx of transient workers, the transition
to cash economies, impacts on water and wood availability and associated increases
in unpaid care work, and changes in power balances within communities.!®® Pursuing
extractives as a revenue source can therefore fuel inequality, especially if companies are
poorly regulated, and revenues are captured by a few individuals and not fairly shared with
the mining communities.

The share of non-tax revenues going to Malawi’s national budget in 2015/16 was only 2% of
GDP,*! ane of the lowest rates among Southern African countries, and revenues collected
from the extractives sector have so far not met the government’s expectations. The
government is promoting investment in the extractive industries, with the aim of revenues
reaching 20% of GDP in 2020; however, in 2014, mining and quarrying only constituted
about 3.1% of total GDP.1*2 This is due in part to long timelines from discovery to production,
the global slump in commodity prices, and the fact that investment incentives offered to
the main foreign investor, the Australian mining company Paladin,'** have not led to the
expected returns. Box 6 highlights some of the limitations of revenue raising from mining.
[t shows that increased potential revenues from mines like Songwe Hill could be important
but are not ‘game-changing’, and therefore must not be overstated or given undue focus.
Mining is definitely not a solution to the Malawian government’s need to raise more domestic
resources, noris it a reason to ignore illicit financial flows.

BOX 6. 0XFAM’S CASE STUDY OF THE RARE EARTH DEPOSIT PROJECT IN SONGWE HILL ¢

The Canadian company Mkango held a licence for exploration rights to Songwe Hill,
which expired in 2017.1%° Rare earth elements are a very promising commodity, but
the market is still relatively small and the commodity price would need to increase

substantially for the project to be profitable. Even if that happens, production
could not start until 2020. The legal framework for revenues to be generated
does exist, but it would need to be properly implemented. Oxfam estimated that,
provided a price increase makes the project viable, government revenues could
reach S20m-50m per year. 19
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In the Mines and Mineral Policy 2013, the government committed to developing a viable and
transparent fiscal and taxation regime that attracts investors in the minerals sector and
ensures that a substantial amount of revenue is retained in Malawi. This is, however, yet to
materialize. The government needs to ensure that companies pay what they owe, backed
by legislation and monitored through routine audits.

[t also needs to put in place mechanisms which ensure that when incentives are created
to attract foreign investment in mining, revenues are raised from the profits made by these
companies and these revenues are redistributed to all, especially the mining communities.

Civil society organizations, including women’s rights organizations, will need to be
supported to hold the government and mine operators to account in terms of negotiating
and enforcing mining agreements, including in relation to compensation arrangements,
environmental impact, local jobs, materials or other content and revenue sharing. The
government should also consider the realistic potential government revenues when
negotiating a contract or investment with a mining company, based on a solid forecast of
mineral production and project costs.

International aid

Malawi relies heavily on international aid as a source of public finance. Around 40% of the
national budget was funded by international donors in 2015.17 The majority of donor aid
is dominated by a small number of donors, including the US, the UK, the EU and the World
Bank.*® Donor support to Malawi has undoubtedly contributed to progress in life expectancy
and human development, particularly in health and primary education. Even though Malawi
should ultimately transition away from donor finance, the country will continue to need
substantial aid in the medium term — more than it is currently receiving - to maintain public
expenditure. It will also continue to need aid to help explore and develop future alternative
revenue streams, as well as to support climate change adaptation and mitigation.

Given the scale of need and the historic and continued high level of aid, donors are both very
powerful - and highly responsible - for tackling poverty and inequality in Malawi. Aid must
be channelled effectively to ensure government systems are not undermined, and as such
invested in sectors that support equitable and sustainable growth. Negative impacts of aid
like dependence can be mitigated where finances are channelled via government systems,
and doing so facilitates an easier transition to domestic resource mobilization. Sadly in the
last five years the quality of donor aid has fallen (figure 9). In addition, the suspension of
direct donor aid has contributed to government adoption of regressive policies that have
driven up inequality and hurt the poor. This includes the removal of exemptions for VAT on
basic goods and food used by the poor and impaosition of types of user fees in hospitals
which have had a negative impact on the health of the poorest.
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Oxfam sees three priority approaches for aid spending in Malawi:

- Aid needs to be targeted at strengthening governance of public institutions (legal,
fiscal, political, cultural, etc.) so they are accountable to all citizens [including
women, young people, people with disabilities, etc.). This requires investments in
public financial management, and in strengthening tax systems to narrow some of
the key tax gaps.

« Aid needs to support civil society and citizens” effarts - particularly those of women
and marginalized people - to actively engage in public (including budgetary) decision
making on issues that affect their lives, and to monitor government performance,
holding it to account in its delivery of services and protection of citizens’ rights.

+ Aid needs to support the government to ensure good quality, free universal public
healthcare and education, and to provide social protection. These interventions are
essential for reducing inequality and poverty.

In response to the Cashgate scandal, donors have suspended a large portion of budget
support grants,'*® and instead increased their off-budget aid.?® The withdrawal of such a
large amount of predictable, on-budget aid has had a serious negative impact on critical
public services. For example, in 2012, over two-thirds of Malawi’s health sector was funded
by aid.?* By 2014-15, planned on-budget health spending by donors fell by almost 99%.2%
Maternal mortality rates rose during this period.?® While aid levels have since increased
and returned to former levels, aid has been channelled more through piecemeal projects,
leaving critical services within the sector vastly underfunded. Funnelling aid through
parallel systems in this way also undermines state capacity. Donors must act to reverse the
downward trend in aid quality across sectors and a multitude of performance measures.
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Figure 9: Overseas development aid (0DA) performance against
key measures of aid effectiveness, 2010-2015
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Restoring budget supportis the most urgently needed action donors should take to enhance
aid quality and ensure funding of critical government interventions and services. This
requires Malawi to hasten efforts to demonstrably improve its public financial management
(e.g. through target monitoring), and to tackle corruption. The importance of government
action in strengthening governance and rooting out corruption cannot be overstated. Yet
it is also incumbent on donors to support the government in making these improvements
through funding stronger systems and public accountability mechanisms. Moreover, donors
should not wait for corruption reforms to be completed before restoring budget support
or financing government systems, as the cost to the long-term fight against poverty and
inequality would be too high. There are many ways in which donors can ensure that their aid
is doing all it can to support government systems and not undermine them.

Donors must also urgently increase aid levels to Malawi for the medium term, particularly
in light of its debt servicing obligations.?® Malawi needs grants from donors, not the added
burden of servicing loans to banks and government lenders.
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Public spending

Progressive and effective public spending is the other side of the fiscal justice coin.
Spending on free public services benefits everyone, but provides greater benefits to the
poorest.2% Access to good quality, free healthcare and education is aright and it increases
an individual’s potential, which in turn creates new opportunities that enable the poorest
families to escape poverty. Public services also mitigate the impact of skewed income
distribution, and redistribute revenue by putting ‘virtual income” into the pockets of the
poorest wamen and men.?”” The combined factors of expanding social and economic
opportunity and redistributing ‘virtual income” have an equalizing effect on the haves and
the have nots, and free public services are therefore an essential part of an inequality-
reduction policy package.

Oxfam proposes three top priorities for increased public expenditure in Malawi: healthcare,
education and social protection.

HEALTHCARE

Prioritize investing in universal health coverage (UHC): Malawi has made a welcome
commitment to achieve UHC by 2030, as part of the SDGs. The Health Sector Strategic
Plan (HSSP 1) 2017-22, Towards Universal Health Coverage’, commits to ‘move towards UHC
of quality, equitable and affordable health care with the aim of improving health status,
financial risk protection and client satisfaction’.?%

UHC means all people accessing the healthcare they need without facing financial
hardship.? When health services and medicines are not free at the point of use, people may
delay seeking treatment or simply go without, which in turn can lead to long-term health
complications, loss of income, higher treatment costs and even death. Direct payments for
healthcare also push many more people into extreme poverty: almost 100 million people
a year worldwide.?*® Women and girls are especially affected when healthcare is not free.
They are most in need of health services, yet have less access to the resources needed
to pay for fees; they are often pushed into seeking more and more precarious paid work to
cover healthcare costs, while also having to step into the care breach by increasing their
own unpaid labour.?!

By contrast, quality public health services that are free at the point of use are a powerful
way to reduce income and gender inequalities.?*?

However, to achieve UHC for Malawi is currently a major challenge and requires ambitious
action. The health sectoris steeped in a funding crisis and being starved of urgently needed
public finance.?® A quarter of health facilities in Malawi have neither a functioning client
latrine or ambulance, and a similar proportion of medical equipment is out of service.2"
Even more critically, almost half of Malawi’s health-worker positions are vacant.?® The
HSSP Il states that budgetary commitments from government and grants from donors to the
strategy will total about $2.2bn over the five years from 2017 - leaving a shortfall of nearly
half a billion dollars of what is needed over the period to take the welcome step towards
UHC outlined in the strategy.?®

Abolish regressive user fees and ensure access to free healthcare for all: Despite Malawi's
welcome commitment to UHC and protection of patients from financial harm - and its
leadership in resisting user fee introduction during the 1990s -, the health sector has been
conducting a dangerous experiment with healthcare fees in recent years.217 Bypass fees
- fees charged when treatment is sought directly at hospital level, circumventing primary
healthcare - are being charged in a number of tertiary hospitals in Malawi.?8
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BOX 7. THE PERSONAL COST OF HOSPITAL BYPASS FEES

‘| am Mrs Mwale and | live in Mzuzu. | am a mother of five and a vegetable vendor. My
third-born child died of malaria when she was six years old. In May this year [2015],
my last-barn child had malaria. | went to our Central Hospital (Mzuzu) for medical
attention. | was told | should pay MK 1,500 or go to Mzuzu Health Centre. | only had
MK 500 on me.

Knowing that there are very long queues at the health centre, | called my friends
and borrowed the money so that | could have my child attended. | didnt want to go

and queue and end up losing her. | lost one before and | didn’t want to go through
the pain again. | was helped out by my friends, paid the MK 1,500 bypass fee, and
the child was attended.

My business was, however, not going well. | failed to raise money to repay the
friends who helped me. | ended up selling my bicycle that we were using for the
vegetable vending business to pay off my debt. | am struggling to make ends meet,
but | am happy | have my child with me. With God’s grace, | will make some more
money and buy another bicycle.” #°

While Malawi’s health sector is urgently in need of more and better financing, user fees for
treatment, care and services have proven to be the most regressive and damaging way to
generate funds for health system costs. User fees rarely contribute more than 5% to health
budgets.??® Malawi’s experiment with bypass fees and fee-paying wards are no exception.
Research by Oxfam and partners in 2016 found that finances raised have been minimal, with
Kamuzu Central Hospital generating an average of just 9% of its monthly budget from direct
payments, for example.?* Worse still, this research found that most poor people living in
urban areas had stopped seeking treatment in hospitals due to the prohibitive bypass fees,
and the majority of people in rural areas said they would do the same.??? Hospital bypass
fees have simply converted the tertiary care referral system into one based predominantly
on the ability to pay.
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Other fee-paying services across the health system are also expanding.?® Any system
where paying fees gives access to higher-quality services, leaving lower-quality services
for those who cannot afford to pay, is fundamentally inequitable and incompatible with
the values of UHC. Short-staffed hospital doctors and nurses will inevitably spend more
time in paying wards, where better services will be expected, leaving those without means
to pay, likely in longer queues, with fewer qualified staff and with potential worse health
outcomes.?" Regardless of intentions, fee paying wards risk creating a two-tier system
where access to better quality and faster care is determined by your ability to pay. The
Government of Malawi must urgently abolish user fees across its facilities, with immediate
suspension of bypass fees and fee-paying wards, to achieve its ultimate ambition of UHC
and ensure it leaves no one behind.

Beyond state-run facilities, the government must also implement the recently planned
expansion of Christian Health Association of Malawi (CHAM] service-level agreements
(SLAs), to ensure an essential health package can be provided for free by CHAM facilities
when there is no nearby government clinic.?>® CHAM clinics provide almost 30% of all health
services in Malawi, yet vary in quality and many charge fees.?? It is vital that this policy
is now financed and implemented, including through donor backing. Developing the CHAM
infrastructure to cover provision of all healthcare and treatment could provide a step
towards achieving UHC in Malawi. Improving the geographical distribution of free healthcare
- including via these reforms - will also help ease patient transport costs.

Efforts to tackle corruption in the health sector will also be important to address the
problem of informal charges and bribes, which punish the poorest the most.

Rule out the introduction of a National Health Insurance Scheme (NHIS): The government
has recently considered a proposal to introduce a NHIS.?” It is vital that this option is
entirely ruled out. For Malawi, an NHIS would exacerbate inequality and leave the poorest
women, children, and men behind in access to healthcare. Challenges with enrolment and
prohibitive costs are commonplace in insurance schemes in other countries such as Ghana,
and are highly likely to be replicated in Malawi. Ten years after the introduction of Social
Health Insurance schemes in Ghana, coverage had reached only 36%, due to challenges
in enrolling people outside of salaried employment and the high costs of the premiums.22®
Malawi has recently started rolling out a national ID scheme, but this may face challenges
in achieving population-wide enrolment. In countries with large informal sectors, national
health insurance schemes become de-factor voluntary. People’s inability or unwillingness
to prioritise paying health insurance premiums above other urgent goods and services
results in large-scale exclusion, particularly of the poorest and most vulnerable in society,
who are by majority women.?® Indeed, a recent independent review of Ghana's NHIS
recommended that free primary healthcare is reinstated because of persistent equity and
enrolment issues associated with the NHIS.#® Moreaver, evidence from other countries has
shown that a NHIS scheme is unlikely to raise significant additional revenues for health,
especially outside of the formal sector.?®! In Ghana, premiums paid by the informal sector
contribute just 5% towards the cost of the NHIS.2%

Restore effective public financing: The majority of countries that have attained UHC have
done so by prioritizing public spending on health.? Far Malawi, a considerable increase in
public spending will be needed to achieve UHC. As Figure 10 below shows, Malawi spends
an average 11% of government expenditure on health. This is anly two-thirds of the 15%
Abuja spending target on health agreed by all African governments.2*
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Figure 10: Malawi domestic general government health expenditure as a percentage
of general government expenditure, 2012-15
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Figure 11 shows a positive rise in public revenue financing for health - albeit alongside
growth in regressive private financing. This rise in public financing must continue and the
government must meet the Abuja commitment to invest 15% of total government spending
on health. However, while public funding sourced by domestic revenue collection is the best
way to fund the health system in the long term,2 even with increases in collection, Malawi
doesn’t have enough resources to achieve health for all.?® There can be no escaping that
international aid will continue to be essential in supporting Malawi to reach its goal of UHC.
Yet, as discussed, donors withdrew health sector government budget support following
the Cashgate scandal and donor financing has declined, which has hit the sector hard.?’

The government has a responsibility to immediately institute good governance provisions
to safeguard aid from corruption. But donors must shoulder their share of the responsibility
for today'’s crisis. They should reinstate health sector budget support and ensure HSSP I
is fully funded, while attaching considered governance, accountability and transparency
conditions to that aid, including strengthened roles of oversight institutions and civil
society.?® There should also be mutual accountability. Just as recipient countries must
ensure that the maney is spent as they have committed to spend it, donors must also
ensure that they have delivered the monies committed and are adhering to aid effectiveness
principles.?® This means avoiding piecemeal, short-term, project-based support. Without
an increase of on-budget aid to finance Malawi’s health sector, there is a significant risk
that out-of-pocket payments for health continue to rise to the exclusion of the poorest,
and fragmentation and inefficiency are likely to continue to blight the health system.
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Figure 11: Healthcare financing trends by source
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Invest for equity, efficiency and quality: Beyond increased financing, interventions are
needed that improve equity and quality in the health system, making it responsive to
the needs of Malawi’s women in particular. Malawi's maternal mortality rate remains
unacceptably high with one in every 157 women giving birth dying of maternal causes.?*
Investing in Malawi’s network of primary healthcare facilities must be another priarity.
Investment need not be expensive and changes can be achieved quickly. For example,
Ethiopia’s Health Extension Worker programme trained and deployed 24,000 community
health workers between 2004 and 2008.2“* During this period, child mortality rates fell
by almost a quarter, while health expenditure increased from less than $6 per capita to
just under S14 per capita.?® Such investments make economic sense - they help ease
overcrowding in costly tertiary hospitals by reducing demand for curative care. The example
of Ethiopia shows how limited domestic public resources, augmented by donor support,
can go a long way when invested effectively at the primary level.

Investing in capacity to clamp down on leakages from fraud and drug pilferage could also
increase cost-savings in the health service. Pilferage of medicines is roughly estimated to
cost Malawi $7.4m annually.?** Ensuring the availability and provision of free, quality generic
medicines could support these efforts further by minimizing demand for medicines from the
expensive private sector market. This would require scale-up of investment in free, quality
generic drugs and medical supplies, which is currently estimated to be much lower than in
other African countries.2%
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EDUCATION

Malawi has made enormous progress since the 1990s in increasing access to public
education, especially at the primary level. Malawi was one of the first countries to abolish
user fees for primary education in Africa, a move which saw one million new students go
to school for the first time.?* The provision of good quality, public education is critical
to building more equal societies, and particularly for its equalizing effect on gender
inequality.28 In the early 1990s, the richest children were almost twice as likely to go to
primary school as the poorest. Just a few years after the removal of fees, this gap was
virtually eliminated.?” Many young girls especially got to go to school for the first time,
often for the first time ever in their families. Today, the gap between urban and rural areas
is also minimal.*® Even more impressive is the fact that Malawi has achieved gender parity
in primary school attendance: 94% of girls and 93% of boys aged 6-13 now go to school.?*

Yet despite these huge gains, there are still serious concerns around the quality of both
primary and secondary education. At a recent count, 70% of pupils in Malawi remained
illiterate after completing four years of schooling.®®
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The government has not invested sufficiently in improving the quality of schools in
the public sector. At the time of primary fee removal, there was not enough additional
investment in the system to cope with the huge surge in demand.?! Malawi did not recruit
and invest in sufficient numbers of trained teachers and instead met demand with relatively
unqualified and untrained staff, many of whom remain in the school system today.?? The
minimum primary teacher qualification is a two-year certificate that may be insufficient
to meaningfully improve quality standards. The teacher shortage also persists, with 78
primary pupils and 44 secondary pupils for every qualified teacher.? Consequently, more
and more well-off families are sending their children to fee-paying private schools, where
the quality of teaching is often better. One in five secondary school pupils in Malawi is now
educated privately.? When only the poorest people are left in public systems, the better-
off have fewer incentives to pay taxes and no self-interest in defending spending on public
services, setting in mation a downward spiral of deteriarating quality.?® This dynamic only
entrenches the inequality divide.

The Government of Malawi must commit to delivering free, quality, public education in order
to ensure that Malawian children can fulfil their rights, and to tackle inequality. Oxfam urges
action in the following areas.

Meet financing and quality needs: Investment in the public sector is urgently needed.
National spending should rise from its current 17% of the total government budget,?* to
at least 20%, in line with international targets.®’ Targets must be met, not only committed
to, with no diversion of funds to other government departments.?8 Investment in teachers
is vital to tackle Malawi's education quality crisis, including large class sizes. Critically,
more must be done to address the frequent late payment of teachers’ salaries, a major
factor in high levels of teacher absenteeism.®® Quality improvements must also be made
across schoolinfrastructure and teaching resources. Malawi’s primary school improvement
programme (PSIP) - which gave grants directly to schools - had a positive impact on
quality, including on the availability of key teaching inputs in schools.?%? Donors are already
contributing more than one-third of total education funds, but with significant gaps still
anticipated - including for core costs like teacher salaries -, expanded aid for education is
vital.?8! As with the health sector, this must include the reinstatement of budget support.
Donors should pooltheir funds behind government plans, and should contribute torecurrent
costs, to ensure adequate numbers of teachers who are paid a living wage.

Invest more in secondary and tertiary education: Removal of user fees in secondary schools
is critical to closing the inequality gap in education in Malawi, and must be a priority policy.
Overall secondary enrolment rates are low at 17%, but the richest children are almost
10 times more likely to attend secondary school than the poorest.?2 With fees removed,
secondary education must also be made compulsory. Investments in teachers and
infrastructure will need to be dramatically increased to keep pace with expanded demand.

Meanwhile, enrolment in tertiary education in Malawi is reported as among the lowest in
the world, with less than 1% of eligible-aged Malawians attending.?®®* Moreover, university
education is deeply inequitable, with 82% of attendees being from the richest families,
and many more men than women enrolled.? Subsidies for university students are currently
considerably higher than those for primary or secondary school pupils.?% Increasing
investment in free quality primary and secondary schools must be the priority response to
this, both to ensure that young men and women Malawians from different backgrounds are
eligible for university in the first place, and to address this spending imbalance. Additional
financing of tertiary education will also be required, including continued high subsidies for
students from poorer communities or marginalized groups, especially women, and funding to
expand university places.
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SOCIAL PROTECTION

Malawi’s social protection policy framework has been strengthened in recent years. The
draft MGDS Ill acknowledges that its success will depend, among other things, on ‘the
design of effective sectoral and sacial protection programmes that mitigate root causes
of challenges of growth and development, including social and gender inequalities’?®
Further, the government has recently completed the roll-out of the Malawi National Social
Support Programme (MNSSP), which includes five intervention areas: Social Cash Transfer
Programme, School Meals Programme, Public Works Programme, Village Savings and Loans
and Micro-Finance.

A recent evaluation of the MNSSP by the International Labour Organization (ILO) has
highlighted that despite some improvements in recent years, Malawi's poverty reduction
and social protection system falls short of meeting the current and future needs of the
country’s growing population.®’ For example, the Social Cash Transfer Programme (SCTP)
aims to provide unconditional cash transfers to the 10% poorest and labour-constrained
households in each district, with the goal of reaching 318,000 households. In 2015, the
programme was only active in 18 out of 28 districts, and it reached 159,857 households.?%
Even if the 10% goal was achieved, the programme would still leave a large number of
eligible (ultra-poor and labour-constrained) households without assistance, thereby
continuing to leave behind some of the most vulnerable groups.

Overall, the programmes are not providing sufficient resources to those people they reach,
andare notreachingmany of the poorestand most vulnerable people atall. Lack of resources
is a major issue: public expenditure on social protection in Malawi is low by international
standards. In 2013, the annual budget for social protection programmes accounted for
approximately 2.65% of GDP,?® lower than the average level for low-income countries in
Africa. Other problems include high leakage rates, and poor coordination and integration
between the different types of interventions.?’® More resources need to be channelled into
the MNSSP to increase coverage and generasity of the interventions. Downsizing the FISP
and redirecting these resources into the SCTP as recommended by the World Bank and the
International Monetary Fund®* is not an answer, as productive subsidies and support are
vital to agriculture. Even when they reach the intended beneficiaries, cash transfers have
a limited impact on people’s productive capacities, unless properly integrated with other
interventions. Further, the time gap between the removal of subsidies and the introduction
of cash transfers at scale could mean a fall into deprivation and destitution for many.

Malawi needs a more ambitious, large-scale, integrated social protection system, learning
from other successful models in Africa. It should focus on universal interventions, such
as grants to all mothers, rather than costly and wasteful targeted measures in a country
where 70% live on less than $1.90 a day. This will require time and capacity building.
The government could start with a pilot based on a limited set of interventions, and
then progressively expand activities and link interventions as capacity and experience
accumulate. The social protection provisions being included in MGDS Ill - such as the
integration of social protection with agriculture interventions - go in the right direction, but
need to be accompanied by the political will and the financial resources to implement them.
The 2017/18 budget shows signs of greater prioritization of social sector expenditure, with
an upward revision to the budgetary allocations for social cash transfers, from MKW 550m
in2016/7 to MKW 1.5bn in 2017/18. This is a welcome, although still insufficient, effart.
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Priority agenda for fiscal justice

The Government of Malawi faces multiple fiscal and public financing challenges, and needs
to take many steps, with the support of international donors and governments, to ensure
more progressive revenue raising and increased spending on critical sectors like healthcare
and education.

Oxfam’s priorities for making progress towards achieving fiscal justice are outlined below.

REFORM THE TAX SYSTEM
The Government of Malawi should:

« Commit to strengthening and increasing the efficiency of tax systems to collect more
tax, particularly from those companies and individuals that shift wealth and profits
out of the country to avoid taxation.

+ Exempt all basic necessities from VAT and increase VAT on luxury items.

- Launch a review of wealth taxation, with the aim of: introducing an inheritance tax;
introducing a net wealth tax; and increasing land rates for the highest value land.

» Reform the personal income tax code by adding a further band for top earners at
higher rates, and increase the tax relief threshold to 1% GDP per capita.

+ Ensure all companies - including extractive industry companies - pay what they owe,
by not offering wasteful tax incentives and exemptions. Financial details, including tax
contributions, should be transparent to enable monitoring by routine audits and holding
to account by civil society organizations, including women's rights organizations.

- Take into account realistic government revenue forecasts when negotiating a
contract or investment with a mining company.

In addition, international governments should:

« Commit to introducing public country-by-country reporting for all multinational
companies in each country they operate in, to enable the government and citizens of
Malawi to see the amount of tax paid in the country on the profits made here.

« Establish a public, centralized register of individuals benefiting from ownership of an
asset (including shell companies, bank accounts, foundations, trusts, property, etc.)
and automatically exchange a central register of beneficial ownership and financial
datafromtheir financial institutions with all countries, including developing countries
like Malawi, to minimise the practice of profit shifting.

- Ensure that negotiations on tax treaties and cooperation agreements brokered by
donors avoid exploiting and eroding developing countries’ tax bases.

DEVELOPMENT ASSISTANCE
The Government of Malawi should:

» Commit to improving governance standards and donor and democratic accountability,
including by strengthening public financial management systems through all sectors
of expenditure.

+ Take the steps outlined elsewhere in this report to tackle corruption, strengthen
governance and restore donor trust.
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International donors and multilateral institutions should:

- Urgently increase aid levels to Malawi, particularly to the priority sectors and
interventions outlinedin thisreport, including free, quality, universal public healthcare
and education, agriculture, and an upgrading of the social protection system.

+ Restore budget support - both general and sector-specific — and ensure compliance
of all aid with aid effectiveness principles, including through use of government
systems. Where budget support may take time to reinstate, ensure that transitional
mechanisms which directly support government systems are financed, and piecemeal,
project-based approaches avoided. These caninclude virtual pooled funds if required,
with financial control outside government, but clearly supporting government plans.

- Target assistance at strengthening governance of public institutions (legal,
fiscal, political, cultural, etc.) so they are accountable to all citizens. This requires
investments in public financial management, and in strengthening tax systems to
collect more taxes. Donors should also support research and national debate to
identify appropriate and impactful measures to strengthen governance, incorporating
reflections on their own responsibilities and impact.

+ Support civil society and citizens” efforts - particularly those of women’s and
marginalized groups - to actively engage in public (including budgetary) decision
making on issues that affect their lives, and to monitor government performance,
holding it to account in its delivery of services and protection of citizens’ rights.

PUBLIC SPENDING
The Government of Malawi should:

+ Guarantee free healthcare for all citizens, removing all user fees. Implement the
proposed CHAM service-level agreement expansion, to ensure everyone can have
access to an essential health package which is free at the point of use.

- Abandon unworkable health insurance approaches and instead strengthen the tax-
based health financing system.

« Implement national plans to fund healthcare and education, by spending at least
15% of government budget on healthcare and 20% on education. Ensure significant
investment in raising quality standards across both sectors. In the health sector,
ensure a particular focus on investing to improve primary healthcare and training
more health workers.

+ Develop a costed action plan for the removal of user fees in public secondary
schools by 2030 to include financial provisions for an upsurge in pupil numbers. Make
secondary schooling compulsory by 2030. Develop a similar plan to increase the level
of qualified teachers to meet a minimum intermediate target of a 40:1 pupil to teacher
ratio, and strengthen incentives for rural teachers.

« Ensure that the health needs of women and girls are prioritized, with a particular
emphasis on reducing the unacceptably high maternal mortality rate among the most
disadvantaged women and girls.

+ Publish a plan to ‘eliminate gender disparities in education” and ‘ensure that all girls
and boys complete free, equitable and quality primary and secondary education
leading to relevant and effective learning outcomes” by 2030, in line with SDG 4.

« Strengthen affirmative action policies to increase access to tertiary education for
young people from poor backgrounds and especially young women. Reform the
Equitable Access Policy to incorporate socioeconomic status.

+Roll out a large-scale, comprehensive social protection system that meets
international targets and minimum standards.
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CONCLUSION

Malawi is an extremely poor country facing considerable development challenges. It is
in serious need of investment in its social and economic infrastructure, to drive growth
and share growth’s gains among all Malawians, to lift them out of poverty and close the
inequality divide. Investment in primary education shows how public finance can lead
to impressive outcomes. Growth has also had positive ratings in agriculture, Malawi’s
dominant economic sector. However, poverty levels are not improving. The country has a
systemic inequality and exclusion problem, which means many women and men are being
left behind. Malawi has limited room for manoeuvre to turn around its development path
and reduce inequality, due to several constraints: it has a burden of debt, a narrow tax
base and a weak tax system, which hamper domestic resource mabilization; a history of
corrupt governance of public institutions; and distrusting international donors who spend
their aid outside the government system. These challenges are compounded by a growing
population which is experiencing the force of climate change impacts, especially in rural
areas.

Acknowledging these constraints, this paper has set out policy solutions that the
government and donors can adopt, supported by civil society and others, to change the
course of Malawi’s future. At the forefront of change must be efforts to tackle the structural
drivers of inequality: in Malawi’s case weak governance, capture of policy making by an elite
and widespread corruption, as well as the pervasive gender disparities that particularly
hold back the poorest women and undermine broader growth and opportunity. Reducing
these inequalities must be at the heart of all policy.

Growth, however, will not improve unless the government makes efforts to make the
economy wark for everyone. This means designing agricultural policy and investment that
aims to improve the livelihoods of the poorest farmers and waorkers, rather than serving
powerful business interests and land owners. It also means raising more public revenues
from national resources, wealthy individuals, and domestic and foreign businesses, to
redistribute income and invest in public goods and services for all. Providing universal, good
quality, free public services, such as healthcare and education, is a vital part of this picture.
Critically, so is donors” and international institutions’ financing and supporting of these
priority policies, as opposed to pushing problematic models or undermining government
systems through a piecemeal approach to aid.

None of these solutions will work if implemented alone or in a vacuum; they are all
dependent on each other, and they all demand close involvement of the people they are
meant to reach. The vision we present for a more equal Malawi — where no one is left behind
- requires the active participation of women and men from all social groups to shape and
drive forward action across the range of interconnected issues.

But it is achievable.
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