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3.2.2

The Optimistic Scenario (selected strategies and enhanced policy capacity)

Our Optimistic Scenario (equivalent to the NEC’s Selective Scenario — selectively combining the
most effective components of the social, agricultural and growth scenarios) is only analysed in the
NEC document in terms of three indicative outcomes — one from agriculture, one from the macro
economy and one from the social sectors. The Threshold 21 model predictions for these are as
follows:

Q

(WY

GDP per capita increases to $200 by 2020, compared to the decline to $130 in the
Baseline Scenario. GDP per capita increases because of the effects of investments in social
services, which lower fertility rates, combined with the effects of increased GDP growth.

Figure 3: Real GDP per capita for combined and selective scenarios
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Source: NEC (1998).

The fertility rate falls from the current level of 7.5 to 3.0 by 2020.

Grain production per capita — the decline in the Baseline Scenario does not occur.
Average grain production per capita increases from 200kg per capita currently to 220 kg in
2010 and then, as the economy diversifies and investment skews towards social and
industrial sectors, declines back down to 200 kg by 2020.

Although the NEC does not quantify other outcomes for our Optimistic Scenario, looking at the
outcomes for the three focused strategies from which our scenario is derived (growth, agriculture,
and social sector) we can deduce the following:

Q

Q

Industry as a share of GDP does not change much (even the NEC Growth Scenario focusing
policy on industrial sector development only increases the share from around 19% to 21%;
given this small share, industry has very little impact on GDP growth).

There is some very moderate improvement in government budget deficit as a percentage of
GDP; it will stay below 5% GDP (hence Malawi is likely to remain quite aid dependent
through to 2020).

Social indicators improve — HIV/AIDS prevalence falling in much the same way as in the
Baseline Scenario; and as in the Base Scenario there is not much change in primary
enrolment, which already exceeds 80% following introduction of free primary education.
Fuel-wood demand increases alarmingly, in much the same way as the Base Scenario and
the reduction of environmental degradation is slow.

Poverty — again, the NEC scenario says nothing about poverty and income distribution.
However, the improvement in GDP per capita and in social indicators suggests that poverty
should improve.
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It is sobering to note that even with our most optimistic scenario the overarching economic
objective Vision 2020 (‘Malawians aspire to have a diversified and middle-income economy’)
is not achieved.

3.2.3 Melt-Down Scenario (continuation of recent trends)

Using the data for 1998 which were fed into the modelling exercise, we can roughly calculate GDP
per capita in 2020 if the 1998-2003 GDP growth rates and population growth rate are projected
forward.

The calculation is affected by whether the reduction in the population growth rate that has taken
place in recent years is assumed to be a permanent gain resulting from the expected demographic
transition, or a reflection of AIDS-related increases in the death rate, which would be counteracted
by successful medical interventions. In the second case, the rate might be expected to rise again
before 2020. There are also different estimates for recent and current rates, with the National
Statistical Office giving an average of 1.9% for the five years up to 2004 and other independent
sources giving 2.4%. Given the above uncertainties, we assume the higher figure, so the calculation
is as follows:

1. 1998 GDP (in 1994 US$) used in the NEC modelling exercise was $1,628 million.
. 1998 population used for the modelling exercise was approx. 11 million.
3. We now know that 1998-2003 annual average GDP growth rate was 1.6% and assume
population growth averages 2.4%.
4. Taking 1998 GDP and population and projecting the 1998-2003 growth rates for both
through to 2020 we get: 2020 GDP (in 1994 US$) $2,308.426 million.
5. With a population of 18,534,963, this gives 2020 GDP per capita of $125 (in 1994 USS).

This is lower than that of the Baseline Scenario which was $130 per capita and lower than it was at
Independence — also $130 per capita. In other words, if the 1998-2004 melt-down continues by
2020 average living standards will be lower than they were at Independence. The expected
level would be even lower but for the contribution of AIDS-related deaths to lowering
population growth. (The population effect of AIDS deaths counteracts the negative effects on
production and growth, which are also taken into account in the projections.) Whatever way you
look at this, it can only be described as a catastrophe. We may assume that in light of the
catastrophic decline in GDP per capita most other socio-economic indicators will also register a
marked decline. Also, without improvements in governance and the pattern of growth, distribution
will remain highly unequal.

3.3 What will make the difference?

In the future, as in the past (Section 2.1.3), Malawi’s possibilities for growth and development
will be influenced by trends and events outside the country. Whether the global climate
deteriorates significantly, whether Malawi’s trade preferences are eroded or restored; and the nature
of Asia’s (especially China’s) economic impact on the African continent, will be variables of some
significance. In the region, the rate of growth and accessibility to Malawian labour of the South
African and Zimbabwean economies; continued openness of Mozambique to population movements
and cross-border trade with Malawi; and the avoidance of further armed conflict, will all make a
significant difference. At the international level, too, the precise balance that is finally struck
between the ‘brain drain’ of professionally trained personnel to the UK and elsewhere, and the
reverse flows of remittances to migrants’ families will be of some importance.
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There is a serious need for research to establish the current scale of these phenomena. We
found it impossible to estimate the scale of remittances by simple means such as examining
Malawi’s national accounts. Important related questions surround the degree to which it is realistic
to expect the Malawian diaspora to contribute morally, politically and intellectually as well as
financially to the revival of the country’s fortunes. This too is a complex topic, worthy of carefully
designed research.

It is impossible to say whether these factors outside Malawi’s control will be more or less powerful
influences than the factors in domestic change. However, the scenario exercise confirms that
altering the assumptions made about the domestic conditions — with the quality of policy as
the pivotal factor — make a large difference to outcomes in 2020. A worthwhile, if not exactly
dramatic, improvement in per capita incomes at one extreme contrasts with an unmitigated
catastrophe at the other. Combined with the fact that these factors are under the control of
Malawians, this gives us every reason to stress them in searching for potential drivers of progressive
change.

3.3.1 Drivers of policy change

The immediate drivers of progressive change, reflected in the Optimistic Scenario and based on the
arguments of Section 2 are the following dimensions of what we have called policy capacity:

e policy consistency;

e Jong-term vision;

e strong leadership, able to discipline and coordinate both donors and different arms of
government in line with the vision;

e prioritisation of objectives and resources;

e improved performance of the civil service.

We think it is reasonable to suppose that if the capacity of the state were to be improved in
these ways, then the content and effectiveness of policies could be improved to the extent
assumed for the Optimistic Scenario in all of the key areas (agriculture and food security,
investment environment, social services, off-farm employment, empowerment and environmental
protection). One of the ways this would work through into better outcomes would be by creating
conditions in which more members of the country’s elite became convinced that their future wealth
could be assured by legitimate private-sector business, rather than by plundering the public purse.

Naturally, the phrases ‘long-term vision’, ‘improved performance of the civil service’ etc.
have to be understood in ways that take on board fully the arguments in Section 2. We are not
referring to the production of more high-quality policy documents, nor do we have in mind the
conventional approach to ‘capacity building’. The argument has been that policy capacity in all of
these dimensions is a function of the prevailing pattern of political incentives in a neopatrimonial
state.

3.3.2 Political incentives and policy change

How would the political incentives have to change, and is this likely? The implication of the
analysis in Section 2 is that there would need to be a fundamental shift in the way Malawi’s
politicians build their political followings away from the patronage-oriented state capture that has
characterised all regimes since Independence.

There are two steps to this argument. First, there would be some gains for development if the
pattern of the last few years, in which the drive to steal public resources becomes self-defeating and
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radically destabilising, were modified by reversion to the earlier pattern — without the dictatorial
trappings — in which patronage is steered and moderated by some kind of unifying vision. Second,
that would, however, only secure a return to ‘muddling through’ and the trend lines of 1965-98,
which only provides for a return to Independence-level incomes by 2020. The changes would have
to go further than that in order to make possible the Optimistic Scenario.

The more radical change is unlikely in the near future. In principle there are two ways in which
politicians’ incentives to use the state as a patronage machine could be weakened, and the incentive
to use it to drive national development increased. One would be the emergence of a force from
inside the state apparatus, in the society or including elements of both, that would more or less
consciously set about transforming the state in the name of some higher cause, most likely some
kind of national or religious revival. Such processes have been the principal vehicles for the
transformation of patrimonial or feudal (and now, perhaps, communist) states into developmental
ones since the 19th century, most notably in central Europe and east Asia.

Almost invariably, however, these examples rest upon the possibility of appealing to a golden era of
some kind in the past when the national state was in some sense less compromised morally or more
independent. That is, we are dealing with states that have a history (often of warfare with, if not
domination of, neighbouring states). The effectiveness of the political movement and the incentives
to engage in political action depend on the state’s being a moral community. As we recalled in
Section 2.4, a distinctive feature of neopatrimonialism in sub-Saharan Africa is that the ‘civic
public’ (the state) is not the focus of very significant moral commitments, even for those who are
employed by it. Communications within the national territory have improved considerably since
Independence, making the nation a more relevant unit. Yet the colonial origins of the state still
bear very heavily on attitudes, and make nationalism a comparatively impotent force for
change.

That is why, in the African context, it makes some sense to look to the gradual progress of
democratic government as a source of developmental change. Empowered voters can and do
punish leaders who are considered to have failed, and in so doing they alter the incentive structure
facing further generations of politicians. So long as the empowerment is still fairly shallow, as it is
throughout Africa, failure will be assessed in fairly crude terms, and may be quite a lot about more
or less successful patronage. However, in time the logic of political competition will tend to focus at
least some of the time on issues — the effectiveness of governments in providing improved
conditions for citizens or supporting institutions that do the same. This will be faster, history tells
us, if voters are also tax payers, but it will tend to happen even if they are not.

The trouble is that such processes tend to be cumulative, gradual and slow — partly because the
sophistication of voters increases with socio-economic development, urbanisation and literacy.
Although modern mass communications can be an accelerator, there are also some dangers arising
from the availability of modern media. For example, one of the effects of Malawi’s rather delayed
demographic transition, restricted land base and weak growth performance is that in the coming
years, a ‘youth bulge’ will unavoidably spill onto a labour market characterised by few employment
possibilities. They will become an easily-mobilised constituency for unscrupulous politicians who
wish to cause trouble by appealing to regional, religious or ethnic divisions. As downward spirals of
change in Africa multiply in number and severity, this raises the question of how much time there is
for democratisation processes to make a difference.

We have argued that in Malawi, we cannot see evidence of substantial improvements in the
functioning of the country’s institutions of formal democracy. But this does not mean that it ceases
to make sense to look for these kinds of changes, and do whatever is possible to promote them.
Therefore, the main conclusion to be drawn is that change in Malawi should not be expected to be
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fast or dramatic, but to be incremental, initially fragile and in need, therefore, of sustained and
patient support. This is the conclusion we draw and submit to the constituencies in Malawi that are
committed to political and economic improvement. It is also the main element in our findings and
recommendations for donors. There are no short-cuts.

What this means for donor behaviour and modalities of assistance is the subject of Section 4.



53

4  What are the challenges to the aid relationship?

The inclusion in this study of a full section devoted to the aid relationship is an innovation
with respect to most Drivers of Change studies, and stems from a recommendation of the
Inception Report. There are, as we have seen, good reasons for being concerned about the aid
relationship in Malawi. However, that is not the only reason for reflecting on it at greater length.
Drivers of Change exercises in Africa have tended to generate interesting analyses whose
implications for the commissioning donors are unclear or indeterminate. We think one of the
reasons for that is that they do not relate in a strong enough way to the current bodies of thinking
that govern donor behaviour.

Consistent with this view, some parts of the argument that follows simply pursue the
implications in what was said in Section 2.6 about how aid has contributed to politically-driven
decline in state policy capacity in Malawi. However, other parts depend on making a new type of
connection, between the country analysis and current ‘theory’ about aid effectiveness and choice of
aid modalities. This is particularly the case as we move from the ‘what’ of aid policy in Section 4.1
to the ‘how’ in Section 4.2.

Overall, our analysis suggests that development assistance is very likely to have low effectiveness
in Malawi for some time to come. That means that it could, in principle, meet global poverty-
reduction goals better (assist more people out of poverty) by being deployed elsewhere. However,
we assume that the complete withdrawal of aid would be geopolitically and morally unacceptable to
many donor countries. Steps that might improve aid effectiveness but would infringe national
sovereignty also have to be excluded as politically regressive. As we suggest right at the end, there
may be some scope for co-ordinated international initiatives that would improve the incentive
environment in a radical way for the leaders of aid-dependent African countries at large. However,
as far as actions within Malawi are concerned the section is about the options for improving
effectiveness at the margin.

4.1 Improving the substance of aid policy

On the content of donor thinking about what to do in Malawi, we feel there is a need for the
following four things:

e more realism about the long-run nature of the development challenges Malawi faces;

e less certainty and more humility about the solutions;

e more willingness to compromise and support joint efforts, particularly if and when a half-
decent government approach is on the table;

e more emphasis on political economy as a central focus of country programming.

4.1.1 Realism and the long run

We argued in Section 2 that short-termism characterises government policy but also exists
amongst donors. Malawi is unlike many other countries in the region in regard to the severity of
the constraints posed by its demography and environment. It is the most densely populated country
in sub-Saharan Africa that has one season of rain lasting only five months. Massive population
pressures, very small landholdings and the unreliability of rain present policy-makers in Malawi
with a uniquely pressing set of challenges. The country not only lacks substantial mineral wealth (a
dubious advantage, if the political economy that tends to characterise resource-exporting regimes is
taken into account) but is small and landlocked. On top of this, its politics are profoundly
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neopatrimonial and the norms and values of its still largely rural society underpin these features and
make their effects even more unhelpful to development initiatives.

In spite of this, many donor staff behave as if they believe that, with their input, Malawi can
rapidly achieve sustainable development. Ideologically and professionally, they are predisposed
to thinking that they can make a difference. When it proves hard to have a positive impact, they
tend to look for excuses, rather than re-examine the realism of their initial assumptions in the
Malawian context. Instead of adjusting the approach to more appropriate assumptions, they blame
government’s ‘lack of will” and move onto another policy initiative. It would be better if the starting
assumption were that underdeveloped countries are underdeveloped for difficult-to-address reasons,
and that if transforming them were easy, this would have been done by the generations of locals and
aid workers who have come before.

4.1.2 Less certainty, more humility

The solution of development problems is not an exact science. Expert views on what is likely to
work best change quite frequently, sometimes driven by new research or experience and sometimes
not. Donor fashions tend to follow with a time lag. It can therefore be quite damaging where, as
seems to have happened in Malawi, donor staff have pressed particular options on the country with
the passion of late converts.

Over the past decade, thinking about rural development has been strongly influenced by the
livelihood diversification model, as well as by a commitment to rolling back the state to enable
private-sector development. There are grounds for thinking that these ideas have been rather
mechanically applied to Malawi, without a sufficient appreciation of the country reality.

This partly reflects the underestimation of Malawi’s unique agro-economic conditions.
Everyone in Malawi wants to see livelihood diversification, but opportunities are currently limited,
and this sad state of affairs cannot be wished away. The transition to a more diversified economy
can only be achieved on the basis of improved productivity in agriculture. That is only likely to be
achieved with the state playing an active role. Given an extremely weak private sector and insecure
maize markets, farmers will only have the confidence to move away from subsistence maize
production if an agency, such as Admarc, is able to ensure the availability and affordability of food.

Research-based thinking is increasingly questioning the simple polarities that inform this
debate. It is not a case of maize versus other crops or the state versus the private sector as donors in
Malawi have seemed to say. Donor views on fertiliser subsidies have tended to reflect rather
generalised and old-fashioned theory, rather than a good theoretically-informed grasp of the country
reality. For example, in 1994 donors insisted that the fertiliser subsidy be removed and that this
would actually result in increased fertiliser uptake. They were proved wrong and as a result had to
support the Drought Recovery free inputs system, which eventually became a Starter Pack. Current
research is increasingly providing new reasons for thinking that input subsidies and public
investments in agricultural research are essential for kick-starting the transition that rural Africa
needs.

There can be no objection to taking a view on these issues, but the lack of a solidly grounded
consensus on many of the issues suggests the importance of arguing with caution and
humility. This applies particularly to policy dialogue with a government partner whose policy
capacity is (for political reasons) unusually weak and where donor theories may actually establish
policy.
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Moreover, even in such circumstances donor staff should bear in mind the possibility that the
issues on which they are expressing views have been debated and written about in the country
for a long time. A relevant example is the excellent work on growth strategies and projections by
NEC that we have used for our scenario work. Most donors today do not seem to be aware of the
NEC work (which was supported by UNDP) and are going ahead with in-house exercises of the
same kind. Unfortunately, the erosion of civil-service policy capacity and some of the factors
reviewed that affect relationships between donor and government staff mean that in this case the
information about previous exercises may well not be volunteered. This is likely the case across
most sectors.

4.1.3 Willingness to compromise

The policy consistency that Malawi needs will not be able to be achieved so long as all
participants in the policy dialogue insist on what they consider the first-best policy options. It
is difficult, for example, to see how the government can be encouraged to work out a sensible
agricultural strategy when one key donor is insisting that the country should give up on maize and
another that it should aim to be a maize exporter. As one Malawian in our focus group on
agriculture noticed, ‘Everyone is jumping in with ad hoc money. Someone needs to get on top of
things and provide co-ordination and direction. There’s far too much traffic going on’. This is partly
a matter of aid harmonisation, which we discuss further on. But it is also a matter of intellectual
attitude, and related to the problem of insufficient humility.

Even if they know they are right, advisers should be prepared to support solutions that are second-
best but will command a consensus and thus be able to be pursued consistently. The politics of
donor compromise or the second-best approach has occasionally worked very well in Malawi.
For example, in the early 1980s the World Bank and the IMF were willing to compromise over the
restructuring of Press Corporation. The company was on the verge of a collapse that would have
had severe ramifications throughout the economy and possibly led to the collapse of the formal
banking system. Yet Press was the centrepiece of Banda’s political rent-seeking, so that the issue
was highly sensitive.

The World Bank quickly came to realise that it would have to compromise if there was to be any
chance of solving the Press problem and hence abandoned the idea of completely removing Banda’s
interest in the company. The compromise, which the donors did not like but nonetheless accepted as
the only viable solution, was to create one private company and a distinct Press Investment
Holdings Trust. Banda transferred his shares into the Trust and became the senior trustee and the
restructured Press Corporation was legally obliged to pay an annual fee of MK1 million into the
Trust, with this fee being the first claim on Press’s accrued income each year. Despite discomfort at
this arrangement, ‘it was deemed by the Bank to be a necessary cost to obtain the co-operation of
the owner, and an enforceable way of controlling future withdrawals and ensuring they were in no
way excessive, as they had been in the past’ (World Bank, 1987: 17).

As in this example, appropriate compromises need to take into account not just technical
differences of opinion, but also local political and political-economy considerations. In any
policy area relating to food, the ‘politics of food’ cannot and should not be ignored in Malawi.
Food-security policies, for example, need to be designed in a way that takes into account the factors
that will influence their implementation and the likelihood that they will be implemented at all. This
does not mean accepting corruption and malfeasance in the food sector. It just means accepting that
food, especially maize, has unavoidable political ramifications. National and household-level maize
self-sufficiency was the cornerstone of Banda’s populist political platform. In the future, too,
leaders will inevitably ‘make politics’ with food, partly because food surpluses are one of the
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government’s few liquid assets. That needs to be factored into policy design, so that it becomes on
balance a source of strength.

Box 4.1 describes what could be regarded as a notable failure to support a second-best policy that
commanded local support and a degree of consensus. This example leads us to believe that in
thinking about aid effectiveness at the country level, there needs to be less concern about
maximising impact and more consideration of optimal solutions, which achieve reasonable
impacts that are politically viable and sustainable, and therefore will be implemented.

Box 4.1: Starter Pack and the failure to compromise

The Starter Pack (SP) scheme was launched by the Malawi government in 1998. It consisted of a free pack of
inputs — fertiliser, maize seed and legumes — to be universally distributed to all smallholder families. It was the
product of a highly competent analysis by local technocrats of the severe problems of declining soil fertility and
maize yields. SP was designed to address this issue by enabling farmers to adopt and experience new technology
in a risk-free manner. It also boosted maize production by 300,000-400,000 MT, so contributing to food security
by reducing the consumer price of maize (most Malawian households are net food purchasers). By addressing the
food problem, it was also hoped that SP would kick start the process of livelihood diversification.

In retrospect it was thought that SP was not necessarily the first-best solution to food security problems in Malawi.
Concerns were expressed that it was untargeted and expensive, and might lead to a dependency syndrome;
furthermore, most farmers knew the benefits of the technology, so the problem was not exposure but affordability.
Consequently, after initial support from DFID, the EU and the World Bank, all the donors apart from DFID pulled
out. In addition, they insisted that SP be scaled-down and targeted as a component of the safety-nets programme.
Thus, SP became the Targeted Inputs Programme (TIP).

The donors pulled out without any substantial alternative of their own in place to deal with pressing food and
productivity issues. The very small SPLIFA inputs-for-assets programme only covered around 60,000 families and
was more of a safety-net than a programme designed to deal with agricultural productivity. Other small projects
such as AIMS were focused on longer-term and often still unproven solutions. Far better would have been to
accept the approach supported by government and work with it on ways in which it could be modified and
improved — for example converting it into a massively scaled up SPLIFA-type inputs-for-assets public works
programme.

Unfortunately, the opposite now seems to have occurred, with donors pulling out of both TIP and SPLIFA. In the
words of one Malawian involved with SP, ‘The donor community was at worst hostile and at best lukewarm to the
programme. The exception was DFID who announced that they were willing to support the programme until
someone devised a better intervention to tackle chronic food insecurity’.

Likewise it has been noted:

‘Alas, this smallholder productivity programme was hijacked by the donor determination to transform it into a
safety net programme, targeted to the poorest ...The shift to safety net also muted the focus on productivity.
Composite maize with lower gearing (maize/nitrogen) was substituted for the hybrids ... The African solution was
distorted substantially as filtered through donor lenses — targeting replaced universal coverage; an untested system
was substituted for a proven one’ (personal communication, member of original Starter Pack design team).

4.1.4 Political economy and the country programme

The country’s political economy, as outlined in Section 2, needs to be taken seriously into
account in the design of all components of a donor’s country programme. That means
positively recognising the potential of politics to drive forward good or reasonable programmes in
the way we have just been suggesting. It also means building into all programmes quite a lot more
care and attention to possibilities of derailment. Box 4.2 describes what could be considered a case
of grave neglect on the part of donors who promoted reforms in Malawi’s famine-response system
but did not ‘keep their eye on the ball’ to the degree that would be expected.
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The serious things that happened as a consequence of the way the National Food Reserve
Agency was set up were predictable on the basis of the analysis in Section 2. Those responsible
in the donor community may have underestimated the degree of degeneration that has affected the
public services in Malawi. More likely, they may have failed to appreciate the neopatrimonial
political logic that legitimises the use of public resources, including food, to pay off political debts —
what was done appears to have been done purposefully, and donors would not have expected that. A
third possibility is that they were not naive in this sense, but were in the technocratic habit of
factoring out the political-economy challenges — relegating them to the ‘Assumptions and Risks’
column of the Logical Framework, so to speak — rather than making them a central focus of
programme thinking.

In a similar way, it is essential — if we are right in Sections 2 and 3 about what the main obstacles
to better development outcomes are — that helping to transform the political economy becomes a
central objective of donor country programmes.

We deliberately say helping. All of the arguments we have been putting forward suggest that
domestic politics and public affairs are what determine the pace of improvement in these matters.
Our discussion of conditionality in Section 2.6 is a reminder that, according to a large body of
research, conditionality is a weak instrument for achieving institutional changes unless there is a
significant domestic constituency promoting these (and/or a uniquely powerful incentive such as
European Union accession is currently providing to some countries outside Africa). Therefore,
greater use of ‘political conditionality as a lever is not what we are proposing.'*

It is also clear that this cannot be the only central focus, especially if the donor expects to
make a large financial commitment to the country. The absorptive capacity of programmes
aiming to address key political and governance issues will not normally be large. We would not
expect the model used recently by DFID in Peru — where the country programme focused almost
entirely on civil rights and social exclusion — to be applicable in Malawi. However, a relative
change of emphasis towards (or back to) support for political institutionalisation processes would be
justified in DFID’s case, and possibly for Norway too.

In view of our earlier assessment of the pace of democratic development, this should be
embarked upon on the clear understanding that it is a commitment for the long haul. There
are quite unlikely to be any ‘quick wins’. Quite intensive efforts on the part of the professional staff
of the donor agency are also likely to be needed. The identification of the right entry-points for
support to democratic development will call for skill and close attention, sustained over a period of
years.

This is not a new field of activity. After the 1994 multi-party elections, several initiatives were
launched aimed at strengthening parliament. This included a residential capacity-building
programme for individual MPs organised by the University of Malawi at Zomba. A major
programme followed for ‘Strengthening the Interface between Malawi Parliament and Civil
Society’. This was launched in 2001 and ran for three years to the end of 2004. Funding and
technical support were provided by DFID and USAID, with implementation by the US-based
National Democratic Institute. Some priority should be given to learning the lessons of these
important experiences, especially what they tell us about the conditions for sustainable change over
a long period.

4" This is not to argue that conditionality has no place in country programmes, and certainly not that the aid relationship in Malawi
has entered a ‘post-conditionality’ phase. Specific measures may be able to be promoted in this way, particularly if they can
make a real difference on their own and if there is a constituency for them in the country (the improvement of the law regulating
the ACB may be an example). The point is that large-scale institutional changes are the least amenable to this sort of treatment.
Some political conditions — e.g. in the human rights area — may be justified and required for ethical reasons, but that also is a
different matter.
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Box 4.2: The 2001/2 food crisis and neglect of political economy

The 2001/2 ‘food crisis’ in Malawi was no simple famine. Famines are seldom simple, and it has been shown that
in this case, as usual, hunger occurred more because of a failure of effective demand for food arising from
underlying changes in the position of poorer households, including some caused by AIDS, than because of a
collapse in supply. 2001 grain production was only 8% lower than the decade average. On the other hand, the
ability of the country to respond to this situation was compromised by a problem of availability of food reserves to
meet emergency-response needs. This was the case, notoriously, because the state’s Strategic Grain Reserve had
been run down to an irresponsible degree as a result of collusion between Admarc officials and grain-market
operators linked to the president’s circle.

The story has been written about at length, and has been the subject of several public enquiries. We do not need to
repeat all of it here. The essential detail is that the governance of Malawi’s food reserves had been the subject of
intensive donor-promoted reform effort over the previous few years. A new National Food Reserve Agency
(NRFA) was established as a Common Law Trust in 1998, with the idea of reducing the politicisation of the SGR
and reducing Admarc’s financial deficit. However, in a number of respects the set-up of the NFRA was deficient,
leading it to be dependent on Admarc facilities and service. Meanwhile central government continued to be
involved in grain-market operations using internal borrowing for this purpose. Conflicts of interest were a notable
feature of the Admarc and government operations, which was the reason for creating NRFA in the first place. But
the agreements required to bring the SGR effectively under NRFA’s control were never committed to paper or
made legally binding.

Under these conditions, technically sound advice from the IMF and elsewhere to limit the SGR to a modest,
revolving stock provided the pretext for large sales, on unfavourable terms and with considerable diversion of
funds to corrupt officials, at exactly the wrong moment from the point of view of an adequate response to the 2001
harvest shortfall. The response was late and costly in terms of both malnutrition-related deaths and public finance.

We do not accept the proposition, advanced by Muluzi, that the IMF advice caused the food crisis. However, there
is quite a strong case to be made, which is accepted by IMF staff, that the donors generally did not do enough
checking up on the progress of the reforms they initiated, did not take sufficient account of what long-term
residents know about ‘how Malawi works’ in designing the institutions, or were affected by the usual causes of
short-termism among donors — staff turnover, lack of institutional memory and changing fashions at headquarters.
This is hardly a less serious form of complicity.

Attention should be given to ways of improving the functioning of all Malawi’s constitutional
arrangements for the separation of powers. The judiciary and the constitutional bodies other than
parliament that have a watchdog role (the Ombudsman, Human Rights Commission, etc.) are
obvious candidates. However, precautions would be needed to make sure that support is less ad hoc
and donor-driven than in the recent past. More effective enforcement of the constitution’s
prohibition against the president and ministers engaging in private business (section 88A) could be
another immediate objective. A political cost should be attached to breaches of these norms. This
might require legislation, but is not otherwise impractical. For example, the Presidential and
Parliamentary Elections Act could be amended to provide that ‘no person can be registered as a
parliamentary or presidential candidate if he or she has not declared his or her assets, or has at any
time induced, aided or abetted abuse of power or corruption by a public servant’.

Consideration might be given to assisting any tendency to transform Malawi’s political
parties into principled, interest-based parties, with internally-democratic or at least rule-
governed structures. The German party foundations have had long experience of this type of work,
and we understand there is growing interest in it in GTZ. DFID’s Peru programme included
working with political parties on selected issues. In our analysis, it is unlikely that much headway
will be made in restoring the civil service to its former position until political leadership becomes
less personalised, and the key to that is the party system. The same may be true of the de-
politicisation of the environment for business. At least, any measures that seem worthwhile to
support changes in these areas would face better prospects if combined with action on the party
system.
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There is a strong fund of experience of civil-society and mass-media support in Malawi, with
some successes to be claimed. We would not want to over-state the potential of non-governmental
campaigning organisations, given what we have said about the structure of political incentives.
However, in the long-haul perspective that we are saying needs to be adopted, engaging with the
media, the university, trade unions, human-rights watchdogs and other citizen groups remains
important. In the words of Alexis de Tocqueville, ‘in democratic countries, knowledge of how to
combine is the mother of all other forms of knowledge; on its progress depends that of all the
others’.

Work with civil society obviously needs to be aware of the possibility that links to donors and
the utilisation of large donor funds by small, weak organisations will do more harm than
good. Common trust-fund arrangements may be necessary to avoid a position where the donor/civil
society interface reflects the patron-client relationships of the wider society.

Imperfections in the current set-up of civil society also need to be recognised. In Malawi, civil-
society responses to economic and social challenges have tended to be event-driven and not
strategic. They have too often focused on symptoms rather than structural causes. For example, they
have tended to focus on condemning corrupt individuals rather than addressing the deeper causes
that create the incentives for corruption. There are partial exceptions. The Centre for Social Concern
and Malawi Economic Justice Network (MEJN) have both sought to link poverty to deeper
structural causes, including the structure of the international economic system.

At the same time, major components of civil society have compromised their moral authority,
particularly at times of intense political competition. For example, during the 2004 elections
most Christian faith-based organisations compromised their role as independent actors by first
favouring one presidential candidate (Chakuamba) over all other candidates, and then switching to
support Mutharika when he started to distance himself from the UDF. This was despite having
initially condemned Mutharika as having been propelled to the presidency in a flawed election. This
flip/flop encouraged political leaderships to discount moral standards on the basis that even the
faith-based civil society groups do not act on the basis of consistent principles.

Inter-religious rivalry (voiced in sometimes vitriolic radio wars between the Catholic Radio
Maria and Radio Islam) has further eroded the moral clout of the faith-based organisations
associated with those groupings. Some faith-based civil-society organisations have also lacked a
humanistic, realistic and practical response to the country’s critical social/economic challenges,
including HIV/AIDS (‘abstinence is the only solution/condoms are sin’), poverty (‘the poor will
always be with us’), gender inequality and the rights of children (‘family hierarchy is the natural
order of things’). Such faith-based responses have taken responsibility off the shoulders of political
leadership and reduced the demand for accountability from their congregations. Therefore, donor
engagement needs to contain as strong an element of dialogue about ideas in this sphere as it does in
relations with government.

Access to information and the associated awareness-raising amongst the population are
obvious preconditions for other democratisation efforts. However, traditional ‘civic education’
approaches by NGOs have tended to be erratic, to have uneven coverage and to be too donor-
driven. A more sustained and comprehensive approach would centre on the expansion of the
currently limited network of public and community radio. Greater information provision using
modern media might be productively combined with a re-examination of the lessons learned by
DFID’s Transform Programme and other rights-oriented initiatives. Renewed attention to adult
literacy would have a place in this approach.
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It might be argued that there is little new here with respect to existing or past ideas about entry
points for governance work. There may be some truth in that, but only with respect to entry points
understood in a conventional way. The suggested approach involves a substantial break with the
past in emphasising:

e the vital need for a long-haul commitment, not ad hoc responses, based on a clear
understanding of the political economy;

e the importance of a proactive engagement by donor advisory staff in identifying specific
issues on which incremental changes in incentives or a real constituency for change exist;

e the need for a learning-process approach, where incentives to use information for learning
purposes are built in;

e and programme designs that allow a low-cost switching of method or addition of
components when initial assumptions are called into question.

There is a conclusion implicit in these recommendations that needs to be made explicit and
defended against a possible misunderstanding. Giving political economy the central place in a
country programme as suggested here would involve maintaining a substantial portfolio of projects.
It is hard to see how anything other than the project modality could be used. However, it matters
very much how it is used.

Recognising that there is a continuing place for projects is not to say that donors can afford to
carry on with business as usual. On the contrary, we are arguing for a radical shift in donor
behaviour, including the way projects are designed, managed and adjusted. This forms part of a
wider perspective, set out in Section 4.2 in which aid agencies are urged to work together in new
ways, using all appropriate instruments, to encourage the effective resumption of the leadership of
development efforts in Malawi by the Malawian government.

4.2 Ways of working: the new aid agenda and Malawi

Malawi is without doubt a difficult country in which to apply the more advanced elements of
current international thinking about aid and its effectiveness. The disappointments and setbacks
of the last few years might lead one to be quite cynical about some of them, but cynicism is not the
appropriate response.

Our analysis of the country situation actually confirms in most respects the validity of the principles
or aspirations that constitute the new aid-policy agenda — aid harmonisation with government in the
driver’s seat; alignment of donor programmes around country-owned policies; using government
systems and avoiding parallel project management structures; adopting of programme modalities
(SWAps or budget support) whenever possible; and decentralisation of offices and policy dialogue
to country level. At the same time, it suggests the vital importance of not pursuing these
objectives mechanically, as if they could be pursued by a standard set of aid practices
regardless of country context.

We argue this with reference to four topics:

aid harmonisation;

alignment and country policy-ownership;
programme modalities;

decentralised offices and staffing.



61

4.2.1 Aid harmonisation

The aid alignment agenda is hard to implement where the national policy process is as weak as
described in this paper. This is an obstacle to aid harmonisation too, to the extent that the best
harmonisation happens when government leads it. However, efforts to increase aid co-ordination
would clearly be feasible and worthwhile, even if they have to be undertaken under donor (e.g.
UNDP) leadership. As we noted earlier, the deterioration in aid co-ordination is in some respects
quite recent and contingent upon personalities. There seems no good reason why the situation in
Malawi has to be worse than in, say, Zambia (where a joint harmonisation action plan called HIP —
Harmonisation in Practice — has been in place since 2003). In the Malawi case, it would be good if
harmonisation initiatives could take fully on board what has been said in this paper about a)
neopatrimonialism as the source of government’s weak policy capacity, and b) the way donor action
has tended to exacerbate the problem in some respects.

There are some positive elements in the current aid pattern in Malawi from the point of view
of harmonisation — the modest number of agencies in the country, and the delegated funding
practised by Sweden/Norway and DFID/USAID. These should be retained and deepened.

4.2.2 Alignment and policy ownership

The whole argument of this paper confirms that the emphasis in current aid theory on
country policy ‘ownership’ is right. Conditionality does not work without it, except in limited
ways. Donors cannot solve the fundamental problems of development in very poor, ex-colonial
countries like Malawi because those problems have to do with the nature of the state. It follows that
the philosophy that led to the launch of the PRSP initiative remains sound. It is worth trying to
promote in-country policy debate by means of PRSP processes, SWAps and other efforts to align
aid with the results of country policy processes.

But it also emerges clearly from the Malawi experience that there can be a conflict between
pursuing the PRSP objective (build country policy ownership) and making the PRSP
document a principal point of reference in country assistance planning. Donor efforts should
focus on building, and trying not to further damage, national policy capacity, on the clear
understanding that the deficiencies that appear technical have a political origin. That focus will not
be possible if — under instructions from headquarters or for any other reason — agency staff are
compelled to declare that out of respect for country ownership the PRSP has to be the central focus
of the country programme. Building or rebuilding the country’s capacity to own policies may well
mean paying serious attention to the PRSP, but that should not be automatic or independent of the
quality of the process sustaining the PRSP.

Like all PRSPs and more than some, the MPRS is a wish list, without much substance on the
‘how’ of implementation. It also lacks the linkage to a Medium-Term Expenditure Framework
which has been shown to be an important initial step in making PRSPs implementable. The MTEF
initiative went off-track some years ago, as the formal budget process was submerged in informality
during Muluzi’s second term, becoming pure ‘theatre’. Therefore, an essential prelude to revising or
relaunching the MPRS is the restoration of the credibility of the annual budget and the restitution of
some form of decision process on medium-term expenditure ceilings (not necessarily the MTEF as
originally conceived). A further major investment of energy in social participation and policy
dialogue around the PRSP will not be justified until at least some headway has been made in this
process.

When the moment comes, it may be that a fresh approach to PRS priority-setting will be
needed anyway. The current president and Finance Minister are apparently of the view that what



62

Malawi most needs is an economic growth strategy, not a strategy for poverty reduction. Malawi
needs growth, but — if our argument in Box 3.1 is right — there is no solid basis for opposing growth
(assuming that means per capita growth) to poverty reduction. The approach that is likely to
generate the highest GDP per capita by 2020 is not the one that focuses on maximising GDP growth
in the next few years, but the one that incorporates elements of a ‘pro-poor’ policy, support to
smallholder agriculture and social services. There is therefore an important debate to be had. But
the terms of the debate need to be different from those around the PRSP in 2000/1.

In any case, the notion that a pro-poor spending plan is one in which certain budget lines
(usually primary social service provision) are singled out for increased and protected
allocations appears to have had its day. Former Minister of Finance Jumbe (2003) was keen to do
away with the PRS priority expenditures in the budget. This was regarded with concern by NGOs
and donors. However, the concept of protected sub-sectors has also come under attack in the PRS
revision processes in Uganda and Tanzania, on the valid grounds that it weakens the incentive to
improve efficiency in those areas while also discriminating unduly against economic infrastructure
and services.

In several respects, therefore, the kind of strategy for poverty reduction that is appropriate in the
Malawi context needs some rethinking. The revision of the MPRS that is formally required will be
one process among others in which donors and national NGOs can contribute to this debate.
However, in doing so they need to keep their eye on the objective of country policy ownership and
not allow themselves to confuse ends and means. Whatever the shape of Malawi’s second-
generation PRSP, donors are going to need to engage, proactively and at all viable entry
points with the structural determinants of the weak policy capacity of the state.

4.2.3 Programme modalities

The theoretical basis for preferring programme approaches such as common-basket SWAps
and general budget support is also sound. However, the theoretical basis needs to be
distinguished from the reasons that some donors currently have for moving fairly rapidly from
project to programme modalities, especially budget support, which is that these are (from the
donor’s point of view) a low-cost method of disbursing an increased budget.

Programme modalities have quite demanding preconditions for success, which have been set down
in various policy papers and evaluation frameworks. The conditions for SWAps and budget support
are different, and we deal with them in turn. The gist of our argument is that it is doubtful
whether any of these conditions currently exist in Malawi. Together with the suggestions above
about the need for a continuing portfolio of projects to address the key political-economy
constraints, this has a major implication — that donors should not be expecting an early ‘move
upstream’ in their approach to aid delivery in Malawi. A more harmonised way of delivering a well-
constructed mixed portfolio of forms of support may be the best that can be managed for some time
to come.

We consider the prospects for sector programmes and budget support modalities in turn.

Sector-wide approach programmes (SWAps) presuppose a degree of self-interest in pooled
effort and strategic policy-thinking among sector stakeholders, and some expectation of
stability in these relationships. However, if we are right about the constraints on the civil service
imposed by the mode of operation of the Malawi political system, this poses a significant barrier to
agreement on sector policies. Senior sector planners may not have enough delegated authority to
engage in genuinely shared policy-thinking with donors. They are unlikely to see the advantages of
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pooled funding for an agreed policy direction. They may well find greater material benefits for
themselves (trips, workshop allowances, etc.) in a donor free-for-all.

This may not be the same in all sectors. Our focus-group interviews were not a sufficient basis for
making judgements about any of the sectors covered — education, HIV/AIDS and agriculture/food
security. However, some general comments are possible.

The social sectors are generally considered easier to manage by means of a SWAp and
agriculture is especially difficult everywhere. In Malawi’s agricultural sector, a sufficient target
for the period ahead is for donors to avoid giving inconsistent advice and show greater willingness
to support, if need be, local second-best solutions, on the lines of our earlier argument. They should
not be pulling out of successful projects at this stage. The long-term objective may be to fund a
coherent sector strategy under government leadership, passing the funds through the central budget.
However, several building-blocks need to be put in place before that would be a realistic prospect.

On the face of the matter, the preconditions for a successful SWAp do not yet exist in the
education sector. There is limited knowledge of national policy among key players; no strategic
policy-thinking among them in critical areas (direction and regulation of private education, future of
vocational training, linkage between output of secondary and input into tertiary, etc.). There has
been no sector-wide functional review. In any case, there is little capacity for policy implementation
and management in the ministry. There is also no evidence of any self-interest in pooled effort. On
the contrary, there has been sharp competition for resources among the different sub-sectors (basic
vs. tertiary, etc.), encouraged by donor inconsistency, over the years.

Many observers seem to consider that the conditions for a health SWAp are better, and that some
significant progress is being made.

The argument about budget support is complicated by the fact that programmes are of more
than one type. It is worth distinguishing:

4 ‘traditional’ programme aid with objectives limited to macro-economic stabilisation and
directly related policy reform; and

¢ new-style direct budget support, viewed as a means of financing the implementation of a
PRSP and enhancing relevant government capacity.

We would argue that the current bilateral budget support to Malawi is of the first sort, and
that it is important not to let it be confused with the second. This is important because the
tendency of headquarters thinking, with some justification, is to see ‘new’ DBS as a comprehensive
and exclusive method of delivering a country programme. That is, where it is possible to
implement, it can and should take the place of separately managed projects and common-basket
funding arrangements. However, the preconditions for success of new DBS are quite stringent.
They include that government policy capacity and accountability to parliament are on an upward
trend, so that passing funds through the budget becomes a way of empowering national
accountability institutions."> But we have concluded that there is no such trend in Malawi.

In other words, current budget support in Malawi has to rest on the more limited,
‘traditional’ rationale for programme aid, which is about mitigating the impact of a very bad
macroeconomic situation (thereby improving the climate for a recovery of business confidence)
and/or creating space for specific reforms of a limited sort — e.g. restoring a formal budget process.
Evaluations do suggest this sort of thing can work. What it will not do is solve the longer-term
political-economy problems.

'S This is based on the General Budget Support Evaluation Framework adopted for the current joint evaluation programme. It is
strongly confirmed, in both positive and negative ways, by the results of the country evaluation for Tanzania.
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We find the DFID programme memorandum quite clear in this respect. Consistent with this
approach, we are reliably informed that there is no DFID policy favouring the closing down of
successful projects in order to make room for an expansion of budget support. There is nonetheless
a perception among some well-placed observers outside DFID that this is the trend. An example
given is the recent decision not to renew funding for the SPLIFA project.

SPLIFA is an ‘inputs for assets’ public-works scheme that many feel should be scaled up as an
important and effective tool for achieving food security, social safety nets and agricultural
productivity objectives. It is argued that it is all the more important for donors to support such
projects now that they have pulled out of the TIP. Moreover, DFID’s pulling out of SPLIFA may
lead the World Bank to revise its intention to fund the programme. USAID — the original funder —
evaluated it as one of their best-ever projects in Malawi. If the DFID decision on SPLIFA is
unrelated to its current thinking on the appropriate mix of aid modalities in its country
programme, this may need to be communicated more clearly.

Adopting a ‘traditional’ approach to programme aid has implications for the type of conditionality
or performance assessment that is appropriate. First, the Combined Approach to Budget Support
(CABS) donors are correct in not developing an elaborate matrix of institutional reforms as
the basis for performance monitoring and disbursement, as budget-support groups in other
countries have done. Since the reliability of the disbursements is the key to the stabilising function
of the funds, a very simple and focused set of conditions is preferable.

Second, these should be different from — or at least not directly triggered by — those used by
the IMF. This is not because the focus of the current Staff Monitored Programme or a future PRGF
is wrong, but because inter-linkage of conditionalities maximises the negative features reviewed in
Section 2.6. That is, it increases the chances that slippage or default on the government’s side will
not incur any sanctions, because donors cannot bring themselves to turn off the tap entirely, which
compromises the technical judgements of the IMF staff. In the next phase, it increases the chances
that government will call the donors’ bluff once too often, provoking a catastrophic simultaneous
suspension of aid. We understand that for these reasons both the DFID and the Norwegian budget
support are guided by the donors’ own assessments of Malawi’s performance against the IMF
targets.

In summary, the analysis suggests that budget support should be used in a graduated way,
meaning two things. First, the programmes should have obtainable objectives, which is to say they
should be focused on policy improvements for which there is a real appetite within government.
They should be allowed to expand only as and when the political commitment to reform becomes
broadened. Second, donors should de-link their disbursement conditions as far as practically
possible, in order to minimise sharp swings and increase the use of intermediate signals of
disapproval.

Intermediate sanctions are more credible. They are also more likely to be regarded by parliament
and domestic pressure groups as supportive of their efforts to demand better performance from
government. Conditionality linkage tends, in contrast, to result in donor actions that are perceived
by these stakeholders as an attack on the nation.

This point needs to be stressed particularly when, as in 2004/5, the donors are in their
‘honeymoon phase’ with a new government that has been saying the right things about sound
macro-economic management and corruption. This is the type of situation in which it is most easy
to underestimate the effects on actual policy of the political make-up of the state.



65

4.2.4 Decentralised offices and staffing

The kind of country programme that is suggested by the Drivers of Change and Development
analysis clearly calls for a decentralised office. It also calls for the office to hire high-calibre staff
who are prepared to be very actively engaged in the local social and political milieu. It has
been argued, correctly we think, that in ‘poor performer’ countries, or where aid partnership is
particularly difficult, agencies should be deploying their best and most experienced staff.

Means need to be found of making sure that all the professional staff are informed by analysis
of the country political economy. That may just mean regularly updating the kind of analysis
contained in this paper and in the initial Country Analysis. Using these and other available reading
materials as an essential part of the basic staff induction is an obvious step. However, it is probably
necessary to go some way beyond that, and undertaking regular joint exercises to construct
‘patronage network diagrams’ or trees that provide the necessary detail on who is running the
country and with whose help. That could cover companies, individuals, institutions, parties, and the
relationships between these, as well as who is married to/sleeping with or otherwise related to
whom. Without this type of knowledge, agency staff are not going to be in a position to make the
kind of decisions they need to make about what might ‘work’ and what will not.

There may be scope for using more local staff and using them better. However, good local staff
should be recruited because they are good, and not because they are local. Preference should be
shown for those who have valuable experience and judgement about sectors, institutional areas or
the grass roots, not those that may be expected to conform to the office culture or make the
organisation look good. Short-term staff exchange programmes could be considered too (e.g. a
political science lecturer from the University and a governance advisor exchange places for one
month or similarly short period that does not cause undue de-stabilisation on either side). However,
extensive poaching of staff from the civil service is to be avoided.

All staff should be encouraged and enabled to get out of the office, do fieldwork and otherwise
engage with the national culture. Projects have advantages over programmatic aid modalities
from this point of view, which is an additional reason for not winding up too many projects in too
much of a hurry. Staff reporting and appraisal systems could be used to require staff to demonstrate
engagement. The lessons learned about this by some international NGOs would be relevant.

4.3 Drivers of change analysis and international aid policy

One comment on the first draft of this paper was that while its action recommendations were
consistent with the diagnostic part of the analysis, they were not commensurate with it. That is,
the enormous scale of the developmental challenges identified was not reflected in an equivalent
radicalism in proposing remedies. The final draft remains wide open to this objection. In fact, it
seems likely that this will be a standard type of response to the type of country-level political
economy that Drivers of Change studies provide. What is the problem?

Answering this question goes well beyond the terms of reference of the Malawi DoC exercise, but it
is worth giving an indication of a possible answer. Drivers of Change studies, as presently
defined, focus on country-level political-economy problems to which the solutions are
probably not going to be found at the country level.

This is not to say that we believe, after all, that there are global or regional change processes at
work that will solve the development problems of countries like Malawi. It certainly does not mean
that the international aid business can by-pass the necessary transformation of country political
systems — our whole analysis confirms that they cannot. But governments in the North may have
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some capacity to accelerate the otherwise slow and painful emergence of effective developmental
states in the poor countries of Africa. If so, it will only be by means of co-ordinated initiatives on
a continental scale that alter the incentive structure facing national leaders.

This is not the place to develop an argument about how such an initiative might be organised.
In 2005, the Commission for Africa was an opportunity to begin to sketch out some options, an
opportunity that some would say was wasted. We did not discuss this issue within the Malawi
Drivers of Change and Development team and therefore have no joint view on it. But to those who
argue — correctly — that the implications of the Malawi country analysis are not sufficiently
addressed by the recommendations we make to the donors and other stakeholders in Malawi, we
would suggest the step of shifting the policy discussion onto the international plane.
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