


Abstract

This study investigates the impact of fiscal policy on economic growth Malawi. In order to
achieve the outcomes of this study, time series data from the year 1981-2014 has been used.
VAR model has been used in order to capture the linear interdependence among mu  iple time
series. The results of this study confirm that proper budget structure leads to growth of the
economy both in short-run and long run. Thus, the expenditure on Education, sience and
Technology will have more value provided that the Agriculture and Food Security is kept intact
as it is the main source of revenue for the country. It has been noted that the deficit gap can only
be closed if the country widens its source of revenue as reliance on agriculture is becoming
unstable due to climate change. The government has to put much emphasis on Energy, Industrial
Development, Mining and Tourism as its main sources of revenue though the projection in 2016-

2017 has seen a decrease between 4% and 2% respectively.
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CHAPTER ONE
INTRODUCTION
1. STUDY BACKGROUND

There are few strategies sought after in connection with Malawi's monetary strategy changes. As
a developing nation, Malawi picked parity to surplus and decrease in the general spending | 1in
shortage to allow a lessening of residential obligation as its monetary arrangement. Because of

devaluation of the cash and high swelling rate, costs of products and administrations escalated.

Indeed every administration buys products and administrations and raises duties and obtains
trusts to fund their use. It is this current government's obligation to deal with its financial plan
proficiently. The nation's macroeconomic surroundings were characterised by hi;  expansion
rate and overwhelmed with devaluation of the swapping scale which put the nation's financial
plan underweight amid the period 2012 and 2013. Malawi has been reliant on created
accomplices to meet the expanded requirement for assets for the nation to convey sens  le levels
of open administration. In this way in 2013, the nation's administration consun tion on social
administrations, products and administrations were executed by outer stipends. ©~ e nation
recuperated US$675 million as awards. This measure of cash included US$2C mi on in

spending plan supp

As from 2005, the financial year 2006, the nation's income augmentation encouraged aggregate
consumption and net giving in the nation. In 2012, the nation's financial position cruml! :d
because of an expansionist monetary arrangement sought after and a shortage in benefactor back
and charge income. The nation was not able to back its consumption because of an . sence of
stores. Factually, Malawi conceded to have 5.5% setback that is from 7.5% in 201 . Charge
income tumbled from 20.8% to 18.8% that year. Because of this poor execu Hn, the n  on's
monetary shortages ascended from 2.8% in 2( 1 to 6.8% in 2012. Net residential obligation

stock got raised from 14.7% of GDP to 19.5% because of an increment in net household account.

The economy demonstrated recuperation after the nation embraced remedial monetary strategy
conformity measures for the financial year 2012-2013. With that sombre measure the nation

figured out how to restore financial restraint taught on expert divisions. 70% of the financial

1



backing assignment on that year was coordinated to Malawi Growth and Development Strategy
(MGDS 1I) need ranges including the social division and sustenance security. Income measurc

was hence helped.

In 2013, the insight gained demonstrates that the nation needed to fund much of its financial plan
shortage in 2005. In 2010, the nation's economy grew by 0.2%. The monetary year 2011 and
2012, saw the deficit ascend by - 0.2% and —7.0% separately. Around the same time much
change was seen with just - 1.1% fall in spending plan deficiency. The shortfall is ' ed upon to

rise again in 2015 by - 3.9%.

The financial aspects challenge in 2012/2013 setting was because of a normal macroeconomic
test. For example, the kwacha's deterioration coin, high cxpansion rate and hi,  intrigue rate.
The rpical cost for basic items rose up and the pay bi ; expanded due to the ne  to support
common hireling’s compensations against the impact of downgrading. In any case, financial
weight was anticipated in 2013, and the spending plan excer  on enhanced uniquely throughout

2012.

Expanded venture spending would diminish the national obligation as a rate of its GDP, lessens
government spending plan deficiency and enhances the monetary strength of the nation. Along
these lines a low obligation to GDP proportion demonstrates an economy that vers a lot of
merchandise and benefits and in all likelihood benefits that are sufficiently high to pay back

obligations.

Correspondingly, government consumption augmentation can take advantage of the :onomy by
influencing the level of salary and its dispersion. Subsequently this can impact : lividuals'
compensation and comes back to capital consequently influencing sparing and speculation,
conceivably boosting monetary development. 1 any case, expanded spending deciphers a more
prominent « ligation which would not be over the long haul if the administration builds its
spending, it may need to either decrease spending in futurc or build charges with a specific end

goal to come back to its unique obligation to GL  proportion.

Government fiscal use and levy can get influenced through government conduct, speculation and
sparing towards its guide. Government utilization or current use tends to raise developm t of
the economy. Concerning Cherish and Eagerness (2004) stu s, and taking into account Malawi

monetary totals in the period 1970-2000, it is proposed that guide can have critical effects on
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els the government adjustment on its expenditure and tax rates influencing the growth ot the

economy an financial stability?

e To what extent does the government need to spend in order to avoid the country’s inflation rate

which has been the major problem in the fiscal year 2013?

eDoes the government expenditure cover the country’s budget deficit which has een in

existence in the past few years?

e As the country is experiencing high unemployment and high consumer spendi:  and poor
revenue accrued on investments, are there strong policies on which it can rely unlike from donor

support?

The government needs to increase its spending which later will be followed by an increase in
consumer demand and this will result into a decrease in the value of money. By fo »wing >hn
Maynard Keynes’ assumptions on expenditure government have to be increasing tax so at e

economy gets stimulated. But excess expenditure results in inflation

3. OBJECTIVES OF THE STUDY

The main objective of this study is to assess the effect of fiscal policy on economic growth in
Malawi during the period 1990-2013. With regard to thc above mentioned objective s study

focuses on:

- Determining the long-run relationship on the government expenditure, tax charges,

internal and external debts and budget deficits towards economic growth.

- Determining the solutions on how the government could adjust its exper ture, t

rates so that it has a great influence on the growth of the economy.






fiscal prudence. The revenue side of the budget and in particular and an important issue on

taxation is covered in this study.

This study is valuable in sense that it will guide the society correct ways of fiscal 2 ustment
polices as a small and being agro based economy. Malawi is a small economy with vast growing
population such that its expenditure on different sectors of the economy leaves e country onto

deficit
6. ETHICAL CONSIDERATIONS

No ethical consideration issues have been applied in this study. As per protection of human

rights and policy considerations, not any declaration is going to be applied.
7. LIMITATIONS

This study is based on time series data collected on Quantic website. As s case no
questionnaires are going to be used for data collection and analysis. Data inappropriateness and

lack of control on data quality are some of the envisaged problems in conducting this study.

Secondary data may provide a vast amount of information but quality is not synonymous with
appropriateness. The inappropriateness might be that the data collected might resent the
whole country while the aim of study at hand is based on a particular region of ¢ country. On
the other hand, government and other official institutions often provide guarantee of qui ty of
data but it is not always the case. For this reason quality issues of data needs to be taken into

consideration.
8. LAYOUT OF THE DISSERTATION

The study has been presented as follows: the first chaptcr comprises of full e; lanation on the
effect of fiscal policy on economic growth as an introductory chapter. This chapter s laid out a
foundation of the study in that problem statement, objectives of the study and ¢ /pothesis at
hand have been defined. Significance of the study and the literature including e ethodr Hgy
followed is as well outlined in the same chapter. Chapter two is based on the overview of the
entire study. In this chapter, much emphasis has been put on critical insights on the Malawi’s
fiscal policies since 1981-2015. Exchange rate structure of the country and its expenditure as
well as the effects of interest rates charges on other consumer goods and debts gets affected with

change of the policies in the country. Chapter three interrogates the empiric and 1eoretical
7



literatures ¢ the study. Methodology and its theoretical framework are presented in chapter
three. The chapter also outlines the model specifications and data source as we as estimation
technique fi owed. Chapter four provides the results of the study. Lastly, conclusion and policy

recommendation is presented in chapter five.
9. SUMMARY

In this area of chapter one, the main gist was to give an explanation of the study ackground.
This has ine 1 d the introduction of the study, main statement problem and its objectives to be
achieved. The hypothesis of the study is stated at the onset of the study. The significance as
been included in or r to provide the importance of the study and to provide the emerging p« cy
towards the study area domestically and internationally. It has been stated that not any ¢ ical

considerations applied in this study.



























2.8. Summary

The main focus on this chapter two was to provide a wide overview of the study. 1so doing e
focus was put on analysing the fiscal policies the country adopted and its impacts on ¢ grow

of the economy in Malawi as a developing nation. Furthermore, exchange rate strategies and
interest rate charges on domestic and external debts has been analysed in the process. It s been
seen that the country has more amount on external debts unlike domestic v ich 1ts e country

into jeopardy on interest rate payment on those debts including its repayment.



































































































65.74250 0.0553
2 44.50489 0.6557
3 67.09531 0.0439
4 35.80820 0.9202
5 60.03370 0.1342
6 57.22027 0.1964
7 66.05695 0.0525
8 74.53899 0.0108
9 83.77011 0.0014
10 78.66625 0.0046
11 46.50790 0.5747
12 53.03121 0.3215

5.8.3 White Heteroscedasticity

Under this test, the probability value is significant at 5% level of significance. e we
reject the null hypothesis of homoscedasticity. The VAR model follows heteroscedasticity

standard.
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