2.2 Problem Analysis

Changing Malawi’s development path requires improving its economic governance system, which is
one of the main conditions for all other efforts of the country to achieve sustainable development. It
holds the potential to deliver tangible benefits for the country by forging a private-sector led growth
and the emergence of a more diverse and dynamic business sector, less dependent and interwoven with
the public sector and free from corrupt and fraudulent practices.

Yet, private sector support agencies and accountability institutions are unable to execute their functions
efficiently and effectively due to limited technical knowledge, limited human and financial resources,
in addition to insufficient coordination between stakeholders. The private sector at large also lacks
technical capacity to expand their business, in particular to regional and global markets, whereas
international companies do not consider the country an attractive market. Moreover, cartelisation of the
economy in many crucial sectors is a real issue, both at national and regional level, while corruption is
entrenched at all levels of society.

Business environment challenges

The enabling environment for private investment remains weak. In 2022, Malawi was ranked 131
among 161 countries with a score of 53.0 in the Economic Freedom Index?, falling in the ‘mostly unfree’
category, maintaining its 2021 score of 53.0, and slightly improving from its 2020 score of 52.8. The
country is also performing poorly on the World Bank’s Global Competitiveness Index (GCI)*, ranking
position 132 out of 151 economies in 2017, against a best performer in the region, which ranked at
position 45. The country’s performance on the GCI has been on a continuous downward trend since
year 2011 when it registered a value of 3.58 in 2011, while registering a value of 3.11 in 2017, entailing
shrinking productivity in the economy. Although Malawi is open to foreign investment, FDI inflows
remain limited compared to other countries in the region, falling from $116 million in 2016 to $50
million in 2021. Malawi’s low investment level means that there are still significant investment
opportunities across the economy. Investment opportunities exist in practically all sectors, in
agriculture, energy, mining, tourism, manufacturing, agro-processing, infrastructure, water,
environment, climate change adaptation and mitigation, amongst others, that could make significant
contributions to growth, revenues and development in the future. Existing investments in these sectors
are mostly operating below capacity and producing products and services not commensurate with the
quality demands of consumers, in addition to the fact that Malawi’s regional markets are also growing
quickly. However, investment promotion programmes, which are led by the Malawi Trade and
Investment Centre (MITC), have been relatively weak. Its investment promotion strategy continues to
rely on untargeted sector profiling and participation in investment fairs and exhibitions, and is further
compromised by limited resources and lack of technical information. Additionally, the MITC is unable
to execute its mandate effectively due to weaknesses in the legal framework that govern its operations
and due to weak linkages between the Investment and Export Promotion Act and that of government
Ministries and departments that also interact with investors. This compromises the investment
promotion and facilitating role of the MITC, leading to poor handling of investment cases, and a poor
investment environment overall. A transition to a more targeted approach is required alongside
upgrading of the entire investment services framework from investor identification through attraction,
investor entry and establishment, investor retention and expansion and domestic linkages.

Most of Malawi’s private enterprises (of which 90% are informal) provide goods and services sold
directly to final consumers on the domestic market, and are not well integrated into regional and global

3 Categories under this index are ‘Free’, ‘Mostly Free’, ‘Moderately Free’, ‘Mostly Unfree’, ‘Unfree’, and
‘Repressed’. The index is derived at based on 12 quantitative and qualitative factors, grouped into four broad
categories, or pillars, of economic freedom: (i) Rule of Law (property rights, government integrity, judicial
effectiveness); (ii) Government Size (government spending, tax burden, fiscal health); (iii) Regulatory Efficiency
(business freedom, labour freedom, monetary freedom); and (iv) Open Markets (trade freedom, investment
freedom, financial freedom). https://www.heritage.org/index.

4 A highly comprehensive index, which captures the microeconomic and macroeconomic foundations of national
competitiveness. Competitiveness as the set of institutions, policies, and factors that determine the level of
productivity of a country.
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