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EXECUTIVE SUMMARY

The Millennium Challenge Corporation is a United States Government Corporation designed to assist
some of the poorest countries in the world address poverty through the promotion of sustainable
economic growth. Established in January 2004, the Millennibhalléhge Corporation is based on the
principle that aid becomes more effective when it reinforces good governance, economic freedom and
investments in people. Based on these principles, a country becomes eligible for compact assistance if
evidence shows #it each country passes all the three categories.

As for Malawi, Government passed on all three categories and became eligible for compact assistance
on 20" December 2007. The compact program is a five year agreement between the MCC and an
eligible county that funds specific projects targeted at reducing poverty and stimulating economic
growth. In a bid to facilitate this process, the Malawi Government through the Millennium Challenge
Account¢ Malawi Country Office developed a compact agreement with W& Government which is
expected to be implemented from August 2011 to July 2016.

The projects being proposed under the USMalawi Government Compact Agreement include the
following: Energy Generation and Supply; Transport Infrastructure Development;Gandrnance
projects.The proces of selecting these projects whased on a growth diagnostic study that identifies
major constraints affecting each developing country. In Malawi, the study revealed that among all
themes analyzed, infrastructure still remms the major constraint affecting progress on reducing
poverty andattaining sustainable economic growthzurthermore, the constraints were analyzed by
different stakeholders who identified the major problems affecting each constrainfugust 2008 e
Government of Malawi conducted consultative meetings with all major stakeholders in each sector to
identify the main problems that contributeto the exacerbation of each constraint identified. The
stakeholder consultations were further utilized tdentify project concepts that would address the
problems in the selected sector$he transport project concept paper habkus, benefited from this
process and dlow is a summary of the major interventions that the transport concept paper will
address

TRANSPORT PROJECT RATIONALE

High transportation costs are largely causednsfficiencies of operationshadequacy ofrifrastructure

and damage to transport infrastructure due poor construction and ineffective drainage sysibese

affect the smooth movement of goods and services in Malawi. Since most transport investments are
public goods, these infrastructure investments cannot be addressed by the free movement of market
forces (that is, private sector interventions) as they requiredacgpital investments and addressing
externalities such as environmental problems. This can only be addressed by Government.

The rationale of the transport project concept paper is to improve operational efficiencies in the
transport sector by improving frastructure and operational constraints identified by stakeholders
affecting both road and rail transport stdectors. These investments are earmarked to improve the
macroeconomic and sectoral policy (or regulatory) setting expected to create a conéueivenment

for private sector led growth.



For transport infrastructure, the focus is to have better domestic and regional interconnectivity of the
population to key road corridors within and out Bfalawi and further facilitatemproved mobility and
accessibility of rural communities to goods and services at low costs. In order to improve operational
efficiencies in the transport sector, the concept paper proposes the introduction of a Transport
Regulatory Authority who will be responsible, among othandls, of ensuring the efficient, effective
and viable operation of transport options in the country particularly for road, rail and marine transport
infrastructure.

DESIRED LONKERM SECTOR OBJECTIVE

The longterm compact goal for Malawi is tpromote economic growth and reduce povetiyough
increasing competitiveness of agricultural and manufactured products by improving mobility and
accessibility. This goal is in line with the Malawi Growth and Development Strategy (MGDS) and the
Millennium Challenge Corporation (MCC) goals.

Specifically, the sector objective is to ensure more reliable, efficient and affordable transport options
available to producers and consumers in the country. The impact of such interventions will reduce
transportation osts for users by reducing travel time and access to markets (both national and
international).

At the microeconomic level, increased access to markets is expected to increase productivity,
diversification and returns to farmers and businesses througheased farmgate prices and input

2dzi Lddzi €t Ayl 3Sad ¢KA& A& SELISOGSR (G2 AyONBIl as
access to other socioeconomic services such as better health and education facilities, improved

livelihood and improved fod security.

At the macroeconomic level, the increased production volumes and diversification are expected to
increase real Growth Domestic Product and, thmes] Growth DomesticProduct per capita for Malawi
thereby realizing the lorerm compact goabf poverty reduction and economic growth.

EXPECTED PROJECT OUTCOMES

In order to facilitate this process, the program logic has identified four outcomes that will lead to the
realization of the transport sector objective and contribute effectively to tlenpact goal. The
identified outcomes include the following:

i) Improved efficiency and reliability of exports and imports on rail transport to ports of Nacala and
Beira;

i) Increased access of rural communities to major trading centers and national trangbadrk;

iii) Improved regulatory environment and enforcement of regulations in the transport sector; and

iv) Improved natural resourcesnmanagement of catchment areas around transport infrastructure
facilities.

The table lelow shows theprogram logic depicting tke economic rationale of improving transport
infrastructure in Malawi.

(p))

9(



Compact GoaEconomic growth and poverty
reduction thru increased competitiveness of
agricultural and manufactured products

Transport ObjectiveMore reliable, efficient and
affordable transport options available to producers
and consumers
|
] L} | |
Outcome dlmproved  Outcome 2Increased  Outcome 3Improved
efficiency and reliability access of communities regulatory environment
exports and imports on r to major trading center  and enforcement of
transport to ports (Naca and national transport regulations in the
and Durban corridors) network transportation sector

Outcome Aimproved natural
resources management of
catchments areas around

infrastructure facilities

Outputs: Outputs.

1. Rehabilitate Mzuzu Oytputs: _ 1. Strengthened capacity to
Nkhata Bay main roac 1. Establish an operatione formulate and enforce NRM

Outputs 2. Upgrade Lirangwe Transport R_egulatory legislation.
| 1. Rehabilitated & _ Machinga feeder road AUIETY 2. Revised and harmonised
Efficient Nacala Corridc 3. Upgrade Linthipe_ 2. Set up an Asset Holdin NRM policies.
2. Rehabilitate rail fleet  Lobi feeder road Lty 3. Improved extension services

3. Training on institutiona
management and transpol
sector reforms

4. Improved livelihoods
through sustainable NRM
business enterprises

4. Upgrade Cape
Maclear Monkey bay
feeder road

DESCRIPTION OF PROJECT OUTPUTS AND SPECIFIC ACTIVITIES

The proposed project outputs are outlined based on each outcome envisaged. The outputs include the
following:

A). Improved efficieng and reliability of exports and imports on rail transport to ports of Nacala and
Beira
i) Track renewal of 588m railway tracks which comprise of:
a) 487km from MchinjiLilongweSalimaNkayaNayuchirailway;and
b) 101 km from Nkay&Nayuchi railway tvardsthe Mozambican border.
i) Acquisition of locomotives and rolling stock.
B). Increased access of rural communities to major trading centers and national transport network
i) Upgrading and construction of roads that will address a backlog of improvement workeyon k
secondary roads linking to the primary network joining the five (5) corridors (main roads, rail and
water transportation systems). The selected feeder and main roads include the following:
a) Rehabilitation of the Mzuztlkhatabay main road (47.0 km);
b) Congruction of the LirangweMachinga rural feeder road (74.4 km) in the southern region
linking to the Nacala and Durban Corridors;
c) Construction of the Linthipéobi Rural Feeder Road (27.0 km); and
d) Construction of the Cape Macleitonkey bay rural feeder exd (18.25 km).
C). Improved regulatory environment and enforcement of regulations in the transport sector

Xi



a) Policy and institutional management, which will be managed by the Ministry of Transport and
Public Works (MTPW) and the Roads Authority; and
b) Transportsector reforms, which will be managed by the MTPW under the guidance of the
Privatization Commission.
D). Improved natural resourcesmanagement of catchment areas around transport infrastructure
facilities.
i) Strengthened capacity to formulate and enforce NRbislation;
i) Revised and harmonized NRM policies;
iii) Improved silt management systems; and
iv) Improved livelihoods through sustainable NRM business enterprises

TOTAL ESTIMATED COSTS

The projected costs for the transport project concepppaare estimated to codt/S$22.0 million for
the five (5) year implementation period. The costs are disaggregated as follows:

Outcome 1:  Improved efficiency and reliability of exports and imports on rail transpc $122,681,60
Nacala and Beira

Outcome 2:  Increased access of rural communities to major trading centers and na $39,820,80!
transport network

Outcome 3:  Improved regulatory environment and enforcement of regulations in the $9,661,02:
sector

Outcome 4:  Improved natural resources management of catchment areas around tt $4,000,00(
infrastructure facilities
Sub Total $176,163,42
Physical Continge(2§%) $35,232,68!
Price Contingen&#b) $8,808,17:
Engineering and Supervision Costs (5%) $8,808,17:
TOTAL PROJECT ESTIMATED COSTS $229,012,45

CONCLUSION

The transport sector project concepts are expected to overcome major infrastructure problems faced in
transporting economic goods and services in the country. The creation and sustenance of a continuous,
reliable, efficient and affordable transportationsggm is expected to increase competition in transport

service delivery thereby increasing tlwntribution that the manufacturing sector makes towards

exports and increased employment. Once these transport investments are developed, the private sector
iseELISOGSR (2 O2yGNAO6dzGS &AAIAYAFAOLyidte G261 NR&a al f I
manufacturing sector by ensuring that real Growth Domestic Product growth rate averages 6% per
annum. The magnitude of the contribution from these investmeasatsnvisaged to increase the level of

public assets available to the poor for their economic welfare enhancement, empowerment and food

security.

The economic contribution of road transport infrastructure investmentsdiverse and are expected to

contribute to the reduction of the number of people living below the poverty line by more than 8.0%

and decrease those under extreme poverty based on consumption by a projected rate of 5.0%.
Furthermore, this is expected to codih 6 dz0S (G2 Ay ONBlI aAy3a alfl gAQa D5
US$170 to an average of US$450 (MGDS selected output, outcome and impact indicators).
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. PROJECT RATIONALE AND DESCRIPTION
1.1 COUNTRY AND SECTOR ISSUES

Malawi is one of the SuBaharan African countsethat is densely populated with a population

of about 13, 066, 320 people (Population and Housing Census Preliminary Results, 2008)
spreading over an area of 118, 484%B8ociedemographic indicators for Malawi indicate that

the proportion of people belw the poverty Ine is 40% (Welfare Monitoring Survey, 2p07
GKSNBIF & wmT: 2F (GKS O2dzy GNB Q& LR LJzZ FGA2Y A& 0 S
consumption.

Malawi is served by four transport modes namely road, rail, lake and air transport which
consists of a road network with an estimated distance of 15,451 7497 ;km of railway track
from Mchinji border with Zambia to Nsanje boarder with Mozambiguel further to the east
from Nkaya to Nayuchi (Entre Lagos) at the Mozambican bordémajor) harborson Lake
Malawi that handle cargo mainly from tara in Tanzania; and 5 commercial airports (two
major international airports in Lilongwe and Blantyre) includBB8gaerodromes.

Transport infrastructure plays a major role to the Malawian economy in terms of distribution of
exports and imports. The major trading blocs for Malawi comprise of the European Union (EU),
Southern African Development Community (SAD@)Common Market for East and Southern

Africa (COMESANndthe United States of America (USAhe EU is the key export destination

F2NJ alfl gA | OO02dzyiAy3a F2NJ opr 2 Fcohwhich B%Qa SE
goes to the Republic of South Afri@@SA), COMESA (19%YSA (9%and rest of he world

(ROW) accounting faf9® al f | 6 A Qa YI 22 NJ A58%)anidularly fioahYh8 T NRB Y
RSAwhich accounts for37 2F al fF ¢AQa A YLI2 Ndccoubt fdrlV%ENMNI & F NJ
COMESA accourior 11% 6 the imports to Malawi. Food items including agricultural and
manufactured products constitute the bulk of imports from R8Anex1 outline trends of

Malawi exports and imports tenajor trading blocs selectedcountries andthe rest of the

world.

Furthermore, fgure 1 showsK S 02 dzy 4 NBE Qa Y I 22 NbatNeaddit&tNg/pbris A 2 v |- €
of Nacala and Beira (Mozambique), E&Salaam (Tanzania), and Durban (RSA) on the Indian
Ocean coastThe Durban corridor isurrently the main road transposdtion corridor handling

about53x 2F alfl gAQa AyidSNYI adn@Natata codidoNEagdlesszR® S NS | a
and 19%, respectively. The roagilway DaresSalaam corridor and the TAZARA corridor

handle about 5% whereas the Mtwara corridor handles leas tt%.TERA International Group

(2005) grade Durban, Beira and EsSalaam corridors as being reliable and efficiently
operated transit routes for Malawi. The most reliable of the three routes, though the longest

route, is the Durban corridor due to adegte infrastructure facilities, good storage facilities,

! These calculations are obtained from the SADC Trade data obtainedvasadctrade.org/tradedata



http://www.sadctrade.org/tradedata

frequent ship calls and efficient documentation handfirithe Nacala route, on the other hand

has a poor rating due to perennial flooding and poor infrastructure at the port making it the
most unrelable route.

Figurel: Malawi Transport Corridors

?See TERA Internatial Group report (2005), p. 37

































































































































































































































