Poverty Assessment







REPUBLIC OF MALAWI

Poverty Assessment

Poverty and Equity Global Practice Africa Region

June, 2016

@

WORLD BANKGROUP






TABLE OF CONTENTS

ACKNOWIEAGEIMOIILS ..ottt ettt ettt et e eat et e st et e enseeneeenee st e seeneeenes XV
ADDIOVIATIONS ...ttt ettt b ekttt b ettt ettt et xvii
CHAPTER 1: Poverty and Shared Prosperity in Malawi, 2004-2010...........ccceviierierieieeieiieeeeseee e 1
1.1. Snapshot of POVerty in MalaWi..........coociiiiiiiiiii ettt 1
1.2. Where Are the Poor and Who ATe They? ..........ccioiiiiiiiieci e e 5
1.2.1. Incidence of poverty and inequality across pace.....................ccccocceuiiiciiiiiiiiiiiiice e 5

1.2.2. WH0 G7€ THE POOF? ...ttt ettt ettt 8

1.3, ShAT@A PTOSPETILY .. .eviiiieie ettt ettt ettt ettt ettt et e bt eb e bt eae e et e et e es e ebeenee st aneeeseenseeneennens 10
1.3.1. Incidence of growth of consumption and monetary Ppoverty.................c.ccccceeeuiiiiiiiiiiiiiiiieiiiceee e, 10

1.3.2. High and persistent income inequality.......................cccccceciiiuiiiiiiiiiniiioiiiceieceeece e, 13

1.3.3. Decomposing changes into growth and redistribution ...................cccccceveeuevienieniinenienienienenienieeieeeeeens 14
CHAPTER 2: Poverty Dynamics in Malawi from 2010 t0 2013.........ccoiieiiieriieiieie e 17
2.1. The Integrated Household Panel Survey of Malawi ...........ccoooiiiiiiiiiiiii e 18
2.2. Stylized Facts about Poverty and Poverty Dynamics in Malawi During 2010-2013 ............ccceeveennene 20
2.2.1. Poverty in non-lean months in 2010 and 2013.............ccccoeceiiieiisininieeeeeeeeee e 20

2.2.2. CBIORIC POVETLY ...t ettt 22
2.2.3. TRANSIENE POVETEY ...t et 24

2.3. Correlates of Poverty Dynamics in MalaWi...........cccoociiiiiiiiiiiiiiiii e 26
2.3.1. Profiling chronic and transient POVETLY .............ccccueurirerinenisie ettt 26

2.3.2. Correlates of chronic Poverty..................ccccccccviiiiiiiiiiiiiiiii i 30

2.3.3. Evolution of dynamic poverty correlates and other endowments ...............c.cocovvivininiiiiininiiiiieiccee 31
CHAPTER 3: Multidimensional Poverty in Malawi, 2004-2010 and 2010-2013.........cccceevieviienirennnnnns 33
3.1. Multidimensional Poverty from 2004 to 2010 and from 2010 t0 2013 .....cceoeieierierieieieieee e 34
3.1.1. Defining multidimensional POVErty..............cccccuviiciiiiiiiiiiiiii ittt 34

3.1.2. Trends of multidimensional poverty................cccocoeciviininiiniiiiiiiiiiiiieeeee et 35

3.2. Trends in NONMONEAry DePTiVAtiONS ......cc.eeiiiiieiieiieeiieie ettt ettt et ee et esteeneeseeeneeseeeneeees 37
3.3 Inequalities in Access to Assets and Services and OPPOTLUNITIES ...........cccvervvieririiiieriieeieeiie e 43

3.3.1 Inequalities in access t0 aSSets AN SEYVICEs..................ccoiuioiiuiiiiiiiiiiiiiiet e 43



v

REPUBLIC OF MALAWI — POVERTY ASSESSMENT
3.3.2. Inequality Of OPPOTIUNILIES .............c.coiuiiiiiiiiiiiiiei e 49
3.4. What Could Explain the Improvements in Education and Health? ................cc.occoooiiiiiiiiiis 51
Bu4o L. ACCESS 10 CAUCATION ...ttt ettt ettt ettt 51
3420 ACCESS 10 POALD ...ttt ettt et ennes 53
CHAPTER 4: Food Security and Nutrition in Malawi: Mapping Progress since 2004................cccccvenenn. 57
S R 071 (o) 5 (ol § 0 171 (3SR 58
4.2, UndernOULISIITIEIT ......cc.oiiiiiiiiiiiii et 60
4.2.1. Dynamics of undernourishment.................cc.cccuieiioiiiiioiioi ittt 62
T T B T w2 1y B <l 531 PSSP SPRPSPR 64
4.3.1. Determinants of dietary diversity..............ccocociioiioiiiiiiiioiiiiit it 66
4.4, MaINULTIEIONY .ottt 67
441 IMProving child MULFItioN.........c.ccoeciiiioiiiit ittt 70
4.5, SUDJeCtive FOOA SEOCUTILY ....ccuviiiiiiiiieiieciie ettt ettt ettt e et e et e e b e s seeenseenseeenneas 71
4.5.1. Subjective food insecurity And fOOd Prices............c.cociioiioiiiiiiiiiiiiiiii i 73
CHAPTER 5: Drivers of Poverty Changes in Malawi, 2004-2010 and 2010-2013 .........cccccovevveeveeierncnns 77
5.1. Stylized Facts about Poverty Trends and Poverty Dynamics in Malawi, 2004-2013 ..........cccccevvenen 79
5.2. A Framework to Understand What Drives Changes in POVeTIty ............ccccciiiiiiiiiiriieiiiieecie e 80
5.3. Sources and Structure of Household Income.............ccccoiiiiiiiiiiiiiiicc e 81
5.3.1. From what sources do households derive their incomes?...............ccc.cccveevuiviiiciieeiiiiieciee e 82
5.3.2. Structure of household income: Shares of income by source .....................c.ccocooiiiiiiiiiiiiiiiiii 85
5.4. Contribution of Income Sources to Poverty Changes:

The Shapley Decomposition APPTOACH .......c.cooiiiiiiiiieii e 86
5.4.1. What is the relationship between income generation and household welfare? ................cccccoovciiiniininininns. 87
5.4.2. Contributions of income components to poverty changes in 2004—2010..................cococivciniiniininiiniininnnne. 92
5.4.3. Contributions of income components to poverty changes in 2010-2013 ............cccocerviriiriiniiniiniininenenenes 93

5.5. Drivers of Main Income Sources Leading to Poverty Changes .............c..cccoovevvievieiieiiiienieeieeeeie e 95

CHAPTER 6: Agricultural Productivity and Poverty in Malawi............ccccooviiiiiiiiienieiccccce e 109
6.1. State of Agriculture in MalaWi .........ocoiiiiiiiiiiii e 111
6.2. Ownership of Agricultural Assets (Equipment and Land), Ownership of Livestock,

Access to Services, and Incidence of Input Utilization............c.occeevviiiieiiiiiieiecceee e 116
6.2.1. Ownership of agricultural equipment and land.....................c.ccococuvviniiniiniiniiiiniiiiiiiiieeeees 117
6.2.2. Access to services: Extension, credit, and subsidized inmputs ...............c.ccocoviiiiiiiiiiiiiiiiiiiiiiie e 120

6.3. Empirical Analysis of the Determinants of Agricultural Productivity...........ccccoovvevieriieienieiieneennn, 125
6.4. Poverty and Agricultural PTOAUCHIVILY .........coouiiiaiiiieii ettt 126
6.4.1. Poverty incidence and dynamics...................c.ccococociiiiiiiiiiiiiiiiiiiiiiee s 126

6.4.2. Empirical analysis of the effect of agricultural productivity on the welfare of households....................c.......... 127
CHAPTER 7: Non-Farm Activities and Poverty in Malawi ...........c.ccoooiiiiiiniiiiiiiicee e, 133
7.1. Non-Farm Employment in Household Livelihoods .............ccccociiiiiiiiiiiiie e 135
7.1.1. Prevalence of non-farm activities in Malawi....................ccccceoieoieiiiiiiiiiiiiiiiiieieeeeeeee e 135

7.1.2. Nature of non-farm activities in Malawi....................cccccocviiviiiiiiiiiiiniiniiiiiiiiiieieeeee s 137

7.1.3. Gender disaggregated participation in non-farm employment..............c.ccccceceeevceviivonoininienienenienenenenes 143



TABLE OF CONTENTS
7.2. Effects of Non-Farm Activities on Household Welfare.................cccocoiiiiiiiiiiiiiiiiiiceeee 145
7.2.1. What explains the welfare improvements from non-farm activities?....................ccccccocveviiiiiiiiiiinininaenns 146
7.3. Role of Non-Farm Activities among Poor Households..............ccocooiiiiiiiiiiiiiiiii e 150
7.4. Determinants of Participation and Returns on Non-Farm Employment Activities ..............c............ 152
7.4.1. Constraints and opportunities related 10 nON-fArm ACHVILIES ............c.ccoeoeiiiiiiiiiiiiieieieeeeee e 157
CHAPTER 8: Social Protection and Poverty in Malawi ............cccoooiiiiiiiiiiiii e 161
8.1. Why Does Having a Social Protection System in Malawi Matter?..............cccoevireiieviienieeieesie e 163
8.1.1. Poverty is widespread and has many fAces ...............ccccoeoioiiiiiiiiiiiiiiiiiieieee s 163
8.1.2. Uninsured risk as a driver 0f POVETLY .............cc.ccueiuiiiiiiiiiiiiiieiieteeee ettt 163
8.1.3. Seasonality in consumption in MAlAWI. .................ccccceoiioiiiiiiiiiiiiiiiieieee et 166
8.2. Review of the Current Social Protection System in Malawi............cccoviiiiiiiiiiniiiiiiecceeee e 168
8.2.1. OUCrview Of CUTTENE PTOZIAMNS ......c.veueeueeeeeneeiieeeeieee ettt ettt e ettt be ettt ettt ettt bt ebeeneenes 168
8.2.2. Costs, coverage, and targeting Performance ................c.ccuecueeueueeeueeeeeeeeieeeieeieeieeieeie et 169
8.2.3. What is the promotivelprotective role of the main social protection programs in Malawi?............................. 174
CHAPTER 9: Population Dynamics and Poverty in Malawi ............cocccooiiiiiiiiiiiiiiee e, 179
9.1. Conceptual Elements of Population Dynamics and Their Effects on Poverty............c.ccocoeevvininenene 181
9.2. Malawi’s Population Dynamics: Stylized FACTS.........c.ccooviiiiiiiiiiiiiiieiet e 182
9.3. Trends and Determinants of Fertility in Malawi ............cccoocooviiiiiiiiiiiiiciicccec e 186
9.3.1. Early childbearing and child marriage in Malawi............................c.cccocciiiiiiiiiiiiiiiiiiiiic, 189
9.3.2. Factors influencing fertility change in Malawi: Proximate determinants ..................cccoccovoveiionnnnnanainn 191
9.3.3. Determinants of the number of children ever born (CEB) in Malawi ................c.cccccoovciiiiniiniiiiniiniinianns 193
9.4 Fertility and Household’s Poverty in MalaWi.............ccocciiviiiiiiiiiiniiiiiis e 194
9.5. Unleashing the Demographic Dividend for Poverty Reduction and Economic Growth................... 197
9.5.1. Accelerating the demographic transition could boost economic growth and poverty
reduction: An example of demographic dividends from Malawi...................c.cccccoovovoiiiiiiiiniiiiiiiiins 199
APPEIIAICES ...ttt ettt bt tb e te e e hee bt e eabeeenbeeenbeeeneeeteeenbeeenbeeenneennneens 205
Appendix A1.1 Selected Indicators by Monetary Poverty Status, 20042010 ........c.ccccveeirerienieeireeieennenn 206
Appendix A2.1 Probability of Being Chronically Poor in 2013..........cccoviiiiiiiiiiiiieece e 208
Appendix A2.2 Trends in Deprivations and Endowments by Poverty Transition, 2010 and 2013 ........... 209
Appendix A3.1 Selected Indicators by Multidimensional Poverty Status, 2004 and 2010........................ 210
Appendix A3.2 Trends in Selected Non-Monetary Indicators by Gender of Household Head,
2004 AN 2000 ..oiiiiiiieiieiee ettt ettt e taeeareeaes 212
Appendix A3.3 Trends in Selected Non-Monetary Indicators by Gender of Household Head,
2010 AN 20013 ..ottt ettt e taeeaaeereas 213
Appendix A5.1 Correlates of Crop Income Per Capita, 2-Stage Model, Rural Areas, 2004 and 2010....... 214
Appendix A5.2 Correlates of Self-Employment Income Per Capita, 2-Stage Model, Rural Areas,
2004 ANA 20010 ..eviiiiieiieeie ettt ettt et e et e e etb et e e etteenbeentaeenreenneas 215
Appendix A5.3 Correlates of Wage Income Per Capita, 2-Stage, Urban Areas, 2004 and 2010................ 216
Appendix A5.4 Correlates of Welfare, Urban and Rural Areas, Pooled and by Year, 2004 and 2010........ 217

Appendix A5.5 Determinants of Welfare Changes, Fixed Effects Model,
Urban and Rural Areas, 2010=13 .......oooiiiiiiiiieeeeee e 218

\%



Vi REPUBLIC OF MALAWI — POVERTY ASSESSMENT

Appendix A6.1 Family Labor Utilization in Production of Major Crops, 2010 and 2013 (days/ha) ........ 219
Appendix A6.2 Hired Labor Utilization in Production of Major Crops, 2010 and 2013 (days/ha) .......... 220
Appendix A6.3 Exchange Labor Utilization in Production of Major Crops,

2010 and 2013 (AAYS/HA) .....ooueemiiiiiiee e 221
Appendix A6.4 Determinants of Agricultural Productivity (maize Yield).............cccccoevoniieviiieniiienrannn, 222
Appendix A6.5 Decomposition of the Climber-Stayer Differential in Maize Yield ..............ccccoocevininnnn. 223
Appendix A6.6 Elasticity of Agricultural Productivity on Household Welfare ...............cccccoooveviiiiinnnnnnn, 224
Appendix A6.7 Effect of Maize Yield on Poverty (Kg/ha)........cocoooiiiiiiiiiiiiiiie 225
Appendix A6.8 Effect of Maize Yield on Nutrition (kg/ha) ..., 227
Appendix A7.1 Oaxaca-Blinder Decompositions of Profits and Wages in Rural and Urban Areas,

RESPECHIVELY ...t 228
Appendix A8.1 Probability to Enter or Stay in Food Poverty Per Round, 2013 .........cccooiiiiiiiiiiiieicen 231
Appendix A8.2 Coverage Rates, and Exclusion, and Inclusion Errors of Selected Social Safety

Net Programs, 2013 (90).....cceeuiiiaeaiieie ettt sttt ettt sttt 232
Appendix A8.3 Access to Social Programs by Transition from Extreme Poverty, 2010-2013.................... 233
Appendix A8.4 Take-Up of PWP During the Lean Season (PWP Villages Only)..........ccccocvriniiiiinnnnnnn. 234
Appendix A8.5 Share and Composition of Vulnerable Groups in Malawi,

OCtODEr 20122013 (90) .eeeveeeeeieeee ettt 235
Appendix A9.1 Conceptual FrameWOTK ...........ccooiiiiiiiiiiiiit et 236
Appendix A9.2 Bongaarts Model: Proximate Determinants of Fertility............ccoccoooviiiiiiiinii 237
Appendix A9.3 Summary Statistics DHS, 2010 .......ccciiiiiiiiiieeiieie ettt 238

Appendix A9.4 LINKAGE Model: Economic Impact of Demographic Change on Economic Growth....239

References

List of Figures

Figure 1.1:
Figure 1.2:

Figure 1.3:
Figure 1.4:
Figure 1.5:
Figure 1.6:
Figure 1.7:
Figure 1.8:
Figure 1.9:

Figure 2.1:
Figure 2.2:

Figure 2.3:
Figure 2.4:

................................................................................................................................................... 241
GDP Per Capita for Selected Countries, 1980—2011 ...........ccceeviiiiiiiiiieieeeieeie e 2
Absolute Number of People in Poverty and Ultra-Poverty in Malawi,

2004 A0 2010 (T1]) <..ovooovoeeoeeeoeeeeeeeeeeee e 5
Selected Characteristics by POVEItY StAtUS. .....c..cceiiiiiiiiiiiiiee et 8
Employment among Household Heads .............cccociiiiiiiiiiiiiiiciec e 9
Access to Electricity and Improved Sanitation..............cccueiiiiiiiiiinieiesiee e 10
Real GDP and Per Capita Growth (annual %) .........c.ccocovoiiiiiiiiiiiiiieie e 10
Growth Incidence Curves, 2004 —=20700 ........couum e 11
Consumption Inequality Increased, 2004 and 2010..........ccceerureieriieienieieeieie e 13

Decomposition of Changes in Poverty by Growth and
Redistribution Components, 2004—2070 .......c..ccueruieirriiarieiieeeeiesteeeeereeeeereeeesseeseeseesreeneesseenes 16
Poverty Dynamics Can Vary Substantially Across and Within Years:

Chronic, Transient, aNd NeVET POOT .....ccoovoieee e 22
Chronically Poor in Malawi by Area and Region ............ccooceeiiiiiiiiiiniiceceee 23
Consumption of Chronically and Transient Poor (000s of MWK at 2010 Prices) ............c........ 24

Transient Poor Population by Area and by Region (96) ..........ccceviiiiiiiieniiieiiee e 25



Figure 2.5:

Figure 2.6:
Figure 3.1:
Figure 3.2:

Figure 3.3:
Figure 3.4a:

Figure 3.4b:
Figure 3.5:

Figure 3.6:
Figure 3.7:
Figure 3.8:
Figure 3.9:
Figure 4.1:
Figure 4.2:
Figure 4.3:
Figure 4.4:

Figure 4.5:
Figure 4.6:

Figure 4.7:
Figure 4.8:
Figure 4.9:
Figure 4.10:
Figure 4.11:
Figure 4.12:
Figure 4.13:
Figure 4.14:
Figure 4.15:
Figure 5.1:
Figure 5.2a:

Figure 5.2b:
Figure 5.3a:

Figure 5.3b:

TABLE OF CONTENTS
Absolute Difference between Consumption and

the Poverty Line of “Slippers” and “Climbers” ............c.ccocoiiiiiiiiiiiii e 26
Change in the Probability of Being Chronically Poor, 2013 ..........coceiiiiiiniiieiinece e 30
Malawi Multidimensional Poverty Index, 2004-2010 and 2010-2013 .......ccccocererenenenenennenn. 35
Multidimensional Poverty Index:

Malawi and International Comparisons, 2000-2005 and 2006-2011 .........ccccceeveeriiieniaieninnne 42
Standings and Progress in Access to Bundle of Opportunities, Ca. 1998 to Ca. 2008 .............. 43
Trends in Selected Non-Monetary Indicators by Deciles

(Bottom 40%, Middle 50%-90%, and Top 10%), 2004 and 2010...........ccccerererenenenenenennens 45
Trends in Selected Non-Monetary Indicators by Deciles

(Bottom 40%, Middle 50%-90%, and Top 10%), 2010 and 2013 ........cccceecerirerenenenenenenens 47
Median Distance from Community to Nearest Tar/Asphalt Road,

by Community Wealth (R11) ..........coooiiiiiiiiiii e 50
Distance to Health Clinic With or Without a Doctor (% Communities by Wealth) .................... 51
Basic Proficiency in Reading and Numeracy in Selected Sub-Saharan Countries, 2007 ............ 52
SACMEQ Scores in English and Mathematics (SACMEQ I1I), 2007 ......ccceveeiiiieniiienieeee 53
Health Expenditures in the Health Sector, 2004-2013........c.c.ccoiiiiiioiieieee e 54
Trends in Malawi’s Daily Per Capita Caloric Intake March-November, 2004-2013.................. 60
Trends in Malawi’s DailyPer Capita Caloric Intake, March-February, 2004 and 2010 ............... 60
Seasonal Variation in Daily Per Capita Caloric Intake, by Urban/Rural, 2004 and 2010.......... 61
Malawians’ Share of Dietary Energy Derived from Cereals, Roots,

and Tubers, by Urban/Rural, 2004-2013 ......c..cooiiiiiiiieieieee et 61
Undernourishment Trends in Malawi by Region, 2004-2013 (%6) ....ccceeeverieneneeeeeeee 62
Undernourishment and Selected Household Characteristics in Malawi,

201072013 (90) +eveeeeeeeeeeieeee ettt e e ettt e e e e et e e e e e ettt e e e e e e et aaaeeaaaanrtaaaaas 62
Dietary Diversity in Malawi, 2010 and 2013 (90) ....cccveoueeiiiieeieeeeee e 65
Unit Change Effect on Malawi’s Food Consumption Scores, THPS, 2013 ..........ccccoeeieiienianenn. 67
Malnutrition in Malawi by Sex and Age (90) ........cooeiieiiiiiiee e 69
Malnutrition in Malawi by Region and Urban/Rural, 2004-2010 (%) ....ccceeerereneeeeene 70
Malnutrition in Malawi by Welfare Quintile, 2010 (90) ......cccooririiiiiiiiiiieeeeeeeeeeee e 71
Subjective Food Insecurity in Malawi, 2010 and 2013 .........cccoieiiiiieienieie e 73
Months of Subjective Food Insecurity, 2010 and 2013 .........cccoiiiiiiiiiiiiieeeeeeee e 73
Rise in Food Prices in Malawi, 2009-2013 (RWACHA) ..........coccoeoiiiiiiiiiiiiiie e 74
Households Who Faced Food Price Shock in Prior 12 Months, Self-Reported.......................... 74
Assets Approach to Market INCOMIE...........c..ooouiiiiiiiiiiiicc e 81
Per Capita Income, by Component and by

Consumption Expenditure Quintiles (Wealth), Rural Areas, 2004-2010 (%) .......cccccccvreeenene 87
Share of Income, by Component and by

Consumption Expenditure Quintiles (Wealth), Rural Areas, 2004-10 (%0).......ccccccovvevureruennnn 88
Per Capita Income, by Component and by

Consumption Expenditure Quintiles, Urban Areas, 2004-2010 (%0) ....cverververeeriereieeeeee 89

Share of Total Income, by Income Component and by
Consumption Expenditure Quintiles, Urban Areas, 2004-2010 (%0) .......crverververerieeieieeen 89

Vil



VIl

REPUBLIC OF MALAWI — POVERTY ASSESSMENT

Figure 5.4a:
Figure 5.4b:
Figure 5.5a:

Figure 5.5b:

Figure 5.6:
Figure 5.7:
Figure 5.8:

Figure 5.9:

Figure 5.10:
Figure 5.11:

Figure 5.12:

Figure 5.13:

Figure 5.14:

Figure 5.15:

Figure 5.16:

Figure 5.17:

Figure 5.18:

Figure 6.1:

Figure 6.2:
Figure 6.3:
Figure 6.4:
Figure 6.5:

Figure 6.6:

Figure 6.7:
Figure 6.8:

Per Capita Income, by Component and
Consumption Expenditure Quintiles (Wealth), Rural Areas, 2010-2013 (%) .....ccceeovereevennrnnn. 90
Share of Total Income, by Income Component and

Consumption Expenditure Quintiles (wealth), Rural Areas, 2010-13 .........ccceocerienierieniene. 90
Per Capita Income, by Component and

Consumption Expenditure Quintiles, Urban Areas, 2010-2013 (90) .....cceoveieiienienieniiienenn 91
Shares of Total Income, by Income Component,

and by Consumption Expenditure Quintiles, Urban Areas, 2010-2013 (%) ........cccccveveeuenurnnn. 91
Contribution of Income Sources to Changes in Poverty Incidence, 2004-2010 (%) ................ 93
Contribution of Income Sources to Changes in Poverty Incidence, 2010-2013 (%) ................ 94
Effects of Assets and Other Factors on Crop Income Per Capita in Rural Areas,

2-Stage Selection Model for Pooled Sample, 2004 and 2010 (90) ...ccccvevvrerereeiieiiee e 96
Effects of Assets and Other Factors on Self-Employment Participation and

Returns in Rural Areas, Pooled Sample, 2004 and 2010 (90) ..c.veoueeeereeeenieieieeeeeeee 96
Use of and Access to Selected Assets in Rural Malawi, by Quintiles (%) .........cccccocevvvrininennnn. 98
Effects of Assets and Other Factors on Wage Employment Participation and

Returns in Urban Areas, Pooled Sample, 2004 and 2010 (90) ......eoverueruerierieeeeeeeeee 99
Education Completion by Heads of Household by

Income Per Capita Quintiles in Urban Areas, 2004 and 2010 ..........ccccevierieeieriieieieieeieeeene 100
More Poverty “Climbers” in Rural Areas Entered Self-Employment and

Doubled Their Returns, 2010=2013 (90) .....cveteieieieieiei ettt 101
Lower Wealth, Access to Credit, and Remoteness Were Key Constraints to

Non-Farm Self-Employment, 2010-2013 ........ccccoiiiiiiiiiieiieieieeeeee ettt eees 102
Differential Access to Resources for “Climbers” and “Stayers” in Malawi, 2013...................... 103

More Urban Poverty “Slippers” Compared to the Non-Poor Left Wage Employment

and Experienced Drops in this Income Source in Their Total Household Income

between 2010 and 2013 (90) ... c.eouiiiieeieeietieeee ettt 104
Determinants of Participation and Returns in

Non-Farm Wage Employment in Urban Malawi, 2010-2013 .........ccccooivininininiiiiineeeeeee 105
Heads of Households Who Fell Into Poverty (“Slippers”) between 2010 and 2013

Had Lower Education Levels Than Those Who Stayed Out of Poverty (“Stayers”) (%) .......... 106
Economic Activities of Rural Agricultural Households by

Year and Poverty Incidence, 2010 and 2013 (90) ...c.veveeeieieieieieeeeeeeeee e 112
Crop Yield by Year and Poverty Status (Rg/Ha) ..........cccceieeiiiiiiiiiiiieieiee et 115
Distribution of Yield of Major Crops by Gender of Plot Manager.............ccccccevieieniiienrennens 115
Spatiotemporal Distribution of Crop Yield (Rg/Ha) .........ccccooveoiiiiiiiiiiiiiiiieieeeeee e 116
Use of Complementary Inputs for Farming and Maize Yields in Malawi,

DY POVETtY StAtUS, 2013 ...c.iiiiieiieiiieiie ettt ettt ettt sttt ettt e bt 117
Share of Agricultural Households with Access to a Combination of Inputs for Farming

in Malawi, by Poverty Status, 2013 ........coooiiiiiiieie ittt 117
Types of Landholdings by Year, by Poverty Status, 2010 and 2013 .........ccccceeviiieienieieneeene 120
Application for Credit, by Poverty Status, 2010 and 2013 (90)........cceeeeieiiinieiiieieeeeeeeee 122



Figure 7.1:

Figure 7.2:

Figure 7.3:

Figure 7.4:

Figure 7.5:

Figure 7.6:

Figure 7.7:

Figure 7.8:

Figure 7.9:

Figure 7.10:

Figure 7.11:

Figure 7.12:
Figure 7.13:

Figure 7.14:

Figure 7.15:

Figure 7.16:

Figure 7.17:

Figure 7.18:

Figure 7.19:

Figure 7.20:

Figure 7.21:

TABLE OF CONTENTS

Household Participation in Off-Farm Employment in Malawi,
Rural and Urban Areas, 2004/2010/2013
Household Income from Non-Farm Income Sources in Rural and
Urban Areas in Malawi, 2004/2010/2013 (%)
Households Who Draw More Than 50% of Their Incomes from
Non-Farm Activities (Household Businesses and Non-Farm Employment)
by Poverty Status, 2013 and 2010 (%)
Individual Participation in Non-Farm Self-Employment and

Returns by Sector in Urban Areas in Malawi, 2010 and 2013...........cceoiiieiiieieeieic e
Individual Participation in and Returns on Non-Farm Self-Employment Activities by
Sector in Rural Areas in Malawi, 2010 and 2013
Individual Participation in Non-Farm Wage Employment and Returns by
Sector in Malawi, 2010 and 2013
Individual Participation in and Returns on Non-Farm Wage Employment Activities by
Sector in Urban Malawi, 2010 and 2013 . ..ot
Individual Participation in and Returns on Non-Farm Wage Employment Activities by
Sector in Rural Malawi, 2010 and 2013
Participation and Returns from Participation in Self-Employment Activities by

Gender in Urban and RUTal ATeas, 2013 ... ...
Participation and Returns on Wage Employment by

Gender in Urban and Rural Malawi, 2010-2013.....cccottmteeeee e
Participation and Returns from Participation in Non-Farm Wage Employment

Sector Activities by Gender in Urban and Rural Areas in Malawi, 2013 .........c.ccoeieieniieiennens
Welfare Effects of Off-Farm Activities in Urban and Rural Malawi, 2010 and 2013.................
Participation Rates and Income Shares as Share of Total Income by
Income Source for Rural Households Who Exited Poverty, 2010 and 2013
Sector of Participation and Returns on Non-Farm Self-Employment for
Those Who Exited Poverty in Rural Areas in Malawi, 2010 and 2013..........cccccoeiieiieieneennenn.
Participation Rates and Income Shares as Share of Total Income by

Income Source for Urban Households Who Fell Into Poverty, 2010 and 2013........................
Sector of Participation and Return in Non-Farm Wage Employment for

Those Who Became Poor in Urban Areas in Malawi, 2010 and 2013........ccccceviiiiiieieiienene
Participation in and Returns (Monthly Profits) on Self-Employment Activities, by

Poverty Status in Urban and Rural Areas in Malawi, 2010 and 2013 .........ccccooeiieiiiieneeienene
Participation in and Returns on Participation in Self-Employment Activities,

by Industry Sector and by Poverty Status in Urban and Rural Areas in Malawi, 2013.............
Participation in and Returns (Monthly Wages) on Wage Employment, by

Poverty Status in Urban and Rural Areas in Malawi, 2010 and 2013 .........ccccooevieiiiieniiienene
Participation in and Returns on Participation in Non-Farm Wage Employment Activities,
by Type of Occupation and by Poverty Status in Urban and Rural Areas in Malawi, 2013 ......
Determinants of Participation in and Returns on Non-Farm Self-Employment in

Urban and Rural Areas in Malawi, 2010=2013 .........cccoiiiiiiieiiiiesteie e e

IX



X

REPUBLIC OF MALAWI — POVERTY ASSESSMENT

Figure 7.22:

Figure 7.23:
Figure 8.1:
Figure 8.2:
Figure 8.3:

Figure 8.4:
Figure 8.5:
Figure 8.6:
Figure 8.7:
Figure 8.8:
Figure 8.9:
Figure 8.10:
Figure 8.11:
Figure 8.12:

Figure 8.13:
Figure 9.1:
Figure 9.2:
Figure 9.3:
Figure 9.4:

Figure 9.5:
Figure 9.6:
Figure 9.7:
Figure 9.8:
Figure 9.9:
Figure 9.10:

Figure 9.11:
Figure 9.12:
Figure 9.13:
Figure 9.14:
Figure 9.15:
Figure 9.16:
Figure 9.17:
Figure 9.18:
Figure 9.19:

Figure 9.20:

Determinants of Participation in and Returns on Non-Farm Wage Employment in

Urban and Rural Areas in Malawi, 2010=2013 .....uummeeeeeeee e 156
Access to Resources and Markets for the Poor and Non-Poor in Malawi, 2013 and 2010....... 159
Vulnerability to Poverty, 2010=2013 (90) ......ccteueiieeiieie ettt ettt 165
Shortfall for Households Below the Poverty Line by Wealth Quartile, 2010-2013 (%)........... 165
Change in the Probability of Staying in Ultra-Poverty Due to

Weather and FOOd ShOcks, 2013 (20)......cuieuieieieieieeeee et 166
Yearly Real Household Food Consumption Per Capita (Q2 2010 MWK) ......coccvvveviieencanns 167
Short-Term Seasonal Change in Poverty Status, October 2012-October 2013 ..............c......... 167
Malawi’s Two Largest SP Programs in Budget Terms are SCIP and MASAF-PWP (%) ............ 169
Social Program Coverage, 2010 and 2013 (20) ....cveveieieiiieieiieeee ettt 170
Coverage of Social Programs in 2010 and 2013, by Poverty Status (%0) .......ccccceevevveiriiennannne 171
Access to Groups of Social Programs by Transition of Extreme Poverty, 2010-2013............... 171
MASAF’s Targeting Scheme Failed to Be Pro-POOT ...........ccooiriiiiiiiiiiieieeceteeee e 173
Nutrition Programs Were More Likely to Reach the POOT ............ccccooviiiiiiiiiiiie 173
Households with Vulnerable Members by Food Poverty Status,

October 2012-0OCtODOr 2013 ......iiiiiiieiieii ettt ettt ettt ettt ene 174
Probability of Households to Exit Poverty, 2010=2013 (20) .....c.ccveovevieieieieieieiee e 177
Malawi Demographic Transition Model.............ccoociiiiiiiiiiiiii e 181
Demographic Transition in Malawi, 1950=2090 ...........cccoeiiiiiiiiiinieieeeeie e 182
TFR in Malawi, Sub-Saharan Africa, and South Africa, 1970-2015 ....eovveeeeveiieeeeeeeeeeeeeeeeen 184
Population Pyramids in Malawi and South and East Asia

(total Dependency Ratios Inside), 2012-2050..........ccccirueiriiiriiniiiiieiecieiceeee e 185
Children and Total Household Dependency Ratios, Malawi, 2010-2013 ...........ccceeieieneannnne 186
Malawi’s Total Fertility Rate by Region and Locality, 2000-2010..........ccccceeviieienieienieieeeenne. 188
Observed and Desired TFR by Wealth Quintile, 2010...........cccooriiiiiiiiiniieec e 188
Current Modern Contraception Use by Wealth Quintile and Age, 2004-2010 ............ccc.c..... 189
Ten Countries with World’s Highest Adolescent Fertility Rates, 2000-2014 ..........cccccoeennnne 189
Trends in Early Marriage and Pregnancies in Women Aged 20-24,

by Wealth QUINUIE (90) ......oouiiiiiee e 190
Four Proximate Determinants’ Effects on TFR in Malawi, 2010 (96) ......cccceovevirininiiiiiinnnne 192
Change in the Number of Children Ever BOTN (90) ........ccocoveiiiiiiiiieieieeeeeeeeee e 194
Distribution of the Number of Children Ever Born, by Educational Attainment.................... 194
Age Dependency Ratios by Per Capita Expenditure Deciles, 2013 ........cccccceviiiiinieiiiiecenn 195
Change in Number of Children Born to All Women Living in the Household, 2013............. 196
Demographic Dividend Country TYPOIOZY .......c.ccoviiieiiiiiiiiieiiiet et 198
Total Dependency Ratio, 1990=2014 ........ccoiuieiiiiieiieiieie ettt eee ettt beeaeesae s 198
Child Dependency Ratio by District, 2011 ........ccueeiiiiiiiiiieiieiierie ettt 198
Actual and Projected Ratios of Working-Age Population Share to Dependents:

Malawi, South Africa, and Korea, 1950=2100 .......ueeeeeeeeeeeeeeeeeeeeeeeeeee e 199

Lower Future Fertility Rates Could Substantially Decrease Share of
Children in Malawi’s Population in Medium and Long Terms.............c.cccceevvriiiiieiiciceennns 201



TABLE OF CONTENTS X1

Figure 9.21: One-Child Difference in Malawi'’s Fertility Rates by 2050 Could Lead to

Differences of 30% in Real GDP Per Capita (constant 2007 US$) ........cccoeveeveroiaiaeaiiaiaiarannns 201
Figure 9.22: Average Growth Rates of Working-Age Population and

Capital-to-Labor Ratios by Fertility Scenarios, 2015-2050..........ccccertriirienieniaieaieeeie e 202
List of Tables
Table 1.1:  Welfare and Monetary Poverty in Urban and Rural Areas, 2004-2010..........cccccveveinrerereennnnne 4
Table 1.2:  Monetary Poverty, Inequality, and Multidimensional Poverty by Region, 2004-2010................ 6
Table 1.3:  Sectoral Growth of GDP, 2004 —2011 .....ccoeteoeeeeeee e e e 12
Table 1.4:  Growth Elasticity of $1.25 Poverty in Selected COUNTIIES ..........cccceriiiiiiiiiiiieeeeeeee e 12
Table 1.5:  Inequality Indices, 2004 and 2010 .........ccueiiiiiiiaitieiieie ettt eie ettt eree st seeasseeseesaeeeeas 14
Table 2.1:  Incidence of Poverty in Non-Lean Months, 2010 and 2013 ..........ccocoooiiiiiiiiiiceceeeeeeeeee 21
Table 2.2:  Poverty Transition Matrix, Malawi, 2010 and 2013 ...........ccceeviiiieriieieie e 22
Table 2.3:  Movements Into and Out of Poverty by Area and by Region, 2010-2013 ..........ccccceviriiinennnne 25
Table 2.4:  Profiling Poverty Dynamic Categories in Malawi, 2010-2013 .........ccccoociiininineneneneeeeceene 27
Table 2.5:  Profile of the Chronically Poor by Urban and Rural Areas, 2013 ...........cccccccvvioiiincininiieenn, 29
Table 3.1:  MPI: Dimensions, Indicators, Cut-offs, and Weights.............cccccoeviiiiiiiiiiiniiiece e 35
Table 3.2:  Multidimensional Poverty, 2004 and 2010..........cceoueiiiieiieieriee e 36
Table 3.3:  Multidimensional Poverty in Non-Lean Months, 2010 and 2013..........cccoccvevieeieiinieieieee, 36
Table 3.4:  Trends in Deprivation for Malawi, Urban Areas, and Rural Areas, 2004-2010

(96 Of ROUSEROLAS ) ...ttt ettt 38
Table 3.5:  Trends in Deprivation, Malawi, and Urban and Rural Areas, 2010-2013

(96 Of ROUSEROIAS ) ...ttt ettt 40
Table 3.6:  Health Indicators for Selected Years: 2004, 2010, and 2013 ........ccceeceririiininieeeeeeee e 54
Table 4.1:  Malawi Transition Matrix for Those Who Consumed under 2,100 Calories/Day,

2010 AN 2013 (96) eveoeeeeeee oo 64
Table 4.2:  Profile of Malawi’s Undernourished Individuals in THS3: “Stayers” and “Movers”................... 65
Table 4.3:  Malnutrition Trends in Malawi, 2004—2013 .....cooii ittt 68
Table 4.4:  Malawi'’s Relative Improvement in Stunting Compared to Regional Countries,

20042011 (90) .. vveoeeeeeeeeeeeeeee oo ee e e e 69
Table 4.5:  Transition Matrices: Subjective Food Insecurity in Malawi, 2010 and 2013 (%) ......cccccevervennene 72
Table 4.6:  Selected Mean Characteristics of the Subjectively Food Secure and Insecure, 2013 .................. 72
Table 4.7:  Modeling Subjective Months of FOOd INSECUTILY .........cccceriiiiiiiiiiiicieeeseee e 76
Table 5.1:  Household Income Sources, 2004 =2010 (20) ....ceotieeriiieniaieeieee et 83
Table 5.2:  Household Income Sources, 2010-2013 (20) ......coovririririiieiae ettt 84
Table 5.3:  Share of Income from Sources, 20042010 (90) ......ccveeeieieieieeee ettt 85
Table 5.4:  Share of Income from Sources, 2010=2013 (90).......cceevtririririieee ettt 86
Table 6.1:  Types of Off-Farm Enterprises Owned by Households by Year, Poverty Incidence,

and Gender of Household Head (% of households).............ccccooiioiiiioiiiiiiiiiiiiiiieeee e 113
Table 6.2:  Proportion of Households Growing Various Annual Crops by Year, Poverty Incidence,

and Household Head (% of HOUSENOIAS) ..........ccoeoueieieiiiiieieieee et 114

Table 6.3:  Landholding by Poverty Incidence, Gender of Household Head, and Region (ha) ................ 120



X1l

REPUBLIC OF MALAWI — POVERTY ASSESSMENT

Table 6.4:  Access to Agricultural Extension by Year, Poverty Incidence, and

Gender of Household Head, 2010 and 2013 (90) ...c.coeoveierieirieieiieieeeeeeeesee e 121
Table 6.5:  Access to Credit by Poverty Incidence and Gender of Household Head, 2010 and 2013 (%) 122
Table 6.6:  Access to Subsidized Inputs by Year, Poverty Status,

and Gender of Household Head, 2010 and 2013 ...........ccccooiiiiiiiiiiininiiiiciceceee e 123
Table 6.7:  Proportion of Plots on which Inorganic Fertilizer was Applied by Year,

Poverty Status, and Gender of Plot Manager, 2010 and 2013 (20) ......cccoovevieeievieienieieeieeenens 123
Table 6.8:  Rate of Fertilizer Application to Produce Major Crops (%0) .......c.ccveeveieieieieieiaieeeeee e 124
Table 6.9:  Effect of Agricultural Productivity on Poverty Dynamics (% of maize output/kg/ha)................ 127
Table 6.10:  Elasticity of Agricultural Productivity on Household Welfare................ccccoooviiiiiiiiinn, 129
Table 6.11:  Effect of Increases in Agricultural Productivity on the Transition Out of Poverty, 2013 ......... 130
Table 7.1:  Selected Characteristics of Household Enterprises in

Rural and Urban Areas in Malawi, 2010 and 2013..........ccoooieiiiiiiiiieieeeeee e 140
Table 7.2:  Education Level by Poverty Status in Urban and Rural Malawi, 2010 and 2013 ...................... 158
Table 8.1:  Selected Shocks Experienced in 2012-2013 by Poverty Status in 2010 (% Population)............ 164
Table 8.2:  Brief Description of Major Social Protection Interventions and

the Farm Input Subsidy Program (FISP) in Malawi..........ccccooiriiiiiiiiiiice 168
Table 8.3:  Coverage, Exclusion, and Inclusion Rates of Selected Social Programs, 2013 (%) .................. 170
Table 8.4:  Targeting Performance of Selected Social Programs, Rural Areas..............cccccocvvvriiiiininnnnnnn. 172
Table 9.1:  Demographic and Health Indicators in Malawi and

Comparator Countries, 2000 aNd 2015......c.cccuieiiiieieiieieii e ete sttt ie e eseesseerae e annees 183
Table 9.2:  Malawi Fertility Rates Higher among Poor Women and Decline Stalled, 2000-2010............. 184
Table 9.3:  Malawi’s Trends in Total Fertility Rates by Background Characteristics, 2000-2010 ............... 187
Table 9.4:  Educational Attainment Distribution among Young Women, by Marital Status..................... 190
Table 9.5:  Total Fertility-Reducing Effect of Bongaarts Four Proximate Determinants in Malawi............ 192
Table 9.6:  Proportional Change in TFR Due to a Change in the Indexes, 2000-2010 (%) .......cccvevueeiene 193
Table 9.7:  Poverty Dynamics and Fertility Indicators IHS3-THPS Balanced Panel, 2013............cccc....... 195
Table 9.8:  Effect of a Recent Birth on Poverty Dynamics, 2013 .........ccoocieiiiiiiieiiieieieeee et 196

List of Boxes

Box 1.1: ASSESSING MONEIATY POVETLY ....ccuiiiiiiiiiiiiiie ittt et ettt ettt e st et e e eneeeas 2
Box 1.2: Comparing Poverty in Malawi with Sub-Saharan Africa and the Rest of the World.................... 3
Box 1.4: How Does Inequality in Malawi Fare Relative to Other Countries in the Region?.................... 15
Box 1.5: Was Growth in Malawi Pro-Poor between 2004 and 20107 .........ccooceeiieienieiienieie e 16
Box 2.1: Measuring Poverty Dynamics and Chronic POVETLY..........cc.ccueviieieriiieeieie e 19
Box 2.2: Recent Progress in Rural Poverty Reduction was Probably Reversed by Recent Shocks............. 21
Box 2.3: Poverty Dynamics can Vary Substantially Across and Within Years...........cc.ccocooevivninicicnnnnn. 23
Box 3.1: ACCESS 1O OPPOTIUINITIES ....e.viieiiiieiiie ettt ettt e et e ettt e ettt e et e e st e e saaeeeentaeeessaeeenteeeansaeeensaeeensseeennnas 44
Box 3.2: Official Development AsSiStanCe, 2011 .......cuieuieuiiriiiiiiiieieeiieieeiiete et esae et esbe e beeseesseeneeeseens 55
Box 4.1: Measuring FOOd SECUTILY .....c.ooiiiiiiiiiiieit ettt ettt eneens 59
Box 4.2: Welfare Programs: Are They Increasing FOOd SeCUTity? .........c.occveviiiiiiiieieniiiieeieie e 63
Box 4.3: FOOd CONSUMPLION SCOTE........oiiviiiiiiiiiiciit ettt ettt ettt ettt be et e e eebeeerseenaeesaee e 66

Box 4.4: Assessing Child Malnutrition in Malawi ..........ccoeiiiiiiiiiiiieiciee e 68



Box 5.1:
Box 6.1:
Box 7.1:

Box 8.1:
Box 8.2:

Box 9.1:
Box 9.2:

List of Maps
Map 1.1:

TABLE OF CONTENTS

Composition of Growth Matters for Poverty RedUuction.............ccocueevieeiieiieieie e 82
Profitability of Fertilizer Use in the Production of Maize............cccccocooviiiiiiiiiiiiiiiiec 118
Did the Kwacha Depreciation in 2012 Affect Welfare by

Depressing Economic Activity and Reducing Returns on Non-Farm Employment?................ 143
Were Vulnerable Groups More Prevalent among the POOT? ............ccccooveeiiiieeiiiiiiieiccie s 174
Did the Malawi Social Action Fund Public Works Program Help its

Beneficiaries EXit POVETITY? ......c..ccuoiiiiiriieieitieiieeiteie ettt eteesteeteesteesbesseesbesseesseessesseessesseessesseansens 177
Malawi Demographic Transition Model.............cooiiiiiiiiiii e 181
Demographic Dividend Model ............c..oooiiiiiiiiiiiiiee e 197

Poverty and Ultra-Poverty in Malawi by District, 2010 .........cccciiieiiiiinieieiieie e 7

X1






ACKNOWLEDGEMENTS

his report was requested by the Ministry of
Finance, Economic Planning and Development.
We are grateful to the feedback received by the
Ministry counterparts while shaping its contents.
The report was prepared by a team led by
Alejandro de la Fuente. Core team members included
Serge Adjognon (chapter 7), Ana Milena Aguilar Rivera
(chapter 9), Syud Amer Ahmed (chapter 9), Rui Benfica
(chapters 5 and 7), Martin Cumpa (chapters 1-3),
Francis Darko (chapter 6), Emanuela Galasso (chapter
8), Dean Jolliffe (chapter 4), Wendy Karamba (chapter
3), Talip Kilic (chapter 6), Elizabeth Mata (chapter
8), Amparo Palacios-Lopez (chapter 6), and Ilana
Seff (chapter 4). Overall guidance in this project was
received by Pablo Fajnzylber and Laura Kullenberg.
Peer reviewers of the report were Pierella Paci, Nadia
Belhaj Hassine Belghith, and Richard Record.
Siobhan Murray (Technical Specialist, DECDG) cre-
ated the maps in chapter 1. Michele Gragnolati (Lead
Specialist, HNP), Syud Amer Ahmed (Senior
Economist, DECPG), and Marcio Cruz (Economist,
DECPG) prepared the analysis on the impact of demo-
graphic dividend on economic growth in chapter

9. Quentin Wodon (Lead Economist, GEDGE) and
Magdalena Anchondo (Consultant, HNP) provided
inputs on the economic impact of child marriage in
the same chapter.

The team is grateful for the comments from
Kathleen Beegle, Andrew Dabalen, and Dean Mitchell
Jolliffe on the methodology for the 2010-13 con-
sumption-poverty analysis in Malawi. The report
benefited from the review and discussion of the first
set of chapters of the poverty assessment by the fol-
lowing reviewers: Andrew Dabalen and Maria Eugenia
Davalos for the chapter on poverty and shared pros-
perity in Malawi 2004-2010; Andrew Dabalen and
Victor Sulla for the chapter on poverty dynamics; Jose
Cuesta and Sailesh Tiwari for the chapter on food
security and nutrition; and Daniel Ayalew Ali and
Aparajita Goyal for the chapter on agriculture and
poverty. Other comments were received from Praveen
Kumar and Priscilla Flaness Kandoole.

Finally, the team expresses appreciation to Alicia
Hetzner for her valuable editing of the assessment.
The team also thanks Martin Buchara for his format-
ting assistance.






ACSD

AISS
BCR
CEB
CDE
CES
CGE

Accelerated Child Survival and
Development

Agricultural Input Subsidy Survey
benefit-cost ratio

children ever born

constant difference of elasticities
constant elasticity of substitution
computable general equilibrium

COMSIP Community Savings and Investment

CPS
CRE
CSI
CT
DHS
ECD
EFA
FAO

FBPE
FCS
FE
FISP
GDP
GMR
GNI
GoM
GTAP

HAZ

Promotion (MASAF-supported)
Complementary Panel Survey
correlated random effects

coping strategies index

cash transfer

Demographic and Health Survey

early childhood development

Education for All

Food and Agriculture Organization of the
United Nations

forest-based products enterprise

food consumption score

fixed effects

Farm Input Subsidy Programme

gross national product

Global Monitoring Report (World Bank)
gross national income

Government of Malawi

Global Trade, Assistance, and Production
(Purdue University)

height-for-age Z scores

ABBREVIATIONS

HNP

HOI
ICF

IFPRI

IHPS
IHS1

[HS2
IHS3
[HST
IHME
IMCI

IPA

ISER
ISIC

JCE
kcal

LF
LIPWP

LSMS

Health, Nutrition and Population (World
Bank Global Practice)

Human Opportunity Index

(ICF Macro - International consulting
firm)

International Food Policy Research
Institute

Integrated Household Panel Survey 2013
First Integrated Household Survey
1997/98

Second Integrated Household Survey
2004/05

Third Integrated Household Survey
2010/11

inverse hyperbolic sine transformation
Institute for Health Metrics and Evaluation
Integrated Management of Childhood
IlInesses

Innovations for Poverty Action (U.S.
NGO)

Institute for Social and Economic Research
United Nations International Standard
Industrial Classification

Junior Certificate Examination
kilocalorie

kilogram

labor force

Labor-Intensive Public Works Program
(Ghana)

Living Standards Measurement Survey



XVII

REPUBLIC OF MALAWI — POVERTY ASSESSMENT

MAMN
MASAF-PWP

MCVR
MDG
MDHS

MGNREGS

MMR
MNSFE
MOoAFS

MoFED

MPI

MSCE

NAC
NASFAM

NPK
NSO
NSSP
OIBM

OLS
OPHI

OSR
PCA
PER

PEM
PMT
pPOP
PPI

Malawi Microfinance Network
Malawi’s Social Action Fund Public
Works Program

marginal value cost ratio
Millennium Development Goal
Malawi Demographic and Health
Survey

Mahatma Gandhi National Rural
Employment Guarantee Scheme
maternal mortality rate
self-employment activities
Ministry of Agricultural and Food
Security

Ministry of Finance and Economic
Development

Global Multidimensional Poverty
Index

Malawi School Certificate of
Education Examination

Malawi National AIDS Commission
National Smallholder Farmers
Association of Malawi
nitrogen-phosphorus-potassium
National Statistical Office
National Social Support Policy
Opportunity International Bank of
Malawi

ordinary least squares

Oxford Poverty and Human
Development Initiative
own-source revenue

principal components analysis
public expenditure review

public financial management
proxy means test

population

post-partum infecundability

PPP
PSLC
PSNP

RCT
RH
RLS
SACMEQ

SCD
SCTIPP
SDG
SES

SP
SSA
TD
TDR
TFR
UBI
UNDSA

UNESCO

UNFPA
UNICEF
UN WPP

WAP
WAZ
WDI
WEFP

WHO
WHZ
WRS

purchasing power parity

Primary School Leaving Certificate
Productive Safety Nets Program
(Ethiopia)

randomized controlled trial
reproductive health

Rural Livelihoods Survey
Southern and Eastern Africa
Consortium for Monitoring
Educational Quality (UNESCO)
Systematic Country Diagnostics
Social Cash Transfer Pilot Programme
Sustainable Development Goal
socioeconomic status

social protection

Sub-Saharan Africa

targeting differential

tropical disease research

total fertility rate

universal basic income

United Nations Department of
Economic and Social Affairs
United Nations Educational, Scientific
and Cultural Organisation

United Nations Population Fund
United Nations Children’s Fund
United Nations World Population
Prospects

working age population
weight-for-age Z-score (WHO)
World Development Indicators
United Nations World Food
Programme

World Health Organization
weight-for-height Z-score (WHO)
warehouse receipt system



POVERTY AND SHARED PROSPERITY

IN MALAWI, 2004-2010

Malawi’s monetary poverty is high and did not lessen in rural areas between 2004 and 2010. The over-

representation of poverty in rural settings kept national poverty stagnant. Furthermore, the majority of

the rural population, especially the bottom 40%, remained deprived of access to key durable assets and

key public services including electricity and running water. In contrast, wealthier households and those

located in urban areas tended to enjoy higher access to key assets, services, and opportunities. These gaps

associated with socioeconomic status and location can impair a person’s ability to perform well later in

life and are likely to perpetuate poverty in rural Malawi. It is imperative that Malawi provide services

and opportunities more inclusively.

Introduction

Chapter 1 documents the improvements, or lack
thereof, in poverty and shared prosperity in Malawi
from 2004 to 2010. It first describes the extent of
poverty in the country over this period. The first part
of the chapter expands analyses from the Malawi
National Statistical Office (NSO) (2007, 2012) and
World Bank (2104), which document the progress
in poverty reduction and well-being in Malawi since
2004. The chapter compares poverty in Malawi to that
of Sub-Saharan Africa and the rest of the world. The
chapter then analyzes distributional aspects of welfare
to understand whether the lack of progress in access
to assets, services, and opportunities that could reduce
poverty is generalized or not. Chapter 1 extends the
distributional analysis to broaden understanding of
the relative importance of growth and distribution

changes in reducing poverty during the last decade.
Finally, the analysis delves into the profile of those liv-
ing under monetary poverty, emphasizing the spatial
distribution of poverty and inequality.

Monetary poverty

Malawi is a land-locked country in southern Africa
with high population density and a young, rap-
idly growing population. The 2015 United Nations
Human Development Index (HDI) ranked Malawi
173 of 188 countries. According to the World
Development Indicators (WDI), in 2012 the coun-
try had a GNI per capita of US$320. In relation to
its neighbors and the average for Sub-Saharan Africa,
Malawi’s income per capita has stagnated over the past
three decades since 1980 (figure 1.1).
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BOX 1.1: Assessing Monetary Poverty

Monetary poverty is measured in Malawi by comparing a household’s annual consumption per capita with the national poverty lines.
The IHS2 poverty lines have been updated to IHS3 prices to guarantee the same minimum standard of welfare across surveys: MK37,002
for total poverty and MK22,956 for ultra-poverty. The total poverty line is the sum of the food (ultra) poverty line, which represents the
minimum amount of money required to afford a food bundle that provides the minimum required caloric intake, plus an additional
allowance for non-food items. The following three poverty measures are used to assess poverty:

1. Incidence of poverty (headcount index). Provides the proportion of the population living below the poverty line.

2. Depth of poverty (poverty gap). Indicates how far, on average, the population is from the poverty line. In other words, depth of
poverty captures the mean consumption shortfall of the population relative to the poverty line.

3. Severity of poverty (squared poverty gap). Takes into account the distance separating the poor from the poverty line and the
inequality among the poor. Conceptually, poverty severity gives greater weight to those who are further below the poverty line.

Source: World Bank 2009.

FIGURE 1.1: GDP Per Capita for Selected
Countries, 1980-2011
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Source: World Development Indicators (WDI).

Poverty in Malawi remains widespread.!
According to the Third Integrated Household Survey,
the THS3 2010, 50% of the population is poor, and
25% lives in ultra (extreme) poverty. Furthermore,
from 2004 to 2010, poverty declined only marginally
from 52.4% to 50.7%, respectively. In contrast, the
depth (how far the poor are from the poverty line) and
the severity (how distant the poor are from the pov-
erty line and how unequal consumption is distributed
among the poor) of poverty increased (table 1.1).

The extent of poverty in Malawi is excep-
tionally broad when compared against a line of

international extreme poverty, even when com-
pared to other Sub-Saharan African countries.
The poverty incidence measured by the population
living below $1.90 per day of purchasing power par-
ity (PPP) in Malawi was 74% in 2004. When doing
international comparisons based on PPP rates, this
percentage puts Malawi almost on a par with coun-
tries such as Burundi and Madagascar. Malawi's

! This chapter relies on household survey data from the last
two multitopic Integrated Household Surveys in Malawi: the
IHS2 2004-05 and the THS3 2010-11. The IHS2 is a standard
Living Standards Measurements Survey (LSMS). IHS3 is part
of the newly implemented LSMS-ISA (Integrated Surveys in
Agriculture) funded by the Bill and Melinda Gates Foundation.
Implemented by the World Bank, THS3 utilizes an expanded
agricultural questionnaire and employs IHS2-comparable data
collection tools on household demographics, food and non-
food consumption, income generation activities (agriculture,
wage income, non-farm employment, and other sources), child
anthropometry, and safety nets.

The IHS2 (2004-05) was fielded from March 2004 to Febru-
ary 2005, and the IHS3 from March 2010 to March 2011. The
analysis will make use of variables consistently generated from
each database to ensure comparability of outcomes such as
poverty and inequality; demographic variables, access and use of
resources and factors of production; and structure of economic
activity and income. Both surveys have nationally representative
samples for Malawi. IHS2 has a sample size of 11,280 households.
Of these, 1,440 are from urban areas, and 9,840 are from rural
areas (North: 1,440; Center: 3,840; and South: 4,560). IHS3 has
a total sample of 12,271 households, 2,233 of whom are from
urban areas, and 10,038 from rural areas (North: 1,758; Center:
3,485; and South: 4,795). Survey estimates are representative by
district, region, and at the national level. Hence, both surveys
are similar in terms of methodology, sampling design, fieldwork
period, and questionnaires.
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BOX 1.2: Comparing Poverty in Malawi with Sub-Saharan Africa and the Rest of the World

International comparisons of poverty rates cannot be made using national absolute poverty rates since countries set different
subsistence minimum standards and use different methodologies for poverty estimations. In addition, household surveys used for
poverty estimations generally are not comparable across countries. A common practice for cross-country comparisons is to use a fixed
poverty line expressed in an internationally comparable denomination, such as $1.90 a day at 2011 international prices. This poverty
line uses purchasing power parity (PPP) conversion factors® and consumer price indices to convert national consumption aggregates

expressed in local currencies to U.S. dollars.”

Based on the cross-country comparison for 2010, with 71% of its population living below $1.90 per day, Malawi was one of the poorest
countries in the world (figure 1.2). Therefore, it requires special attention from national policy-makers and the international community.

FIGURE B1.2.1: $1.90-a-Day Poverty Rates: Malawi and Other Countries, 2000-11 (US$)
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Note:

¢ PPP conversion factors are exchange rates that take into account the cost of common items in different countries. This conversion is de-
fined as the number of units of a country’s currency required to purchase a standard basket of goods and services collected in all countries.
This report uses the 2011 ICP conversion factor that was converted to the survey year using Malawi national CPl inflation rates.

b |t is important to emphasize that international $1.90-a-day estimates should be used for international comparisons. Policy dialogue and
within-country discussions should be informed by the national absolute and extreme poverty estimation methodology.

neighboring countries such as Mozambique and
Zambia exhibit lower poverty rates, although not
by much.

More worrisome, during the second half of
the 2000s, Malawi exhibited close-to-stagnant
poverty reduction in comparison to this PPP
line. Box 1.2 contrasts Malawi’s poverty trends with
those of Sub-Saharan African and other countries.

From 2004 to 2010, Malawi’s poverty headcount
dropped from 74% to 71%. In contrast, countries
with a higher poverty rate between 2000-05, such as
Mozambique and Tanzania, exhibited considerable
reductions in poverty. Sub-Saharan countries with
a lower poverty rate at baseline, such as Rwanda,
and Uganda, also made important progress against

poverty.
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TABLE 1.1: Welfare and Monetary Poverty in Urban and Rural Areas, 2004-2010

Malawi Urban areas Rural areas
Selected indicators 2004 2010 Diff 2004 2010 Diff 2004 2010 Diff
Welfare
Per capita consumption (000s MK) 48.4 54.6 b.2%%* 95.5 118.8 23.3 423 431 0.7
Share of food in total consumption 59.6 62.8 B 52.8 53.4 0.6 60.4 64.5 AL
Monetary poverty indicators (%)
Moderate poverty
Poverty headcount 52.4 50.7 -1.7 254 17.3 -8.1%* 55.9 56.6 0.7
Poverty gap 17.8 18.9 1.0% 7.1 48 -2.3* 19.2 214 2.2%%%
Poverty gap squared 8.0 9.3 1.3%%* 2.8 2.0 -0.8 8.6 10.6 2.0%**
Ultra-poverty
Poverty headcount 22.3 24.5 2.2% 7.5 43 -3.2* 24.2 28.1 3.9xxx
Poverty gap 5.3 7.0 1.7%x* 1.6 1.3 -0.3 5.8 8.0 2.2%**
Poverty gap squared 1.8 2.8 1.0%x* 0.5 0.5 0.0 2.0 33 1.2%%*

Source: Poverty Assessment team calculations based on Malawi IHS2 and IHS3.

Note: MK = Malawi kwacha.
Significance level of the difference: 1% (***), 5% (**), and 10% (*).

However, national averages mask Malawi’s
progress against urban poverty between 2004 and
2010. In this period, poverty fell significantly in urban
areas from 25.4% to 17.3%, as did ultra-poverty from
7.5% to 4.3%. During the same period, the depth
and severity of poverty also decreased in urban areas.

Unfortunately, rural areas have not seen cor-
responding drops, resulting in considerable and
increasing geographic disparities in terms of poverty.
While poverty already was lower in urban areas and
had fallen significantly since 2004, it remained stag-
nant in rural areas, in which it rose very slightly from
55.9% to 56.6%. Extreme poverty rates in rural areas
increased at a greater rate, from 24.2% to 28.1%, wid-
ening the urban-rural income divide. The depth and
the severity of poverty, which declined in urban areas,
rose considerably in rural areas (table 1.1). Urban areas
not only have fewer poor people, but also are closer
to the poverty line. In contrast, in rural areas, not only
did more people fall into poverty, but also the aver-
age consumption of the poor moved farther below
the poverty line. Incidentally, stagnant-to-moderate
increases in monetary poverty are consistent with the

drop in rural per capita caloric intake observed dur-
ing the same period from 2,333 in 2004 to 2,192 in
2010; and from 1,606 to 1,532 for the bottom 40%
(see chapter 4 on food security and nutrition).

Has the actual number of monetary poor
people fallen? The number of poor can decrease or
increase depending on the size of the population and
its rate of growth over the period in question relative
to the changes in the poverty rate. IHS population
projections indicate that, between 2004 and 2010,
the rural population increased from 10.8 million to
11.9 million; and the urban population rose from
1.4 million to 2.1 million. High population growth
during the past decade and stagnant progress in
monetary poverty meant that the absolute number of
people living in poverty increased by 700,000 (from
6.4 million to 7.1 million). The growth of the urban
population outpaced slightly the significant drop in
poverty incidence in cities, resulting in 16,000 more
poor people in urban areas. Therefore, almost all of
the increase in the number of poor people in the
country came from rural areas in which the popu-
lation grew and the proportion of poor increased.
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FIGURE 1.2: Absolute Number of People in Poverty and Ultra-Poverty in Malawi,

2004 and 2010 (mil)
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Source: Poverty Assessment team calculations based on the IHS2 and the IHS3.

Have the trends for the ultra-poor been the
same as those of the moderately poor? From 2004
to 2010, the number of ultra-poor persons grew by
approximately 702,000—from 2.7 million to 3.4
million. Rural areas contributed 714,000 more ultra-
poor people, whereas in urban areas those who could
not afford the value of a basic food bundle decreased
by 12,000 (figure 1.2).

Based on these trends, poverty in Malawi
remains mainly a rural phenomenon. Approximately
95% of the country’s poor are located in rural areas,
a proportion that has remained constant during the
period of analysis. In sum, between 2004 and 2010,
Malawi made a dent in monetary poverty in urban
areas but not yet in rural areas. The overrepresentation
of poverty in rural settings has kept national poverty
stagnant. It remains to be established where the poor
are located and who are they among the Malawian
population. This is the subject of the next section.

1.2.1. Incidence of poverty and inequality
across space

Malawi is divided in 3 regions—North, Center, and

South—which comprise 28 districts. Both the IHS2

and the THS3 are representative at the regional
and district levels, thereby enabling comparisons
within and among regions and districts across sur-
veys. This subsection begins with the spatial analysis
at the regional level, and then analyzes poverty trends
at the more disaggregated district level. All analyses
will be carried out for the second half of the 2000s.

Poverty at regional level

Regional imbalances in poverty incidence and
shared prosperity remain across Malawi’s regions.
Table 1.2 shows that Southern and Northern Malawi
were worse off than Central Malawi in monetary pov-
erty in 2004 (the poverty incidence stands at 60%,
54%, and 44%, respectively). Ultra-poverty displays a
similar distribution across Malawi: 29% in the South,
24% in the North, and 15% in the Center. Such
cross-regional differences have not varied over time.
Minor changes in the poverty incidence occurred in
the North and Center regions. Although the South
region experienced a significant drop in poverty of
4.2 percentage points, it is still the poorest region.
With regards to ultra-poverty, the regional ranking
also remains constant. The proportion of ultra-poor
increased notably in the Center region—by almost
four percentage points—but the region continues to
exhibit the lowest poverty rates in the country.

5
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TABLE 1.2: Monetary Poverty and Inequality, by Region, 2004-2010

North Center South
Selected indicators 2004 2010 Diff 2004 2010 Diff 2004 2010 Diff
Monetary Poverty Indicators (%)
Moderate Poverty
Poverty headcount 54.1 54.3 0.2 44.2 44.5 0.3 59.7 55.5 —4.2**
Poverty gap 18.6 19.9 1.3 133 15.5 2.2%* 21.8 21.8 0.0
Poverty gap squared 8.3 9.5 1.2 53 74 1.97* 10.2 11.0 0.8
Extreme Poverty
Ultra-poverty headcount 24.4 25.6 1.2 15.2 18.9 3.7 285 29.5 1.0
Poverty gap 55 6.9 14 33 5.4 A 7.2 8.6 1.4%*
Poverty gap squared 1.8 2.7 0.9** 1.1 2.2 I Rl 2.6 35 0.9%**
Inequality
Gini coefficient 0.35 0.39 0.04 0.39 043 0.04 0.38 0.49 0.11
Income share of bottom 40% (%) 19.2 17.4 -1.8 18.0 15.9 -2.1 18.1 13.8 4.3
Income share of top 10% (%) 534 515 -1.9 494 50.4 1.0 50.6 458 4.8

Source: Poverty team calculations based on the IHS2 and the IHS3.

Note: Significance level of the difference: 1% (***), 5% (**), and 10% (*). The statistical significance of the changes over time of the inequality indicators
has not been estimated, thus caution should be exercised when evaluating the temporal trends.

Over 2004-2010, wealth concentration/
inequality increased in all regions. At the begin-
ning of the period, the Gini Concentration Ratio
was smaller in the North and increased from 0.35
to 0.39, below the national average. Inequality
remained relatively higher in the Central areas, but
did not grow significantly, increasing from 0.39 to
0.43. Inequality increased more substantially in the
South—from 0.38 to 0.49, signaling that the dispar-
ity between rich and poor widened in those areas.
The increase in rural inequality was less accentuated
in the central and Northern regions.

Poverty at district level

Poverty varies widely across districts in Malawi, but
the levels observed are consistent with the regional
trends.? Districts in Central and Northern Malawi
primarily display poverty rates between 40% and
60%. The intraregional variation is more pronounced
in the South, where some districts have poverty rates
over 80%, and others under 20% (map 1.1). In line
with the Central region having the lowest regional

poverty rate, seven of the nine districts in this region
have the lowest poverty rates nationwide. The pro-
vincial home to the capital city, Lilongwe, shows
the lowest incidence of poverty. Only Mchinji and
Salima have poverty rates higher than the national
average. In contrast, the Southern region, which is the
poorest, has eight of the 10 poorest districts in the
country. The other two poorest districts are Chitipa
and Karonga in the Northern region. Does having
eight of the 10 poorest districts mean that most of
the poor would be concentrated in the South?

2 Of the 28 districts in Malawi, nine are located in the Central
Region: Dedza, Dowa, Kasungu, Lilongwe, Mchinji, Nkhotakota,
Ntcheu, Ntchisi and Salima. They have a combined population
of 5,510,195 (2008 census), and cover 35,592 km?. The Central
region’s capital city is Lilongwe, which is also the national capital.
The Southern Region of Malawi comprises 13 districts: Balaka,
Blantyre, Chikwawa, Chiradzulu, Machinga, Mangochi, Mulanje,
Mwanza, Neno, Nsanje, Phalombe, Thyolo, and Zomba. The total
population is 5,876,784 (2008), and the Southern Region covers
31,753 km2. Its capital city is Blantyre. The Northern Region of
Malawi is considerable less populated with 1,698,502 (2008),
and covers an area of 26,931 km2. The Northern region comprises
six districts: Chitipa, Karonga, Likoma, Mzimba, Nkhata Bay, and
Rumphi. The capital city is Mzuzu.
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MAP 1.1: Poverty and Ultra-Poverty in Malawi by District, 2010

a. Incidence of poverty

b. Incidence of ultra-poverty

Source: Poverty Assessment team calculations based on the IHS3 data.

The South is the most densely populated
region in the country. According to the latest
Population and Housing Census, in 2008 there were
184 people per square kilometer (km?) in Southern
Malawi. This number is substantially higher than
the national population density average of 139.
Central Malawi is also heavily populated (155 peo-
ple per sq. km) but has less poverty. The Northern
region presents similar poverty rates to the South,
but is sparsely populated (63 people per km?). As
a result, the largest concentrations of the poor
population also are in Southern Malawi (and
in Lilongwe in Central Malawi). In 2010, almost
half of the poor population in Malawi (3.4 of 7.1
million) resided in the Southern region, primarily

in Mangochi, Machinga, Chikwawa, and Mulanje;
37% of the poor lived in Central Malawi; and the
remaining 14% in the Northern region. The district
of Lilongwe has 13% of the poor, although most
of them live in the rural areas rather than in the
capital city. The regional distribution of the ultra-
poor resembles that of the poor. Of the 3.4 million
people living in ultra-poverty, 53% were located
in the South, 33% in Central Malawi, and the rest
(14%) in the North.

National poverty remained stagnant between
2004 and 2010, but pronounced differences
occurred in the rate of progress against poverty
across districts in Malawi over the same period.
As described above, regions show a very significant

7
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range in poverty levels, but the directions of changes
in poverty over time also varied significantly. From
2004 to 2010, poverty increased in eight Southern
districts, but fell in the remaining five districts:
Chiradzulu, Thyolo, Mulanje, Zomba and Blantyre.
Within the North region, poverty dropped consid-
erably in Nkhata Bay, Rumphi and Mzuzu City. In
the Central region, the districts of Salima, Nkhota
Kota and Kasungu experienced large poverty reduc-
tions. Of special concern are the districts of Chitipa
in the North and Chikwawa, Nsanje, Mangochi and
Machinga in the South, which already had very high
incidence rates in 2004, and become the poorest
districts in the country by 2010. The lowest poverty
is observed in the district of Blantyre, where poverty
level is barely 18 percent—a very low level of pov-
erty in Malawi's reality that is partly explained by the
presence of Blantyre City in that district.

1.2.2. Who are the poor?

This section profiles households characterized by
monetary poverty between 2004 and 2010. The pro-
file assesses multiple welfare dimensions including
demographic characteristics, educational achieve-
ments, economic diversification, use of agricultural
inputs and services, ownership of assets, health, and
access to utilities. The key characteristics are described
below (and the more detailed profiles can be seen in
Appendix A1.1).

Poor households are more likely to be headed
by a woman and have higher dependency ratios,
lower education achievements, less diversified
sources of income, and less access to assets and
services. First, regarding demographics, male-headed
households are doing better. In contrast, poor house-
holds are more likely to be headed by a woman than
are non-poor families. Twenty-five percent of poor
households are headed by women, and this propor-
tion rose over time (figure 1.3a). Poor households
typically have a larger number of members (figure
1.3b), particularly children and the elderly. In other
words, poor families have higher dependency ratios
compared to non-poor households.

FIGURE 1.3: Selected Characteristics by
Poverty Status
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Source: Malawi Poverty Assessmentteam calculations based on IHS2 and IHS3.

Second, in terms of educational achievements,
non-poor households have higher primary and
secondary school completions rates than do poor
families. The performance of the poor over time
is unsatisfactory. Only modest improvements
in primary school completion rates took place
among poor households between 2004 and 2010
(figure 1.3¢).
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FIGURE 1.4: Employment among Household Heads
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b. Nonagricultural wage employment

70+ 25+
60+
204
50+
40| 15+
30 10
20+
5,
10
0- 0-
2004 2010 2004 2010
c. Nonagriculture own business d. Ganyu
257 20 -
207 15
157
10
10
5,
5,
0- — 0 —
2004 2010 2004 2010
B Non-poor Poor

Source: Malawi Poverty Assessment team calculations based on the [HS2 and the IHS3.

Note: Ganyu is informal off-own farm labor.

Third, in terms of economic diversification,
several results stand out. Farm employment was the
most common type of work among all household
heads, but it was particularly widespread among
heads of poor households (figure 1.4a). Non-farm
employment was more prevalent among non-poor
families (figures 1.4b & 1.4c). Regarding wage
employment, the differences were substantial because
non-poor households were at least twice as likely
as poor families to engage in this type of work. The
chances of being involved in ganyu and casual work
in farm activities were higher among the poor (fig-
ure 1.4d).? By contrast, during this period, the poor
diversified very little into non-farm employment.
Overall, these findings suggest that poor households
rely primarily on farm activities, whose returns on
agriculture tend to be lower than for other types of

work. Poor households were as likely as their non-
poor counterparts to grow maize. Marketing maize,
however, was more prevalent among non-poor house-
holds each year, as was the growing/selling of tobacco.
In each year, the non-poor agricultural households
enjoyed high rates of use of chemical inputs and agri-
cultural extension services. Access to credit also was
higher among non-poor households.

Fourth, ownership of assets in the country in
general was low, but, in the case of poor house-
holds, it was acute. Owning motorized vehicles,
television sets, or refrigerators was rare for any family.

3 Ganyu is widely used in Malawi to describe a range of short-
term rural labor relationships, the most common of which is
piecework weeding or ridging on the fields of other smallholders,
or on agricultural estates.

I
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FIGURE 1.5: Access to Electricity and Improved Sanitation
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Source: Malawi Poverty Assessment team calculations based on the IHS2 and the IHS3.

Note: Ganyu is informal off-own farm labor.

Ownership improved over time only for non-poor
households. Owning a telephone was no longer
unusual, even among poor households.

Fifth, in terms of public utilities, almost no
poor household had access to electricity or running
water (figure 1.5a). The situation was better for access
to improved sanitation, to which approximately 50%
of poor families have access (figure 1.5b).

Last, when compared against the overall popula-
tion, the poor were located disproportionately in rural
areas. Interestingly, when the country was divided by
region, fewer distributional differences were observed
among the population, the poor, and the non-poor.

1.3.1. Incidence of growth of consumption
and monetary poverty

Malawi has experienced significant growth in recent
years. From 2004 to 2011, GDP grew on average 5.9%
per year. From 2004 to 2010, consumption per person
increased 13%. During this period, however, GDP per
capita growth did not outpace population growth:
they both averaged 2.9% (figure 1.6). Although some
improvements have been made, particularly in health
and education, the fact that rural monetary poverty
has remained high raises the question of why. Perhaps

FIGURE 1.6: Real GDP and Per Capita
Growth (annual %)
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Source: World Bank staff based on WDI.

not all Malawians experienced income growth dur-
ing this time. This section evaluates the changes in
the distribution of consumption in the country from
2004 to 2010 and examines the roles of growth and
redistribution in the poverty trends.

However, such strong growth performance has
not been shared equally across population groups.
Growth Incidence Curves (GIC) plot consumption
per person growth rates against percentiles ranked
by consumption per person from poorest to highest.
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BOX 1.3: Shared Prosperity

Absolute poverty measures deprivation at a given threshold. Inequality is a broader concept that is defined over the entire population,
not only those below the poverty threshold. Inequality measures generally capture either how much of the overall consumption (or
income) is owned by a certain group of the population, or how consumption (or income) is distributed among all the population.

In 2013 the World Bank announced a new goal of globally promoting shared prosperity. Progress toward this goal is defined by
promoting the well-being of the bottom 40% of the population in each country as measured by consumption or income. A related
and simple way to examine how consumption is shared is to assess the shares of different groups of the consumption distribution.

Hence, this section first examines the growth of the per capita real household consumption for the entire population, with an
emphasis on the bottom 40% of the population. Then it compares the share of the bottom 40% of the population (ranked in terms
of consumption) with the share of the top 10% of the population (also ranked in terms of consumption). For a particular point in
time, this section will show the disparity in consumption shares. When evaluating these shares over time, this section will show how
growth is being distributed along the consumption distribution. A summary indicator would be the ratio between the shares of the
top 10% and the bottom 40%. If this summary indicator grows over time, inequality is increasing; but if this indication falls over time,
the disparity in incomes is decreasing.

The Gini coefficient is the most common measure for inequality. A Gini coefficient of 0 indicates perfect equality, that is, a situation
in which everyone has the same income. A Gini coefficient of 1 indicates complete inequality, that is, a situation in which a single
person accumulates all the income.

The GE(a) indices refer to the Generalized Entropy class of inequality measures, which satisfies additional desirable properties
with respect to the Gini coefficient. A parameter a represents the weight given to distances between incomes at different parts of
the income distribution. Low a values make GE more sensitive to changes in the lower tail of the distribution. High a values GE more
sensitive to changes in the upper tail of the distribution. The most usual values of a are 0, 1, and 2. GE(1) is the Theil Index. GE(0) is
the Theil L, or log deviation measure.

Source: World Bank 2009.

GIC provides an intuitive picture of how much
growth has favored different population groups.
Figure 1.7 shows the GIC for Malawi as a whole and
in urban and rural areas between 2004 and 2010.
Growth was positive and stronger among those with

FIGURE 1.7: Growth Incidence Curves,
2004-2010
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higher incomes but relatively weak for those with
lower incomes. In fact, consumption growth of the
rural population has not favored the poor.

For Malawi as a whole, the consumption of the
bottom 40% fell by 5%, but it grew for those in the
top 60% by 17%. Those in the top 10% experienced
a considerable increase because their incomes rose
by 30%. Thus, Malawi’s growth did not increase the
incomes of most of the poor or, for a few of them,
rapidly enough to lift them out of poverty. In urban
areas, growth rates were similar across the distribu-
tion: 19% for those in the bottom 40%, 26% for the
top 60% and 24% for the top 10%. The poorest in
urban areas enjoyed relatively lower, but still positive,
growth rates. However, in rural areas, the pattern was
much different. Only one-third of the population
experienced some positive growth, whereas approxi-
mately two-thirds of the population experienced
negative real consumption growth. Consumption fell
by 8% for those in the bottom 40%, it barely grew
1% for the top 60% and rose significantly by 10%
for those in the top 10%. In other words, prosperity,
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TABLE 1.3: Sectoral Growth of GDP, 2004-2011

GDP 2004
Agriculture 144,979
Mining and quarrying 2,002
Manufacturing 40,249
Electricity, gas, and water supply 8,485
Construction 11,129
Wholesale and retail trade 71,239
Transportation and storage 15,605
Accommodation and food services 17,111
Information and communication 11,969
Financial and insurance 22,856
Real estate 21,150
Professional and other services 5,095
Public administration 12,412
Education 11,973
Health 21,640
Other 17,485
GDP 444,554

Growth Share in base  Growth points
GDP 2011 (%) (%) explained
188,692 30.2 32.6 9.8
14,642 6313 0.5 2.8
68,949 713 9.1 6.5
10,089 18.9 1.9 0.4
20,043 80.1 2.5 20
140,793 97.6 16.0 15.6
25,288 62.1 3.5 2.2
13,702 -19.9 38 0.8
28,594 138.9 2.7 37
34,071 49.1 5.1 2.5
37,300 76.4 48 3.6
9,935 95.0 1.1 1.1
15,729 26.7 2.8 0.7
11,584 -3.2 2.7 -0.1
25,088 15.9 49 0.8
23,489 34.3 39 1.4
674,378 51.7 100.0

Source: World Bank staff calculations based on IMF data.

as defined by the World Bank, was not shared in
rural Malawi (and therefore nationally) between

2004 and 2010.

In addition, from 2004-2010, economic growth

was driven largely by growth in urban-oriented sec-
tors such as services. In contrast, agriculture, a rural-
based sector, did not grow much. Between 2004 and
2011, table 1.3 shows that GDP grew by 51.7%. From
the industry side, the most dynamic sectors were min-
ing and quarrying, construction, and manufacturing
while the service subsectors included wholesale and
retail trade, real estate, information and communi-
cations, transport and storage, and professional and
other services (See chapter 7 for a discussion on the
income returns on different economic sectors). These
sectors explain approximately two-thirds of overall
economic growth. Notably, the rate of growth of agri-
culture was below the national average, which could
partly explain the stagnant poverty rates in rural areas,
where agriculture is the main sector.

Over the period analyzed, poverty in Malawi
was relatively irresponsive to the strong growth.
While consumption per capita increased by 12.8%,
the incidence of poverty decreased by 3.4%, result-
ing in a growth elasticity of poverty of —-0.3. The
growth elasticity of poverty measures the percentage
change in the poverty headcount for each percentage
change in consumption. In other words, during the
second half of the 2000s, a 1.0% increase in aver-
age household consumption was associated with a
0.3% decrease in the poverty headcount. According
to the $1.25 international poverty line, during the
same period, the growth elasticity of poverty in
Malawi was -0.2, which compares poorly with an
estimated average global elasticity of -2.0 (Ravallion
2001, 2004).* Over the same period, poverty

* The growth elasticity of poverty is notoriously sensitive to the
baseline level of development and the location of the poverty
line relative to mean consumption. More specifically, if initial
levels of consumption are low, growth rates in consumption



TABLE 1.4: Growth Elasticity of $1.25
Poverty in Selected Countries

Growth elasticity of

Country Survey years poverty

Uganda 2006 -2.16292
2009

Tanzania 2000 -0.72946
2007

Rwanda 2006 -0.5256
2011

Mozambique 2003 -0.77868
2009

Senegal 2005 0.613328
2011

Sierra Leone 2003 -0.22776
2011

Malawi 2004 -0.19459
2010

Source: Malawi Poverty Assessment team based on WDI.

was more responsive to growth in Mozambique,
Rwanda, Tanzania, and Uganda (table 1.4). Sierra
Leone had a similar growth-elasticity-to-poverty
ratio to Malawi, and Senegal performed worse
against poverty. Over the same period, had Malawi
displayed a growth-elasticity-to-poverty similar to
Uganda’s (top performer in table 1.4), the poverty
headcount of Malawi would have dropped by 14.5
percentage points (about two percentage points per
year) instead of 1.8 percentage points.

To sum up, Malawi experienced economic
growth during 2004-2010, but poverty was very
inelastic to this growth. The fact that the poorest
segments of the population did not benefit from
economic growth probably widened income dispari-
ties across the population. The next section explores
this issue in some detail.

1.3.2. High and persistent income
inequality

Consumption inequality increased as a result of

the diverging growth performances by sector and

population groups in urban and rural areas. The

first way to examine inequality trends is by comparing
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the share of total consumption earned by the bottom
40% and the top 10% of the population between
2004 and 2010. The national share of the bottom
40% fell from 18% to 15%, while the share earned
by the top 10% declined marginally from 50% to
49%. These findings suggest that both extremes of
the income distribution saw their shares decline over
time. However, the decline for the bottom 40% was
larger, which means that inequality between these two
groups widened. Accordingly, the ratio between the
shares of the top 10% and the bottom 40% increased
over time from 2.8 in 2004 to 3.2 in 2010.

Figure 1.8 displays the consumption shares
from total consumption for the bottom 40% and
top 10% (panel a) and their ratios (panel b) for
urban and rural areas. The consumption share of the
bottom 40% was lower in rural areas and dropped
more substantially than in urban areas. In contrast,
the top 10% in rural areas captured approximately
little over 50% of the total consumption in the coun-
try, and that share stood flat over the 5 years. As a
result, the inequality between the top 10% relative
to the bottom 40% was higher in urban areas, but,
between 2004 and 2010, increased even more in
rural areas than in urban areas.

Another way to evaluate how inequality evolved
is by analyzing summary indicators such as the
Gini coefficient and the general entropy indices.
Malawi’s Gini coefficient increased from 0.39 in 2004
to 0.45 in 2010, showing that the disparity between
rich and poor had widened. In line with changes
in poverty, the national increase in the concentra-
tion of consumption was mainly a result of greater
rural inequality, which increased from 0.34 to 0.38.

will be relatively high for a same absolute change, which will
lead to an underestimation of the growth elasticity of poverty.
As such, growth elasticities tend to be higher in richer countries.
As an alternative measure of the sensitivity of poverty to growth,
Klasen and Misselhorn (2008) propose the “semi-elasticity” of
poverty reduction. This standard measures the percentage-point
reduction in poverty for a 1.0% growth in consumption and does
not automatically increase when a country grows richer (rather,
the contrary). The semi-elasticity of poverty in Malawi is pretty
low: a 1.0% increase in consumption in Malawi was associated
with a 0.1 percentage point reduction in the poverty headcount.
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FIGURE 1.8: Consumption Inequality Increased, 2004 and 2010
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Source: Malawi Poverty Assessment team based on IHS2 and IHS3.

Inequality is considerably higher in urban than in
rural areas, but barely changed during this period
(from 0.48 to 0.49). Table 1.5 shows that the Theil
and the other general entropy indices displayed the
same general patterns as did the Gini, that is, greater
temporal variation in rural areas than in cities.

The fact that income remains unevenly dis-
tributed in Malawi probably reflects inequalities
in the access to assets, services, and opportunities
across the population. Uneven access to health and
education services along with key productive assets
and market connectivity can influence household
decisions on technology adoption and activities,
which in turn have implications for income genera-
tion and poverty levels. Chapter 3 on nonmonetary

TABLE 1.5: Inequality Indices, 2004 and 2010

poverty explores whether income-generating assets
and opportunities were shared equally among the
Malawian population or not.

As shown in chapter 3, Malawi undeniably has
made gains in reducing some deprivations and
increasing opportunities on average. However, gaps
remain in access to key assets, services (access rates
to water, sanitation, and electricity), and opportuni-
ties (health, nutrition, and education) across income
groups, urban-rural areas, and boys-girls. Malawi is
encouraged to address these gaps because they can
impair a person’s ability to perform well later in life,
and therefore will perpetuate poverty in rural Malawi.

A final way to establish whether income inequali-
ties affected poverty reduction during the study

Malawi
2004 2010
GE (-1) 0.28 0.41
Theil L (GE(0)) 0.25 0.34
Theil index (GE(1)) 0.31 0.42
GE (2 0.58 0.96
Gini 0.39 0.45

Urban Rural
2004 2010 2004 2010
0.48 0.54 0.21 0.28
0.39 0.41 0.19 0.23
0.44 0.47 0.20 0.25
0.73 0.88 0.29 0.38
0.48 0.49 0.34 0.38

Source: Malawi Poverty Assessment team based on the IHS2 and the IHS3.



POVERTY AND SHARED PROSPERITY IN MALAWI, 2004-2010

BOX 1.4: How Does Inequality in Malawi Fare Relative to Other Countries in the Region?

Despite very low incomes and high poverty incidence, inequality expressed in the form of the Gini coefficient has reached moderately
high levels in Malawi relative to other Sub-Saharan countries and to other regions in the world. Figure B1.4.1 examines the changes
in inequality between two successive household surveys for a set of countries with more than one observation for most countries.
Malawi's neighbors and developing regions are represented spanning the periods 2000-05 and 2006-11. In the early 2000s, most of
the countries depicted had higher levels of inequality than Malawi. However, many of them experienced a decline in inequality in the
second half of the 2000s. By contrast, inequality increased in Malawi as well as in Ethiopia, Tanzania, and Zambia during the late 2000s.
Now Malawi and two of its three neighbors (Mozambique and Zambia) stand as countries with both high inequality (a Gini index over,
for instance, 0.45) and high poverty ($1-a-day headcount index over, for instance, 50%).

FIGURE B1.4.1: Gini Coefficients for Malawi and Selected Countries/Regions, 2000/05-2006/11
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period is decomposing the contributions to poverty
changes of consumption growth and its distribution
along the population.

1.3.3. Decomposing changes into growth
and redistribution

Positive average consumption growth from 2004
to 2010 reduced poverty, especially in urban areas.
Poverty changes can be decomposed into a growth
component, which represents shifts in the mean
of the consumption distribution in the absence of
changes in inequality; and a redistribution compo-
nent, which represents changes in the distribution in
the absence of economic growth (Datt and Ravallion

1992). From 2004 to 2010, poverty declined 1.8 per-
centage points, but it would have fallen 7.3 percent-
age points due to consumption growth alone, that
is, holding constant relative inequalities (figure 1.9).
This reduction in poverty would have occurred in
both urban and rural areas: a substantial 9.7 per-
centage points in cities and a modest 1.0 percentage
point in the countryside.

The worsening of the income distribution
between 2004 and 2010 did not reduce poverty
anywhere in the country. Changes in the distribu-
tion of consumption increased poverty (figure 1.9),
hence offsetting the decline in poverty resulting from
consumption growth. At the national level, poverty
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FIGURE 1.9: Decomposition of Changes in Poverty by Growth and Redistribution
Components, 2004-2010
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fell 1.8 percentage points between 2004 and 2010. If Conclusion

the real average consumption had remained constant
over this period, the observed worsening in relative
inequalities would have increased the incidence of
poverty by 5.6 percentage points. In urban areas, this
regressive pattern of inequality did not overturn the
positive contribution of the growth component to
reduce poverty. In contrast, in rural areas, the nega-
tive impact of the inequality component is the main

Cross-sectional comparisons indicate that,
between 2004 and 2010, monetary poverty stag-
nated in rural areas (and, by extension, nationally,
due to the over-representation of poverty in rural
settings). Improvements were achieved in urban
areas and the country experienced strong economic
growth, but this growth did not always benefit those

reason for the increase in poverty. Box 1.5 presents a at the bottom.
complementary perspective to the discussion about

growth being pro-poor in the country.

BOX 1.5: Was Growth in Malawi Pro-Poor between 2004 and 2010?

According to Martin Ravallion, two different definitions of “pro-poor growth” exist in the recent literature and policy-oriented discussions.
By one definition (“first”), “pro-poor growth” means that growth benefits the poor more than the rest (Baulch and McCullock 2000;
Kakwani and Pernia 2000). By a second definition (“second”), “pro-poor growth” is growth that reduces poverty (Ravallion and Chen 2003).

The first definition focuses on the distributional shifts during the growth process. Roughly speaking, by the first definition, for growth
to be deemed “pro-poor,” the incomes of the poor should grow at a higher rate than those of the non-poor. A concern with this
definition is that rising inequality during a period of overall economic expansion may come with large absolute gains to the poor, yet
will not be deemed to be a "pro-poor growth.” (Conversely, a recession will be deemed “pro-poor” if poor people lose proportionately
less than others, even though they are actually worse off.).

To avoid this problem, the second definition focuses on what happens to poverty. The extent to which growth is “pro-poor” depends
on how much a chosen measure of poverty changes. Naturally, the changes on poverty will depend on what happens to the distribution,
but only partially, because it also will depend on what happens to average living standards.

Malawi enjoyed cumulative overall growth between 2004 and 2010, but, on average, the structure of growth clearly benefited the
non-poor more than the poor. Thus, based on both definitions, growth in Malawi for this period cannot not be called pro-poor.

Source: Malawi Poverty Assessment team.



POVERTY DYNAMICS IN MALAWI

FROM 2010 TO 2013

Chapter 1 identified who the poor in Malawi are and how their numbers evolved between 2004 and 2010
based on the analysis of two cross-sectional household surveys (the IHS2 and the IHS3). Cross-sectional
information on changes in poverty coming from IHS surveys provides reliable estimates at the aggregate
level but cannot identify changes taking place at the individual level, nor can it fully answer questions

about movement in and out of poverty.

The poor in Malawi can be differentiated into those who remain poor continuously over time and those who
enter and exit poverty periodically. The 2013 Integrated Household Panel Survey (IHPS 2013) enabled
(for the first time) the analysis of poverty transitions experienced by the population between 2010 and
2013. Some two-thirds of Malawi’s population did not see much mobility over 2010—13, either into or out
of poverty. Forty-four percent remained non-poor while 23% remained poor (chronically poor). However,
the remaining one-third of the population experienced substantial mobility. Of these, approximately 17%
managed to escape poverty while 15% became poor (transient poor).

Chronic poverty accounted for the majority (approximately 60%) of overall poverty in Malawi. Almost all of
the chronically poor live in rural areas in the South and Central regions. Overall, the chronically poor had
fewer endowments (assets) than the rest of the population and a larger consumption gap below the poverty
line than those who experienced temporal poverty. The wealth levels and connectivity of the chronically
poor are also significantly lower than those of the transient poor. The chronically poor have faced relative

lack of progress in some key endowments and services. So focusing on the chronically poor is warranted.

Introduction of two cross-sectional household surveys: IHS2

and THS3. Although cross-sectional information
Chapter 1 informed the reader who the poor on changes in poverty and well-being over time has
in Malawi are and how their numbers evolved proved invaluable to policy makers, it has limitations.

between 2004 and 2010 based on the analyses Cross-sectional data provide reliable estimates at
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the aggregate level but cannot identify changes tak-
ing place at the individual level, nor can these data
fully answer questions about movement in and out
of poverty (Dang and others 2014). In other words,
although some individuals may have exited poverty,
others may have moved into it.

Unlike cross-sectional data, longitudinal or
panel survey data follow the same group of people
(a cohort) over time. Tracking the well-being of the
same individuals or households over time enables
estimating changes in their mobility. For instance, the
poor can be subdivided into those who remain poor
continuously over time—the chronically poor—and
those who enter and exit poverty from time-to-time—
the transient poor. Household panel information was
collected in Malawi in the past but for small samples.®
Onlyin 2013 did Malawi'’s first nationally representa-
tive panel household survey become available via the
Integrated Household Panel Survey (IHPS). During
April-October 2013, the 2013 IHPS attempted to
track and revisit 3,247 households who had been
visited during the same months in 2010 as part
of the Third Integrated Household Survey (IHS3).
Over the course of the 2013 survey, the sample has
grown from 3,247 households to 4,007 households
in IHPS 2013 as some households have subdivided
and formed new ones.

Chapter 2 studies poverty dynamics in all of
Malawi for the first time and the factors associated
with poverty persistence and movements in and out
of poverty between 2010 and 2013. The chapter is
structured as follows:

The first section summarizes the main fea-
tures of the IHPS panel and introduces the work-
ing definitions of chronic and transient poverty
used throughout the chapter. The second section
synthesizes and extends existing analyses on pov-
erty in Malawi between 2010 and 2013. The chapter
builds on NSO (2014), which presents the extent
of poverty (during the non-lean months of March-
October) between 2010 and 2013. The IHPS panel
survey can identify the individuals who moved out
of, or entered, poverty (transient poor) between the

two waves of panel data available—the THS3 base-
line survey and the IHPS resurvey—and the propor-
tion that stayed non-poor and poor (the chronically
poor). Thus, the second section also documents the
size and geographic dispersion of both the chronic
and transient poor in Malawi. The third and final
section profiles each of the four poverty transition
categories (chronically poor, never poor, falling into
poverty, and moving out of poverty). The section also
delves into further analysis of the chronically poor,
which are the most afflicted population under pov-
erty. In doing so, it first reports the main correlates of
this group and then focuses on their evolution along
with other key endowments between 2010 and 2013.
This last part traces all poverty dynamic groups, but
has special interest on the chronic poor.

The third Integrated Household Survey (IHS3) is a
nationally representative survey of 12,271 house-
holds fielded over 12 months (March 2010-March
2011). The Integrated Household Panel Survey
(IHPS) was designed to follow a subsample of
3,247 households interviewed over time between
March and November 2010. The THPS tracked and
then revisited these 3,247 households during April-
October 2013. The THPS fieldwork kept the same
schedule of visits that these households had in 2010.

> Two panel data efforts previously were made. They were based
on the THS1 and the THS2 samples. A subsample (758) of the
IHS1 households was tracked as part of the CPS (Complementary
Panel Survey), which was led by the National Statistical Office,
National Economic Council, and Center for Social Research of
the University of Malawi, with technical assistance from IFPRI
(International Food Policy Research Institute). Five rounds of
the CPS were administered between January 2000 and July 2004.
While the IHS1 and each round of the CPS could be combined
to construct a longitudinal dataset of households from 1997
to 2004, the number of households who appeared in all waves
stands at only 337 due to sample attrition. In a second effort,
AISS (Agricultural Input Subsidy Survey) had attempted to track
asubsample (roughly 3,100) of IHS2 households to evaluate the
impacts of FISP (Farm Input Subsidy Programme). The first round
of AISS was conducted in May/June 2007. The second and latest
round was fielded in February and May/June 2009.



A longitudinal study follows the same eligible
household members (in the case of IHPS, those 15
years and above, excluding live-in servants) in the
panel households across survey rounds. The IHPS
tracked households and individuals to new locations
when necessary. Hence, the IHS3 sample grew from
3,247 households (15,403 people) in 2010 to 4,007
households (19,903 people) in 2013 mostly because
households split and formed new households. The
[HPS utilized a complex household sample design
allowing for six key domains of inference: the combi-
nation of urban and rural areas with the three main
regions in the country (North, Central, and South).

Despite being most suitable for modelling
poverty dynamics, panel data also present impor-
tant caveats that need to be considered and, if
possible, corrected when conducting an analysis
of this nature. A common problem arises when
households drop from the panel in a nonrandom
fashion. Attrition can happen because some house-
holds are very dynamic (for example, better endowed
so they move elsewhere); or are extremely precarious
to the point of physical extinction or implosion in
the form of breakup or migration. On the contrary,
if the loss of households occurs in a nonsystematic
way, there should be no cause of concern other
than the shrinking of the sample size (Dercon and
Shapiro 2007; McKay and Lawson 2003; Baulch and

POVERTY DYNAMICS IN MALAWI FROM 2010 TO 2013

Hoddinott 2000; Yaqub 2000). The IHPS managed
to accomplish the lowest attrition rates ever recorded
for nationally representative panel household surveys
in Sub-Saharan Africa: a 3.8% household attrition
rate and a 6.4% individual attrition rate over the
two waves.

One additional clarification is necessary
regarding the sample used in this chapter. Even
though the attrition was limited, there were still
individual tracking targets that the IHPS could not
interview. The analysis concentrates on the sample
of individuals who were interviewed during the IHS3
and who also were tracked and re-interviewed during
the THPS. The reason for this decision was to have
a stricter comparison of the dynamics of the living
standards of the population over time.

Finally, the THS typically is conducted every
five years. Rather than serving as a substitute
in the interim years of an IHS, the IHPS can
complement the official poverty analyses based
on the IHS. Unlike the cross-sectional IHS, the
IHPS enables understanding movements in and
out of poverty for the same group of individuals.
Although the IHPS measured consumption directly,
the fieldwork was carried out during approximately
half of the calendar period that a standard THS cov-
ers. The collection of consumption data during the
months of the non-lean season enabled the THPS

BOX 2.1: Measuring Poverty Dynamics and Chronic Poverty

In the presence of panel data, there are basically two ways to estimate poverty dynamics: the “spells” approach (McKay and Lawson
2003) and the "component” approach (Jalan and Ravallion 1996). The “spells” approach focuses on transitions from one welfare
status (poor/non-poor) to another (non-poor/poor) when two or more waves of panel data are available (a baseline survey and one
or more resurveys). By extension, the spells approach defines households as chronically poor if they always have been poor, that is,
those whose per capita household consumption has been below the poverty line at all points in time. The transient poor are those
who have been poor only temporarily.

In contrast, the “component” approach distinguishes a household's permanent (average) consumption from its temporary variations
in consumption. Whereas the “spells” approach classifies households as either chronically poor or transient poor, the “component”
approach calculates the “chronic” and "transient” component of household poverty, hence cannot classify households into chronic
and transient poor.

Chapter 2 employs the “spells” approach. This approach defines individuals to be chronically poor if they were poor in the two periods
assessed (2010 for IHS3 and 2013 for IHPS), transient poor if they were poor in only one period, and non-poor if they never were poor.

Source: Malawi Poverty Assessment team.
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to synchronize with the agricultural season and to
reduce recall associated with agricultural reporting.
However, this structure came at the cost of not col-
lecting data during the lean season when poverty
typically increases. For this reason, the 2010 poverty
statistics based on the IHS3 panel subsample and
the 2013 poverty statistics based on the IHPS should
be understood as the lower-bound for the actual
poverty in Malawi. For the same reason, the poverty
numbers between 2004 and 2010 coming from IHS
covered a full calendar year so are not directly com-
parable to the poverty numbers coming from THS3
panel and the THPS.

2.2.1. Poverty in non-lean months in 2010
and 2013

This section first summarizes the main findings
related to the poverty analysis derived from the
THS3 2010 panel subsample and the IHPS 2013.
Poverty analysis requires three main elements. The
first component is a welfare indicator to rank the
entire population from the person with the lowest
welfare level to the person with the highest welfare
level. The chosen welfare indicator is the total annual
per capita consumption. The second element is an
appropriate poverty line to be compared against the
welfare indicator to classify individuals as poor or
non-poor. The third indicator is a set of measures that
combines the individual welfare indicators and the
poverty line in an aggregate poverty figure. The meth-
odology from which the numbers reported in this
chapter were derived replicates as much as possible
the methodology employed in the poverty analyses
of the IHS2 2004-05 and the IHS3 2010-11.°

New official poverty estimates in Malawi will
become available only with the IHS4. The more
recent household survey—Integrated Household
Panel Survey IHPS 2013—suggests that, from 2010
to 2013, the poverty incidence in Malawi during the

non-lean months may have dropped by one and
one-half percentage points in three years. The overall
incidence of poverty in Malawi during the non-lean
months fell from 40.2% of the population in 2010 to
38.7% in 2013. Over these three years, urban areas dis-
played a considerable increase in poverty whereas rural
areas experienced a decline in the share of those who
were poor. It should be noted however that substantial
uncertainty surrounds the headcount estimates, which,
unlike measures of depth and severity, were measured
with larger standard errors. Consequently, the drops
in poverty at national and rural level were not statis-
tically significant. At the same time, and as already
mentioned, the consumption data panel sample for
households who were revisited in 2013 was collected
over six months that fell in the non-lean season.
Therefore, these data may underestimate poverty by
not accounting for decreasing consumption during
the lean season (See figure 8.4 in chapter 8).

Rural areas had a much higher poverty inci-
dence than urban areas. However, the gap narrowed
over time because rural areas improved and urban
areas worsened. Rural poverty dropped by one point
percentage point per year (though changes in the
poverty incidence were statistically insignificant),
and the poverty gap and the poverty gap squared fell
significantly. Statistically significant differences in
poverty rates across regions occurred only in the first
round: the North was as poor as the South, and both
of these regions were poorer than the Center. In both
rounds, across regions, the highest percentage of poor
was observed in the North. The comparison between
the Center and the South showed that in 2010 the
Center was considerably less poor than the South.
However, by 2013 both had similar poverty rates. In
2013 the highest percentage of poor was observed
in the North, but the difference with the South was
statistically nonsignificant in both rounds (table 2.1).

¢ The poverty lines used in this analysis are the same constant real
poverty lines used in the analysis of the IHS2 and the IHS3. Indi-
viduals whose per capita total consumption was lower than the
total poverty line (MK85,852 at 2013 prices) are considered poor.
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TABLE 2.1: Incidence of Poverty in Non-Lean Months, 2010 and 2013

Incidence Gap Gap squared

2010 2013 Diff. 2010 2013 Diff. 2010 2013 Diff.
Malawi 40.2 38.7 -15 129 11.1 -1.9%* 5.8 4.5 =1.3*
Urban 17.9 26.2 8.3%** 44 7.3 3.0%* 1.5 29 1.4*
Rural 44.0 40.9 =3.1 14.4 11.7 —2.7%* 6.5 4.8 1.7
North 50.2 433 -6.9* 16.9 12.9 —4.0%** 7.5 5.5 -2.0**
Center 33.5 39.0 5.6% 9.7 111 1.4 40 4.5 0.5
South 450 37.3 7.7 15.5 106 —4.9rxx 73 43 3,00+

Source: Malawi Poverty Assessment team calculations based on IHS3 panel and IHPS. See NSO 2014.

Note: Significance level of the difference: 1% (***), 5% (**), and 10% (*).

The poverty gap is the average consumption
shortfall of the population relative to the poverty
line. Additionally the poverty squared gap takes into
account the distribution of consumption among the
poor. The two poverty gaps display most of the pat-
terns observed with the poverty incidence but with
an important difference. Reductions in both indi-
ces in rural areas caused declines at the national
level. In other words, while the incidence of poverty
in the country remained relatively constant over time,
the rural poor improved in both the poverty gap and
the poverty gap squared.

The trend of rural poverty—significant at the
gap and gap squared levels—could be an important

indicator of policy performance. Nevertheless, the
trend does not address the possibility that many indi-
viduals remain chronically poor or that other indi-
viduals may have experienced substantial reductions
in their wealth status over time. In other words, the
observed trend in the poverty headcount between 2010
and 2013 suggest stagnation at the rural and national
levels. However, the trend indicates nothing about
whether the approximately 40% poor population
remained the same over both periods, or whether new
people left or entered poverty between those two years.

The panel dimension of the IHPS enables track-
ing the well-being (in this case, consumption) of the
same individuals over time and estimating changes

BOX 2.2: Recent Progress in Rural Poverty Reduction Was Probably Reversed by Recent
Shocks

Estimates of poverty from a more recent household survey (IHSP 2013), which revisited some of the households interviewed in 2010,
suggest that after years of stagnation, rural poverty may have declined by three percentage points. The implied rate of poverty
reduction from these data—one percentage point per year—though estimated for a short period, is similar to the regional annual
average in Sub-Saharan Africa.

However, any poverty gains in rural areas since 2010 are probably short-lived and potentially reversed given the recent multiple
large-scale shocks—floods in 2015 and drought and floods in 2016. As mentioned before, no comparable survey with the IHS3 for 2010
has been completed ever since (the Fourth Integrated Household Survey [IHS4] from 2016 to 2017 is currently in the field), but other
sources of data lend support to the view that poverty may have increased as a result of the recent weather shocks afflicting Malawi.
A study using the IHS3 panel and IHPS surveys found that shocks can increase poverty: In 2010, when only household characteristics
(number of members, location, and sociodemographic profile) were used to predict the likelihood of falling into poverty, 22 percent of
households were expected to become poor in 2013. This proportion almost doubled to 42 percent when expected shocks, particularly
rainfall shocks, also were considered (McCarthy, Brubaker and de la Fuente 2016). Furthermore, poverty increased eight percentage
points between 2013 and 2015 in a sample of 558 rural households affected by the floods that struck Southern and Central Malawi in
early 2015 (McCarthy, Kilic, de la Fuente and Brubaker 2016).
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BOX 2.3: Poverty Dynamics Can Vary Substantially Across and Within Years

Recently collected panel datasets allow to approximate the size of chronic and transient food poverty groups across time and intra-
annually for Malawi. According to the Rural Livelihoods Panel Survey, conducted on a quarterly basis from October 2012-2013, food
poverty was rarely chronic, as only 4% of Malawi's households were constantly food poor across the four survey rounds (figure 2.1a).
Instead food poverty was rather transient, as 55% of Malawi's population became ultra-poor at some point during the year, but did not
necessarily remain so throughout. The IHS3 and IHPS panel data cover 2010-13 and also confirm a proportion of extreme chronically
poor households at 4%, but much less mobility as only 18% of household became poor or left poverty during the two points in time
(figure 2.1b). And as already mentioned, the IHS3 and IHPS also allowed establishing transitions for the moderately poor, where 44%

remained non-poor while 23% remained poor over this period.

These results point out that substantial mobility is experienced into and out of poverty within a year, while not so in the longer term.
Furthermore, the number of chronically poor decreases the more periods (poverty spells) considered, as the criteria to catalogue

someone as chronically poor becomes much stricter.

FIGURE 2.1: Poverty Dynamics Can Vary Substantially Across and Within Years: Chronic,

Transient, and Never Poor
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in their poverty states. The analysis in this chapter
concentrates on the 14,009 individuals who were pres-
entin both 2010 and 2013. Thus, the panel dimension
enabled, for the first time, the analysis of poverty tran-
sitions experienced by the entire population of Malawi
across time and the suggestion of interesting trends.
A transition matrix shows the welfare status
for a number or proportion of individuals or
households in a base period compared with their
welfare status in a later period. The categories in
the matrix that define such status may be poor/non-
poor or quintiles, among others. Table 2.2 shows a
matrix with the proportion of the Malawian popula-
tion who entered and exited poverty between 2010

and 2013. The diagonal cells in the matrix from
the top left to the bottom right reflect those who
maintained their status over time. The remaining
off-diagonal cells represent those who changed
their poverty status across periods. The top right

TABLE 2.2: Poverty Transition Matrix,
Malawi, 2010 and 2013

Poverty status in 2013

Poor Non-poor
Poverty status in 2010~ Poor 23 17
Non-poor 15 44

Source: NSO 2014.



cell represents those who exited poverty; the bot-
tom left cell represents the share of the population
who fell into poverty. Therefore, a transition matrix
provides a useful representation of individual-level
movement across states of well-being over time.
According to the results of the panel analysis, it
is noticeable that more than 50% of individuals in
Malawi experienced an episode of poverty in 2010, in
2013, or in both years, thus clearly demonstrating the
pervasiveness of poverty across time.

The poor can be divided into those who remain
poor over time and those who enter and exit pov-
erty over time (table 2.2). Approximately two-thirds
of Malawi’s population did not experience poverty
mobility over 2010-13: 44% remained non-poor,
while 23% remained poor over this period. The
remaining one-third of the population was split
almost evenly between the 17% who escaped poverty
and the 15% who became poor. The following section
first inquires about the number and location of the
individuals who stayed in poverty over the three years,
then focuses on the same issues for the transient poor.

2.2.2. Chronic poverty

Almost a one-quarter of the population in Malawi
is chronically poor. The IHPS estimates that 23%
of the population stayed poor between 2010 and
2013, meaning that they were below the poverty
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line in both years. The proportion of the population
who are chronically poor is double in rural areas
compared with urban areas: 25% and 12%, respec-
tively. Less variation is found across regions: 20%
of the population in the Central region is chroni-
cally poor, 25% in the South, and 29% in the North
(figure 2.2a).

The chronically poor concentrate mainly in
rural areas and in the South and Central regions.
The chronically poor account for 2.6 million people:
2.4 million living in rural areas and 200,000 living
in urban areas. These numbers mean that the vast
majority of the chronically poor live in rural areas
and a minority in urban areas (92% and 8%, respec-
tively). Figure 2.2b shows the distribution of the
chronically poor across regions: 47% of the chroni-
cally poor live in the South (1.2 million), 41% live in
the Central region (1.1 million), and the remaining
12% live in the North (326,000).

Chronic poverty accounts for the bulk (60%) of
overall poverty in Malawi. Given that in 2013 23% of
the population were chronically poor and 38.7% were
poor, approximately 60% (23.0/38.7) of poverty was
chronic and persistent. The sharp increase of poverty
in urban areas (table 2.1) meant that, from 2010 to
2013, the share of chronically poor among the urban
poor plummeted from 67% to 44%. In contrast, in
rural areas, the proportion of chronically poor rose

FIGURE 2.2: Chronically Poor in Malawi by Area and Region
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Source: Malawi Poverty Assessment team calculations based on IHS3 panel and IHPS.
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FIGURE 2.3: Consumption of Chronically and Transient Poor (000s of MWK at 2010 Prices)
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Source: Malawi Poverty Assessment team calculations based on IHS3 panel and IHPS.

from 58% to 62%. Across regions, the dominance of
the chronic among the poor rose considerably in the
North (from 59% to 68%) and the South (from 56%
to 68%), but declined notably in the Central region
(from 61% to 52%).

The chronically poor are poorer than those who
managed to escape from poverty and those who
entered poverty. The initial average consumption of
those who remained poor between 2010 and 2013 was
35% below the poverty line (figure 2.3a). Yet the initial
average consumption of those who escaped poverty in
the same years was higher: 28% below the poverty line.

A similar pattern occurred between those who
moved into poverty and the chronically poor (figure
2.3b). In 2013 the first group displayed an average
consumption that was 24% below the poverty line.
In the same year, the second group had an average
consumption that was 31% below the poverty line.
These findings suggest that it is harder for the chroni-
cally poor than for the transient poor to raise their
consumption to move out of poverty.

Gains in national economic growth did have
some impact on the chronically poor. According to
the panel data, real per capita consumption growth in
Malawi between 2010 and 2013 averaged barely 0.7%
per year. Consumption grew 2% per year among the
chronically poor and 32% among those who escaped
poverty. In contrast, real consumption dropped 22%

among those who became poor and stayed constant
among those who stayed out of poverty. These results
suggest that economic growth varied significantly for
those who moved out of or into poverty. They also
suggest that real consumption growth was small for
the chronically poor, but still positive and that growth
remained stagnant for those who remained out of pov-
erty. The discussion now turns to the individuals who
moved in and out of poverty between 2010 and 2013.

2.2.3. Transient poverty

Substantial mobility into or out of poverty over
2010-13 was experienced by approximately one-
third of the population in Malawi. The THPS
enabled, for the first time, the analysis of poverty
transitions experienced by the population across time
and suggests some interesting trends. As mentioned
earlier, two of three individuals kept the same poverty
status in 2010 and 2013: 44% remained non-poor,
while 23% remained poor. In contrast, the remaining
one-third experienced substantial mobility during
this period: approximately 17% managed to escape
poverty while 15% became poor (table 2.2).

From 2010-13, people living in urban areas
experienced less mobility into or out of poverty
than the rural population. Approximately one in five
urban dwellers moved across poverty states, but one
in three rural dwellers moved into or out of poverty.
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FIGURE 2.4: Transient Poor Population by Area and by Region (%)
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Across regions, approximately one-third of the popu-
lation changed poverty status. This proportion was
fairly similar in all regions. Upward mobility was
considerably larger than downward mobility in both
the North and the South, whereas downward mobil-
ity was more pronounced in the Center (figure 2.4a).

The population who exited poverty came
disproportionately from rural areas: 95 per-
cent—compared to 5% of the total movers in
urban areas. Among those who experienced upward
transitions, 51% were from the South, 36% from
the Central region, and 12% of the people who left
poverty were in the North. Among the population
who moved into poverty, 85% were from the rural
areas and 15% from cities and towns. Across regions,

TABLE 2.3: Movements Into and Out of
Poverty by Area and by Region,
2010-2013

Became non-poor  Became poor  Total

Malawi 17 15 32
Urban 6 15 21
Rural 19 15 34
North 21 14 35
Central 13 19 32
South 20 12 32

Source: NSO 2014.

57% of those who experienced downward mobility
in 2013 were from the Central region, 34% from the
South, and 9% from the North.

Central Malawi is the region in which the major-
ity of the transient poor entered poverty between
2010 and 2013. In Malawi, 3.6 million people are
transient poor: 1.9 million exited poverty, and 1.7
million became poor. Figure 2.4b shows both types
of transient poor in absolute numbers by area and by
region. In urban areas, more people fell into poverty
than escaped it, an increase of 157,000 more poor
people. In contrast, in rural areas, those who exited
poverty significantly outweighed those than became
poor, thus totaling 315,000 fewer poor people. Across
regions, the net effect in the South is 373,000 people
out of poverty; the North accounted for 76,000 people
escaping poverty; the net effect in the Central region
was 292,000 additional poor people.

How far did those churning across poverty sta-
tus go? Once individuals exit poverty, the expectation
is that they (the “climbers”) increase their well-being
enough and develop the means to stay persistently
out of poverty. In contrast, when people enter poverty
(“slippers”), the hope is to stay as close as possible to
the poverty line in order to be pulled out more easily
and avoid suffering misfortunes over the long term.
These two circumstances occur in Malawi because the
consumption of those who fell into poverty was closer to
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FIGURE 2.5: Absolute Difference between Consumption and the Poverty Line of “Slippers”

and “Climbers”
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Note: Values of absolute differences on the horizontal axes are expressed in thousands of Malawi Kwachas.

the poverty line than the consumption of those who exited
poverty. First, slightly more than half of the popula-
tion who became poor had an annual consumption
up to MWK20,000 less than the poverty line: 27%
were up to MWK10,000 below the poverty line; and
25% consumed MWK10,000-MWK20,000 below the
poverty line (figure 2.5). In contrast, among those
who escaped poverty, only one-third had a consump-
tion up to MWK20,000 above the poverty line.

Second, the opposite occurs for those whose
consumption was farther from the MWKS85,852,
which represents the value of the poverty thresh-
old. Only one in 20 of those who became poor had
a consumption that was at least MWK50,000 lower
than the poverty line. Almost two of five of those who
exited poverty had a level of consumption that was
at least MWK50,000 higher than the poverty line.”
Overall, these patterns suggest that “climbers” drifted
farther from the poverty line than “slippers.” These
data also seem to indicate that a stronger policy focus
on the chronically poor is warranted.

After quantifying the proportion and num-
ber of households who stayed poor or non-poor
over 2010 and 2013 as well as those who escaped
poverty and those who entered poverty between
these years, poverty profiles can be constructed for
each particular category. These profiles can include

indicators such as geographic location, and demo-
graphic and economic household characteristics. The
next subsection examines the differences among the
chronically poor, those who succeeded in exiting
poverty, and those who entered poverty, relative to
those who never had entered poverty.

This section first introduces specific distinguish-
ing features across poverty transition categories
(chronically poor, never poor, falling into poverty,
moving out of poverty). The second part explores in
more detail what characterizes the chronically poor
through a regression-based analysis.

2.3.1. Profiling chronic and transient
poverty

A profile of the population by poverty transition is

presented in table 2.4. Several indicators of demo-

graphics, asset ownership, wealth, connectivity, sources

7 Notice that the difference in Malawian kwachas between con-
sumption and the poverty line has a lower bound for those who
became poor but has no upper bound for those who became non-
poor. For the slippers, the difference cannot be greater than the value
of the poverty line because the consumption cannot be negative,
whereas for the climbers, the difference could be any positive value.
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TABLE 2.4: Profiling Poverty Dynamic Categories in Malawi, 2010-2013

(a) (b) (c) (d)
Stayed Became Diff. Became Diff. Always Diff. Diff.
non-poor  non-poor (a)and (b)  poor (a) and (c) poor (a)and(d) (c)and (d)

Demographics

Household size 2010 52 6.1 e 6.0 o 64 e *
Household size 52 57 Hxx 6.5 o 6.7 i
Children 2.3 2.7 e 35 i 36 i
Adults 28 2.8 2.9 30 *
Elders 0.1 0.2 0.1 0.2 *x
Household head (%)
Age 44 44 43 46 o i
Female 19 23 * 18 25 * *
No education 62 83 X 79 o 88 o i
Primary 12 7 e 12 5 o i
5 Employed 92 88 x 86 *x 84 o
Unemployed 5 10 Hxx 9 * 13 i
Out of the labor force 3 2 4 3
Assets
Has nonagricultural firm 39 30 x 27 ok 20 ok *
Agricultural and land index 0.38 0.38 0.36 0.34 ik
Wealth and education index 0.62 0.40 e 0.36 e 0.30 e i
Consumption per person 207,044 61,691 sl 135,642 ol 55,678 el ol
2010
Consumption per person 206,263 141,850 el 65,051 xokx 58,828 xokx Fx
Connectivity
km to road 7 10 xx 10 i 12 i *
km to pop. center +20,000 30 33 * 33 * 36 ol *
km to tobacco auction 57 70 e 68 i 83 i i
Income
Nonagricultural self- 21 16 ** 14 i 8 e x
employment
Agricultural wage 12 18 ok 21 x 26 ok
Nonagricultural wage 16 8 i 5 ok 4 ok
Crop production 37 42 * 46 Frx 50 Frx
Transfers 4 4 3 3
Location
Urban 22 8 e 14 x 7 i *
North 8 12 i 9 12 *x *
Center 50 38 ok 57 * 41 * bl
South 42 50 * 34 x 47 i

Source: Malawi Poverty Assessment team calculations based on the IHS3 panel and the IHPS.
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of income, and location are assessed (1) to examine
how the chronically poor, those who moved into
poverty, and those who exited poverty compared with
those who stayed out of poverty; and (2) to evaluate
whether endowments or local conditions have greater
impact on the chronically poor and the transient poor.

In household size, two patterns were evident:
(1) the chronically poor live in the largest house-
holds of all of the groups; and (2) the difference
between the chronically poor and those who never
had been poor was considerable in both rounds. In
contrast, the difference of the chronically poor from
those who became poor was significant in only the
first round. The change in the number of household
members between 2010 and 2013 provides a differ-
ent insight. The household size of those who became
poor increased notably between rounds.

The opposite occurred among those who exited
poverty. Those who stayed out of poverty did not
experience changes in household size, and those who
were chronically poor experienced a small increase.
Regarding characteristics of the household head, the
chronically poor were more likely to have household
heads who were older and female and had no educa-
tion than were those who stayed out of poverty and
those who became poor. Two of the key social protec-
tion programs in Malawi (the Public Works Program
and the Social Cash Transfer Scheme—see chapter 5
on Social Protection) identify their potential benefi-
ciaries by distinguishing the presence of able-bodied
members in the household. The presence of children
and elders as proxies for able-bodiedness is likely
to underperform because both the chronically poor
and those who became poor share similar propor-
tions. Within the four categories, additional groups
who will need support no matter what probably will
need to be identified. These include orphan-headed
households and the abandoned elderly

The chronically poor have fewer assets and
less wealth than any other group. Interestingly, an
index that takes into account ownership of agricul-
tural tools, equipment, and livestock® displays sig-
nificantly less variation across groups than an index

that comprises durable goods and dwelling infra-
structure.” Consumption per person barely changed
across rounds for those who stayed out of poverty
and for the chronically poor, but it displayed huge
swings for those who crossed the poverty line. The
proportion of income coming from nonagricultural
self-employment varied markedly by poverty tran-
sition. It was highest among those who never had
been poor; it was relatively similar among the tran-
sient poor; and it was lowest among the chronically

8 The following variables were used to create an agricultural as-
set index with principal component analysis: Hand hoe dummy,
watering can dummy, hand tool dummy capturing whether the
household had any of (slasher, axe, sprayer, panga, or sickle), big
shot dummy capturing whether the household had any of (tractor,
tractor plough, ridger, cultivator, treadle pump, motorized pump,
ox cart, or ox plough), livestock facility dummy capturing whether
the household had any of (chicken house, livestock kraal, poultry
kraal, or pig sty), and grain storage dummy capturing whether the
household had any of (storage house, granary, or barn). The index
was then normalized, that is, norm_index = ((index - min(index))
/ (max(index)-min(index))). Land holdings are the number of
hectares (ha) that the household “holds.” Plots that the household
farmed on and had acquired through being granted by local lead-
ers, inheritance, bride price, purchase, or leasehold (about 5% of
all plots were acquired by means other than these) are said to be
“held.” Any plots that the household did not farm but received
rent for also were counted as being held. This variable then was
normalized. The agricultural and land index displayed in table
2.4 was the sum of the normalized agricultural asset index and
the normalized household land holdings.

? The following variables were used to create a household wealth
index with principal component analysis: Furniture dummy cap-
turing whether the household had any of (bed, table, chair, chair/
couch, coffee table, drawers, or desk), radio dummy, electronic
dummy capturing whether the household had any of (fan, air
conditioner, stereo, clock, or solar panel), laundry dummy captur-
ing whether the household had any of (sewing machine, washing
machine, clothes iron), kitchen dummy capturing whether the
household had any of (kerosene stove, electric/gas stove, refrigera-
tor), pricey dummy capturing whether the household had any
of (TV, VCR, computer, satellite dish, or generator), cell phone
dummy, improved walls of dwelling dummy, improved roof of
dwelling dummy, improved floor of dwelling dummy, number
of rooms per capita in household dwelling, improved lighting
fuel usage dummy, improved cooking fuel usage dummy, electri-
fication of dwelling dummy, access to an improved water source
dummy, access to an improved latrine dummy, improved rubbish
removal usage dummy, use of insecticide treated mosquito nets
dummy. The index was then normalized, that is, norm_index =
((index - min(index)) / (max(index)-min(index))). Household
average years of education is the numbers of years of education
completed by each individual collapsed to the household mean
number of years of education. This variable also was normal-
ized. The wealth and education index displayed in table 2.4 is the
sum of the normalized wealth index and the normalized average
number of years of education.



poor. On the other hand, the proportion of income
coming from transfers (both public and private) was
relatively similar across all groups.

Is connectivity to opportunities and markets
likely to play a role in the persistence of poverty?
The chronically poor lived farther than the rest of
the population from a road, from population centers
with at least 20,000 people, and from the tobacco
auction floor. In all three cases, those who never
had experienced poverty lived closest, followed by
those who had moved into and those who had exited
poverty. Those who always had been poor lived in
more remote locations. Last, the probability of liv-
ing in cities and towns was three times higher for
those who had stayed out of poverty than for the
chronically poor.

Overall, the chronically poor had fewer endow-
ments than the rest of the population: less human
capital, fewer assets, less wealth, and less diversi-
fied income sources. In addition, the chronically
poor lived in environments that were relatively
remote and had less access to public utilities.

For the transient poor, two conclusions can
be drawn. Those who became poor (1) had indica-
tors that were significantly different than those of
the chronically poor, such as their wealth levels and
connectivity; but also (2) had a similar share of their
income coming from transfers to the chronically
poor. Consequently, those who became non-poor
tended to be more similar to those who had moved
into poverty than to the chronically poor or those
who had stayed out of poverty because the latter two
are the extremes of the continuum.

An additional examination of the chronically
poor is presented in table 2.5, which displays a
profile of those who stayed poor in urban and in
rural areas. Demographically, the dependency ratios
are fairly similar, even though the gap in household
size grew over time. This finding suggests that the
structure of the families in cities and in rural areas
must have been similar. Noticeable differences were
found when assessing some characteristics of the
household head. Chronically poor household heads

POVERTY DYNAMICS IN MALAWI FROM 2010 TO 2013

TABLE 2.5: Profile of the Chronically Poor by
Urban and Rural Areas, 2013

Urban Rural  Diff.

Demographics

Household size 2010 6.1 64

Household size 6.2 6.8

Dependency ratio 56.9 55.9
Household head (%)

Age 40 47

Female 23 25

No education 67 90 e

Secondary 29 5 ok

Employed 90 83 *

Unemployed 9 14

Out of the labor force 1 3 x
Assets

Has nonagricultural firm 30 19 *

Wealth and education index 043 0.29 e

Consumption per person 2010 65,188 54,940 bl

Consumption per person 60,877 58,669
Connectivity

km to road 2 13 i

km to tobacco auction 27 87 bl

km to agricultural market 6 28 e
Income (% total income)

Nonagricultural self-employment 12 8

Agricultural wage 43 24 *

Nonagricultural wage 22 2 e

Crop production 14 53 ok

Transfers 2 3
Location

North 13 12

Center 72 38 **

South 15 50 e

Source: Malawi Poverty Assessment team calculations based on the IHS3
panel and the IHPS.
Note: Significance level of the difference: 1% (***), 5% (**), and 10% (*).

in rural areas were significantly older and had less
education than their urban counterparts.

The urban chronically poor had more assets
and access to public utilities than the rural
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chronically poor. It is interesting that the gap in con-
sumption per person shrank over time. Although the
gap was significant in 2010, it no longer was in 2013
because rural consumption had grown and urban
consumption had dropped. As expected, the propor-
tion of nonagricultural wage income with respect to
total income was notably higher in urban areas, while
the proportion of income coming from crop pro-
duction was larger in the countryside. Nonetheless,
the importance of public and private transfers was
similar in both urban and rural areas.

The urban chronically poor certainly were
closer to roads than were the rural chronically
poor. Similarly, the urban chronically poor also
were closer to tobacco auction floors and agricul-
tural markets. Finally, 50% of the rural chronically
poor live in the South, whereas more than 70% of
urban chronically poor live in the Central region.

To summarize, not only were the numbers of
rural and urban chronically poor substantially dif-
ferent in Malawi. The above findings indicate that,
when comparing the urban chronically poor with
the rural chronically poor, significant differences
also existed in endowments and context. In other
words, any policy implication must deal with these two
groups separately.

Another way to appreciate the main character-
istics of different groups in poverty is through the
main correlates obtained in regression analysis.
The next section delves into this analysis, with par-
ticular emphasis in the chronically poor, which are
the most afflicted population under poverty.

2.3.2. Correlates of chronic poverty

Panel datasets tracking the well-being of the same
individual or household over time enable the estima-
tion of changes in their mobility while controlling
for household-specific factors—observed and unob-
served'>—that could impinge on poverty. The effects
and relative contributions of multiple household
and community characteristics on the probability
of staying in poverty are explored for Malawi based
on the IHS3-IHPS panel using a probit model. The

FIGURE 2.6: Change in the Probability of
Being Chronically Poor, 2013
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Note: Selected results of probit regression models. The dependent
variable is being poor in 2013. Only the statistically significant findings
at 10% or lower are shown. The model controls for characteristics of
the household head (gender, age, and education), household size,
dependency ratio, changes over time in different age cohorts, initial
location, changes in location, shocks faced by the population (maize
prices, rain, malaria and employment), distance to a road, proportion
of different labor sources in total income, and an index of agricultural
assets and equipment and landholdings.

* = a simulated increase of 10 percentage points in the share of the
labor income category in total income.

model concentrates on the factors that are associated
with the probability of continuing to be poor in 2013
for the individuals who were poor in 2010.

Figure 2.6 reports the marginal effect of a per-
son staying in poverty in 2013 for those who were
already poor in 2010. The direction of the bars indi-
cates whether a particular factor increases or reduces
the likelihood of becoming poor. The length of each
bar displays the average marginal effect on poverty,
that is, how much the probability of staying in pov-
erty in 2013 changes when the event that the relevant
variable depicts occurs.

For conciseness, only the characteristics that
are statistically significant different in the survey

" To control for household-specific unobserved factors that
could affect outcomes (for instance, psychological resilience of
household members or their motivation to strive forward), the
team needed to assume that these factors were fixed over time
and that households who remained in the sample did not differ
from those who left (Hoddinott and Quisumbing 2003).



data are presented. The estimates of the full model
can be found in appendix A2.1. The model comprises
variables to take into account the initial conditions
of the population, where the person lives, changes
between rounds, shocks faced by the population,
and agricultural assets owned." Other control vari-
ables include an index that captures the agricultural
tools and livestock owned by the household as well
as land holdings (footnote 8), the share of nonagri-
cultural self-employment in total income, the share
of agricultural wage in total income, the share of
nonagricultural wage in total income, the distance
that a person may have moved across rounds, and the
distance of her/his dwelling from the nearest road.
Education and the initial location of people
are key factors determining the probability of
staying poor. The first group of results showed that
more education of the household head correlated
negatively with the probability of being always poor,
although not always significantly. A household head
who has tertiary education notably reduced the like-
lihood of continuing in poverty by 23 percentage
points. Those living initially in urban areas during
this period were more likely to continue being poor
by 15 percentage points. Every 10 additional km
that a person lived away from a road increased the
probability of being poor in 2013 by 4 percentage
points for those who had been poor in 2010. Clearly,
connectivity does play a role for chronically poor.
The initial household size and the initial com-
position of the households in which the popula-
tion lived showed a strong positive association
with the probability of being poor in 2013. The
larger the household and the larger the proportion
of children and elderly members with respect to
the number of adults, the greater the odds of being
chronically poor. One more member in the second
round increased the probability of continuing to
be poor by seven percentage points. The age of the
additional member in 2013 mattered: elderly mem-
bers had a greater negative impact than children:
one more child 0-5 years increased the chances of
being poor by nine percentage points; one more
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child 6-9 years by seven percentage points; and one
more child 10-14 years by five percentage points.
However, one additional member 65 years or older
increased the probability of being poor by 18 per-
centage points.

Receiving labor income from nonagricul-
tural sources, whether self-employment or wage
employment, significantly reduced the probability
of being poor. An increase of 10 percentage points
in the proportion of any of those two sources of
nonagricultural labor income reduced the chances
of being in poverty by two percentage points. Last,
agricultural assets and landholdings also are highly
significant. Simulating changes in this index is not
intuitive because it is a normalized index. Hence, it
is not presented in figure 2.6.

The prior discussion suggests that staying in
urban areas increased the chances of staying in
poverty from 2010 to 2013. Completed secondary
education of the household head made no difference
for the chronically poor to climb out of poverty. In
contrast, an increased reliance on nonagricultural
activities and higher proximity to roads were associ-
ated with increases in the odds of climbing out of

poverty.

2.3.3. Evolution of dynamic poverty
correlates and other endowments

This section explores the evolution between 2010 and
2013 of some of the endowments by poverty tran-
sition to shed additional light on what could have
driven the lack of changes for those under chronic
poverty status between 2010 and 2013.

From 2010-13, advances in access to utilities
and sanitation were limited and primarily benefited

" The initial conditions of the population refer to demographic
characteristics of the household such as size and dependency
ratio; characteristics of the household head such as gender, age,
and education; and place of residence. Changes between rounds
refer to the changes in household size, in various age cohorts,
and in movements between urban and rural areas. Shocks refer to
various shocks that the population may have suffered such as ma-
laria, too much rain, drop in employment, and low maize prices.
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the better-off. Access to electricity improved sig-
nificantly for those who stayed out, and those who
moved out, of poverty. Nevertheless, the vast majority
of the population in these two groups still lacked this
public utility (Appendix A2.2). The use of nonsolid
cooking fuels remained almost nonexistent across
any of the four groups of interest. Safe drinking water
improved only for those who never had been poor,
but access to running water remained stagnant for all
groups. Improved sanitation was the only dimension
in which those who became poor and those who
stayed poor experienced notable gains.

Ownership of assets rose for those who
remained out of poverty and for those who exited
poverty. Significant increases in owning televisions
and refrigerators occurred for those who were non-
poor, a finding probably associated with their bet-
ter access to electricity. Remarkable gains in owning
telephones happened for all but those who fell into
poverty. Similarly, an aggregate assets index improved
significantly for those who never had been poor,
for those who exited poverty, and for those who
remained poor. Only those who moved into poverty
experienced a fall in this index.

Household size increased for those who had
become poor and for the chronically poor, but it
declined for those who had become non-poor. A
different pattern was observed for the dependency
ratio because it dropped for all but those who had
moved into poverty. The education level of the
household head improved broadly for all groups,
but significantly in only three cases. They were the
proportion of household heads with tertiary educa-
tion among those who never had experienced pov-
erty, and the proportion of household heads with

secondary education for both those who had become
non-poor and the chronically poor.

In sum, the chronically poor have faced rela-
tive lack of progress in some endowments, access
to key services and income diversification. Some
improvements were observed for this group in
their wealth and education index though, possibly
driven by access to mobiles and at education of
the household head at secondary level. However,
both shares are still relatively small compared
to other poverty transition categories. In general,
those who exited poverty experienced an increase
in their assets and those who moved into poverty
experienced a drop.

Conclusion

Poverty in Malawi has different connotations.
Approximately 40% of Malawi’s population
avoided poverty permanently throughout 2010-13,
but almost a quarter remained below the poverty
line in both 2010 and 2013 (chronically poor).
Seventeen percent of households managed to escape
poverty while 15% entered into poverty during this
period. Conventional profiles of these groups suggest
that each has some distinctive features.

A large proportion of the poor in Malawi were
chronically so. If reducing long-term poverty is
the policy makers’ concern, focusing antipoverty
interventions on this group could reduce leakage
into non-poor groups, assuming it is possible to
precisely target the chronically poor. Moreover, the
chronically poor have faced relative lack of progress
in some key endowments. Clearly, challenges remain
in addressing chronic poverty in Malawi.
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MALAWI, 2004-2010 AND 2010-2013

From 2004-2013, Malawi made strides in some aspects of education, health and nutrition. These accom-
plishments, along with improvements in the ownership of certain assets, led to the decline of Malawi’s
multidimensional poverty. However, improvements in some dimensions should not distract policymakers
from the challenges posed by the relative lack of progress in others. Moreover, improvements have not always
spread to the entire population. The poor have faced relative lack of progress in specific key endowments
and services. Such lack of progress among the poorest partially explains why, despite observed improve-
ments in some dimensions of nonmonetary poverty, there were no corresponding improvements in mon-
etary poverty. The lack of parallel movements in the monetary and nonmonetary dimensions of poverty
can also be explained because the improvements in the nonmonetary dimensions were largely driven by
increased public investments not private consumption. Moreover, improvements in these nonmonetary
dimensions of poverty reflect an increase in the quantity rather than in the quality of endowments and
services. Clearly, challenges remain in laying the foundations for shared prosperity and in addressing
poverty in Malawi.

Introduction

Chapter 3 documents the improvements in multi-
dimensional poverty and in some nonmonetary
dimensions of poverty in Malawi from 2004 to
2010 and from 2010 to 2013. The chapter first
describes the extent of multidimensional poverty
and nonmonetary deprivations in the country over
this period. It then deconstructs the components of
the Multidimensional Poverty Index, which includes
some nonmonetary deprivations, to examine the
trends of these components and to identify the

components that contributed to improve multidi-
mensional poverty. The chapter further presents the
trends of select dimensions by deciles of the popula-
tion to track whether the reduction in nonmonetary
deprivations permeated to the entire population.
Chapter 3 documents that, during the periods
in question, the poor faced a lack of progress in
some key endowments and services. Moreover, the
improvements documented in select nonmonetary
dimensions of poverty reflect improvements in the
quantity of endowments and services rather than
improvements in quality.
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The chapter profiles multidimensional poverty
and nonmonetary dimensions of poverty in Malawi
from 2004 to 2013. The analysis presented pulls from
three data sources: Second Integrated Household
Survey (IHS2) from 2004, Third Integrated Household
Survey (IHS3) from 2010, and Integrated Household
Panel Survey (IHPS) from 2013. A subsample of the
[HS3 sample was selected for follow-up in the THPS.
The IHS2 and IHS3 samples were stratified by month
and administered throughout the year. However, the
[HS3 subsample and IHPS sample were administered
only during March-November, which covers the non-
lean season in Malawi. Findings from IHS2 and IHS3,
therefore, are comparable because they represent
conditions experienced throughout the year. Findings
from the IHS3 subsample and IHPS sample are com-
parable due to their panel dimension; however, they
are not strictly comparable to the IHS2. As a result,
the analysis will focus on two periods: from 2004 to
2010 using the cross-sectional data, and from 2010
to 2013 using the panel data.

3.1.1. Defining multidimensional poverty
The welfare of the population in Malawi is influ-
enced by many characteristics other than con-
sumption. Thus, when assessing the well-being of
the people, improvements in these indicators also
should be considered. Unlike monetary measures,
which rely on cut-offs based on income or consump-
tion, nonmonetary indicators of poverty measure the
share of the population deprived of a key good or ser-
vice using defined standards. In fact, when national
poverty numbers differ, it means that they simply are
measuring different conceptions of poverty.

This section analyzes trends in the Multidimen-
sional Poverty Index (MPI) between 2004 and 2010
using the IHS2 and the IHS3, followed by trends
in the MPI between 2010 and 2013 using the IHS3
panel subsample and IHPS. First, multidimensional

poverty is defined, and trends in multidimensional
poverty are discussed. Next, Malawi’s multidimen-
sional poverty performance is compared with those
of a selected group of countries worldwide.

The MPI measures multidimensional poverty.
The index reflects deprivations in basic services and
core human functions. By focusing on a different
set of deprivations than income or consumption, the
MPT reveals a different pattern of poverty than con-
sumption poverty. The MPI covers three dimensions:
health, education, and living standards. The three
dimensions are tied to specific indicators. Deprived
households are identified in each dimension based
on a pre-identified benchmark. An aggregate mea-
sure is generated using the methodology proposed
by Alkire and Foster (2007, 2009): each dimension is
weighted equally and each indicator within a dimen-
sion is weighted equally (Alkire and Foster 2011).

The MPI is designed to reveal the combination
of deprivations that affect the population simul-
taneously. The dimensions, indicators, deprivation
criteria, and weights are presented in table 3.1. The
education dimension includes measures of achieve-
ment (completion of primary education) and
attendance. The health dimension includes child
mortality, measured as percentage of households
with the occurrence of a death of a child under five;
and under-nutrition, which indicates the presence
of a stunted, wasted and/or underweight child in
the household. (The original methodology refers to
the presence of a malnourished adult or child.) The
living standards dimension includes deprivation of
access to electricity, improved sanitation, safe drink-
ing water, flooring, cooking fuel, and ownership of
assets. Each indicator is a binary variable that takes
the value of 1 if deprived, or 0 if not deprived. A given
household is considered multidimensionally poor if
the weighted sum of the 10 deprivations is at least
0.33. The MPI is the product of two numbers: the
Headcount (H), which is the percentage of people
who are deprived in more than one dimension; and
the Average Intensity of Deprivation (A), which is the
average number of deprivations among the deprived.
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TABLE 3.1: MPI: Dimensions, Indicators, Cut-offs, and Weights

Dimension  Indicator Household is deprived if... Relative weight
Education Years of schooling No member has completed primary (8 years of schooling) 176
Child school attendance No school-aged child is attending school 1/6
Health Child mortality Any child less than 5 died over the last 2 years 1/6
Nutrition Any under-5 child is stunted, wasted, or underweight 1/6
Living Electricity Household has no electricity 118
standards Improved sanitation Household sanitation facility is not improved by MDG guidelines, or is 1/18
improved but is shared with other households
Safe drinking water Household does not have access to safe drinking water 118
Flooring Household has a dirt, sand, or dung floor 1/18
Cooking fuel Household cooks with non-liquid sources (dung, wood, or charcoal) 1/18
Ownership of assets Household does not own more than one item of the following: radio, 1/18

television, telephone, bicycle, motorbike, or refrigerator; and does not have

car or truck.

Source: OPHI, http://www.ophi.org.uk/wp-content/uploads/MPI-One-Page-final.pdf?39db4d.

3.1.2. Trends of multidimensional poverty

From 2004 to 2013, Malawi made improve-
ments in reducing multidimensional poverty
(figure 3.1). The reduction is most notable in the
rural areas, in which the largest reductions were
observed between 2004 and 2010, and between
2010 and 2013. Although the rural areas made the
largest reduction in multidimensional poverty,
it was still significantly higher than in the urban
areas. In the rural areas, the index was above 0.30

in all periods, whereas, in the urban areas, the MPI
was below 0.20.

From 2004 to 2010, the proportion of people
who were multidimensionally poor declined
from 70.6% to 61.3%. The share fell 8.0 percent-
age points in rural areas and 6.5 percentage points
in urban areas (table 3.2). Regarding the intensity
of deprivations among the poor (A), there was
a nonsignificant reduction in urban areas (from
46.4% to 44.8%) but a significant decline in rural

FIGURE 3.1: Malawi Multidimensional Poverty Index, 2004-2010 and 2010-2013
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Source: Malawi Poverty Assessment team based on the IHS2 and the IHS3, and based on the IHS3 panel and the IHPS.
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TABLE 3.2: Multidimensional Poverty, 2004 and 2010

Multidimensional Poverty

Intensity of deprivation among

Index (MPI) Headcount ratio (H) the poor (A)
2004 2010 Diff 2004 2010 Diff 2004 2010 Diff
Malawi 0.36 0.29 -0.07*** 70.6 61.3 —Q.3xx* 51.0 47.9 =3.]xx*
Area of residence
Urban 0.17 0.14 -0.04* 36.9 30.3 -6.5% 46.4 448 -1.7
Rural 0.38 0.32 -0.06*** 749 66.9 —8.0*** 513 48.2 —3.2%x*

Source: Malawi Poverty Assessment team based on the IHS2 and the IHS3.
Note: Significance level of the difference: 1% (***), 5% (**), and 10% (*).

TABLE 3.3: Multidimensional Poverty in Non-Lean Months, 2010 and 2013

Multidimensional poverty index

Intensity of deprivation among the

(MPI Headcount ratio (H) poor (A)

2010 2013 Diff 2010 2013 Diff 2010 2013 Diff
Malawi 0.33 0.29 —0.04*** 62.6 57.2 =5.4%x* 52.0 50.6 -1.4*
Area of residence
Urban 0.18 0.16 -0.03 374 338 -3.6 493 46.2 -3.0
Rural 0.35 0.31 -0.04*** 66.8 61.3 —5.6%** 523 51.0 -1.2
Region
North 0.21 0.18 -0.02* 439 40.3 -3.6 471 45.7 -1.3
Center 0.34 0.29 —0.04x* 634 57.1 —6.2%** 53.0 513 -1.8
South 0.34 0.31 -0.03*** 65.9 61.1 —4.8** 51.7 50.7 -1.0

Source: Malawi Poverty Assessment team calculations based on the IHS3 panel and the IHPS.

Note: Significance level of the difference: 1% (***), 5% (**), and 10% (*).

areas (from 51.3% to 48.2%). As a product of these
two elements, the MPI fell nationally from 0.36 to
0.29.12 In cities and towns, the MPI remained rela-
tively low, falling from 0.17 to 0.14. However, in
rural areas, in which the MPI was relatively high in
2004, it dropped from 0.38 to 0.32.13

A detailed profile of the households characterized
by multidimensional poverty between 2004 and 2010
can be found in Appendix A3.1. The profile assesses
multiple welfare dimensions including demographic
characteristics, educational achievements, economic
diversification, use of agricultural inputs and services,
ownership of assets, health, and access to utilities.

Throughout 2010-13, Malawi continued
making progress in multidimensional poverty
(table 3.3). Caution should be exercised in drawing
comparable trends between the THS cross-sectional

data for 2004 and 2010 and the panel data for 2010
and 2013. Notwithstanding the differences across
periods, improvements in non-monetary dimen-
sions have continued between 2010 and 2013. The
proportion of multidimensionally poor people fell
from 62.6% to 57.2%.'* In urban areas, the incidence

2 When, instead of computing the MPI based on the 10 indica-
tors outlined in table 3.2, the Poverty Assessment team computed
the MPI removing the anthropometric dimension, the team still
observed declines overall, although more modest. Nationally,
MPI fell from 0.33 in 2004 to 0.26 in 2010.

3 According to the DHS, the MPI fell nationally from 0.381 in
2004 to 0.334 in 2010. In urban areas, the MPI remained relatively
low and stagnant at 0.17, but in rural areas, it fell from 0.419 to
0.366 (OPHI 2013).

!4 The estimates of multidimensional poverty for 2010-13 were
not fully comparable with those of IHS2 and IHS3. The multidi-
mensional indices based on the panel data excluded one health
indicator (households who had experienced deaths of children
under 5 years) because that indicator was not available in 2013.



of multidimensional poverty declined 3.6 percentage
points, but in rural areas, it dropped by 5.6 percent-
age points (table 3.3). Regarding the intensity of
deprivations among the poor, at the national level,
there was a weakly significant reduction (from 52.0%
to 50.6%), underlain by drops in urban areas (3.0
percentage points) and in rural areas (1.2 percentage
points). The MPI, which is the product of these two
components, fell for the country from 0.33 to 0.29.
In cities and towns, the MPI remained relatively low,
dropping from 0.18 to 0.16; and in rural areas, the
MPI declined from 0.35 to 0.31. The estimates of the
full model can be found in appendix A2.1

What factors led to the decline in Malawi’s multidi-
mensional poverty over these two periods? To answer
this question, the changes in the different deprivations
over these years should be analyzed. This section
explores the evolution in nonmonetary dimensions
of household deprivation between 2004 and 2010,
and between 2010 and 2013. This exploration includes
evaluating trends in the access of the population to
different elements of living standards: access to and
accomplishments in education; health and nutrition
outcomes; and standards of living defined by type
of housing infrastructure, sanitation, and access to
utilities; and ownership of assets. Table 3.4 and table
3.5 show trends in deprivations (italicized items are
components of the MPI)."* As defined by the weights,
each indicator in the education and health dimension
is weighted three times more than individual indica-
tors under the living conditions dimension.

Since 2004, Malawi has made great strides in
some aspects of education and health. Regarding
access and accomplishments in education, the pro-
portion of households with school-aged children not
in school fell from 52% to 44% in urban areas, and
from 47% to 43% in rural areas. The proportion of
households lacking members who had completed
primary school fell by 7% in both urban and rural

MULTIDIMENSIONAL POVERTY IN MALAWI, 2004-2010 AND 2010-2013

areas: from 26% to 19% and from 63% to 56%,
respectively. In urban areas, the proportion of house-
hold heads lacking secondary education declined
from 76% in 2004 to 70% in 2010. In rural areas, the
very high proportion of household members who
had not completed primary school decreased—but
by barely two percentage points (from 97% to 95%).
Similar trends are observed when the team accounted
for the proportion of rural household members who
lacked secondary education (table 3.4).

In terms of health and child nutrition, vari-
ous data sources indicate improvements over
time in child mortality, stunting, and underweight
prevalence. Results from IHS2 and THS3 indicate a
significant reduction in the proportion of house-
holds that had a death of a child 5 years or younger
in the previous year. Data from the 2004 and 2010
Demographic and Health Surveys (DHS) indicate
that under-5 mortality rates declined from 133 to
112 per 1,000 live births during the same period,
partly because of a strong immunization program.
Improvements also were observed in stunting and
underweight rates.'® (See chapter 4 on Food Security

However, if the indices were recalculated excluding this indicator,
the trends between 2004 and 2010 were the same.

> Although five child nutrition indicators are listed, the MPI
considers a household deprived if it has the prevalence of at least
one of the indicators.

16 The anthropometric indices in table 3.4 report the percentage
of households with malnourished children. The incidence among
children 6-59 months based on the IHS2 and the THS3 follows.
Nationally, stunting fell from 44% to 32%, and underweight fell
from 10% to 6%. Stunting fell more in rural areas, from 44% to
31%, whereas it fell only five percentage points in urban areas.
Despite these achievements, according to the IHS data, wasting
increased nationally from 2.0% to 3.4%.

The DHS data available for 2004 and 2010 also report the
incidence among children. DHS data indicate improvements
in stunting and underweight prevalence over time, even though
these data suggest more modest declines in stunting than do IHS
data: stunting fell from 53.1% in 2004 to 47.8% in 2010, and
underweight from 18.6% to 14%. Rural children were more likely
to be stunted than urban children. Stunting rates in rural areas
declined from 54% to 49%, while in urban areas it decreased
from 43% to 42%. Underweight fell from 13% to 11% in urban
areas and from 19% to 15% in rural areas. DHS data also paint
a different picture than IHS data with respect to wasting, which
decreased from 6.2% to 4.1% nationally between 2004 and
2010 (from 7% to 2% in urban areas and 6% to 4% in rural
areas over the same years). Based on the team’s knowledge of
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TABLE 3.4: Trends in Deprivation for Malawi, Urban Areas, and Rural Areas, 2004-2010

(% of households)
Selected deprivation indicators® Malawi Urban Rural
(% of households) 2004 2010 Diff 2004 2010 Diff 2004 2010 Diff
Education
Households with school-aged children not in school ~ 47.5 43.3 —4.2%*x 51.9 444 —7 4¥*x 46.9 43.0 —3.8***
No household member completed primary 58.6 50.5 o i 25.6 19.4 —6.2** 63.1 56.2 —6.9xx*
Household head did not complete secondary 94.4 91.0 =3.4xx* 76.3 70.0 6.3 96.9 94.9 Bk
No household members completed secondary 93.0 88.5 —4.6*** 72.2 63.7 -8.5* 95.9 93.0 —2.8%**
Health and child nutrition
Households with stunted children 16.0 13.2 —2.8%** 11.5 134 1.9 16.6 132 =3.4xx*
Households with wasted children 0.6 1.2 0.7%+* 0.5 0.3 -0.2 0.6 1.4 0.8***
Households with underweight children 32 2.3 —0.9xx* 2.1 1.0 —1.2%* 34 2.6 -0.8***
Household had death of under-5 child/children 6.5 2.3 —4.2%** 33 22 -1.1 7.0 2.3 4. 7xxx
Access to utilities and sanitation
No electricity 94.3 92.9 =14 66.9 67.0 0.1 98.0 97.6 -0.4
No nonsolid cooking fuel power 98.0 97.4 -0.6 86.6 87.0 04 99.5 99.3 -0.2
No safe drinking water® 33.1 17.3 —15.8%** 12.7 5.6 —7** 35.8 194 -16.4%%*
No running water 94.9 92.3 —2.6¥** 71.9 61.9 -10* 98.0 97.9 -0.1
No improved sanitation 50.8 422 -8.6%** 64.9 49.0 —15.9%** 489 40.9 —Grr*
Quality of housing infrastructure
No quality walls® 34.1 20.8 —13.3*** 9.1 2.2 —7*** 374 242 132+
No improved house floor 80.4 75.8 —4.5%** 348 30.0 -4.8 86.6 84.3 -2.3*
Asset ownership
No bicycle 63.9 614 —2.6** 80.0 72.1 —7.9%** 61.7 59.4 —2.4%*
No car/motorcycle 98.3 97.8 -0.5 92.8 92.2 -0.6 99.0 98.9 -0.2
No television 96.3 91.3 =5.0%** 81.7 67.8 —13.9%%* 98.2 95.6 —2.6%**
No refrigerator 98.0 96.7 —1.4%** 88.2 84.2 -4.0 99.4 99.0 -04
No telephone 96.9 63.7 -33.2%%* 81.4 27.0 —54.4x* 99.0 705 -28.5%**
No assets/MPI definition® 69.7 59.2  -10.5%** 69.6 356 34 69.7 63.5 —6.1%**

Source: Poverty Assessment team calculations based on IHS2 and IHS3.

Note: Significance level of the difference: 1% (***), 5% (**), and 10% (*).

? ltems in italics are deprivations that enter the construction of the Multidimensional Poverty Index (MPI) discussed below.

® Due to data issues, the Poverty Assessment team did not account for distance to source.
< Quality walls include brick (mud and baked) and concrete.

4 Members of the household are considered deprived if the household does not own one or more than one of the following: radio, television, telephone,

bicycle, motorbike, or refrigerator; and does not own a car or truck.

and Nutrition for a more detailed discussion of child
nutrition outcomes.)

Access to utilities and sanitation remains very
restricted, particularly in rural areas. From 2004
to 2010, the share of households without electricity
remained constant at 67% in urban areas and 98%

complications with anthropometric data collection during the
[HS3 fieldwork, it is likely that the differences observed between
DHS and THS3 are a reflection of THS data quality issues. Never-
theless, the team decided to rely on the IHS anthropometric data
for additional estimations of multidimensional poverty because
the anthropomorphic data enable combining them with other
welfare dimensions to provide a more comprehensive picture of
deprivation in the country.



in rural areas. Likewise, rural families who had no
access to running water were practically universal,
and the proportion remained stagnant at 98%. In
contrast, the proportion of urban households with-
out running water decreased from 72% to 62%. The
use of nonsolid cooking fuels (kerosene, ethanol
or other biofuels, natural gas, LPG, and biogas or
electricity) was virtually nonexistent in rural areas,
where less than 1% of households used them. In
other words, nearly all rural families relied on fuels
such as wood, charcoal, and coal for cooking. All of
these carbon fuels pose substantial health risks due
to the air pollution caused by the smoke released
by the incomplete combustion of these materials.
In urban areas, in which deprivation is less severe,
there was no progress either, with approximately
87% of households using solid cooking fuel power.
On the positive side, the proportion of families with
improved sanitation increased significantly over time
in both cities and the countryside.

The quality of housing infrastructure improved
over 2004-10, but stark disparities between urban
and rural areas remained. For instance, the propor-
tion of Malawian households with improved floors,
defined as other than dirt, sand, or dung flooring,
increased from 65% to 70% in urban areas, and from
13% to 16% in rural areas. On the other hand, the
proportion of households with quality walls, defined
as those constructed with baked brick or cement,
increased both in urban areas, from 91% to 98%;
and in rural areas, from 63% to 76%.

Finally, physical asset ownership increased to
a great extent, mainly in urban areas. Television
ownership in urban areas rose 14 percentage points,
from 18% to 32%. In rural areas, the ownership of
refrigerators, televisions, and means of transport
other than bicycles was almost nonexistent. The
persistent and widespread deprivation of some of
these assets reflects the predominating lack of access
to electricity in these areas. Only the ownership or
access to telephone devices has experienced remark-
able progress throughout the country. The propor-
tion of households with access to a phone increased

MULTIDIMENSIONAL POVERTY IN MALAWI, 2004-2010 AND 2010-2013

from 19% to 73% in urban areas, and from 1% to
30% in rural areas. This development is significant
because it could reduce transaction costs and have
positive social and economic implications including
better connectivity to local production markets and
to financial and health services.

From 2010-13, Malawi continued to make
strides in education in terms of access and accom-
plishment. Significant gains were made in the rural
areas. The proportion of households with school-
aged children not in school fell from 41% to 37%
in rural areas. The proportion of households lacking
members who had completed primary school fell
from 55% to 52%. In contrast, in the urban areas,
the proportion of household members who had
not completed primary school and households with
school aged children not in school did not fall.

During the same period, child nutrition did
not improve, or worsened for some indicators.
Between 2010 and 2013, there were no significant
reductions in the proportion of households with
stunted children and in the proportion of house-
holds with underweight children. The proportion
of households with wasted children increased by
1.5 percentage points in both urban and rural
areas. However, in the rural areas, the proportion of
households with wasted children was twice as high
as compared to urban areas.

From 2010-13, advances in access to utilities
and sanitation were limited and benefited primar-
ily the urban areas. Access to electricity improved
significantly for those living in the urban areas, in
which the proportion of households without elec-
tricity decreased by four percentage points. The vast
majority of the population in the rural areas still
lacked access to electricity, although some improve-
ments were observed (table 3.5). The use of nonsolid
cooking fuels remained almost nonexistent in the
rural areas and was low in the urban areas. In urban
areas in 2013, 89% of households did not use non-
solid cooking fuels. Access to safe drinking water and
running water remained stagnant for both urban and
rural households.
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TABLE 3.5: Trends in Deprivation, Malawi, and Urban and Rural Areas, 2010-2013

(% of households)
Selected deprivation indicators® Malawi Urban Rural
(% of households) 2010 2013 Diff 2010 2013 Diff 2010 2013 Diff
Education
Households with school-age children not in school ~ 40.4 37.1 -3.3** 39.8 39.8 0.0 40.5 36.5 —4.0%**
No household member completed primary 49.4 46.2 —3.2%xx 18.2 20.2 2.0 55.4 51.6 —3.8%x*
Household head has not completed secondary 91.0 90.5 -0.5 734 73.7 0.3 94.4 93.9 -0.5
No household members completed secondary 87.3 86.9 -04 63.7 67.2 3.5% 91.8 90.9 -0.9
Health and child nutrition
Households with stunted children 133 133 0.0 17.8 12.8 -5.0 124 133 09
Households with wasted children 1.5 30 1.5x%* 0.1 1.6 1.5%x* 1.8 33 1.5%%*
Households with underweight children 2.8 35 0.7 0.5 15 1.0* 32 39 0.7
Access to utilities and sanitation
No electricity 929 90.9 —2.0%** 67.1 63.1 —4.0%* 97.8 96.5 —1.3***
No non-solid cooking fuel power 97.1 97.7 0.6* 86.4 89.1 2.7 99.2 99.5 0.3
No safe drinking water® 17.2 15.5 =17 7.1 6.6 -0.5 19.2 17.3 -19
No running water 92.8 91.8 -1.0* 66.9 65.7 -1.2 97.7 97.2 -0.5
No improved sanitation 39.3 384 -0.9 425 48.1 5.6 387 364 23
Quality of housing infrastructure
No quality walls® 24.2 18.5 —5.7%** 2.1 4.5 24 28.5 21.3 —7.2%%%
No improved house floor 739 71.8 -2.1% 29.8 29.6 -0.2 82.3 80.4 -1.9%
Asset ownership
No bicycle 59.6 57.8 -1.8* 66.2 67.4 1.2 58.3 55.8 —-2.5%%
No car/motorcycle 97.7 97.3 -04 91.7 92.3 0.6 98.8 98.4 -04
No television 90.8 88.3 —2.5%** 66.5 60.4 —-6.1%% 95.4 94.0 =1.4%%*
No refrigerator 96.6 95.2 —1.4%** 83.5 80.3 —3.2%% 99.1 98.2 —0.9xxx
No telephone 61.2 54.1 —7.xxx 23.5 20.1 =34 68.4 61.0 —7 4xxx
No assets/MPI definition® 56.5 54.3 -2.2% 30.2 35.1 49 61.5 58.2 —3.3%xx

Source: Poverty Assessment team calculations based on the IHS3 panel and the IHPS.

Note: Significance level of the difference: 1% (***), 5% (**), and 10% (*).

2 Items in italic are deprivations that enter the construction of the Multidimensional Poverty Index (MPI) discussed below.

> Due to data issues, the team did not account for distance to source.
< Quality walls include brick (mud and fired) and concrete.

4 Members of the household are considered deprived if the household does not own more than one of: radio, TV, telephone, bike, motorbike or

refrigerator and does not own a car or truck.

Over 2010-13, the quality of housing infra-
structure improved. Although the proportion of
the population with improved floors was consider-
ably higher among urban dwellers, this proportion
increased two percentage points for those living in
the rural areas. The proportion of households liv-
ing in dwellings with quality walls increased seven

percentage points from 72% to 79% for those living
in rural areas.

Ownership of assets rose notably for those
living in the rural areas. Significant increases in the
ownership of televisions and refrigerators occurred for
those who living in the urban areas—a finding prob-
ably associated with their better access to electricity.



However, some improvements in the ownership of
televisions and refrigerators also occurred in the rural
areas although a significant proportion of households
continued to lack ownership of these assets. Increased
ownership of bicycles occurred in the rural areas and
remarkable gains in the ownership of telephones
happened for those living in the rural areas. The pro-
portion of households owning a telephone increased
seven percentage points from 32% to 39%. Similarly,
an aggregate assets index improved significantly for
households located in the rural areas.

In sum, between 2004 and 2010, Malawi
experienced gains in a number of nonmonetary
dimensions of welfare. Specifically, improvements
in education in terms of access and accomplishment
were observed in both the urban and rural areas.
There were gains in health and child nutrition, with
notable improvements in rural areas in reductions
in stunting, underweight, and under-5 child mor-
tality. Improvements in child nutrition could be
associated with the improvements in safe drinking
water (16% points in the rural areas) and sanitation
(eight percentage points in the rural areas). The qual-
ity of housing infrastructure and the ownership of
assets, particularly the ownership of telephones, also
improved. Clearly, the gains in the aforementioned
dimensions contributed to the decline in multidi-
mensional poverty between 2004 and 2010.

Nationally, the decline in the MPI was driven
mainly by gains in education and health outcomes
between 2004 and 2010. In particular, the share of
households in which no members had completed
primary education declined significantly from 59% to
50%; the proportion of households with infant deaths
declined more than 50%; and the proportion of house-
holds with stunted children and/or with underweight
children both declined. Although being weighted sig-
nificantly less, reductions in the proportion of those
deprived of safe drinking water and improved sanita-
tion, and increases in ownership of some assets, par-
ticularly mobile phones, were also important.

Given the population distribution across rural
and urban areas, these same indicators drove the
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decline in the MPI in rural areas. For instance, the
proportion of rural households without at least one
member completing primary school dropped 6.9 per-
centage points, and the percentage of rural families
with death of infants plummeted from 7.0% to 2.3%.
Likewise, improvements in living conditions occurred
in these areas, particularly with respect to asset own-
ership and safe drinking water. MPI improvements
in urban areas also were related to school attendance
and completion of primary school, and, to a lesser
extent, improvements in child nutritional status.
Regarding living conditions, the most significant
achievements that contributed to the decline of the
MPT in cities were improved sanitation and ownership
of assets, notably, cell phones and bicycles.
Between 2010 and 2013, Malawi still made
gains, although fewer, in some dimensions of
nonmonetary welfare. In contrast to the 2004 and
2010 period, the decline in the 2010-2013 MPI was
smaller. The gains in education in terms of access
and accomplishment were driven mainly by the gains
made in the rural areas. Gains in health and child
nutrition were stagnant for the most part, except for a
worsening in wasting among children under 5 years.
Regarding access to utilities and sanitation, only the
access to electricity improved, and benefiting primar-
ily those living in the urban areas. The rural areas did
benefit, however, from improvements in the quality
of housing infrastructure and the ownership of assets.
Nationally, improvements in education, housing
infrastructure, and asset ownership contributed to
the decline in the MPI between 2010 and 2013.
Has the actual number of multidimensional
poor people declined? The number of the multidi-
mensional poor can decline or increase depending
on the size of the population and its growth rate over
the period in question relative to the changes in the
multidimensional poverty rate. IHS population projec-
tions indicate that, between 2004 and 2010, the rural
population increased from 10.8 million to 11.9 mil-
lion, and the urban population rose from 1.4 million
to 2.1 million. The decline (eight percentage points) of
the multidimensional headcount rate in rural areas

4l
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over the period was enough to outweigh the popula-
tion growth, resulting in a decline in the number of
the multidimensional poor by approximately 156,000
people. By contrast, a decline of 6.5 percentage points
in urban areas was not enough to outweigh urban
population growth, and hence resulted in 135,000
more multidimensional poor people. Overall, between
2004 and 2010, based on IHS2 and IHS3 population
projections, the number of multidimensional poor
fell by only approximately 21,000."

How does Malawi fare in relation to other
countries in terms of levels and changes in the
MPI over the past years? Estimates created by the
Oxford Poverty and Human Development Initiative
(OPHI) for a set of selected countries from Eastern and
Southern Africa (Ethiopia, Kenya, Lesotho, Malawi,
Mozambique, and Namibia), other African countries
(Egypt and Niger), Asia (Cambodia and Indonesia),
and South America (Bolivia) are plotted in figure 3.1.
The horizontal axis shows the MPI over 2000-05,
and the vertical axis depicts the MPI over 2006-11.
Countries along the 45-degree line experienced no
change in MPI over the two periods. Those above

FIGURE 3.2: Multidimensional Poverty
Index: Malawi and International
Comparisons, 2000-2005 and
2006-2011
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that line had an increase in the MPI. Those below
the 45-degree line experienced a decline in their MPI.

Figure 3.2 shows that the position of Malawi
among the 12 countries analyzed did not change
over time. Malawi performed better than Rwanda,
Mozambique, Ethiopia, and Niger. All 12 countries
assessed experienced a reduction in multidimen-
sional poverty between 2000-05 and 2005-11 (all
countries are below the 45 degree line). Malawi,
however, had one of the best performances in reduc-
ing multidimensional poverty over the entire first
decade of the century.

Another way to corroborate the relative success
of Malawi in improving nonmonetary well-being
is through the provision of better opportunities to
children. The Human Opportunity Index (HOI) mea-
sures (1) how close a society is to universal coverage
for a given set of opportunities in education, basic
infrastructure, and health; and (2) how equitably
coverage of that opportunity is distributed among
groups with different circumstances. A recent World
Bank report (Dabalen and others 2015) looks at
20 Sub-Saharan Africa countries between the late
1990s (ca.1998) and mid- to late-2000s (ca. 2008) to
uncover the opportunities for children of two age
groups: 0-1 year olds and 6-11 year olds. For the 0-1
year olds, the opportunities considered are access to
water (piped, well, or rainwater), access to sanita-
tion (pit or flush toilet), full immunization, and not
being stunted. For the 6-11 year olds, the opportu-
nities considered are access to safe water, adequate
sanitation, and school attendance. When assessing
the composite index for both age groups, Malawi
tops the ranking in access to opportunities for older
children and performs as well as Ghana and Senegal
for the youth (figure 3.3a). Malawi also is among
the top countries (with Uganda and Cameroon) in
improvements in the composite HOI (box 3.1) for
both age groups roughly between the late-1990s and
late-2000s. Malawi had an annual increase of nearly

7 The accuracy of these numbers is dependent on the precision
of the population projections of the IHS2 and the THS3.
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FIGURE 3.3: Standings and Progress in Access to Bundle of Opportunities, Ca. 1998 to Ca. 2008
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one percentage point for 1-year olds and ywo or more
percentage points for the 6-11 year-olds (figure 3.3b).

In summary, between 2004 and 2010, the coun-
try has made strides in some dimensions of educa-
tion, health, and nutrition, the ownership of some
durables, and higher access to some key services.
Between 2010 and 2013, the country made strides
in education; ownership of some durables, housing
quality, and access to utilities. These improvements
led to lower levels of multidimensional poverty and
increased opportunities on average. It remains to be
established whether such progress was shared equally
among the Malawian population. This is the subject
of the next section.

3.3.1 Inequalities in access to assets and
services

While improvements in nonmonetary well-being

were observed across the country, access to assets,

services, and opportunities may not have spread to

the entire population. Uneven access to health and

education services along with key productive assets and
market connectivity can influence household decisions
on technology adoption and activities, which in turn
have implications for income generation and poverty
levels. This section examines the trends in nonmon-
etary deprivations for segments of the population that
are identified by where they are positioned on the con-
sumption distribution. The analysis focuses on three
groups: the bottom 40%, those in deciles 5 to 9, and
those in the top 10%. The section also examines the
trends in nonmonetary deprivations for households
identified by the gender of the household head.
While all segments of the population made
progress in completion of a primary education
between 2004 and 2010, the richer segments of the
population started from a higher base and experi-
enced greater gains (figure 3.4a and 3.4b). Among
the wealthiest 10 percent of the income distribution,
the proportion of households in which at least one
member completed primary school is more than
double the proportion of households in the bottom
40 percent. The proportion of households in which
at least one member completed primary school also
rose for those in the bottom 40% between 2010 and
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BOX 3.1: Access to Opportunities

The Human Opportunities Index (HOI) examines the extent to
which circumstances beyond a person’s control (race, gender,
and birthplace) affect her/his probability of accessing a set of
basic services or opportunities that are necessary for a healthy
and productive life. Ideally, access to opportunities should not
be influenced by circumstances outside of one's control and
consequently access rates to opportunities across groups of
individuals are roughly the same. In reality, the distribution of
opportunities across groups is inequitable. When the HOl is lower

than the coverage rates, the gap between the two suggests that
extent of inequality.

In a report examining access to basic opportunities for children
under 12 years for a sample of 20 countries in Sub-Saharan Africa,
opportunities in education, basic infrastructure, and health
are considered. Figure B3.1.1 shows a count of the number of
opportunities for which a country experienced a statistically
significant increase in an HOI. As shown, Malawi experienced
a statistically significant increase in an HOI in all opportunities.

FIGURE B3.1.1: Number of Opportunities with Statistically Significant Increase in HOI?
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Note: ® The figure does not take into account the size of the improvement.

2013, though such proportion was much lower for
the bottom 40% than the rest.

Trends in child nutritional status show a
growing disparity between wealthier and poorer
households. Between 2004 and 2010, declines in
the proportion of families with children who experi-
ence stunting and underweight happened across all
deciles. Yet, in rural areas in 2010 for instance, 55

percent of children in the bottom welfare quintile were
stunted, compared with 38 percent in the top quintile.
Underweight prevalence in the poorest quintile was
nearly double that of the top quintile (17 percent ver-
sus 9 percent). According to the THS3 panel and the
[HPS, between 2010 and 2013, the top 10% continued
experiencing reductions in stunting, underweight, and
wasting while the bottom 40% and those in deciles
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FIGURE 3.4A: Trends in Selected Non-Monetary Indicators by Deciles (Bottom 40%, Middle
50%-90%, and Top 10%), 2004 and 2010
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FIGURE 3.4A: Trends in Selected Non-Monetary Indicators by Deciles (Bottom 40%, Middle
50%-90%, and Top 10%), 2004 and 2010 (continued)
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FIGURE 3.4B: Trends in Selected Non-Monetary Indicators by Deciles (Bottom 40%, Middle
50%-90%, and Top 10%), 2010 and 2013
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FIGURE 3.4B: Trends in Selected Non-Monetary Indicators by Deciles (Bottom 40%, Middle
50%-90%, and Top 10%), 2010 and 2013 (continued)
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5 to 9 experienced increases in all three indicators,
particularly in underweight and wasting.

Trends in ownership of durable goods have
been more unequal because the proportion of
households owning appliances has remained
relatively constant along the income distribution
or has risen for all but the bottom 40%. The only
exception is mobile phones, which have seen impres-
sive growth rates in ownership across all deciles.

Despite small improvements, the bottom 40%
continues to be almost fully deprived of access to
electricity and running water. The only exception
comes with access to improved sanitation, for which
all segments of the population experienced improve-
ments over time.

Improvements in non-monetary indicators
benefitted both male-headed households and
female-headed households. However, female-
headed households continued to lag behind in
access to some nonmonetary goods and services
compared male-headed households. Educational
accomplishment and access to public utilities and
assets followed such a trend. However, female-headed
households fared better in terms of nutritional status,
having a lower proportion of households in which
there was at least one malnourished child compared
to male-headed households.

Over time, educational accomplishment
improved for both male-headed and female-headed
households. The proportion of households in which
at least member of household completed primary
school increased for both sets of households between
2004 and 2013, however, the proportion was lower
for female-headed households in all years (appendix
A3.2 and appendix A3.3). Similar trends are observed
for secondary school completion between 2004 and
2013. One exception is in primary school attendance
where the proportion of female-headed households
with a school-aged child in school was similar to that
for male-headed households.

Gains in access to public utilities such as elec-
tricity and running water occurred for both female-
headed and male-headed households between 2004
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and 2013, however access in male-headed house-
holds was again higher relative to access in female-
headed households. Growth in access to improved
housing conditions (sanitation and flooring) and in
access to some assets such as bicycles, televisions, and
telephones occurred for both sets of households, but
female-headed households continued to lagin access
compared to male-headed households.
Female-headed households fare better than
their male counter-parts in terms of nutritional
status of children under five. Between 2004 and
2010, the proportion of male-headed households
and female-headed households with children who
were stunted or underweight declined, while the
proportion of households with children who were
wasted rose. Between 2010 and 2013 there was a
growing proportion of households in which there
was at least one malnourished child. However, in all
years there were lower proportions of female-headed
households that had malnourished children com-
pared to male-headed households. Such a disparity
in nutritional outcomes based on the gender of the
household head could be explained by differential
spending patterns resulting from possible differ-
ences in how men and women with decision-making
power choose to allocate household income.

3.3.2. Inequality of opportunities

In the mid- to late-2000s, Malawi made substantial
progress on several fronts to increase children’s
opportunities later in life directly (through edu-
cation and health investments) and indirectly
(through improved sanitation and safe water).
Such basic goods and services constitute investments
in children that could have positive repercussions
on their achievements later in life. For instance, as
mentioned earlier, Malawi made important progress
in providing opportunities to children of certain age
groups through improving school attendance and
primary completion. From 2004 to 2010, the propor-
tion of households with school-aged children not
in school fell from 47% to 43% in rural areas, and
the proportion of households in which at least one
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household member has completed primary school
increased from 37% to 44%.

However, in Malawi (as in other developing
countries), a child’s birth circumstances—gen-
der, location, parents’ social and economic back-
ground—still matter a great deal in determining
her/his access to these same basic goods and ser-
vices.'® Urban areas exhibit higher rates of school
completion; access to safe water and electricity; and
lower rates of undernutrition with the exception
of stunting (see tables 3.4 and 3.5). In urban areas,
approximately 30% of heads of households have com-
pleted secondary education versus 5% in rural areas.

Belonging to a richer household favors access
to opportunities to perform better later in life.
Among the wealthiest 10% of the income distribu-
tion, the proportion of households in which at least
one member completed primary school is more than
double the proportion for households in the bottom
40%. Similarly, access to electricity and running water
is close to nonexistent among the bottom 40% of
households but, in the top decile, reaches approxi-
mately 33% of households.

Poorer communities also are located farther
from tar/asphalt roads. Acceptable rural access often
is defined using an international benchmark: the com-
munity having an average distance from the nearest
paved or all-weather road that does not exceed two km.
According to a recent incidence analysis that investi-
gates the relationship between welfare and distance to
roads, even the richest rural communities appear to be
at a median distance of five km from an all-weather
road. Urban areas fare much better: the median dis-
tance to a paved or all-weather road for even the poor-
est urban communities is two km (figure 3.5).

The poor also have more distant access to
health facilities. Malawi has a comprehensive
network of health facilities, including five central
hospitals that supply tertiary care. However, facili-
ties at the community level often are insufficiently
equipped and lack appropriate staffing levels and
medicines. Thus, even when one in four rural com-
munities has a facility within one km, the quality of

FIGURE 3.5: Median Distance from
Community to Nearest Tar/
Asphalt Road, by Community
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Note: The ‘incidence analysis’ used information from the 768 communities
covered by the IHS3 and combined community level data with household
level data. Community wealth levels were calculated as average household
consumption per capita, grouped in five ‘Community wealth quintiles’
(from 1= Poorest 20% of communities, to 5= Richest 20% of communities).

the service is inadequate. Over 50% of all communi-
ties in Malawi are located more than three km from
the closest health clinic. A clear inverse relationship
is observed between the level of community wealth
and distance to the closest health facilities, that is,
wealthier communities are better served (figure 3.6).
In addition, those in better-off households use more
private outpatient care compared to those in poorer
households, who rely more on public outpatient care.

'8 The recent report on human opportunities in Sub-Saharan
Africa (Dabalen and others 2015) found that the wealth and
education of the head of the household to which a child belongs
(or, in the case of opportunities for good health, the mother’s
education) make the largest contributions to inequality across
most countries and opportunities. Wealth and education are
followed by household location (rural or urban). Belonging
to a household that is wealthier, has more education, and is
located in an urban area are favorable circumstances for access
to almost all opportunities.
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Disparities in Malawi are present not only
in coverage but also in the quality of some of
the services. For instance, wide variations between
urban and rural areas still were encountered in the
percentage of children with basic skills in reading
and numeracy based on scores for standard tests"
administered to sixth-grade children in 2007 (fig-
ures 3.7a and 3.7b). Large gaps in the learning out-
comes for sixth graders also were encountered in
the numeracy and reading skills between children
of high and low socioeconomic status (figures 3.7¢
and 3.7d).

In sum, access to many basic services in Malawi
is neither universal nor equitable. Malawi undeni-
ably has made gains in reducing some deprivations
and increasing opportunities on average. However,
gaps remain in access to key assets, services (water,
sanitation, and electricity), and opportunities
(health, nutrition, and education) across income
groups, urban and rural areas, girls and boys, and
female and male-headed households. Malawi is
encouraged to address these gaps because they can
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impair a person’s ability to perform well later in life,
and therefore perpetuate poverty.

In the previous chapters, cross-sectional com-
parisons indicated that, between 2004 and 2010,
monetary poverty stagnated in rural areas (and,
by extension, nationally, due to the over-repre-
sentation of poverty in rural settings). In contrast,
families who suffered deaths of under-5 children
declined nationally and across all deciles of the
population. Child nutritional status improved on a
national scale. Moreover, over time, all segments of
the population gained increased access to primary
education and improved sanitation. As noted above,
the decline in the MPI between 2004 and 2010 was
driven by improvements in education and health; and
between 2010 and 2013, was driven by improvements
in education. This section suggests that the improve-
ments in education and health in Malawi were driven
mainly by increases in public investments to these
sectors. However, as already noted, the MPI does not
necessarily map well with monetary poverty because
the poorest did not always benefit from the progress
made across non-monetary dimensions. Furthermore,
improvements in nonmonetary dimensions of pov-
erty reflect an increase in the quantity rather than in
the quality of the services provided; and public invest-
ments to expand health and education coverage do
not necessarily increase consumption.

3.4.1. Access to education

Greater access to education was the result of
strong government efforts to expand access to
education. In Malawi, the government provides free
primary school education to all students. The 1994

' The SACMEQ (Southern and Eastern Africa Consortium for
Monitoring Educational Quality) project collected test scores for
sixth graders in 15 countries in southern and eastern Africa. The
latest available data are from 2007.
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FIGURE 3.7: Basic Proficiency in Reading and Numeracy in Selected Sub-Saharan Countries,

2007
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Source: Dabalen and others 2015.
Note: SES = Socioeconomic status.

Free Primary Education policy facilitated access,
causing a surge in enrollment. In 1999 net primary
school enrollment reached 99% and has remained
above 96%, with the exception of 2007, when it was
93% (World Development Indicators).?* However,
even though access and enrollment at all levels of
the education system have improved over the years,
the public education system is not functioning
effectively and so is producing weak educational
outcomes.

The education sector accounts for the largest
share of total government expenditures. The share
of government expenditures on education in 2013 was
19%. Education expenditures have been increasing in

nominal and real terms at a faster rate than the national
budget. Between 2008/09 and 2012/13, expenditures
on the education sector grew at an annual rate of 35%,
compared to the annual rate of 21.4% for total gov-
ernment expenditures (World Bank 2013). Within the
sector, primary education accounts for the largest and

20 Net primary school enrollment was last measured in 2009 at
97%. Net enrollment rate is defined as the ratio of children of
official school age who are enrolled in school to the population
of the corresponding official school age.

2 “Primary completion rate” is defined as “the number of new
entrants (enrollment minus repeaters) in the last grade of pri-
mary education, regardless of age, divided by the population at
the entrance age for the last grade of primary education.” Note
that data limitations make it difficult to exclude students who
dropped out during the final year.
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FIGURE 3.8: SACMEQ Scores in English and Mathematics (SACMEQ l11), 2007
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increasing share of the education budget followed by
higher education and secondary education.

Primary school completion rates have been ris-
ing since 2004. That year, 58% of primary students
had reached the last grade of primary school.’ By
2010, the completion rate had increased by 10 per-
centage points to reach 68% and increased by an
additional seven percentage points by 2013. Thus,
in one decade, the primary completion rate rose by
approximately 17 percentage points.

Improvements in educational achievement
have not been met with improvements in educa-
tional performance. As revealed by the Southern
and Eastern Africa Consortium for Monitoring
Educational Quality (SACMEQ), reading and math-
ematics assessment tests between 1995 and 2000,
Malawi experienced a deterioration in the read-
ing mean score for Standard 6 pupils (SACMEQ
2011a). In 2000 Malawi’s Standard 6 students’ per-
formances in reading and mathematics were very
poor compared to the other SACMEQ participating
countries. Malawi's students ranked at the bottom
in English reading and mathematics. By 2007 the
mean scores for reading remained unchanged,
but the mean scores in mathematics increased
by 14 points. This rise nevertheless left Malawi at
the bottom of the group of countries assessed in

student performance in English and mathematics
(figure 3.8).

The poor performance of primary school
students is partly a reflection of the low quality
in primary education. Because there were no cor-
responding increases in the number of classrooms,
qualified teaching staff, and resources following
the enactment of the Free Primary Education pol-
icy, primary school education suffered from poor
and deteriorating quality. Large class sizes, high
student-teacher ratios, inadequate learning, and a
lack of qualified teaching personnel characterize
primary school education in Malawi. (SACMEQ,
2011b; World Bank, 2010). From 2004 to 2013, the
student-teacher ratio in primary schools was 69:1,
or higher. The percentage of repeaters in primary
school is alarmingly high. Since 2004, the repeater
rate for both male and female students has hovered
consistently at approximately 20%. This rate is of
concern because repetitions entail an extra expense
to a system—for each repeater it costs twice as much
or more to produce one year of learning.

3.4.2. Access to health

Government expenditures on the health sector
account for the third largest share of total govern-
ment expenditures after education and agriculture.
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FIGURE 3.9: Health Expenditures in the
Health Sector, 2004-2013
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In 2013, 16% of the Government expenditures were
allocated to the health sector (figure 3.9). The growth
of total health expenditures (public and private) on
average has been faster than the population growth,
leading to increasing total health expenditure per
capita levels. Increased health expenditures are
generally associated with better health outcomes
especially for low-income countries (WHO 2012).
Between 2004 and 2010, total health expenditure
per capita doubled when expressed in U.S. dollars,
and increased by a factor of 1.6 when expressed in
terms of constant 2011 international dollars. Since
2010, the total health expenditure per capita has
remained above the 2004 level. However, Malawi'’s
health sector remains highly dependent on external
financing with over 67% of the total financing com-
ing from external resources.

Access to key health services at the right time
can reduce child mortality. Immunizations play
an important role in reducing illness and death
and may protect child nutritional status. Between
2004 and 2010, the immunization of children aged
12-23 months against measles increased 13 per-
centage points from 80% to 93% followed by a
small decrease in 2013 (table 3.6). During the same

TABLE 3.6: Health Indicators for Selected
Years: 2004, 2010, and 2013

2004 2010 2013
Immunization, DPT (% of children ages 89.0 93.0 89.0
12-23 months)
Immunization, measles (% of children ages 80.0 93.0 88.0

12-23 months)

Births attended by skilled health staff (% of 56.1 71.4
total)

Pregnant women receiving prenatal care (%) 92.1 94.7

Source: World Development Indicators.

BOX 3.2: Official Development
Assistance, 2011

Over 50% of aid flows to Malawi is allocated to health and
education (figure B3.2.1). In 2011 The total flow of overseas
development assistance (ODA) was estimated at US$0.8 billion,
which represented 15% of Malawi's national income. That year,
the largest share of ODA (41.5%) was allocated to health, and
the third largest share (8.6%) to education. These percents
indicate that approximately US$0.33 billion was allocated to
health alone, and US$68 million was allocated to education.

FIGURE B3.2.1: Gross Official
Development Assistance
to Malawi, 2011
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Source: Development Initiatives 2013. http://devinit.org/
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Interestingly, in 2011 the sectors that received the largest
share of government expenditures were health, agriculture,
education, and transport infrastructure, thus mirroring how the
donors prioritized official development assistance.



period, the% of children immunized against three
infectious diseases—diphtheria, pertussis and teta-
nus (DPT)—remained close to 90%. Also during the
same period, births attended by a skilled health pro-
fessional increased from 56% to 71% while the per-
centage of women receiving prenatal care rose slightly
from 92% to 95%. Another possible contributor to
Malawi'’s strong reduction in child undernutrition and
deaths, particularly between 2004 and 2010, were the

improvements in sanitation and safe drinking water.
Conclusion

Malawi has made steady gains in access to pri-
mary education, child malnutrition and under-
five mortality, leading to the decline in the
Multidimensional Poverty Index. The propor-
tion of the population suffering from overlapping
deprivations in education (not completing primary
education or school-aged children not attending
school), health (under-five mortality and undernutri-
tion) and living standards (lack of access to electric-
ity, improved sanitation, safe drinking water as well
as lack of ownership of different assets) declined
between 2004 and 2013.

MULTIDIMENSIONAL POVERTY IN MALAWI, 2004-2010 AND 2010-2013

Unfortunately, the progress in many of these
nonmonetary indicators of well-being has not
happened at the same pace for everyone or reached
always the poor. Between 2004 and 2010, the richer
segments of the population experienced from a
higher base greater gains in educational achieve-
ments than the bottom 40 percent. There were
equally large gaps between the nutritional status of
children living in wealthier and in poorer house-
holds. The bottom 40 percent experienced little
improvement in key nonmonetary dimensions such
as access to electricity and running water. Gaps in
access to key assets, services (water, sanitation, and
electricity), and opportunities (health, nutrition, and
education) not only prevailed across income groups,
but also between urban-rural areas, boys and girls
and female-male headed households.

Clearly, challenges remain in laying the foun-
dations for shared prosperity in Malawi. The prog-
ress made in some nonmonetary dimensions should
not distract policy makers from the challenges posed
by the relative lack of progress in other dimensions
nor should it distract policy makers from ensuring
equitable access to opportunities and services for
everyone.
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FOOD SECURITY AND NUTRITION

IN MALAWI: MAPPING PROGRESS
SINCE 2004

Based on objective measures cross-sectional comparisons indicate that progress in food security in Malawi
has stagnated since 2004. Marginal improvements have been achieved in the dimensions of dietary
diversity. Nevertheless, the share of the population who consume fewer than 2,100 calories per day, the
minimum threshold for per-capita intake, has hovered near 50%. Based on the panel component in the
data used in this chapter, chronically undernourished individuals come from larger households with higher
dependency ratios; have household heads with fewer years of education; are more likely to be poor; and
have a larger income gap below the poverty line than those who can improve their nourished status. These

data indicate that it is harder for the extreme poor to improve their caloric intake to acceptable levels.

Data from the Demographic and Health Survey (DHS) show that, between 2004 and 2010, Malawi
achieved gains in child nutrition. Stunting fell from 53% to 48%; underweight prevalence dropped from
19% to 14%; and wasting declined from 6% to 4%. Between 2010 and 2013, despite stagnant-to-min-
imal progress achieved in objective measures of food security, households’ subjective assessments of food
insecurity increased from 50% to 65%. This chapter shows that increases in the price of maize over the
12 months preceding the IHPS survey for 2013 increase the probability of experiencing food insecurity
over the last 12 months, or of worrying about food in the last 7 days. This result suggests that higher
maize prices heighten people’s worries to meet their food needs and, ultimately, affect their food security.

The two largest programs aimed at enhancing food security in Malawi—the Farm Input Subsidy Program
(FISP) and Malawi’s Social Action Fund Public Works Program (MASAF-PWP, or MASAF)—have
not resulted in measurable improvements in food security. Given the massive investments in these pro-
grams, stakeholders may want to rethink the ways in which these programs can more positively impact
food security.
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Introduction

Poverty experts argue that effectively measuring pov-
erty demands moving beyond income and consump-
tion, to include more interdisciplinary measures of
human welfare (Addison and others 2009). Food
security and nutrition represent two such dimen-
sions that are closely linked to poverty and can
provide profound insight into a population’s wellbe-
ing: “Keeping food security and agriculture high on
the development agenda, through comprehensive
reforms, improvements in the investment climate,
supported by sustained social protection, is crucial
for achieving major reductions in poverty” (FAO and
others 2013, 1). In fact, demonstrating the signifi-
cance and interconnectedness of the two concepts,
eradicating extreme poverty and hunger was the first
goal of the Millennium Development Goals (MDGs).

This chapter profiles food and nutrition security
in Malawi from 2005 to 2013. The analysis pulls pri-
marily from three data sources: Second Integrated
Household Survey (IHS2) from 2004-2005,
Third Integrated Household Survey (IHS3) from
2010-2011, and Integrated Household Panel Survey
(IHPS) from 2013. All three surveys were adminis-
tered to national representative samples, but certain
nuances in the sampling and implementation pro-
cedures should be noted when attempting to com-
pare the data sources.?? The THS2 and the full THS3
samples were both stratified by month and admin-
istered throughout the year. Findings from these two
samples are generally comparable because they take
into account data from twelve-month periods. These
two samples only allow for cross-sectional compari-
sons of trends over time, as the sample was entirely
refreshed for IHS3. Additionally, a subsample of the
full THS3 sample was selected for follow-up in the
IHPS. This THS3 subsample and ITHPS sample were
interviewed only during March-November of 2010
and 2013, respectively, and therefore are not strictly
comparable to the THS2. However, the group of
individuals from THS3 and THPS provides a unique
value in their panel dimension. As in past chapters,

to simplify, the chapter will use “2004” to designate
the THS2 and “2010” to designate the IHS3 cross-
section, unless otherwise stated for the panel in 2010.

The chapter is organized as follows. First, objective
measures of food security (box 4.1) are used to track
trends over time and identify particularly vulnerable
groups in the current climate. The chapter then includes
an empirical analysis of the determinants of dietary
diversity and uses a nationally representative panel
dataset to identify the individuals who are chronically
food insecure. Finally, the chapter presents results
from panel data analysis on the relationship between
maize price increases and subject food insecurity.

Per capita caloric intake is significantly higher
among the non-poor. In 2013, the average non-
poor individual consumed approximately 1,250
calories more than the average poor individual.
Based on the consumption modules from the IHS2,
[HS3, and IHPS, the overall average per capita caloric
intake from March-November was estimated at 2,375
in 2004, 2,260 in 2010, and 2,327 in 2013 (figure 1a).
Per capita caloric intake was only 2% higher in urban
areas (2,383 calories) than in rural areas (2,336 calo-
ries) in 2004, but 11% higher (2,548 vs. 2,289, respec-
tively) in 2013. Additionally, those living in urban
areas exhibited higher caloric consumption than their
rural counterparts within all regions and in all three
years. The Central region (both urban and rural) has
seen the largest declines in caloric intake since 2004.

Average caloric intake across all months of
the year remains relatively stagnant between 2004
(2,332 calories) and 2010 (2,192 calories). The

22 The team takes precautions to ensure valid comparisons are
made and makes note of the data sources throughout the chapter.
23 These values reflect average per capita caloric intake for March-
November, for all three years. The IHPS was administered only
during these months. Thus, to ensure comparability with esti-
mates for 2013, the research team restricted the analysis of IHS2
and [HS3 for figure 4.1 to March-November. Figure 4.2 provides
average per capita caloric intake across all months of the year for
2004 and 2010 only.
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BOX 4.1: Measuring Food Security

Food security is a multifaceted concept, encompassing and
shaped by a wide range of factors. The internationally accepted
definition of food security, agreed by the 1996 World Food
Summit, is:
Food security, at the individual, household, national, regional
and global levels [is achieved] when all people, at all times, have
physical and economic access to sufficient, safe and nutritious
food to meet their dietary needs and food preferences for an
active and healthy life.

The Food and Agriculture Organization of the UN (FAQO) breaks
food security into four primary dimensions:

1. Availability. Supply side of food security

2. Access. A household's ability to obtain adequate supplies
of food

3. Utilization. Food preparation, feeding practices, and the
diversity of one's diet

4. Stability. Ahousehold's capacity to protect itself from periodic
food insecurity caused by adverse weather, political instability,
or violence; or significant economic shock (FAO 2008a).

Given these inherent complexities, one can use many
approaches and corresponding indicators to measure food
security. Taking into account data availability, this chapter focuses
on five dimensions. In fact, FAO uses 31 indicators to fully assess a
population’s food security, a task that requires a multitude of data
sources and inputs. The indicators presented in this chapter were
selected based on their ability to capture multiple dimensions
of food security, as outlined above, as well as the constraints of
the data availability. In order to better ensure comparability of
indicators at multiple points in time over the last ten years, the
team opted to use the same survey instrument as the input for data
analysis. While this means that the chapter does not present trends
for all 31 food security indicators, the decision allows the reader
to look at nationally representative cross-sectional trends (and,
when using the panel component of the IHS3 and IHPS, panel
dynamics) in food security over time. The five indicators presented
below, taken together and over time, provide significant insight
into the four dimensions of food security in Malawi since 2004

values presented in figure 4.1 depict average per
capita caloric intake only for March-November, and
do notinclude Malawi's lean season from December
through February. Per capita daily caloric intake
across all months of the year can be calculated for
2004 and 2010, using the full samples from THS2
and IHS3, respectively. The average annual per
capita caloric intake was 2,333 in 2004 and 2,192

. Caloric intake often is considered the benchmark measure

for food security because caloric intake explicitly measures
an individual’s energy consumption. Due to financial and
resource constraints in developing countries such as Malawi,
caloric intake data typically is collected through a household
survey food consumption module. Per capita estimates of
consumption then are estimated using an adult equivalency
scale, which makes assumptions about intrahousehold
food consumption based on age and gender of household
members. This type of data also enables constructing related
food security indicators, such as the proportion of those
consuming less than the standard caloric threshold and the
share of dietary energy obtained from cereals, roots, and
tubers.

. Undernourishment quantifies food security at the national

level by capturing the average availability of food against
requirements. This indicator compares per capita caloric
intake against a given minimum energy requirement threshold;
the proportion of undernourished reflects the part of the
distribution falling below the threshold. This measure allows
for frequently updated comparisons of energy deficiencies
across countries and over time.

. Dietary diversity measures the degree to which households

or individuals consume a variety of foods and can shed light
on the quality of diets. The measure typically is constructed
by counting the number of foods or food groups eaten
over a certain reference period. This paper used the Food
Consumption Score (FCS) to measure dietary diversity.

. Nutritional status typically is measured using anthropometric

indicators of children under 5 years of age. These indicators
provide information on both acute and chronic child
malnutrition, and often are linked to micro- and macronutrient
deficiencies and poor feeding practices.

. Subjective measures of food security generally are not used

alone. However, used in conjunction with other estimates,
they can paint a comprehensive picture of the experience of
being food insecure. The IHS3 and IHPS include sections on
subjective food security that ask households about different
types of food insecurity faced in the previous seven days and
in the previous 12 months.

in 2010 (compared to 2,375 and 2,260, respectively,
for March-November). Inclusion of the lean-season
months did not significantly decrease average caloric
intake at the national level (figure 4.2).

In rural areas, the average daily per capita
caloric intake during the lean season is signifi-
cantly lower than during the harvest season. A
similar differential does not hold true in urban
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FIGURE 4.1: Trends in Malawi’s Daily Per
Capita Caloric Intake March-
November, 2004-2013

FIGURE 4.2: Trends in Malawi's DailyPer
Capita Caloric Intake, March-
February, 2004-05 and 2010-11
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Source: Poverty Assessment team calculations based on IHS2, IHS3, and
IHPS.

Note: Red line denotes 2,100 calories/person/day, the minimum value
for food security and nutritional stability (WFP 2005).

Samples for IHS2 and IHS3 were restricted to the households
interviewed March-November to ensure comparability with IHPS.

areas. Caloric intake did not vary significantly
month to month at the national level. However, in
rural areas, the team did note peaks in consump-
tion from April-August, coinciding precisely with
the harvest season; as well as drops during the lean
season from November-February (FAO 2015). Such
seasonal variation in consumption is not uncom-
mon in societies whose food security may be highly
linked to agriculture. Figure 4.3 highlights this tem-
poral dimension of caloric consumption. Although
urban individuals experience some seasonal varia-
tion in caloric intake, on average, they never take in
less than the 2,100 calorie threshold. In contrast, in
2010, rural individuals consumed fewer than 2,100
calories/day from October-March, which coincides
with the country’s lean season.

Over the last 10 years, there has been almost
no change in the core macronutrient dimension of
diets. The share of dietary energy derived from cere-
als, roots, and tubers is an indicator used to gauge
availability of nutrient-dense foods. A higher value
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Source: Poverty Assessment team calculations based on the full IHS2
and IHS3.

Note: Red line denotes 2,100 calories/person/day, the minimum value
for food security and nutritional stability (WFP 2005).

Estimates reflect average per capita caloric intake across all months.

signifies a relative dearth of calories from protein,
vegetables, and fruit, and thus a potential deficit of
micro and macronutrients. A lower value indicates
higher dietary quality (FAO and others 2013). At all
three points in time, the data show that rural house-
holds obtained a significantly higher share of their
calories from cereals, roots, and tubers, and thus had
less nutrient-dense diets than their urban counter-
part (figure 4.4). The teams also have observed little
variation in this indicator since 2004. Overall, the
nutritional value of Malawian diets has remained
more or less unchanged since 2004.

Since 2004, while there has been some variation
in undernourishment at the regional level, its
national prevalence has remained nearly constant.
In order to identify those consuming inadequate
caloric amounts, the reader can look at the distribu-
tion of caloric consumption. More specifically, the
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FIGURE 4.3: Seasonal Variation in Daily Per Capita Caloric Intake, by Urban/Rural, 2004 and
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team can determine the share of the population that
consumes fewer than the sustainable minimum of
2,100 calories/day. Nationally, the share of the pop-
ulation consuming less than this caloric value has

FIGURE 4.4: Malawians’ Share of Dietary
Energy Derived from Cereals,
Roots, and Tubers, by Urban/
Rural, 2004-2013
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Note: To ensure comparability across surveys, IHS2 and IHS3 samples
are restricted to households interviewed in March-November.

hovered between 50% and 54% over the last eight
years (figure 4.5)** from 2004 to 2013, the Central
region has seen the largest increase in the share
of those consuming below 2,100 calories per day.
Within Central region, the share in urban and rural
areas increased from 37% to 54% and from 45% to
50%, respectively. Perhaps unsurprisingly, the rural
population bears more of the undernourished bur-
den, with almost 53% of rural individuals consuming
fewer than 2,100 calories per day in 2013, compared
to 42% of their urban counterparts. Nationally, the
rural South has significantly higher shares of under-
nourished persons than the rural North and rural
Central. These rates in the rural South have stayed
elevated consistently since 2004.

The share of the population consuming less
than the caloric threshold is correlated with other
measures of food insecurity as well as with poverty.
Households who identified themselves as having

2 Undernourishment in 2004 and 2010, using the full IHS2 and
IHS3 samples, which include data collected during all 12 months
of the year, is 52 and 56%, respectively. Thus, the overall levels of
undernourishment increase slightly (as compared to undernour-
ishment for March through November only) but the magnitude
of the increase between years remains the same.
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FIGURE 4.5: Undernourishment Trends in
Malawi by Region, 2004-2013
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Source: Poverty Assessment team calculations based on IHS2, IHS3, and
IHPS.

Note: To ensure comparability across surveys, IHS2 and IHS3 samples
are restricted to households interviewed in March-November.

faced food insecurity at least once in the preceding
12 months also were more likely to consume too few
calories as compared to their subjectively food secure
counterparts (57% vs. 39% in 2013) (figure 4.6).
Nationally, individuals living in households with
poor or borderline food consumption scores are at
least 55% more likely to consume too few calories
per day as compared to those living in households
with acceptable levels of dietary diversity.

In 2013, more than 80% of the poor consumed
less than the recommended amount of calories
per day, compared to only 31% of the non-poor.
Furthermore, while the percentage of undernour-
ished among the non-poor dropped between 2010
and 2013, among the poor, the group of undernour-
ished grew slightly larger. Although farm households
also tend to perform worse for this indicator, the
gap between farm and non-farm households closed
slightly between 2010 and 2013 (from a gap of 20
percentage points to 14 percentage points).

4.2.1. Dynamics of undernourishment

Panel analysis is particularly important for informed
decision-making by policymakers to foster national
growth and address particularly vulnerable groups.
Analysis of cross-sectional data provides insight into
trends over time. However, panel data analysis can dis-
tinguish between the chronic and transient elements
of a given measure of wellbeing (Glewwe and Gibson
2005). This type of analysis may help to answer ques-
tions such as, despite a decrease in the prevalence of
undernourishment, are there still individuals who
are “trapped” in an undernourished state? Are there
people who are subjectively food secure in one year
but not the next? Are there pockets of individuals expe-
riencing sharp declines in food consuptions scores
(FCS) despite an overall improvement in dietary diver-
sity? Answering these types of questions are of such
importance that Glewwe and Jacoby (2000) recom-
mend collecting panel data despite the few drawbacks
of greater time and financial costs, to analyze welfare
nutrition and food security dynamics.

FIGURE 4.6: Undernourishment and
Selected Household
Characteristics in Malawi,
2010-2013 (%)

% of population below caloric threshold
(2,100 cals/person/day)
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Source: Poverty Assessment team calculations based on IHS3 and IHPS.
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BOX 4.2: Welfare Programs: Are They Increasing Food Security?

Welfare programs aimed at smoothing consumption and
improving food security are pervasive throughout Sub-Saharan
Africa. Inrecent years, the Government of Malawi has invested
heavily in two of the country's largest such programs: the Farm
Input Subsidy Program (FISP) and Malawi’s Social Action Fund
Public Works Program (MASAF-PWP).

FISP was introduced in the 2005-06 cropping season with
three primary objectives, one of which was to promote food
security at the household level through increased productivity.
FISP provides approximately half of all Malawian farmers with
subsidized fertilizer for maize production, along with vouchers
for modern maize seeds and tobacco fertilizers (Dorward
and Chirwa 2011). The Government of Malawi has invested a
significant portion of its national budget in FISP. The program
accounted for 8.3% of the 2014-15 national budget (World
Bank 2016b).

MASAF was conceived in the mid-1990s to provide short-
term labor-intensive activities for impoverished able-bodied
households to, among other goals, improve their food security
and provide employment/income insurance. MASAF aims to
indirectly increase access to farm inputs during the planting
months of the main agricultural season. This aim distinguishes
the Malawi program from the traditional public works projects
(PWP) that provide income support during the lean season to
smooth consumption and foster food security (see chapter 8
for a more detailed discussion of MASAF-PWP).

Impact evaluations identify two shortcomings of the
programs related to food security. First, there is evidence that

Nearly 74% of individuals in Malawi were
undernourished in 2010, in 2013, or in both years,
demonstrating the pervasiveness of undernour-
ishment across time. The panel dimension of the
[HPS allows the team to track trends in food security
at the level of the individual, rather than the popula-
tion. The THPS follows the same panel, or sample,
of individuals (approximately 14,200) at two points
in time: in 2010 and in 2013. A transition matrix
provides a useful presentation of individual-level
movement across states of wellbeing over time. In
table 4.1, the diagonal moving from the top left to
the bottom right reflects those maintaining their
status over time. The top right cell represents those
who have improved their caloric intake. The bot-
tom left cell represents individuals who fell into
an undernourished state between 2010 and 2013.
Thirty-one% of individuals consumed fewer than

the programs are not effectively reaching the poorest and
most vulnerable households. MASAF is intended to target
pockets of the population that meet certain vulnerability
criteria. However, because the program is rationed, it has
reached approximately only 15% of the intended recipients
(Beegle, Galasso and Goldberg 2015). FISP also was intended
to target the poor but, in practice, does not. FISP does not
exclusively target the poor or the rich at any level of program
administration, and it reaches all socioeconomic strata of rural
Malawi. Furthermore, the relatively well off in wealth and land
holdings (rather than the poor or the wealthiest) along with
those who are connected to community leadership and reside
in locations with favorable soil quality have a higher likelihood
of FISP participation and receive a greater number of coupons
(Kilic and others 2014).

Second, although FISP has shown a positive and modest
contribution to increase maize production, much of the
increase has been observed among better-off farmers (World
Bank 2014). There is also no evidence that MASAF-PWP
increases the use of fertilizer and, hence, that it supports
food security through enhancing production. Beegle and
others applied a large-scale randomized controlled trial and
find that MASAF-PWP had no effect on food security for
treated households. The evidence for FISP points to minimal
improvements in poverty (See Ricker-Gilbert 2016). If the
massive investments in programs including MASAF-PWP and
FISP are to continue, stakeholders may want to rethink the
ways in which the programs can positively impact food security.

2,100 calories/day at both points in time while
26% took in more than 2,100 calories/day in both
waves.?> While 23% of individuals increased their
caloric intake to above the 2,100-calorie threshold,
a comparable 20% fell below the threshold over
the same period. Food insecurity, particularly in the
form of caloric deficiency, is occasionally viewed
as a proxy for chronic poverty. The basic assump-
tion behind this view is that the poor will sooner
sacrifice nonfood consumption and food quality
before allowing calories to fall below subsistence
needs. It is therefore somewhat surprising to see the
large extent of transitions out of and in to under-
nourished status. Almost one-fourth (23%) of indi-
viduals increased their caloric intake to above the

25 "Wave” refers to the round of data collection. Wave 1 is the

IHS3 in 2010; wave 2 is the IHPS in 2013.
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2,100-calorie threshold, while one-fifth fell below
the threshold over the same period.

Furthermore, among those who consumed
under 2,100 calories/day in 2010, the team com-
pared profiles for the “stayers”—those who also
consumed under 2,100 calories/day in 2013; and the
“movers”—those who no longer consumed below
the caloric threshold in 2013. Table 4.2 shows ways
in which the chronically undernourished look differ-
ent from those who are able to lift themselves out of
food insecurity in the dimension of caloric intake. On
average, individuals who consumed less than 2,100
calories/day at both points in time come from larger
households with a higher proportion of members less
than 15 years old and a lower proportion of members
15 years-65 years old. This finding means that house-
holds with a higher dependency ratio—the ratio of
those not in the labor force to those within the age
range expected to be part of the labor force—are more
likely to be chronically undernourished.

Households able to increase per capita caloric
intake are more likely to be non-farm house-
holds and to have household heads with more
years of education. The team also found a signifi-
cant difference in poverty between “movers” and
“stayers;” more stayers than movers tended to be
poor. Furthermore, the stayers had a higher poverty
gap than the movers.?® On average, stayers fell 24%
below the 2010 poverty line, whereas movers fell 18%
below it. Stayers had a larger income gap below the
poverty line of 37%, compared to poor movers, who

TABLE 4.1: Malawi Transition Matrix for Those
Who Consumed under 2,100
Calories/Day, 2010 and 2013 (%)

Wave 2 (2013)
Sufficient
Undernourished Caloric Intake
— __ Undernourished 31.17 22.89
=
£ 8§ Sufficient caloric 19.51 26.44

intake

Source: Poverty Assessment team calculations based on IHS3 panel
and IHPS

were only 33% below.?” These findings suggest that
it is harder for the extreme poor than for any other
group to raise their caloric intake to acceptable levels.

Dietary diversity is a concept that captures the
degree to which households or individuals con-
sume a variety of foods. Along with caloric intake
and undernourishment, dietary diversity can help
generate a greater understanding of a population’s
food insecurity (Ruel 2003). At the most basic level,
the concept is measured by counting the number of
foods or food groups eaten over a certain reference
period. However, a wide array of indicators are used
to capture dietary diversity, and they may differ in
the list of food groups, reference period, and level
of data collection. While caloric intake sheds light
on how much an individual consumes, it provides
little information on the types of foods consumed.
For example, the poverty assessment team may not
consider an individual who consumes 2,500 calories/
day of maize to be food secure. Research suggests that
dietary diversity can be used as a proxy for house-
hold income, household level access to food, and
macronutrient and micronutrient intake (Hotley and
others 2000; Anzid and others 2009; Hoddinott and
Yohannes, 2002; Rah and others 2010).

Food consumption score

Households have diversified their diets over the
past few years. In 2010, 4%, 22.9%, and 73.1% of
households had poor, borderline, and acceptable
FCS levels, respectively. Three years later, only 1.8%
of households had poor dietary diversity, with 17.4%
and 80.1% having borderline and acceptable diversity
in their diets (figure 4.7). Urban households have a

26 The poverty gap is defined by the mean distance below the
poverty line (expressed as a proportion of the poverty line), where
the mean is formed over the entire population and counts the
nonpoor as having zero poverty gap.

?7 The income gap helps answer the question, “How poor are
the poor?” and can be thought of as the average shortfall of the
poor as a fraction of the poverty line.



TABLE 4.2: Profile of Malawi’s
Undernourished Individuals in
IHS3: “Stayers” and “Movers”

Stayers:

Characteristics in Chronically
Wave 1 (IHS3) Undernourished
Urban 0.12

(0.03)
Household demographics
Household size (mean) 6.59***

(0.10)
Proportion of 53.66***
household <15 years (0.64)
Proportion of 44.03%**
household 15-65 years (0.64)
Proportion of 2.25%
household over 65 (0.27)
years
Proportion of female 51.17
household members (0.62)

Household head characteristics

Female 0.19
(0.02)
Age (mean) 43.10
(0.55)
Years of education 4.65*
(mean) (0.23)
Household has 0.80
improved water source (0.03)
Household has 0.70
improved toilet (0.02)
Farming household 0.94%*x
(0.01)
Distance to agriculture 7.69*
market (0.48)
Poor 0.65***
(0.03)
Poverty gap 0.24%**
(0.02)
Per capita annual 81,789***
expenditure (kwacha) (2,939)

Movers:

Move Out of
Undernourished

State

0.12
(0.03)

6.14%*
(0.10)

48.60***
(0.83)

48.36***
0.79)

2.92*
(0.36)

52.14
(0.89)

0.17
(0.02)

43.49
(0.56)

5.15%
0.23)

0.79
(0.03)

075
(0.03)

0.91%*
(0.02)

7.13*
0.41)

0.55%**
(0.03)

0.18***
(0.01)

100,171%+*
(4,490)

Source: Poverty Assessment team calculations based on IHS3 panel

and IHPS.

Note: Standard errors in parentheses. Difference between two

columns is significant at *p<0.1, **p<0.05, **p<0.01.
Undernourished is defined as consuming fewer than 2,100 calories/

person/day.
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FIGURE 4.7: Dietary Diversity in Malawi,
2010 and 2013 (%)

Food consumption scores, IHS3 (2010)
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Source: Poverty Assessment team calculations based on IHS3 panel and
IHPS.

clear advantage in dietary diversity compared to their
rural counterparts; in both 2010 and 2013, almost no
urban households had poor FCS levels. Additionally,
rural households were more than three times as likely
as urban households to have borderline FCS levels.
This disparity was consistent in both periods. Female-
headed households were somewhat worse off in terms
of dietary diversity in both years, but the gender gap
closed slightly by 2013.2¢ Overall, the team noted

28 The poorer dietary diversity in female-headed households may
be driven in part by the circumstances that led to the woman'’s as-
suming the role as head. Among male household heads, 87% are
monogamously married. In contrast, among female household
heads, 79% are either widowed or divorced. Thus, the majority
of female-headed households are inherently at a disadvantage as
income earners, and potentially, due to a history of experiencing
shock through the death of a husband.
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BOX 4.3: Food Consumption Score

One common measure of dietary diversity is the FAO's Food Consumption Score (FCS). The FCS takes into account dietary diversity,
frequency of food groups consumed, and relative nutritional value of each food group consumed in the last seven days (FAO 2008b).

Eight groups are proposed for the FCS (figure B4.1). The indicator is calculated by totaling the weighted number of days a household
consumed each of the eight food groups over the last seven days. The potential score range is 140. The higher the FCS, the better
the diversity of the household's food intake and, subsequently, the better the quality of the members’ diets. Two possible approaches
are recommended to categorize households based on their FCS. In the first approach, which is the more appropriate option in the
context of Malawi (see note below), households with scores less than 21 are labeled “poor;” those falling between 21 and 35 are said
to be in a borderline range; and those with scores above 35 are considered to have acceptable levels of dietary diversity (Weismann

and others 2009).

FIGURE B4.3.1: Components and Relative Weights of FCS

Food groups and weights

Food Items

1 Maize, maize porridge, rice, sorghum, millet pasta bread and other cereals

2 Cassava, potatoes and sweet potatoes

3 Beans, Pas, groundnuts and cashew nuts
4 Vegetables and leaves

5 Fruits

6 Beef, goat, poultry, pork, eggs and fish
7 Milk yogurt and other diary

8  Sugar and sugar products

9  Qils, fats and butter

10  Condiments

Food Groups Weight
Cereals and Tubers 2
Pulses 3
Vegetables 1
Fruit 1

Source: FAO 2008b.

Note: WFP recommends increasing these thresholds by seven points in countries whose “population is found to homogeneously consume oil and
sugar nearly daily” (2008, 22). Cluster analysis of oil and sugar consumption in Malawi reveals that more conservative thresholds are better suited

for the Malawian context.

relatively low levels of poor dietary diversity across
geographic regions. The vast majority of the popula-
tion had borderline or acceptable FCS levels, and the
proportion of households in the “acceptable” range
increased over time within all regions.

4.3.1. Determinants of dietary diversity

The team explored the determinants of dietary
diversity in a Malawian context to ascertain which
characteristics had the greatest impact on improv-
ing dietary diversity. The analysis below uses a lin-
ear regression model to predict households’ dietary

diversity. The model uses the FCS as the dependent
variable and controls for a range of determinants
shown to affect dietary diversity, including house-
hold head characteristics (HH), household charac-
teristics (H), consumption per capita (C), and other
controls (O), such as region and month of interview
(Taruvinga and others 2013; Das 2014). Results from
this model found to be significant at a p-value of
10% or less are presented in figure 4.8. The model
is specified as follows:
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FIGURE 4.8: Unit Change Effect on Malawi’s Food Consumption Scores, IHPS, 2013
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Source: Poverty Assessment team calculations based on IHPS.

Note: Selected results of linear regression. The dependent variable is the Food Consumption Score (FCS). Only results statistically significant at 10% or
lower are shown. The model controls for female head of household, household head's age, proportion of household members under age 15, ages 14-65,
and over 65, participation in farming, distance to the nearest agriculture market, per capita expenditure, and interview month. Omitted categories are:
household head is monogamously married and North region. Mean FCS is 50.5, and median is 48.0.

The analysis reveals that household head char-
acteristics matter for dietary diversity. Household
heads with more education are associated with more
diverse diets. Household heads who are separated
or who have never been married tend to manage
households with less diverse diets. In fact, house-
holds whose heads have never been married have
a FCS nearly 10 points lower than households with
monogamously married heads. Larger household
sizes also are correlated with diverse diets; each
additional household member increases FCS by 1.4.

Households in urban areas and in the Southern
region tend to have higher FCS. On average, urban
households have an FCS that is 8.3 points higher
than rural households’ scores. These urban house-
holds benefit from a greater number of available
and accessible foods that accompany an urban
environment.

As expected, households who had to limit the
number of meals or the portion sizes eaten in the
previous seven days also had lower food consump-
tion scores. Subjective measures of food insecurity
also are correlated with dietary diversity. The greater
the number of months a household felt they faced
food insecurity in the previous 12 months, the less

diverse their diet. Interestingly, after controlling
for factors that the team had expected might affect
dietary diversity, the team found that each additional
100 calories per capita/day had a negligible impact
on FCS. Stated another way, households with similar
levels of expenditure, size, and demographics, but
with different per capita caloric intakes, nonethe-
less would have similar levels of dietary diversity.
Households who own livestock, and thus have direct
access to meat and dairy, have significantly more
diverse diets.

In the last eight years, Malawi has experienced
moderate improvements in child malnutri-
tion. Data on trends in child malnutrition can be
derived from two primary sources: (1) the IHS data
from 2004 (IHS2) and 2013 (IHPS), and (2) the
Demographic Healthy Survey (DHS) from 2004
and 2010.* According to DHS data, between 2004
and 2010, stunting in Malawi fell from 53.1% to

» Due to issues with anthropometric data collection during IHS3
fieldwork, child malnutrition indicators from this wave have been
excluded from this assessment.

e7



e8

REPUBLIC OF MALAWI — POVERTY ASSESSMENT

BOX 4.4: Assessing Child Malnutrition in Malawi

In general, three measures commonly are used to ascertain child
nutritional status: stunting (low height-for-age), underweight (low
weight-for-age), and wasting (low weight-for-height).

1. Height-for-age or stunting. Low height-for-age is an indicator
of past growth failure, capturing a slowing in the growth of the
fetus and the child as compared to a healthy, well-nourished
child of the same age. As such, low height-for-age identifies
past undernutrition, or chronic malnutrition, but misses short-
term changes in malnutrition. It is associated with a number
of long-term factors including chronic insufficient protein and
energy intake, frequent infection, sustained inappropriate
feeding practices, and poverty. In children over 2 years of age,
the effects of these long-term factors may not be reversible.

2. Weight-for-height or wasting. Low weight-for-height identifies
children suffering from current (acute), undernutrition.
Wasting is the result of a weight falling significantly below
the weight expected of a well-nourished child of the same

47.8%; underweight prevalence dropped from
18.6% to 14.1%; and wasting fell from 6.2% to
4.1%.% Significant improvements also are observed
in the THS2 and ITHPS data, although these data
suggest significantly larger declines in stunting
than do DHS data. The IHS2 and IHPS also paint a
dramatically different picture with respect to wast-
ing. According to the THS data, from 2004 to 2013,
wasting increases from 2.2% to 7.3%.

It is important to compare different data sources
when looking at trends in wellbeing over time
and across groups. Discrepancies observed between
sources can flag potential data quality problems as
well as highlight different, but possibly coexisting,

TABLE 4.3: Malnutrition Trends in Malawi,

2004-2013
Stunted  Underweight  Wasted
IHS 2004 439 11.6 2.2
2013 30.5 93 7.3
DHS 2004 53.1 18.6 6.2
2010 47.8 14.1 4.1

Note: To ensure comparability with estimates for 2013, estimates for
2004 from IHS2 are calculated after restricting the sample to those
interviewed from March-November.

height. Causes include inadequate food intake, incorrect
feeding practices, disease, and infection, or, more frequently,
a combination of these factors. Wasting in individual children
and population groups can change rapidly and shows marked
seasonal patterns associated with changes in food availability
or disease prevalence.

3. Weight-for-age or underweight. Low weight-for-age identifies
the condition of weighing significantly less than a well-
nourished child of a specific age. This index reflects both past
(chronic) and/or present (acute) undernutrition.

All three of these indicators generally are expressed in
terms of Z-scores, defined as the difference between the
anthropometric values of an individual and the median values
of a well-nourished reference population for the same age
or gender. Children with Z-scores for underweight, stunting,
or wasting below -2 Standard Deviations are considered
moderately malnourished.

themes in the data. Based on the team’s knowledge
of complications with anthropometric data col-
lection during IHPS fieldwork, it is likely that the
marked differences observed between DHS and IHPS
(table 4.3) are a reflection of IHS data quality issues.
However, despite the fact that the two data sources
indicate improvements in stunting and underweight
prevalence over time, the markedly different mag-
nitudes make it difficult to compare Malawi with
other countries in the sub-Saharan African region.
For example, if the team were to use the DHS stunting
prevalence of 47.8%, Malawi would look more like
Mozambique, which has one of the worst stunting
rates in the Region. In contrast, if the team were to
use the THPS stunting prevalence of 30.5%, Malawi
would look more like Zimbabwe, which has one of
the lowest stunting rates in the Region.

30 These estimates were calculated by the poverty assessment team
using the DHS data, but differ slightly from the official DHS
statistics on child malnutrition in Malawi (official DHS stunting,
underweight, and wasting prevalence estimates are 47.8, 22.0, and
5.2% in 2004, respectively, and 47.1, 12.8, and 4.0% in 2010).
These small differences observed are likely due to differences in
the treatment of outliers. This report uses the indicators produced
by the poverty team in order to be able to look at prevalence by
other characteristics later in the chapter.
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TABLE 4.4: Malawi’s Relative Improvement in
Stunting Compared to Regional
Countries, 2004-2011 (%)

Period Decline in stunting
Rwanda 2005-2010 -14
Uganda 2006-2011 -12
Malawi 2004-2010 -10
Mozambique 2003-2011 -9
Zimbabwe 2005/06-2010/11 -8
Tanzania 2004/05-2010 -5
Kenya 2003-2008/09 -1

Source: DHS 2003-2011: http://statcompiler.com/.

The relative progress Malawi has achieved in
lowering stunting rates is relatively high for the
Region. The team compared the relative progress
achieved among other countries in the Region
over the same period to benchmark the degree to
which Malawi improved its child nutrition status.
According to DHS data, between 2004 and 2010,
Malawi’s stunting prevalence declined 10%. As
compared to neighboring countries, the magni-
tude of this decline was average to high (table 4.4).
Furthermore, although stunting prevalence was
higher in Mozambique than in Malawi (43% in
2011 according to the DHS data), Malawi has made
greater relative progress since 2004.

The data show that boys have a higher inci-
dence of stunting.?® However, in both sexes,
stunting peaks in the 12-23 month category, then
decreases with age (figure 4.9). Boys aged 6-23
months are more likely to be underweight than are
their female counterparts. However, for children
2-5 years, underweight prevalence is comparable
between the sexes.

Underlying this national improvement in
child nutrition are significant gains achieved in
certain geographic areas of the country. For exam-
ple, stunting in the rural Central region decreased
by 17%; and in the urban North, the underweight
prevalence declined nearly 80% (figure 4.10).
Furthermore, between 2004 and 2010, wasting fell
in all regions excluding the urban South. The DHS
data also highlight regions in which continued
support is needed. Between 2004 and 2010, the
urban Center saw an increase in both stunting and
underweight, and the urban North experienced a
rise in stunting.

In 2010, children living in households with
improved toilets and improved water sources were
better off in terms of stunting and underweight

3t A higher rate of stunting among boys aged 6-35 months, as
compared to girls in the same age group, is common and was
observed within all WHO regions during 2005-12.

FIGURE 4.9: Malnutrition in Malawi by Sex and Age (%)

Boys Girls
80% 80%
63% .
60% 59% 60% 53%
° 51% 49%
46%
40% 40%
24%
20%- 4% 20% - 4% 15% 14% 4%
0/70,
1% 1% 5% 2% 3% 3%
0% - — 0% -
6-11 12-23 24-35 3647 48-59 611 12-23 24-35 3647 48-59
months months months months months months months months months months
M Stunted Underweight Il Wasted

Source: DHS 2010, http://dhsprogram.com/data/dataset/malawi_standard-dhs_2010.cfm.
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FIGURE 4.10: Malnutrition in Malawi by Region
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Source: DHS 2004 and 2010, http://dhsprogram.com/data/dataset/malawi_standard-dhs_2010.cfm.

than children without clean water and sanitation.>*
The data also demonstrate a clear link between
wealth and child nutrition (figure 4.11). Stunting
prevalence declines with each successive step on the
welfare ladder. Fifty-five % of children in the bottom
welfare quintile are stunted, compared to only 38%
in the top quintile. Similarly, underweight prevalence
in the poorest quintile is nearly double that of the
top quintile (17% vs. 9%).

4.4.1. Improving child nutrition

Despite minimal gains in dietary diversity and
almost no progress in undernourishment, Malawi
has seen modest improvements in child malnu-
trition indicators. It is not entirely unusual to see
improvements in child nutrition without correspond-
ing progress in traditional measures of food security.
“Stunting and even wasting rates often can be substan-
tially improved—even without changing the amount
of food provided—by teaching appropriate feeding
and child care practices, providing immunizations,
and improving water and sanitation...” (Rajkumar
and others 2011, 7). Therefore, Malawi’s progress likely
is the result of institutional commitment through
policy development and program implementation
across agriculture, education, and health sectors.
Both food security and nutrition depend on food

supply, availability, and access. In addition, child
nutrition can be targeted through community educa-
tion programs and improved family feeding practices.
Furthermore, interventions that address child nutri-
tion easily can be embedded in existing health system
and community outreach programs.

The international donor community has allo-
cated an overwhelming share of development assis-
tance to the health sector. Health-related funding
accounts for over 40% of all official development
assistance (ODA) to Malawi from the international
community, compared to agriculture and food secu-
rity, which account for only 20% (Development
Initiatives 2013 ). For example, USAID has supported
a series of child nutrition programs in Malawi,
including the successful Support for Service Delivery

32 Improved toilets as defined by WHO include: a flush toilet, a
piped sewer system, a septic tank, a flush/pour flush to pit latrine,
a ventilated improved pit latrine, a pit latrine with a slab, and
a composting toilet. Unimproved sanitation facilities include a
flush/pour flush to elsewhere, a pit latrine without a slab, a bucket,
a hanging toilet or latrine, and no facility. Improved water sources
as defined by WHO include: piped water into a dwelling, piped
water into a yard or plot, a public tap or standpipe, a tubewell or
borehole, a protected dug well, a protected spring, bottled water,
and rainwater. Unimproved sources of water include unprotected
springs or dug wells, carts with small tanks, tanker-trucks, and
surface water (WHO 2006).

33 See USAID’s Infant and Young Child Nutrition Project and
FAQO'’s Infants and Young Children Feeding Program (USAID
2011; FAO 2013).
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FIGURE 4.11: Malnutrition in Malawi by
Wealth Quintile, 2010 (%)
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Integration (SSDI). SSDI promotes quality improve-
ment measures for integrated nutrition services.
The program focuses on integrating antenatal and
postnatal care, growth monitoring, prevention of
mother-to-child transmission of HIV, and prevention
and management of childhood illness into already-
existing health services. Additionally, many projects
focus on using community-based workers to increase
mothers” understanding of best feeding practices,
particularly complementary feeding practices for
breastfed children.??

The country’s Ministry of Health also has
committed to the expansion of child nutrition
programs. The Ministry’s Department of Nutrition,
HIV, and AIDS implemented the National Nutrition
Policy and Strategic Plan to promote nutrition while
developing human resources in the health sector.
This policy, in conjunction with the National Social
Support Policy, supports programs that focus on wel-
fare, food security, and nutrition. The policy has led
to the roll-out of community-based interventions to
reduce stunting in 50% of districts (FAO 2014). This
programmatic engagement has expanded rapidly
since the country joined the international Scaling Up
Nutrition (SUN) movement. This unique collabora-

tion of multilateral, government, and community

stakeholders formed to ensure that all people have a
right to adequate food supplies and good nutrition.
Participating SUN countries commit to implement
specific nutrition interventions, including micronu-
trient supplementation, fortification of foods, and
educational support for exclusive breastfeeding until
an infant reaches six months of age.

Objective measures of food security portray a country
that has experienced very little change in measures
of undernutrition, moderate improvement in dietary
diversity, and significant improvement in malnutri-
tion as measured by stunting. The improvements in
food security have been very uneven, but none of the
measures suggests a deterioration of food security
over the last five years. Nevertheless, when house-
holds are asked if they have experienced food security
in any month in the last 12 months, their responses
indicate a large and significant increase in the preva-
lence and duration of food insecurity. Between 2010
and 2013, the proportion of households reporting
being food insecure at least once in the previous year
increased by 29%. Moreover, when looking at urban
households only, this figure increased by 57%.
Although the greatest increase in perceived
food insecurity has been in urban areas, one of
the most pervasive features of rural households
in Malawi is their continued state of perceived
food insecurity. Further assessing the dynamics of
food insecurity emphasizes the large change in this
dimension between 2010 and 2013. Table 4.5 pres-
ents transition matrices for subjective food insecurity
by households’ rural/urban status in wave 1 (2010).
Two-and-a-half times more individuals moved from
a state of food security to food insecurity than vice
versa (25% vs. 11%, respectively, in rural areas; and
32% vs. 13% in urban areas). Even though this
ratio was slightly larger in urban areas, chronic food
insecurity, defined as those who were food insecure
in both waves, was almost twice as high in rural
areas. Forty-three% of rural individuals lived in
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food-insecure households in both waves, compared
to only 22% of urban individuals. Furthermore,
approximately 80% of rural individuals identified as
being food insecure at some point during 2010-13.
This number was only 66% for those in urban areas.

Subjective measures of food security are rela-
tively easy to collect but are more challenging to
interpret because they are not explicitly linked
to objective measures of food security such as
calories or diversity of diet. The IHS3 and IHPS
instruments simply ask for self-reports on whether
the household has faced at least one episode of food
insecurity in the 12 months preceding the survey.
The question does not define or provide guidance
on the meaning of food insecurity. Households
who identify as having faced food insecurity at least
once in the 12-month period then are asked to iden-
tify the months in which this insecurity occurred.
Despite the potential challenges in interpreting
these data, basic tabulations suggest that house-
holds’ assessments of their food security align with
objective measures. These subjective estimates also
provide insight into a household’s sense of stabil-
ity and risk of future bouts of food insecurity that
cannot always be gleaned from objective measures.

In 2013 nearly 65% of Malawian households
considered themselves to be food insecure at least
once in the preceding 12 months. Table 4.6 high-
lights differences in selected characteristics based on
households’ subjective assessment of food insecu-
rity. Food-secure households are significantly more
likely to live in urban areas, have male household
heads, and have higher FCS than their food insecure
counterparts. On average, food-secure households

TABLE 4.6: Selected Mean Characteristics
of the Subjectively Food Secure
and Insecure, 2013

Food
Food Secure Insecure Difference
(SE) (SE) (%)
Household size 4.62 4.99 —rxx
(0.08) (0.06)
Urban 0.24 0.13 4oxr*
(0.026) (0.018)
Female household 0.18 0.28 —-56xxx
head (0.015) 0.012)
Farm household 0.78 0.87 —] 2%**
(0.018) (0.012)
Household owns 0.56 0.50 11%*
livestock (0.018) (0.014)
FCS 59.50 45.60 23x**
(0.769) (0.588)
Per capita daily 2,639 2,152 18xx
caloric intake (57.88) (36.18)
Per capita 202,904 108,652 46***
expenditure (kwacha) (10,896) (2,374)
Poor (%) 0.20 0.47 —135%**
(0.021) (0.018)

Source: Poverty Assessment team calculations based on IHPS.

Note: Standard errors corrected for clustering and stratification are in
parentheses.

Difference between two columns is significant at *p<0.1, **p<0.05, and
***p<0.01.

also have 8% fewer members and are 23% more
likely to own livestock. Not surprisingly, individu-
als in food-insecure households tend to consume
fewer calories, have smaller per capita expenditures,
and are more likely to be poor. In addition, whereas
47% of individuals in food-insecure households
are poor, this figure drops to 20% for food-secure
individuals.

TABLE 4.5: Transition Matrices: Subjective Food Insecurity in Malawi, 2010 and 2013 (%)

Rural in 2010 (IHS3)

=) Wave 2 (2013)

S

S Food insecure Food secure
o Food insecure 43.23 11.43

©

= Food secure 25.35 19.99

Wave 1 (2010)

Urban in 2010 (IHS3)

Wave 2 (2013)

Food insecure Food secure

Food insecure 2173 12.51

Food secure 31.68 34.08

Source: Poverty Assessment team calculations based on IHS3 panel and IHPS.
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FIGURE 4.12: Subjective Food Insecurity in
Malawi, 2010 and 2013

FIGURE 4.13: Months of Subjective Food
Insecurity, 2010 and 2013
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Source: Poverty Assessment team calculations based on IHS3 panel
and IHPS.

From 2010 to 2013, subjective food insecurity
increased markedly. Nationally, subjective food
insecurity increased 30% from a value of 50% in
2010 to 65% in 2013 (figure 4.12). This increase
is found in both rural and urban areas, as well as
within all three regions. Interestingly, the worsen-
ing of subjective food security is relatively larger in
urban areas. There, the share of households report-
ing food insecurity increases approximately 57%,
compared to a 25% increase in rural areas. However,
subjective food insecurity remains higher in rural
areas overall.

The rise in overall prevalence of subjective
food insecurity was accompanied by an increase
in the duration of exposure. Households reported
experiencing food insecurity for a greater number
of months in 2013 than in 2010. Forty percent of
households in THS3 (2010) had faced food inse-
curity during at least two months of the preceding
year; 57% of households in THPS (2013) reported
the same frequency. In 2013 a greater number of
households reported facing food insecurity that had
lasted three, four, and five months. (figure 4.13).
In 2013, the households who reported that they

# of months food insecure over last 12 months
60

50
40-
30+

20+

% of households

10+

0 I — T T T T 1
o 1 2 3 4 5 6 7 8 9 10 11 12
# of months in last 12 months

2010 W 2013

Source: Poverty Assessment team calculations based on IHS3 panel
and IHPS.

had experienced food insecurity in at least one
month during the preceding 12, indicated that
they experienced food insecurity during an average
of 3.3 months. This number contrasts with 2010,
in which the average number of months for which
food-insecure households reported having experi-
enced food insecurity was 3.0 months. The increase
in both prevalence and duration of reported food
insecurity from 2010 to 2013 suggests that, despite
modest improvement in objective measures, people
feel worse off. What is driving households to feel more
food insecure despite improvements made in objective
measures of food security?

4.5.1. Subjective food insecurity and food
prices

One possible answer to the question may be the
massive hike in food prices that Malawi has expe-
rienced since 2011 (USAID 2012). Box 4.1 explains
that FAO defines food security through three dimen-
sions—availability, access, and utilization of food—
plus the overall stability of these three dimensions.
Stability is the household'’s capacity to protect itself
from adverse shocks that affect the three key dimen-
sions of food security. None of the objective mea-
sures adequately captures this notion of stability.
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From 2010 to 2013, Malawi and the rest of the world
experienced large increases in the level of staple food
prices. Availability and access to food are dependent
on food prices, and a hypothesis explored in this
section is that unexpected price increases increase
uncertainty around the stability of access to food.

Figure 4.14 presents monthly price data from
2009 to 2013 for staple foods from 72 markets across
Malawi. The price of maize, one of the country’s
most important staple crops, hovered at approxi-
mately 40 kwacha/kg-50 kwacha/kg between May
2009 and November 2011. Beginning in 2012, the
price of maize began to climb slowly. Then, between
November 2012 and March 2013, the unit price more
than doubled, jumping from 64.3 kwacha/kgto 136
kwacha/kg. Other food staples experienced similar
spikes in the market. From March 2009 to July 2011,
the price of beans vacillated between 165 kwacha/
kg and 228 kwacha/kg. However, over the next 21
months, the price slowly rose to peak at 377.7 kwa-
cha in March 2013.

The data also show that households perceive
these large surges in food prices as negative shocks.
Households were asked to indicate the presence of
food price shocks in the 12 months leading up to
the survey. While in 2010 only 26% of households
reported facing an increase in food prices during

the previous 12 months, in 2013 a staggering 83%
of households reported facing this shock (figure
4.15). In the urban South, approximately 93% of
households experienced a rise in food prices, more
than six times the percentage of households in 2010.

To assess the extent to which increases in food
prices impacts subjective food insecurity, the team

FIGURE 4.15: Households that Faced
Food Price Shock in Prior 12
Months, Self-Reported
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Source: Poverty Assessment team calculations based on IHS3 panel
and IHPS.

FIGURE 4.14: Rise in Food Prices in Malawi, 2009-2013 (kwacha)
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used the panel component of the IHS3 and IHPS.
There are many idiosyncratic reasons that two individ-
uals who look the same with respect to objective mea-
sures of food security (that is, they have similar levels
of dietary diversity and caloric intake) may provide
different responses to a subjective question on food
security. For example, some individuals are inherently
more nervous or risk-averse and are therefore more
inclined to identify as food insecure. However, by
examining change over time for a set of individuals,
the team was able to control for these unobserved
fixed effects that are unique to the individuals (thus
reducing concerns of omitted variable bias).

The fixed-effects regression model used in the
analysis is,

Yi=b X, +a +uy
where

Y, is months of subjective food insecurity faced
in the last 12 months (where i = individual and ¢ =
survey round),

a; is the unknown intercept for each individual’s
time-invariant characteristics,

X is avector of independent variables containing
controls and measures of rising food prices,

b; represents the marginal effects for each inde-
pendent variable on food insecurity, and

u, is the error term.

The model controlled for FCS and per capita
caloric intake in both 2010 and 2013. These points
were included as control variables because they
should directly reflect access to food. Daily per capita
caloric intake and annual per capita expenditure have
no significant effect on experiential food security, i.e.
an increase in caloric intake does not make one feel
more food secure, and vice versa. Logically, FCS is
negatively predictive of experiential food insecurity,
though the magnitude of the effect is miniscule; a
one-unit increase in FCS reduces the probability of
experiencing food insecurity in the last 12 months
by less than 1 percent.

To assess the hypothesis that the increase in
food prices has been a causal factor in the signifi-
cant increase in reported months of food insecurity,
the model also includes the inflation rate of maize
prices over the last 12 months leading up to the
survey.>* Maize represents Malawi’s most important
staple food. Maize accounts for more than 50% of all
households’ caloric consumptions. Thus, fluctuations
in the price for maize directly affects the majority of
the population (Minot 2010).

Larger increases in the price of maize over the
preceding 12 months correlates positively with
subjective food insecurity. After controlling for
factors expected to influence perceptions of food
security, specifically FCS and per capita caloric intake,
the poverty assessment team found that higher maize
prices can result in a higher level of food insecurity
(table 4.7). The coefficient given for the coefficient
of change in the inflation rate of maize, for example,
translates as follows: A one-unit increase in the infla-
tion rate of maize prices increases the probability of
experiencing food insecurity over the last 12 months,
or of worrying about food in the last 7 days, by 8.2
and 6 percent, respectively. Individuals who face a
one-unit increase in the rate of inflation of maize
prices experience an additional 0.37 months of
food insecurity, on average (Jolliffe, Seff and de la
Fuente 2016).

One interpretation of the findings is that, in
the case of two households that are consuming
the same level of calories and have approximately
the same degree of dietary diversity, the household
who faces greater prices is reporting both a greater
probability of being food insecure and number of
months of food insecurity. This finding supports the
hypothesis that the instability associated with the
recent increase in maize prices has caused individu-
als to feel more insecure and thus identify as being
food insecure. While the objective measures of food
insecurity indicated that the food-price increases

34 Price data come from 72 markets throughout Malawi. Unit
prices for staple foods were collected once a month at each
market. Each household was linked to the market closest to it.
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TABLE 4.7: Modeling Food-price inflation and experiential food insecurity

Food insecure in the
last 12 months

Maize price 12 months ago (month 1) 0.004***
(0.001)
Change in inflation rate of maize 0.082%**
(past 12 months) (0.016)
Dietary diversity -0.002**
(Food Consumption Score) (0.001)
Daily per capita calorie consumption -0.019
(thousands) (0.013)
Annual per capita expenditure (Kwacha) -0.000*
(0.000)
Number of observations 17,734
Adjusted R2 0.067

Months of food insecurity Worried about food
in the last 12 months in the last 7 days
0.016*** 0.004***
(0.005) (0.001)
0.378*** 0.060***
(0.075) (0.021)
-0.018*** —0.004***
(0.004) (0.001)
0.039 -0.009
(0.047) (0.011)
-0.000* -0.000
(0.000) (0.000)
17,734 17,734
0.073 0.055

**p<0.01, ** p<0.05, * p<0.1.

Notes: All models control for individual fixed effects and observations are weighted to be representative of the population. Standard errors are presented
in parentheses. The models are estimated using fixed-effects OLS. Standard errors are clustered at the EA level.

had not adversely affected dietary diversity or access
to calories, the maize price increases had created an
uncertain economic environment that harmed the
perceived stability of access to food.

Conclusion

Cross-sectional comparisons indicate that progress
in objective measures of food security in Malawi has
remained more or less stagnant since 2004. Marginal
improvements have been achieved in the dimen-
sions of dietary diversity. However, the share of the
population who consume fewer than 2,100 calo-
ries per day, the minimum threshold for per capita
intake, has hovered near 50%. The panel component
in the data used in this chapter found that chroni-
cally undernourished individuals have certain com-
mon characteristics. They tend to come from larger
households with higher dependency ratios, have
household heads with fewer years of education, are
more likely to be poor, and have a larger income gap

below the poverty line than those who can improve
their nourished status. These data suggest that it is
harder for the extreme poor to improve their caloric
intake to acceptable levels.

Regarding child nutrition, the DHS data showed
that from 2004 to 2010, Malawi achieved gains.
Stunting fell from 53% to 48%; underweight preva-
lence dropped from 19% to 14%; and wasting
declined from 6% to 4%.

Nevertheless, despite the stagnant to minimal
progress achieved in objective measures of food
security, between 2010 and 2013, households’ sub-
jective assessments of food insecurity increased from
50% to 65%. The poverty assessment team found
that the increase on the price of maize over the 12
months preceding the survey increased the number
of months (in the 12 months preceding the survey) of
perceived food insecurity. This finding suggests that
increases in food prices profoundly impacts house-
holds’ perceptions of stability and, ultimately, of
food security.



DRIVERS OF POVERTY CHANGES IN

MALAWI, 2004-2010 AND 2010-2013

Although the incidence of poverty in Malawi between 2004 and 2013 appears high and relatively stag-
nant, there have been distinct poverty trends in rural and urban areas. Progress achieved in urban areas
between 2004-2010, when the poverty rate declined from 25% to just over 17%, was essentially wiped
out in the subsequent period, when poverty ratcheted up by eight percentage points back to 26%. Rural
poverty was pervasive and stagnant between 2004 and 2010, mirroring the evolution at the national
level. Rural poverty may have decreased between 2010 and 2013—at a rate of one percentage point per

year—an average pace similar to the annual average in Sub-Saharan Africa. What drove these changes?

Chapter 5 proposes a framework to understand the components of household income as well as the income-
generating capacity of Malawi’s four main socioeconomic groups: the poor, non-poot, rural, and urban.
In this framework, households operate conditioned by the availability, use, and returns on assets; and the
context in which they are deployed.

In rural areas, growing crop income (through increasing maize yields) has made a steady, but mod-
est, contribution to reduce poverty. The causes are, first, that access to key inputs such as fertilizer,
improved seeds, and extension services that could have increased production was limited among the
poor, and so was their combined use. Equally important, the returns on fertilizer application and other
complementary inputs including family labor utilization, extension services, and the application of
the right type of basal fertilizer, matter in raising productivity. Access to adequate information could
increase these returns, but the remoteness and low education rates of the poor likely made information
difficult to obtain and use appropriately.

Contracting income from non-farm self-employment was another key factor associated with the increased
rural poverty between 2004 and 2010. Then, during 2010—13, rising income from non-farm self-employ-
ment was the driving force correlated with the observed poverty reduction. For farming households to
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engage in self-employment activities, access to
credit was critical. Its availability or lack thereof
mirrored the participation trends observed in the
two periods. Moreover, the returns on the age of
the enterprise explain almost entirely the differ-
ence in profits between the households who man-
aged to escape poverty and those who stayed poor.
In rural contexts, in which the opportunities for
non-farm self-employment remain precarious and
limited, perhaps the age of the enterprise signals
an indication of experience, which, all thing being

equal, may lead to higher profits.

In urban areas, income from non-farm wage
employment was the key source associated with
changes in poverty. Even more than age and gen-
der, education was the most important determi-
nant of participation in, and returns on, non-farm
wage employment. Recent strides in education,
along with the growth in urban-oriented sectors
between 2004 and 2010 may explain the decline
of Malawi’s urban poverty during that period.
However, the contraction of the economy during
2012/13 affected mainly urban areas. Higher
education levels among the non-poor explain the
wage differential between them and those who fell
into poverty between 2010 and 2013. However, the
higher wage premiums enjoyed by males and the
more educated workers in urban areas shrank as a
result of the economic contraction that urban areas
underwent in 2013. The wage differential shrank
in parallel. These factors underscore the importance
of strengthening the business environment and the
ability of households to cope with shocks associated
with the macroeconomic environment, exchange

rates, and inflation.

Introduction

Chapters 1 to 4 profile the trends of multiple welfare
indicators in Malawi between 2004 and 2013. In
particular, chapters 1 and 2 document the improve-
ments, or lack thereof, in poverty and shared pros-
perity in Malawi from 2004 to 2010 and from 2010
to 2013.

Based on these trends, the incidence of poverty
across years appears to be fairly large, and, in none
of the periods were the changes in national poverty
rates statistically significant. Consequently, stagna-
tion appeared to prevail. However, national aggre-
gates mask wide differences. Between 2004 and 2010,
Malawi made a dent in monetary poverty in urban
areas but not in rural areas. The over-representation
of poverty in rural settings kept national poverty
stagnant. In contrast, between 2010 and 2013, urban
areas displayed an increase in poverty whereas rural
areas experienced a reduction in poverty at an average
pace similar to the regional average in Sub-Saharan
Africa. Chapter 5 examines which factors drove
these trends observed in poverty in Malawi over
these two periods.

Chapter 5 is structured as follows. Section 1
recapitulates the main poverty trends from 2004 to
2010 and from 2010 to 2013. Section 2 introduces
a simple framework to understand how poverty
changes, with particular emphasis on the income
generation of households driven by changes in the
levels of, and returns on, their assets. Section 3 looks
at the trends in sources and structure of household
income in urban and rural areas for the two peri-
ods analyzed. Section 4 uses Shapley decomposi-
tion techniques to account for the contribution of
changes in various income sources to the observed
changes in poverty that occurred during the two
periods. Shapley decompositions essentially link
poverty, a consumption-based measure, and income
so this section first examines the levels and shares
of income components by wealth levels (measured
as consumption per capita). The decomposition
methods applied here help to distinguish the



main contributors to poverty reduction. However,
they cannot shed light on whether the decline in
poverty was due to changes in the population’s
endowments (such as increases in productive
assets), or to changes in returns on these endow-
ments. Subsequent chapters explore these aspects
by looking at assets and their returns on key sources
of income. Section 5 of chapter 5 summarizes the
key findings of these explorations.

This section briefly revisits the poverty trends observed
in the two periods covered by this Poverty Assessment.
The first period, analyzed in chapter 1, spans 2004 to
2010. The poverty figures for this period were based on
the analyses of two cross-sectional household surveys:
the Second Integrated Household Surveys (IHS2) and
the Third Integrated Household Survey (IHS3). Both
were nationally representative surveys of households
fielded over 12 months (typically starting in March
and ending one year after). To simplify, the rest of
chapter 5 will use 2004 to designate the ITHS2 and
2010 to designate the IHS3 cross-section.

The second period, analyzed in chapter 2, ran
from 2010 to 2013 and was based on a panel of
households. Chapter 2 studies, for the first time,
poverty dynamics in all of Malawi and the factors
associated with poverty persistence and movements
in and out of poverty between 2010 and 2013. In
2013 Malawi’s first nationally representative panel
household survey became available via the Integrated
Household Panel Survey (IHPS). During March-
November 2013, the 2013 IHPS tracked and revis-
ited 3,247 households who, as part of the IHS3, had
been visited during the same months in 2010. No
direct comparisons of findings can be made using
the full THS2 and THS3 cross-sectional samples and
the THS3 panel sample and THPS. Thus, the analysis
in this chapter henceforth is reported separately for
the periods 2004 to 2010 and 2010 to 2013.

DRIVERS OF POVERTY CHANGES IN MALAWI, 2004-2010 AND 2010-2013

Between 2004 and 2010, Malawi made a dent
in monetary poverty in urban areas but not in
rural areas. The over-representation of poverty
in rural settings kept national poverty stagnant.
Between 2004 and 2010, poverty in the country as
a whole declined only marginally from 52.4% to
50.7%. In urban areas, poverty fell significantly
from 25% to 17%, as did ultra-poverty, which fell
from 7.5% to 4.4%. The depth and severity of pov-
erty also improved. In contrast, in rural areas, pov-
erty remained stagnant, moving up slightly from
56.2% to 56.7%. The depth and severity of poverty
worsened.

From 2010 to 2013, the poverty incidence in
Malawi during the non-lean months fell slightly
from 40.2% of the population in 2010 to 38.7% in
2013. Over these three years, urban areas displayed
a considerable increase in poverty from 17.9% to
26.2%. In contrast, rural areas experienced a decline
in the share of the poor from 44.0% to 40.9%. In
other words, poverty dropped by an average of one
percentage point per year (though changes in the
poverty incidence were statistically insignificant),
and the poverty gap and the poverty gap squared
fell significantly.

Finally, given its panel nature, the IHPS allowed
for the first time the analysis of poverty transitions
experienced by the population across time and sug-
gested some interesting trends. Over 2010-13, some
two-thirds of Malawi’s population did not see much
mobility either into or out of poverty: 44% remained
non-poor while 23% remained poor over this period.
However, the remaining one-third of the population
experienced substantial mobility: approximately
17% managed to escape poverty during this period
whereas 15% became poor. People living in urban
areas experienced less mobility into or out of poverty
than the rural population.

In sum, during the last decade, the incidence
of poverty in Malawi appears to be fairly high and
relatively stagnant. Nevertheless, national aggregates
mask wide differences, and the rest of chapter 5 exam-
ines the distinct poverty trends in rural and urban
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areas. Progress achieved in urban areas between 2004
and 2010 when the poverty rate declined from 25%
to just over 17%, was virtually wiped out in the sub-
sequent period when poverty ratcheted up again by
eight percentage points to 26%. Between 2004 and
2010, rural poverty also remained high and relatively
stagnant, mirroring the evolution at the national
level, but, between 2010 and 2013, then experienced
adrop of three percentage points during the non-lean
months. The next section outlines a simple framework
to understand these trends.

This section outlines a simple framework based
on an asset approach (Lopez Calva and Rodriguez-
Castelan 2016) to identify the main elements that
contribute to household income generation, which
then can be intuitively related to poverty reduction.

The framework presents household income
as a result of four components: (a) the number of
assets owned by households; (b) the public and pri-
vate transfers received by the household regardless
of their capacity to generate income; (c) the prices
of the basket of goods and services consumed by
household; and (d) the occurrence of shocks that
affect the variability of income.

Households typically have endowments of
capital and labor. The four types of capital are physi-
cal capital (such as agricultural tools), natural capital
(land), human capital (knowledge acquired through
schooling, skills, and health), and financial capital
(access to credit and other stores of wealth). Labor
endowments are the ability to do work oneself or to
work with external employers.

The capacity of households to generate
income based on these endowments depends
on (a) the type of assets owned, including mainly
human capital (for example, education), physi-
cal capital (land), and financial capital (access to
credit and other stores of wealth); (b) the intensity
of their use (participation in labor markets, use of

agricultural inputs); and (c) the returns on these
assets (price of factors of production such as yields,
profits, and wages).

The potential to transform assets into goods
and services that entitle households to different
dimensions of welfare, including consumption, is
equally determined by the context in which house-
holds operate. The context includes, for instance,
the State’s provision of socioeconomic infrastructure
and access to markets, as well as public services to
the population; and a sound economic environment
for employment opportunities.

Shocks also can affect assets. First, they can
impact assets’ value and productivity. For instance,
a crop yield could be lower due to a flood, or crop
prices could experience dramatic surges after a
poor harvest. Second, households relocate assets in
response to risk. For instance, poorer households
are more likely to switch land areas, labor, and crop
types from high-earning, high-risk varieties to low-
yield, low-risk crops. Similarly, wealthier households
tend to better handle risk-related losses. In contrast,
given their reduced asset base, poor households are
more likely to pay a higher cost for coping with risk
after it occurs.

In addition, many households rely on remit-
tances, pensions, and other public transfers/
benefits (nutritional interventions and cash trans-
fers) to meet their most basic needs and improve
the income opportunities of future generations
through investments in health and education.
Targeted public and private transfers also can help
protect households from shocks and avoid costly
responses in hard times, and help them to sustain
income over their lifecycles.

In short, the proposed framework can help to
understand the different components that make
up household income as well as the income-gen-
eration capacity of different socioeconomic groups
(poor and non-poor, urban and rural) (figure 5.1).
Households operate conditioned on the availability,
use of, and returns on assets, and the context and
risks in which they get displayed.
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FIGURE 5.1: Assets Approach to Market Income
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Source: Lopez Calva and Rodriguez-Castelan 2016.

To understand the income-generating capac-
ity of different households, initial conditions and
context matter. For growth to include the poor,
reducing poverty according to the proposed frame-
work would require specific common elements or
pathways. These elements can be summarized in
household strategies that aim to (a) raise the labor
incomes of the poor through more and better jobs
and increased productivity in sectors in which poor
people are predominantly engaged, as well as facilitat-
ing movement into new, more remunerative activities;
(b) improve the opportunities of the poor through
investments in their human capital; and (c) give direct
transfers to the poor, including safety nets to help
them grow their incomes and reduce their vulnerabil-
ity to shocks through social protection mechanisms.

The subsequent three chapters explore the role
that each of these income sources—both agricultural
and nonagricultural—and transfers plays in Malawi.
Chapter 6 deals with agriculture; chapter 7 looks at the
non-farm sector, followed by an examination of public
transfers in the form of social safety nets in chapter 8.

According to the framework introduced in section
5.2., households rely on multiple sources of income
from economic activity and transfers to improve
their well-being. Section 5.3. explores the role that

each of these income sources—both agricultural and
nonagricultural—play in Malawi.

In rural Malawi, in particular, households are
engaged predominantly in crop production and
employment in the farm labor market (ganyu, defined
as short-term labor relationship which involves work
in farms, plantations). In a fundamentally agricultural
economy, success in poverty reduction will require
increasing agricultural productivity and growing farm
incomes. However, it often is not possible to sustain
income overall income growth by relying on a single
source such as rain-fed agriculture, which is highly
risk prone, particularly to price and weather shocks.

For this reason, in addition to cropping their
own fields or those of others and livestock produc-
tion, diversifying incomes to non-farm activities
also is important for any income-earning strategies
to improve welfare sustainably and reduce poverty.
Such diversification includes the allocation of labor
to (1) employment in the non-farm labor market
and (2) self-employment in household-owned
micro or small enterprises. In urban Malawi, labor
wages from non-farm activities likely are the main
source of income. Other non-activity-based private
and public income sources include reliance on
remittances, pensions, or other forms of private or
public transfers/benefits. For conciseness, this sec-
tion does not report transfer and livestock income
flows, which combined average only 5%-15% of
total household income.

8l



82

REPUBLIC OF MALAWI — POVERTY ASSESSMENT

BOX 5.1: Composition of Growth Matters for Poverty Reduction

It is widely acknowledged that growth is a necessary condition
for poverty reduction, but that, by itself, it is insufficient to
eliminate poverty. Evidence shows that very few countries have
been able to sustain high growth rates for protracted periods.
Since 1950, only 12 countries have managed growth rates of 7%
or more for more than two decades (World Bank 2013a). The
nature and composition of growth also matter. Evidence suggests
that poverty reduction is higher when growth is biased toward
unskilled, labor-intensive sectors, and when growth is diversified
and generates employment opportunities across multiple sectors
(Azevedo and others 2013).

Malawi has experienced significant growth in most of the past
decade, averaging 2.42% annual growth per capita between
2004 and 2013. During the same period, average GDP per capita
in Sub-Saharan Africa grew 2.28% (WDI). In agriculture-based
economies such as Malawi—compared to transforming and

urbanized economies—raising the incomes of a majority of the
rural poor would require high and sustained rates of growth in
agriculture, the sector that employs most of the rural population.
Unfortunately, the strong overall growth observed in Malawi has
not always been shared equally across economic sectors.

Between 2004 and 2010, real agricultural GDP grew much
more slowly than services and, especially, industry. The
most dynamic industrial sectors were mining and quarrying,
construction, and manufacturing. Thus, the reduction of urban
poverty observed during the second half of the 2000s may have
been due to the dynamism of sectors attached to urban areas.
In contrast, between 2010 and 2013 urban-oriented sectors
including industry lagged and then dipped while, in in two of
three years, agriculture out-performed the economy. This gain
may have been beneficial largely to rural areas whose poverty
headcount dropped.

FIGURE B5.1.1: GDP in Malawi, 2004-10 and 2010-13 (constant Price PPP US$ 2005)
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Source: Jobs Group's macro inputs from World Development Indicators data (World Bank various years).
Note: PPP = purchasing power parity; LF = labor force; WAP = working-age population; POP = population; Agric = agriculture; Ind = industry; Serv = services

Section 5.3 looks at two aspects of household

5.3.1. From what sources do households

income in Malawi that are interrelated and together
help explain trends and the relationship with welfare
and poverty levels. First, the team examines house-
hold engagement in income-generating activities—
levels and changes in the proportion of households
engaging in generating income from alternative
activities or sources. Then, the team assesses levels
and changes in income shares from individual com-
ponents over time. The analysis looks separately at
2004-2010 and 2010-13.

derive their incomes?
Diversifying income sources is an important ele-
ment of household income-earning strategies. To
cope with risk and increase the sustainability of
consumption levels, households draw incomes from
multiple sources. In this section, the team looked
at the proportion of households who draw income
from agricultural (crop and livestock production,
agricultural wages, and farm rents) and nonagricul-
tural (self-employment, non-farm wage, pensions,
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TABLE 5.1: Household Income Sources, 2004-2010 (%)

Malawi Urban areas Rural areas
2004 2010x 2004 2010x 2004 2010x

Agricultural

Crop 77.2 83.1 35.7 35.3 834 92.2
Livestock 58.4 42.3 12.7 14.1 65.2 47.6
Agricultural wage 50.8 46.0 26.8 317 54.4 48.7
Nonagricultural

Nonagricultural wage 211 20.0 53.8 56.4 16.2 13.2
Self-employment 30.6 19.2 35.9 33.9 29.8 16.5
Transfers 85.9 33.7 644 39.3 89.1 32.6
Other sources 9.5 5.2 24.7 16.6 7.3 3.1

Source: Malawi Poverty Assessment team calculations based on IHS2 and IHS3.

Note: x = cross-section.

other) sources in rural and urban areas. Several
results stand out.

Household income sources from 2004 to
2010

Households in rural areas are engaged predomi-
nantly in crop production and show limited
diversification to non-farm self-employment and
non-farm wage employment. In 2004 approxi-
mately 83% of rural households drew income from
crop production, and the proportion increased to
92% in 2010. Table 5.1 shows that diversification
to other sources, both agricultural and nonagricul-
tural, was reasonably high in 2004, but proportions
felt significantly in 2010. That year, the proportion
of households who drew income from farm work
(farm wage income) fell from 54% to 49%, a level
that, nevertheless, was relatively high in SSA.

Rural diversification to non-farm self-employ-
ment and non-farm wage employment appears to
have been limited. In 2004 a significant proportion
(30%) of rural households earned income from non-
farm self-employment enterprises, but the share fell
to 17% in 2010, the largest drop for a single source
over the period. Historically, households who drew
income from rural non-farm wage labor has been
low—approximately 16% of households in 2004,
a share that fell to 13% in 2010. Later, this chapter

argues that such limited diversification to non-farm
activities was a major factor behind the stagnation
in rural welfare, because, over time, the growth in
agriculture did not compensate for income losses
from these sources. A high percentage of households
appear to have receive transfers in 2004. However,
this appearance was mainly a result of the widespread
support by Government to households in the form
of free food maize and the starter pack (TIP) after the
2004/05 drought. Other income sources have been
only marginal in household activity/income source
portfolios (table 5.1).

The relative persistence in the proportion of
households engaging in crop production and the
decrease in other activities suggests that households
moved noticeably (perhaps as a result of the Farm
Input Subsidy Program) to specialize in crop produc-
tion (chapter 6).*

The situation in urban areas differed dra-
matically from that in rural areas. Urban incomes
appear to have been relatively well diversified and
the balance relatively stable from 2004 to 2010.
During this period, the proportions of urban house-
holds who drew their incomes from agricultural

3 Over 2004-10, there was a significant reduction in the propor-
tion of households producing all crops, except maize, tobacco,
and pigeon pea, which implied a significant shrinking of crop
portfolio diversification.
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activities remained virtually constant. Approximately
35% of these households earned incomes from crop-
ping; approximately 14% earned from livestock; and
agricultural wage earners hovered between 27% and
32%. Nonnagricultural sources also remained impor-
tant. Self-employment remained relatively high at
slightly over 33% of the households, and households
earning non-farm wage income increased from 54%
to 56%. As discussed in the next section, patterns of
urban income diversification and their sustainability
over this period along with the growth in urban-
oriented sectors (box 5.1) were strong enough to
ensure income growth capable of improving urban
household welfare over the period.

Household income sources from 2010 to
2013

Households in rural areas continued to be pre-
dominantly engaged in crop production and
agricultural wages, but, by 2013, diversification to
non-farm self-employment had increased. Among
the rural panel households, in 2010 approximately
93% drew part of their incomes from crop produc-
tion, but by 2013 that proportion had fallen to 89%.
By 2013, approximately 50% of the households
continued to have at least one member engaging
in farm labor (ganyu). In 2013 engagement in rural
non-farm self-employment reversed direction: the

proportion of households deriving income from that
source grew from approximately 20% to 28% (table
5.2). Engagement in non-farm wage employment in
2013 remained relatively stable compared to 2010,
at approximately 14% of rural households.

As argued later, the trend reversal observed rela-
tive to the previous period—through increased diver-
sification to non-farm self-employment and relative
stability in non-farm wage employment participation
in 2013—improved rural household welfare and
reduced poverty in those areas.

In urban areas, although income sources con-
tinued to be relatively well diversified, by 2013
there was a significant drop in the proportion of
households engaging in non-farm wage employ-
ment, which had been the major income source
in 2010. Nonagricultural income sources remained
the most important, but by 2013 the share of house-
holds drawing income from non-farm wage employ-
ment dropped from 58% to approximately 48% of
the the urban panel households. Non-farm house-
holds who earned income from self-employment
increased from 38% to approximately 50%. Even
though the drop in participation in non-farm wage-
income activities was compensated by increased
participation in other activities, those other activities
were not as profitable, as will be seen in the follow-
ing sections.

TABLE 5.2: Household Income Sources, 2010-2013 (%)

Malawi Urban areas Rural areas
2010 2013 2010 2013 2010 2013

Agricultural

Crop 85.9 83.8 43.1 52.2 93.2 89.3
Livestock 18.1 20.6 65 7.9 20.0 228
Agricultural wage 44.6 47.0 30.1 394 47.0 48.3
Nonagricultural

Nonagricultural wage 214 19.3 58.0 48.6 15.2 14.2
Self-Employment 222 30.8 38.2 49.7 19.5 27.5
Transfers 284 36.5 34.1 52.2 27.5 338
Other sources 6.2 7.6 19.6 22.2 3.9 5.0

Source: Malawi Poverty Assessment team calculations based on IHS3 panel and IHPS.



5.3.2. Structure of household income:
Shares of income by source

The analysis in the previous section indicates trends
in the propensity of households to engage in various
income-generating activities and the extent of the
incidence of other income sources over the period
in urban and rural areas. Although the analysis
reflects the persistence or not of the various liveli-
hood activities/sources, it does not reflect the rela-
tive importance of these sources in total household
income. This section looks closely at this dimension
in rural and urban areas.

Shares of household income sources from
2004 to 2010

In rural areas from 2004 to 2010, farming activi-
ties, both own-farm labor and wage labor on
other farms, and lower and/or falling shares of
non-farm sources dominated household incomes.
Table 5.3 shows the trends in the structure of house-
hold income.

In 2004, close to 80% of total household income
came from agricultural activities (56% from crop
production, 10% from livestock, and 11% from
farm wage income). By 2010 statistically significant
increases were observed for crop income shares to
62%, and the share of farm wage income rose to 16%.

DRIVERS OF POVERTY CHANGES IN MALAWI, 2004-2010 AND 2010-2013

Accordingly, the shares of non-farm income sources
were relatively small and shrank over time. For
example, in 2004, approximately 9% of the income
was generated from non-farm self-employment
activities, a share that fell to just 5% in 2010. The
share of non-farm wage income stayed relatively low
at approximately 7% over the period. As discussed
later in this chapter, these trends and the inability of
households to sufficiently diversify crop structure and
income sources contributed to limited welfare gains
and relatively stagnant poverty levels in rural areas.

Total household income in urban areas was
dominated by nonagricultural sources, predomi-
nantly wage employment and self-employment;
and shares remained relatively stable over the
period. Although over 35% of urban households
drew income from crop production, its share
of total income was approximately only 10% in
both years. There were few changes in the shares
of the major sources of income in urban areas.
Non-farm income remained relatively high. Non-
farm wage employment was approximately 45%
of total income, and non-farm self-employment
approximately 22%. As discussed later in this sec-
tion, non-farm employment was key to sustained
income growth and poverty reduction in urban
areas over the period.

TABLE 5.3: Share of Income from Sources, 2004-2010 (%)

Malawi Urban areas Rural areas
2004 2010x 2004 2010x 2004 2010x

Agricultural

Crop 50.5 54.1 9.9 10.5 56.4 62.2
Livestock 8.4 4.8 1.8 1.3 9.3 55
Agricultural wage 11.0 15.5 10.1 132 11.2 16.0
Nonagricultural

Nonagricultural wage 12.3 13.5 454 44.5 7.4 7.7
Self-employment 10.4 7.6 22.3 21.3 8.7 5.0
Transfers 6.7 32 7.0 39 6.7 3.1
Other sources 0.8 1.3 34 53 0.4 0.6

Source: Malawi Poverty Assessment team calculations based on IHS2 and IHS3.

Note: x = cross-section.
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Shares of household income sources from
2010 to 2013

In rural areas, household incomes continued
to be dominated by farming activities, but the
share of income from non-farm self-employment
increased (along with the proportion of household
engaged). Among panel households in rural areas,
the share of income from cropping was approxi-
mately 49%, virtually unchanged from 2010; farm
wage income approximately 18%; and livestock just
7%. Statistically significant increases were observed
for the share of non-farm self-employment from 10%
to 14% while the share of non-farm wage income
remained relatively unchanged at 7% (table 5.4).
Further analysis later in this chapter confirms that
the more balanced income structure with a relatively
more important role played by diversification to
self-employment by rural households was critical
to enable households to improve welfare levels and
move out of poverty.

In urban areas in 2013, household income struc-
ture continued to be dominated by nonagricultural
sources, but the share of non-farm wage employ-
ment, the most important source, had fallen sig-
nificantly since 2010. Non-farm wage employment
remained the most important source of income for
urban households in 2013. However, its share in
total income fell from over 40% in 2010 to just over

30% in 2013, just slightly higher than that of non-
farm self-employment, which remained the second
most important source. Reliance on ganyu income
and cropping remained low but increased slightly
as a share of total income. Despite the surge in the
proportion of households receiving transfers between
2010 and 2013, the share of transfer income remained
relatively low at 4%. The inability of urban house-
holds to sustain gains from non-farm income in 2013,
a source that had played a critical role in sustaining
lower poverty levels in 2010, resulted in lower levels
of welfare and higher levels of urban poverty in 2013.

The previous sections presented the trends in the
levels of household participation in income activi-
ties over the two periods, and changes in the relative
importance of these income shares over time. The
analysis points to patterns in income generation that
could help explain the trends observed in welfare
and poverty in urban and rural areas. To further this
understanding, this section first explores the trends
in both aspects (levels of participation in income
activities and income shares of total income) by
levels of consumption expenditure per capita. The

TABLE 5.4: Share of Income from Sources, 2010-2013 (%)

Malawi Urban areas Rural areas
2010 2013 2010 2013 2010 2013

Agricultural

Crop 43.6 43.1 6.9 10.8 49.8 487
Livestock 8.5 6.5 2.1 2.0 9.6 7.3
Agricultural wage 17.8 17.5 14.7 16.0 18.3 17.8
Nonagricultural

Nonagricultural wage 135 1.1 41.9 31.9 8.7 74
Self-Employment 12.0 16.3 24.2 29.4 10.0 14.0
Transfers 2.7 39 3.1 4.1 2.7 3.9
Other sources 1.8 1.5 7.0 5.7 1.0 08

Source: Malawi Poverty Assessment team calculations based on IHS3 panel and IHPS.



section then relies on Shapley decomposition tech-
niques (Azevedo and others 2013), which enable the
decomposition of the observed total changes in pov-
erty headcounts by individual income components.
Essentially, changes in different income sources will
affect trends in poverty, either negatively or positively.

5.4.1. What is the relationship between
income generation and household
welfare?

The Shapley decompositions essentially link poverty,

a consumption-based measure, with income. Before

making the decompositions, the team looked at the

relationship between the levels and trends in vari-
ous sources of household income per capita, and the
levels and shares of its components by wealth levels

(measured as consumption per capita) in both urban

and rural areas; and how the relationship changed

within each period.

Household income and wealth quintiles in
2004-2010

For rural areas, figures 5.2a and 5.2b show the relation-
ship between income per capita and consumption-
based wealth levels for (a) each individual income
source and (b) their shares relative to total income.

DRIVERS OF POVERTY CHANGES IN MALAWI, 2004-2010 AND 2010-2013

Several results stand out. First, as expected, there was
a positive relationship between household income
per capita and household wealth. The poorest house-
holds—those with the lowest levels of consumption
per capita—had lower levels of household income per
capita. Also in line with expectations, income levels in
urban areas were higher on average than in rural areas.
Second, per capita crop income and its shares
increased for all wealth groups over the period, but
increases were more pronounced among wealthier
households. An inverted U-shaped relationship is
found for the shares of crop income in rural areas.
Third, the levels of agricultural wage per capita
across wealth quintiles in each year were greater
for richer households. However, shares of income
from agricultural wage clearly were greater among
relatively worse off households, as were increases in
both levels and shares over the period in rural areas.
Fourth, nonagricultural wage per capita and
non-farm self-employment per capita clearly were
greater among the richest households in each year,
as were the shares for these non-farm sources of
income. However, significant differences in trends are
found. While non-farm wage per capita and its shares
increased for better-off households, the relatively
poor experienced stagnation in per capita income

FIGURE 5.2A: Per Capita Income, by Component and by Consumption Expenditure Quintiles,

Rural Areas, 2004-2010 (%)
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Source: Malawi Poverty Assessment team calculations based on IHS2 and IHS3.
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FIGURE 5.2B: Share of Income, by Component and by Consumption Expenditure Quintiles,

Rural Areas, 2004-10 (%)
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Source: Malawi Poverty Assessment team calculations based on IHS2 and IHS3.

and falling shares in total income from this source.
Even more accentuated drops are observed for all
wealth groups in the level of per capita income and
shares from non-farm self-employment. These results
highlight how important these sources (particularly
self-employment income) were in explaining the
relative stagnation in rural welfare over the period.

For urban areas, figures 5.3a and 5.3b show the
relationship between income per capita and con-
sumption-based wealth levels for (a) each individual
income source and (b) their shares relative to total
income. First, the levels and shares of crop income
in urban areas were relatively modest and fell with
consumption-based wealth each year. Differences
across income quintiles in per capita crop income were
more pronounced in 2004, and increases in 2010 were
substantially higher among the richest households.

Second, wage income per capita clearly was the
main source of income, and the levels and shares from
this source across wealth quintiles in each year clearly
were greater among relatively better-off households.

Third, non-farm self-employment per capita
clearly was greater among the richest households,
as was the increase over the period. However, the
growth in income from self-employment sources and
their relative shares increased for some less well-off
groups (the second-bottom quintile).

Household income and wealth quintiles in
2010-13

For this period, the team used the yearly independent
distributions from the panel to rank households for
the analysis. It is important to reiterate that total
incomes analyzed for this period generally were
lower than in the previous period. The panel data
available for 2010 and 2013 covered only the non-
lean months whereas the cross-sectional data avail-
able for 2004 and 2010 covered a full year.

Figures 5.4a and 5.4b explore the relationship
in rural areas in 2010 and 2013 between income
per capita and consumption-based wealth levels
for (a) each individual income source and (b) their
shares relative to total income. The following features
can be highlighted. First, the levels of crop income
increased with wealth each year, highlighting the
continued importance of crop incomes in these areas.
An inverse relationship was found for the shares of
crop income, that is, poor households had a higher
share of crop income in each year. Over 2010-13, per
capita crop income increased for all groups except
the bottom 20%, but the share of crop income in
total income remained very similar for all groups.

Second, while the levels of agricultural wage
per capita across wealth quintiles in each year were
greater for the top 20% of households, shares of



FIGURE 5.3A: Per Capita Income, by Component and by Consumption Expenditure Quintiles,

Urban Areas, 2004-2010 (%)
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Note: The quintiles are based on household consumption expenditure per capita.

FIGURE 5.3B: Share of Total Income, by Income Component and by Consumption
Expenditure Quintiles, Urban Areas, 2004-2010 (%)
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Note: The quintiles are based on household consumption expenditure per capita.

income from that source clearly were greater among
relatively poorer households.

Third, nonagricultural wage per capita and non-
farm self-employment per capita clearly were greater
among the richest households in each year, as were
the shares for these non-farm sources of income.
However, significant differences in trends are found.
Although non-farm wage per capita and its shares
increased for the wealthiest households (20%), the

bottom 40% experienced falling shares (or at best
stagnation) in per capita income.

Finally, and in clear contrast to what was observed
in the previous period, increases were observed for
all wealth groups in the level of per capita income
and shares from non-farm self-employment. These
results anticipate how relevant this source of income
may become to explain the improvements in rural
welfare over 2010-13.
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FIGURE 5.4A: Per Capita Income, by Component and Consumption Expenditure Quintiles

Rural Areas, 2010-2013 (%)
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Source: Malawi Poverty Assessment team calculations based on IHS3 panel and IHPS.
Note: The quintiles are based on household consumption expenditure per capita.

FIGURE 5.4B: Share of Total Income, by Income Component and Consumption Expenditure

Quintiles, Rural Areas, 2010-13
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Source: Malawi Poverty Assessment team calculations based on IHS3 panel and IHPS.
Note: The quintiles are based on household consumption expenditure per capita.

In urban areas, several results were quite dis-
tinct from those observed in the previous period
(figures 5.5a and 5.5b). First, although the levels of
per capita income from crops increased with wealth,
the shares fell each year, suggesting that whereas
richer urban households generated greater unit
crop output, the poorest still were more dependent
on cropping. Growth in per capita crop income in

urban areas was observed for all quintiles, except the
top. The top also was the only quintile that did not
experience an increase in the share of crop in total
income over the period.

Second, as in the previous period, while there
was no discernible pattern in the levels of agricultural
wage per capita across wealth quintiles in each year,
shares of income from that source clearly were greater
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FIGURE 5.5A: Per Capita Income, by Component and Consumption Expenditure Quintiles,

Urban Areas, 2010-2013 (%)
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Note: The quintiles are based on household consumption expenditure per capita.

FIGURE 5.5B: Shares of Total Income, by Income Component, and by Consumption
Expenditure Quintiles, Urban Areas, 2010-2013 (%)
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Source: Malawi Poverty Assessment team calculations based on IHS3 panel and IHPS.
Note: The quintiles are based on household consumption expenditure per capita.

among relatively worse-off households. However,
increases in both levels and shares over the period
in urban areas were observed for only the second,
fourth, and fifth quintiles.

Third, nonagricultural wage per capita and
non-farm self-employment per capita clearly were
greater among the richest households in each year.
Over the period, both levels and shares of non-
farm wage income dropped for all wealth groups in

urban areas in what appears to be the major reason
for increased poverty in those areas. Non-farm self-
employment income also fell, particularly among
wealthier households, although the shares remained
relatively stable.

The results in this section give a clear indication
of the relationship between consumption-based
wealth levels (used for poverty measurement); com-
pared to the levels and trends of total household
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income per capita and the levels and shares of its
components.

In retrospect, for the initial period 2004-10, in
rural areas, per capita crop income and its shares
increased for all wealth groups. In contrast, while
non-farm wage per capita and its shares increased
for better-off households, the relatively poor expe-
rienced stagnation in per capita income and falling
shares in total income from this non-farm wage. Even
more accentuated drops were observed for all wealth
groups in rural areas in the level of per capita income
and shares from non-farm self-employment. The
modest growth in crop incomes could not offset the
drop in non-farm income sources for the poorest. In
urban areas, income per capita from nonagricultural
sources clearly was greater among the richest house-
holds, as was the increase over the period. However,
the growth in income from self-employment sources
and its relative share increased notably for some less
well-off groups.

For 2010-13, rural areas experienced growth in
per capita incomes across all wealth levels, although
more significantly for the households at the top
quintiles. At the same time, there was a drop in per
capita incomes in urban areas. In rural areas, the
levels of crop income increased with wealth each
year. Per capita crop income increased for all rural
groups except the bottom 20%. Nonagricultural
wage per capita and non-farm self-employment per
capita experienced some growth among the poor,
although clearly were greater among the richest
rural households in each year, as were the shares
for these non-farm sources of income. In contrast,
in urban areas, both levels and shares of non-farm
wage income dropped for all wealth groups. Non-
farm self-employment income also fell, particularly
among wealthier households, although the shares
remained relatively stable.

These results set the stage for the Shapley decom-
positions in the next section, which examines the
contributions of individual sources of income to
changes in poverty in rural and urban areas over
each period.

5.4.2. Contributions of income
components to poverty changes in
2004-2010

Over 2004-10, Malawi experienced relative stagna-

tion in the levels of poverty, with the national rate

falling approximately only 1.7 percentage points in
six years. Although rural poverty observed a marginal
increase of 0.6 percentage points, the poverty rate in
urban areas, in which levels were relatively lower, was
reduced by approximately eight percentage points.

How are these changes in poverty related to the

changes observed in the sources of income, that is,

how are those percentage point changes attributable/
distributed across income sources? Figure 5.6 shows
the contribution from different income sources into

the poverty changes observed between 2004-2010

in urban and rural areas. The downward bars show

contributions to poverty reduction.

In rural areas, the increase in poverty over the
period can be associated mainly with the observed
drop in non-farm self-employment and livestock
income along with transfers. Such drops were less
than compensated for by the increased incomes
from other farming sources. As highlighted in previ-
ous sections, rural incomes were dominated by farm
sources, but non-farm sources such as non-farm self-
employment, also prominent in 2004, fell significantly
in 2010. The decomposition analysis shows that the fall
in non-farm self-employment, a source typically highly
correlated with welfare, was responsible for approxi-
mately 1.4 percentage points of the net increase in pov-
erty. Drops in livestock and transfers were responsible
for 1.7 percentage points and 1.6 percentage points of
the net effect on poverty. Although changes in crop
income and farm wage contributed to reduce poverty,
they were not sufficiently strong to outweigh the losses
in welfare resulting from drops in non-farm income.
These results underscore the continued importance
of income diversification and the need for policies to
sustain gains in those sources to reduce rural poverty
in Malawi. The association between various income
sources and poverty is corroborated by OLS regression
analysis (see Appendix A5.4).
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FIGURE 5.6: Contribution of Income Sources to Changes in Poverty Incidence, 2004-2010 (%)
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Non-farm wage income was the driving force
behind the reduction of poverty in urban areas.
Urban incomes were dominated by nonagricultural
sources, predominantly self-employment and non-
farm wage employment, and the later actually had
led poverty reduction in urban areas. Of the net urban
poverty reduction of 8.1 points, increasing non-farm
labor wage income had an associated contribution
of approximately 50%. In addition, urban incomes
remained relatively well diversified. The diversifica-
tion enabled important positive contributions by
other sources, such as non-farm self-employment
(1.6 percentage points), and farm sources (crop and
farm wages) that jointly contributed 3.5 percentage
points to urban net poverty reduction. Drops in
transfers also had an association with the negative
contribution to poverty reduction in those areas.

5.4.3. Contributions of income
components to poverty changes in
2010-2013

Over the non-lean months of 2010-13, Malawi con-

tinued to experience relative stagnation in the levels of

national poverty, with the rate falling approximately

1.5 percentage points. Contrary to the previous period,

whereas the poverty rate in urban areas continued to

be significantly lower than in rural areas, the levels

increased approximately 8.3 percentage points, wip-
ing out the gains observed in the previous period. In
rural areas, however, poverty may have declined by
3.1 percentage points (without statistical significance
though). How are these changes in poverty related to
the changes observed in the sources of income in urban
and rural areas? Results for Malawi’s urban and rural
areas are presented in figure 5.7.

Contrary to the previous period, rising income
from non-farm self-employment was the main force
associated with the poverty reduction observed in
rural Malawi during 2010-13. Although farm sources
continued to dominate rural incomes over this period,
self-employment activities re-emerged in rural house-
hold portfolios, as witnessed in previous sections.
The decomposition analysis shows that the increase
in non-farm self-employment was responsible for
approximately 2.4 percentage points of the net drop in
rural poverty of 3.1 percentage points. Farming sources
(crop and farm wage income) also helped reduce
rural poverty, although more modestly. 3¢ They jointly

3¢ The important association between crop income and non-farm
self-employment in rural areas between 2010-13 is corroborated
by the OLS fixed-effects regression analysis. The results show that
the largest impacts on welfare came from the levels of maize yields
that brought up crop incomes, and the income from non-farm
self-employment (see Appendix A5.5).
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FIGURE 5.7: Contribution of Income Sources to Changes in Poverty Incidence, 2010-2013 (%)
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accounted for a similar percentage drop. Transfers in
rural areas also played a role in reducing rural poverty.
The total observed drop in poverty would have been
5.3 percentage points had there been no reduction
in other income sources like livestock and non-farm
wages. These results underscore the continued impor-
tance of agriculture along with income diversification,
particularly self-employment, because it remains an
important part of rural livelihoods.

Poverty increases in urban areas are due chiefly
to a significant reduction in non-farm wage labor
income, a source that had been the driving force for
improvements in the previous period. The modest
growth in the first and third quintiles of non-farm
self-employment income described in the previous
section less than compensated for those losses. Urban
incomes continued to be dominated by nonagricul-
tural sources, predominantly self-employment and
non-farm wage employment, although the share of
participation and income shares of the latter dropped
significantly, which made it the major driver of pov-
erty increases in urban areas. Of the net urban poverty
increase of 8.3 points, non-farm labor wage income
contributed with approximately 6.7 percentage points,
which makes it the single most important factor.

Non-farm self-employment played a positive
role with some increased participation among urban

households. However, the returns less than com-
pensated for the losses in welfare caused by reduced
increases in wage income and transfers. The contrac-
tion experienced in urban areas in this period undid
the reduction in poverty observed between 2004 and
2010 (although bear in mind that the panel data was
collected over the 6 months that fell in the normal
season). The contraction underscores the necessity
of addressing the risks associated with non-farm
sources of income, and strengthening the business
environment and the ability of households to cope
with policy-induced shocks, particularly those associ-
ated with the macroeconomic environment, exchange
rates, and inflation.

The analysis in this section sheds light on the
contributions of the different income sources on
changes in poverty. Looking at the two periods,
crop income clearly made a modest, but steady,
contribution to rural poverty reduction. Income
from self-employment mirrored the trends in rural
poverty observed during the two periods, as did
the income from non-farm wage employment in
urban areas. With this analysis in mind, the chap-
ter now moves to the question of the role of key
assets and their returns in driving the changes to
the main sources of income that have led to pov-
erty changes.



The decomposition method applied in the previ-
ous section distinguishes the contributors to poverty
changes by income sources. Having identified the main
income sources associated with poverty changes over
the last decade begs the question, what determines
these income components and how did these deter-
minants change over time? The conceptual framework
presented in this chapter posits that changes in the
key endowments related to each income source (such
as higher educational levels or increases in physical
productive assets), along with changes in returns on
these endowments, explain the income growth or lack
thereof. This section explores how trends in access and
returns on assets may have contributed to increases
or reductions in poverty via their effects on the key
income sources identified in the previous section.

Chapters 6 (Agriculture), 7 (Non-farm Activities),
and 8 (Social Protection) explore in detail the rela-
tionships between the main income-earning sources
associated with the observed changes in poverty
(featured in the Shapley Decompositions) and the
key asset endowments driving the changes of such
income sources, including demographics, access
to services, levels of education, use of agricultural
technology, and asset ownership. This chapter
summarizes the evolution of these key assets and
their returns over the two periods analyzed. A more
detailed discussion can be found in these chapters,
particularly for 2010-13, given the possibility to
explore the panel data available. For the 2004-2010
period, the assessment of those questions is more
limited, and this chapter relies partly on past work
conducted (Benfica 2014).

Main drivers of income sources affecting
poverty changes in 2004-10

Using cross-sectional data from IHS2 and THS3, this
section explores through a multivariate regression
framework which assets (land, inputs, education,
credit, use of public services) and other factors may

DRIVERS OF POVERTY CHANGES IN MALAWI, 2004-2010 AND 2010-2013

have been associated with the key sources of income
in each area. For rural areas, the focus is on crop
income and non-farm self-employment income,
identified as key in driving changes in rural poverty
through the Shapley decomposition analysis. For
urban areas, the team concentrates on non-farm wage
income, which was, by far, the greatest contributor
to reducing poverty in these areas over the period.
The analysis then looks at whether the levels of
the identified assets increased or decreased over the
period. It discusses the changes in the returns on
these assets, that is, the magnitude and significance
of their effects on the levels of the relevant income
components in the individual year cross-sections.

Rural areas

In rural areas, crop income and non-farm self-
employment were the major sources of income driv-
ing welfare changes over this period. Which assets and
other factors mattered most for the levels of per capita
rural crop income and non-farm self-employment.
The analysis uses 2-Stage sample selection models to
control for selection bias. Results are summarized in
figure 5.8 and appendices A5.1.a and A5.2.

What was associated with the participation in and
returns from crop income?

Crop income growth in rural areas over the period
was associated with the use of improved agricul-
tural technologies, including inorganic fertilizer.
The regression analysis indicates that the use of inor-
ganic fertilizer had a statistically significant effect on
per capita crop income levels. In the pooled sample,
users of inorganic fertilizer averaged per capita crop
income levels 11.1% higher than those of non-users.
As highlighted later in this section the returns were
sustained over the period of analysis.

Land area and the use of agricultural public
extension services also were associated with higher
levels of crop income per capita, as is growing
tobacco. Households in the top land tercile had
levels of crop income per capita that were approxi-
mately 25.9% higher than those in the bottom

o5
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FIGURE 5.8: Effects of Assets and Other Factors on Crop Income Per Capita in Rural Areas,
2-Stage Selection Model for Pooled Sample, 2004 and 2010 (%)
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Source: Malawi Poverty Assessment team calculations based on IHS2 and IHS3.

Note: The dependent variable is the log of crop income per capita and log of self-employment income per capita, respectively. Results in figure 5.8
refer to the pooled sample over the two surveys, controlling for a wealth of factors. Both models are Heckman 2-Stage to control for selection bias.
Results here refer to the returns (second stage). Only the statistically significant effects at 10% or lower are shown. See Appendix A5.1 for the full model
specifications and results for both the pooled and cross-section samples for each year.

tercile. Overall, the per capita crop incomes of rural
households participating in public extension services
averaged 7% higher than those of households that
did not. Benfica (2014) finds that (a) gender gaps
in extension use fell over the period; (b) poorer
households were less likely to participate in exten-
sion, and those differences persisted; and (c) there
was a positive relationship between landholdings
and extension up to two to three hectares. Beyond
this level, participation in public extension started to
fall, indicating that households with larger landhold-
ings were using other forms of extension, especially
private, generally related to larger scale commercial
agriculture. Smallholders who grow tobacco have
per capita crop incomes that are 33.3% higher than
those of their non-growing counterparts. Returns of
education on crop income per capita are positive,
but relatively small.

What was associated with the participation in and
profits from rural non-farm self-employment income?
Figure 5.9 shows the effects of assets and other fac-
tors on non-farm self-employment participation and
returns in rural areas. Access to credit/loans increases

FIGURE 5.9: Effects of Assets and Other
Factors on Self-Employment
Participation and Returns in

Rural Areas, Pooled Sample,
2004 and 2010 (%)
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Source: Malawi Poverty Assessment team calculations based on IHS2
and IHS3.

Note: The dependent variable is the log of self-employment income
per capita. Results in figure 5.9 refer to the pooled regressions, using

a 2-Stage Model to control for selection bias: First stage results for
determinants of participation and second stage for returns. Only the
statistically significant effects at 10% or lower are shown. See Appendix
A5.2 for the full model specifications and results.



the chances of venturing into self-employment
by 32%, and was by far the main factor associ-
ated with starting a family business or becoming
self-employed. Male-headed households and those
with higher land extensions also were more likely to
participate in this activity. Male-headed households
received more credit than female-headed households
partly because the males were, on average, better off
and thus deemed to have better prospects of paying
back loans (World Bank 2016a). The higher access
to credit enjoyed by males may explain their greater
opportunities for participation in non-farm activities.

The levels of non-farm self-employment
income per capita were positively associated with
the gender of the household head and with having
more wealth (proxied by belonging to the highest
land tercile). First, male-headed households were
12.4% more likely to participate in non-farm self-
employment, and had an enormous advantage over
their female counterparts, enjoying, on average, a
self-employment income per capita that was 15.3%
higher than their female counterparts.

Although less likely to engage in non-farm
self-employment activities, when they did, tobacco
producers and maize sellers had higher levels of
self-employment income per capita. The incomes of
tobacco producers who also participated in non-farm
self-employment were 41% higher than the incomes
of those who engaged in non-farm self-employment
but not tobacco production. Likewise, households
who engaged in self-employment activities and also
sold maize experienced returns that were 17.8%
higher than the incomes of those who did not sell
maize. Selling maize and producing tobacco bring
higher returns on self-employment peharps because
those who perform these activities both have more
cash to invest in their own businesses.

Trends of levels and returns on individual assets to
crop income and non-farm employment income per
capita in rural areas

The previous sections used primarily the analysis
of the effects of selected assets and other factors

DRIVERS OF POVERTY CHANGES IN MALAWI, 2004-2010 AND 2010-2013

through a pooled regression analysis. In this section,
the team looked at the trends of these key assets and
factors identified, and how their effects on the key
sources of income changed in rural areas. It was the
combination of these frequency trends and returns
that ultimately determined the contribution of these
assets and factors to welfare changes via income.

The use of agricultural inputs by rural house-
holds in Malawi increased significantly over 2004
and 2010, in part due to the expansion of the
Farmer Input Subsidy Program (FISP), and the
returns of this technology on the levels of small-
holder crop income remained relatively strong.
The use of inorganic fertilizer grew from 66% to
76%. Benfica (2014) found that the increases were
relatively stronger among wealthier smallholders.
Over the same period, users of inorganic fertilizer
in 2004 had crop income per capita that was 11%
higher than non-users, a difference that fell slightly
but remained relatively strong and significant in 2010.
The use of improved seeds among rural households
also increased from 48% of rural households in 2004
to 52% in 2010, but their returns were only signifi-
cant in 2004.

The use of agricultural extension services also
went up (although from a very low base) as did
their returns, especially for those with larger land
areas. The use of agricultural extension services by
rural households increased from 13% in 2004 to over
22% in 2010. Overall, rural households participat-
ing in public extension services had per capita crop
incomes that were on average higher than those who
did not. By 2004, the effect of extension was 3.4%
and more than doubled in 2010, with participating
households enjoying a 10.5% advantage over non-
participants. Crop income regression results indi-
cated that households who cropped larger land areas
averaged higher levels of crop income per capita. For
instance, top land tercile households had levels that
were approximately 19.9% in 2004, and differences
that increased to approximately 37.6% in 2010.

The fact that more people had access to fertil-
izer, seeds, and extension services led to higher
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FIGURE 5.10: Use of and Access to Selected Assets in Rural Malawi, by Quintiles (%)
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Note: The quintiles are based on household consumption expenditure per capita.

maize production and thus crop income.>” However,
the poor had less access. The share of households in
the bottom quintile using improved seeds went from
46.1% in 2004 to only 47.3% in 2010; the share of
households with access to inorganic fertilizer, is lower
among the poorest and rose from 58.3% to 60.8%.
Neither increase was statistically significant (figure
5.10). Clearly, the benefits of increased access to both
agricultural inputs did not accrue to the poorest. This
failure to ensure and enable the poor’s access to these
inputs could partially explain the modest growth in
crop income for the poorest during this period.
Figure 5.11 shows that access to credit was also
key to venturing into non-farm self-employment.
Over the period, access to credit/loans in rural areas
remained stagnant, but the returns of credit to self-
employment income dropped. Access to credit in
rural areas remained practically stagnant at approxi-
mately 12% each year, with the poorest experienc-
ing negligible to negative growth in access in those
areas (Benfica 2014). This trend probably reflects the
drop in participation and share of self-employment
income in rural areas and thus its negative contri-
bution to poverty. There was a positive association
between credit and participating in self-employment.
However, after controlling for selection, the effects of
credit on rural self-employment income were negative

and statistically significant in each year. Some of the
poor segments of the populations increased their
participation in growing tobacco. This shift may have
led to less participation in self-employment.

Education levels improved in rural areas, but the
effects on both crop income and self-employment
per capita remained relatively limited. The improve-
ment in average years of schooling of household heads
in rural areas rose from 4.3 to five years. The propor-
tion of those who completed secondary education
increased from 3.1% to 5.1%. However, their effects on
crop income per capita were very small and increased
only marginally from 2004 to 2010. Likewise, the
effects of the educational achievements on rural self-
employment income remained relatively limited. In
contrast, the effects of education on wage income did
play a crucial role, as the next section shows.

Urban areas

Which assets and other factors matter the most to
participating in wage employment and obtaining
income from this source?

37 Although national production estimates suggested important
increases in maize production and productivity from 2004 to 2010,
at least three farm-level studies found lower increases in maize
production and yields over the same period (Chibwana and other
2010; Holden and Lunduka, 2010b; Ricker-Gilbert and Jayne 2011).
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FIGURE 5.11: Effects of Assets and Other Factors on Wage Employment Participation and
Returns in Urban Areas, Pooled Sample, 2004 and 2010 (%)
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Source: Malawi Poverty Assessment team calculations based on IHS2 and IHS3.

Note: The dependent variable is the log of self-employment income per capita. Results in figure 5.11 refer to the pooled regressions, using 2-Stage
Models to control for selection bias. First-stage results for determinants of participation, and second stage for returns. Only the statistically significant
effects at 10% or lower are shown. See Appendix A5.3 for the full model specifications and results. The effects of educational achievement are relative to

"no schooling” (the omitted category).

Over this period, wage income was the major income
source driving poverty changes in urban areas.*® The
analysis uses 2-Stage sample selection models to
control for selection bias. Results are summarized
in figure 5.11 and Appendix A5.3.

The levels of non-farm wage employment
income per capita in urban areas were associated
positively with schooling levels. Participation in,
but not returns on, non-farm wages were associ-
ated with the sex of the household head. The two-
stage regression results over the pooled sample for
2004 and 2010 indicated that, on average, compared
to those with no schooling, those completing pri-
mary school (PSLC) are 7.8% more likely to access
non-farm wage employment. That effect increased
to 58.1% for a Junior Certificate of Education,
97% for a Secondary School Certificate (MSCE),
and even further chances to access non-farm wage
employment for those having a university or post-
university degree.

For those who engaged in wage employment in
urban areas, significant effects of education on wage
income per capita levels were observed. Participating

households of heads who had completed primary
school (PSLC) earned approximately 14.3% higher
wage incomes per capita. The effect of educational
achievement increased to 41.7% of higher wages
for a Junior Certificate of Education, 91.9% of
higher wages for a Secondary School Certificate
(MSCE), and more than doubled to over 150%
of higher wages for a university or post-university
degree (figure 5.10 and table 5A.1¢). In addition,
male-headed households were 32.5% more likely
to access wage income jobs than were their female
counterparts, but differences in returns were not
statistically different.

Trends in levels and returns on individual assets
that affected urban non-farm wage employment and
self-employment

In this section, the team looked at the trends in the
assets and factors that mattered most to urban incomes

3 The positive effect of wage income is evidenced in the de-
composition analysis and confirmed by regressions presented
in table 5A.2.
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FIGURE 5.12: Education Completion by Heads of Household by Income Per Capita Quintiles

in Urban Areas, 2004 and 2010
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and how their effects on these incomes changed in
urban areas. There were some improvements in
education levels in urban areas; these effects were
significant for non-farm wage income per capita.
From 2004 to 2010, there was an average improvement
in average years of schooling of household heads in
urban areas from 7.7 to 9.1 years, and an increase in
the proportion of those who completed secondary
education from 24% to 30%. Figure 5.12 shows that
the educational achievement of household heads
in urban areas changed over the period. Significant
improvements over time by poor urban households
were evident, with the proportions of those achieving
junior certificates and secondary school levels increas-
ing and those with no schooling or just primary school
certificate falling. As described earlier, the returns of
education on non-farm wage income were sizable.
Returns also increased in urban areas. For instance, the
average wage income per capita differential between
no schooling and Junior Certificate (JCE) completion,
after controlling for selection bias, increased from
12.9% in 2004 to over 49% in 2010. The pay-off of a
university or post-university degree more than doubled
in terms of the wage income per capita relative to no
schooling (figure 5.12; appendix A5.3).

Main drivers of income sources affecting
poverty changes in 2010-13

This section relies on panel data for 2010 (IHS3
panel) and 2013 (IHPS). Given the availability
of dynamic poverty categories (chronically
poor, transient poor, and non-poor), the section
determines the respective gaps in maize yields
and self-employment income between those who
stayed poor and those who managed to move out
of poverty. Through the Shapley decomposition
analysis, both of these income sources were
identified as key in reducing rural poverty. For
urban areas, the team concentrated on the gap
in non-farm wage income between the non-poor
and those who fell into poverty. Wage income was
by far the greatest income source associated with
poverty increases in urban areas during this period.
Through an Oaxaca decomposition analysis, the
section then explores to what extent assets (land,
fertilizer, seeds, education, credit) and their returns
explain these gaps in crop income, profits, and
wages. The analysis then looks at whether the levels
of the identified assets whose levels or returns
explain the gaps have increased or decreased over
the period.



Rural areas
As mentioned, rising income from non-farm
self-employment was the driving force behind
the poverty reduction observed in rural Malawi
during 2010-13. Income from self-employment
accounted for 40% of that potential reduction
(2.2 of 5.3 percentage points). This increase was
followed by increased crop income. This section
explores which endowments and returns may
have contributed to the increase in both sources
of income.

Chapter 7 will show the higher rates of par-
ticipation and returns resulting from self-employ-
ment activities for rural households who exited

FIGURE 5.13: More Poverty “Climbers”
in Rural Areas Entered Self-
Employment and Doubled
Their Returns, 2010-2013 (%)
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poverty. The proportion of households that exited
poverty (“climbers”) and participated in non-farm
self-employment activities more than doubled
between 2010 and 2013 from 14% to 29%. The aver-
age returns per month obtained from participating
in self-employment activities also doubled from
MK2800 in 2010 to MK5500 in 2013. As a result,
incomes from self-employment in rural areas for
the group of “climbers” doubled its contribution to
total household income from 7% in 2010 to 15% in
2013, and became almost as important as agricultural
wage income 25.14).

Which factors may have driven the increased engage-
ment of some of the poor in non-farm self-employ-
ment activities and the higher business profits
observed in these activities?

Figure 5.14 shows that lower wealth, access to credit,
and remoteness are key constraints to venturing into
non-farm self-employment. Income for investment
capital increases the opportunities to start a family
business, to connect people better to markets that
demand the services offered by these activities.

In contrast to 2004-2010, increased access to
credit may be associated with the increased par-
ticipation self-employment from 2010 to 2013.
Access to credit in Malawi improved for the poor
and non-poor alike between 2010 and 2013, espe-
cially in rural areas. For the rural poor, access to
credit almost doubled (from 12% in 2010 to 20%
in 2013), whereas in urban areas, it increased from
30% in 2010 to 38% in 2013. However, most of this
credit did not come from the formal sector.

Households turn to non-farm self-employment
activities in response to covariate shocks. When
climatic disasters affect crops and the conventional
sources of livelihood for farmers, one alternative
could be to pursue activities that generate income
outside agriculture. During this period, however,
there were no major rainfall shocks that could have
led people into non-farm activities out of necessity.
At the same time, the presence of natural disasters
that simultaneously affect many households in a
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FIGURE 5.14: Lower Wealth, Access to
Credit, and Remoteness Were
Key Constraints to Non-Farm
Self-Employment, 2010-2013
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local area can reduce the demand for the goods and
services offered by these activities, making it difficult
to generate higher profits.

Further analysis of the drivers of profits from
self-employment confirmed that none of the fac-
tors above explained higher profits from self-
employment. Taking advantage of the panel data and
closely following Blinder (1973), the team calculated
the mean profit gap in 2013 between “climbers” (the
households, originally poor in 2010, who escaped
poverty in 2013) and “stayers” (households who were
poor in 2010 and remained poor in 2013). The idea
is to test whether the observed variation in profits
can be attributed to differences in endowments (for
example credit and loans, or the age of the household
enterprise), or to differences in the returns on these
endowments.

The detailed results of the decomposition (chap-
ter 7) revealed that differences in endowments and
the returns on these endowments accounted for
7.48% and 92.42% of the differences in profits from
self-employment between climbers and stayers,

respectively. In other words, the return to endow-
ments almost entirely explained the variation in
profit between households who remained poor and
those who escaped poverty.

The same decomposition exercise reveals that
the differences in returns on married status and the
age of household enterprises contributed positively
and significantly to the differences in the stayer-
climber profit-differential. Being married probably
provided some form of stability to households that
enable them to focus on their businesses, thereby
ensuring higher profits. The age of the enterprise
was an indication of experience that, all things being
equal, ensured higher profits. In sum, the returns on
self-employment micro activities or small enterprises
are influenced mostly by supply factors such as house-
hold skills developed possibly as the enterprise aged,
and the overall demand conditions in the non-farm
labor market.

The other factor that led to reductions in rural
poverty between 2010 and 2013 was increased
crop income (through higher maize productiv-
ity). Chapter 6 shows that agricultural productivity
significantly affected all poverty measures. All things
being equal, a percentage increase in maize yield
increased per capita consumption expenditure by
0.132%, and reduced the poverty gap as the sever-
ity of poverty by 0.034 and 0.017 percentage points,
respectively. The maize yields of poor households
who became non-poor by 2013 increased by an
average of 25%, whereas the yields of those who
remained poor decreased by 10%.

What factors between 2010 and 2013 could be
associated with the increased productivity that
led to reductions in rural poverty? As the concep-
tual section in this chapter suggests, both the assets
that people possessed (human capital and physical
assets) and the contextual variables (location, access
to services), which could make those endowments
more productive, could help to explain the differ-
ences in the income-generation processes. Given
that self-production was by far the main compo-
nent of crop income in rural areas, chapter 6 (on



agriculture) attempts to understand such differences
in productivity by carrying out basic Oaxaca-Blinder
decompositions. Specifically, closely following
Blinder (1973), the team calculated the mean yield
gap in 2013 between “climbers” (the households
originally poor in 2010 who escaped poverty in
2013) and “stayers” (the households who were poor
in 2010 and remained poor in 2013). The idea was to
test whether the observed differential in productivity
could be attributed to differences in endowments
(such as farming inputs) or differences in the returns
on these endowments.

Differences in the level of production inputs
and other observable attributes mattered. Forty-six
percent of the maize yield differential between the
chronically poor (stayers) and those who escaped pov-
erty (climbers) between 2010 and 2013 is explained by
differences in the rate of inorganic fertilizer applied
as well as the rate of ownership of agricultural tools
and other observable attributes of the households.
Looking at the proportion of households receiving
FISP-subsidized inputs in 2013, a measure highly
correlated with inorganic fertilizer use, the team
found that approximately 65% of climbers received
the inputs compared to 61% of the chronically poor
(figure 5.15).
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The role that the returns of some assets play
in explaining maize yield differentials is equally
remarkable. The same Oaxaca decomposition
reveals that over half (53%) of the maize yield dif-
ferential between the chronically poor and those
who escaped poverty between 2010 and 2013 is
explained by changes in the returns on organic fer-
tilizer application, family labor utilization, access
to extension services, and the application of the
right type of basal fertilizer. Access to and use of
adequate information could therefore bring higher
yields. As an example, households who stayed in
poverty in both periods had lower levels of education
and lived in more remote villages than those who
escaped poverty (figure 5.15). Low education and
remoteness likely make information more difficult
for these households to obtain, and thus diminish
their ability to generate income. In contrast, with-
out a supportive context, chronic poverty could
prevail because, irrespective of their endowments,
the householders would be unable to utilize their
endowments fully or effectively.

In short, endowments matter. However, the
returns on the endowments matter equally to explain
the variation in maize productivity (and therefore
crop income) differentials between the chronically

FIGURE 5.15: Differential Access to Resources for “Climbers” and “Stayers” in Malawi, 2013
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poor and those that escaped poverty. The returns on
these endowments depend on the context in which
the endowments have to be used.

Urban areas

The drop in the rates of participation and returns
from non-farm wage activities for urban house-
holds who fell into poverty go a long way in
explaining the spike in urban poverty. Sixty per-
cent of the urban households who became poor
in 2013 had been participating in non-farm wage
employment in 2010 (figure 5.16). By 2013 the par-
ticipation in non-farm wage employment for this
group dropped to 32% (almost a 50% decrease),
probably in response to the reduction in wages
from non-farm wage employment. Returns from
non-farm wage employment for the households
in this group who remained employed decreased
from 7,000 kwachas in 2010 to 5,700 kwachas in
2013. This drop was consistent with the fact that
the share from non-farm wage employment in the
total income of this group dropped from 42% in
2010 to 21% in 2013.

What factors may have driven the reduced engage-
ment of some of the non-poor in non-farm wage-
employment activities and the lower business profits
observed in these activities?

Aside from covariate shocks, education is the
most important determinant of participation and
returns on non-farm wage employment. Figure 5.17
indicates that, compared to the non-educated, more
educated people are more likely both to participate
in non-farm wage employment and to earn higher
wages. The magnitudes of education’s effect on par-
ticipation and wages increase in parallel with the
level of education up to the university diploma, at
which point the effect peaks.

Because wage income was by far the main com-
ponent of income in urban areas, the team again
carried out a Oaxaca-Blinder decomposition on
wage differentials. Specifically, the team calculated
the mean wage gap in 2013 between “stayers” (those

FIGURE 5.16: More Urban Poverty
“Slippers” Compared
to the Non-Poor Left
Wage Employment and
Experienced Drops in this
Income Source in Their Total
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households originally non-poor in 2010 who remained
non-poor in 2013) and the “slippers” (households
originally non-poor in 2010 who fell into poverty
in 2013). The idea was to test whether the observed
variation in urban wages between both groups could
be explained by changes in their asset endowments or
in their returns. Chapter 7 details the results.

Higher education levels explain the wage
differential between those who stayed out of
poverty (“stayers”) and those who did not
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FIGURE 5.17: Determinants of Participation and Returns in Non-Farm Wage Employment in

Urban Malawi, 2010-2013

Education and Remoteness: Primary Determinants of Participation in and
Returns from Non-farm Wage Employment in Urban Malawi, 2010-13
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(“slippers”) between 2010 and 2013. Approximately
43% of the wage differential between the non-poor
throughout and those who fell into poverty by 2013
is explained by differences in the educational quali-
fications of individuals and their asset ownership.
The non-poor (“stayers”) were better educated
and owned more assets than those who became
poor (“slippers”). Figure 5.18 shows that, in urban
areas, there was a significant educational attainment
gap between the “stayers” and the “divers.” Changes
toward higher levels of achievement were propor-
tionally higher for stayers than for those who fell
into poverty. In addition, as people acquired more
education, their non-farm wages increased. Because
the highest paid jobs and businesses required the
more highly educated individuals, only the lowest
paid jobs were available to less educated individuals.
Differences in returns accounted for 57% of
the stayer-diver wage gap. In other words, context
explained a significant portion of the wage differen-
tials between those who fell into poverty and those
who stayed out. Differences in returns on the age of
the household member and to certain occupations,
such as salespersons, had a significantly positive

effect on the climber-diver wage differential. In
contrast, the returns on male workers, educational
attainment, distance from population centers, and
certain types of employers including government
were negative and thus reduced the wage gap.
These reductions in returns reflect the fact that the
higher wage premiums enjoyed by males and more
educated workers in high-population-density areas
shrank as a result of the economic contraction that
urban areas underwent in 2013, thus also shrinking
the wage differential.

In sum, the compound effects of low education
levels on participation and returns on wage employ-
ment explain the reasons that the poor remained
employed primarily in low-return wage sectors. As
just noted, the higher premiums enjoyed by male
educated workers in urban areas certainly shrank as a
result of the economic crisis and thus their wage dif-
ferential relative to the poor also shrank. Nevertheless,
due to the potentially high returns on increased edu-
cation, these more educated males enjoyed higher
returns overall than did their poor counterparts.
This finding give rise to a very encouraging conclu-
sion: there is high potential to increase poor people’s
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FIGURE 5.18: Heads of Households Who
Fell Into Poverty (“Slippers”)
between 2010 and 2013 Had
Lower Education Levels Than
Those Who Stayed Out of
Poverty (“Stayers”) (%)
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livelihoods through non-farm wage employment by
ensuring and increasing education for the poor.

Conclusions

Chapter 5 proposes a framework to understand
the components of household income as well as to
analyze the income-generating capacity of Malawi’s
four main socioeconomic groups (poor, non-poor,
urban, and rural). Households operate conditioned
by the availability of, use of, and returns on assets;

market prices for inputs and outputs; a supportive
business context (such as GoM's provision of socio-
economic infrastructure and access to markets, as
well as essential public services to the population);
and a sound economic environment for employ-
ment opportunities. According to this framework,
although the initial conditions and context matter,
reducing poverty requires several common elements
or pathways to enable growth to include the poor.
These elements can be summarized in house-
hold-centered strategies to (1) raise the labor
incomes of the poor through more jobs and increased
productivity in sectors in which poor people are
predominantly engaged, as well as facilitate the
movement into new, more remunerative activities;
(2) give direct transfers to the poor including safety
nets to reduce their vulnerability to shocks through
social protection mechanisms; and (3) improve the
opportunities of the poor through investing in their
human capital and access to productive resources.
In rural areas, where income is predominantly
agricultural, along with crop income, diversifi-
cation into non-farm self-employment plays an
important role in determining welfare levels.
Growing crop income (through increasing maize
yields) has made a steady, but modest, contribution
to reduce poverty. The causes are, first, that access
to key inputs such as fertilizer, improved seeds, and
extension services that could have increased pro-
duction was limited among the poor, and so was
their combined use. Equally important, the returns
on fertilizer application and other complementary
inputs including family labor utilization, extension
services, and the application of the right type of basal
fertilizer, matter in raising productivity. Access to ade-
quate information could increase these returns, but
the remoteness and low education rates of the poor
likely made information difficult to obtain and use
it appropriately. At the same time, falling participa-
tion and returns from nonfarm self-employment was
among the key factors pushing poverty up between
2004 and 2010 and then rising income from non-
farm self-employment helped driving it down in the



period 2010-13. Poverty dynamics analysis confirms
that a significant number of climbers in rural areas
(i.e., those moving out of poverty) became self-
employed and doubled their returns between 2010
and 2013. Access to credit and wealth are critical
to engagement in self-employment micro or small
enterprises, but not on the returns.

In urban areas, income from non-farm wage
employment was the key source associated with
changes in poverty, which accounts for the lion’s
share of urban incomes. Non-farm wage income
was the driving force behind the reduction of poverty
in urban areas between 2004 and 2010, when more
people found increased non-farm wage opportuni-
ties and returns were sustained at relatively high
levels. However, this progress was undone from
2010 to 2013, when urban poverty increased, largely
because the participation and returns from these
activities dropped. In this second period, panel
data on poverty dynamics confirmed that non-poor
urban households who fell into poverty had left
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wage employment or had experienced drops in this
income source in their total household income.
The 2012 kwacha depreciation, may have directly
affected urban poverty by decreasing the demand
for non-tradeable goods, and therefore the returns
within non-tradeable sectors. Less demand in these
occupational sectors (professional, technical, and
related workers; administrative and managerial
workers; and clerical and related workers) conse-

quently depressed wages.

The following four chapters explore the role
that each of the income sources—both agricultural
and nonagricultural—and public transfers play in
Malawi. The assessment team first looks at agriculture
(chapter 6), then at the non-farm sector (chapter 7),
followed by transfers in the form of social safety nets
(chapter 8). Chapter 9 concludes the report by assert-
ing the necessity to address Malawi’s demographic
challenge to harness the gains in each of these sectors

to increase incomes, and therefore make progress in

reducing poverty, and sharing prosperity a reality.
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AGRICULTURAL PRODUCTIVITY AND

POVERTY IN MALAWI

Agriculture remains the mainstay of Malawi’s economy and an essential part of its social fabric, account-
ing for more than 30 percent of gross domestic product (GDP), employing 85 percent of the population
in 2013. The low share of agriculture in GDP relative to the large population and labor force employed
in the sector suggests that most people remained locked in low-productivity, subsistence agriculture.
Smallholder farms characterize the country’s agriculture and maize is the predominant crop (grown by
approximately 98% of rural households).

Agricultural productivity has a significant positive effect on the welfare—poverty and nutrition—of
agricultural households. The elasticities of per capita consumption expenditure and caloric intake with
respect to maize yield are 0.132% and 0.06%, respectively. Other measures of welfare, such as the poverty
gap and the severity of poverty, also improved with increases in agricultural productivity. Simulations of
incremental changes in agricultural productivity show important reductions in poverty and ultra-poverty
rates. A 50% increase in maize yield will reduce the ultra-poverty rate among rural agricultural house-
holds from 40.78% (11%) to 34.01% (8.46%), and consequently lift approximately 622,015 people
out of poverty and 281,718 people out of ultra-poverty. Despite its positive effect on the welfare of rural
agricultural households, agricultural productivity among the main crops increased modestly between 2010
and 2013, so it would have to increase greatly to bring about the needed improvement in the welfare
of rural agricultural households.

Given (1) the simulated positive effects of agricultural productivity increases on living standards and (2) the
Poverty Assessment team'’s analysis documenting the factors that enhanced agricultural productivity, the
Government could consider a few policy options: (a) Expanding access to new technologies, such as irri-
gation and improved seeds, along with supplementary services, such as information and training on new
technologies, which can boost yields. Such a bundle is likely to be superior to the current subsidy program.

(b) Access to extension services could be key drivers of agricultural productivity provided they address the
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direct needs of smallholder agriculture, teach reli-
able and proven techniques, such as land manage-
ment practices, and encourage farmers to comply
with fertilizer recommendations. (c) Access to agri-
cultural equipment would improve land preparation
practices to reduce erosion and increase productiv-
ity. (d) Clarifying the objectives of the Farm Input
Subsidy Program (FISP) and its target population
could set some foundations to improve agricultural
productivity. On the one hand, despite its target
of reaching smallholder, resource-poor farmers,
FISP’s non-poverty focus persists. On the other
hand, household participation in the Farm Input
Subsidy Program (FISP) explains the lion’s share of
the dynamics of improved inorganic fertilizer use,
but growth in productivity levels has been modest,

especially among the poor.

Introduction

Despite development in other sectors of the econ-
omy, agriculture remains the mainstay of Malawi’s
economy and an essential part of its social fab-
ric. The sector accounts for approximately 30% of
GDP, employs over 85% of households, is the main
foreign exchange earner (60% for tobacco alone in
2014), and serves as the main source of livelihoods
for poor and rural households.?* The low share of
agriculture in GDP relative to the large population
and labor force employed in the sector proves that
most people remain locked in low-productivity,
subsistence agriculture. In other words, progress in
transitioning smallholders from subsistence to com-
mercial production has been limited.

Malawi’s agricultural sector is made up of
smallholder and estate farms. The average small-
holder farm is approximately one hectare (ha) in size,
but, combined, these farms account for 70% of the 2.5
million ha of arable land under cultivation (MoAFS

2012). Although smallholder farmers produce cash
crops, which include tobacco, tea, and cotton, these
farmers cultivate primarily food crops, which include
maize, rice, legumes, and pulses, for subsistence
purposes. The rates of market participation among
farming households in general and maize-producing
households in particular are 42% and 15%, respec-
tively.** In contrast to the smallholder farms, estate
farms have a minimum size of approximately 10 ha.
They produce primarily tobacco, sugar, tea, and other
cash crops almost entirely for export. Whereas estate
farms usually occupy leasehold or freehold land, the
land for smallholder farms is predominantly under
customary tenure rights.

Over the last two decades, Malawi’s agricul-
tural productivity, as measured by maize yields
(kg/ha), has been erratic. The factors commonly
cited as underlying the variable agricultural produc-
tivity trend include weather variability (Malawian
agriculture is overwhelmingly rainfed), declining
soil fertility, limited use of improved agricultural
technologies and sustainable land management
practices, rationed agricultural extension services,
market failures, and underdeveloped and poorly
maintained infrastructure (World Bank 2007).
Given the country’s rural nature and the fact that
poor households are predominantly farmers, the
inconsistent agricultural performance has direct
implications for living standards.

Chapter 6 offers a deeper understanding of
the current state of Malawi’s agricultural sector
with a focus on rural smallholder agricultural
households and the reason increasing agricultural
productivity is critical—to reduce poverty. The
Malawi Poverty Assessment team focused on these
households because they have the greatest relevance

3% Agriculture’s contribution to GDP is derived from the average of
2010-13, computed with data obtained from the Reserve Bank of
Malawi. The contribution of agriculture to foreign exchange earn-
ings refers to 2014, as reported by AfDB (African Development
Bank 2014), The contribution of agriculture to employment is for
2010 and 2013 based on the IHS3 (Third Integrated Household
Survey) and IHPS (Integrated Household Panel Survey) datasets.
0 Estimate is based on IHS3 data.



for poverty reduction. The chapter is motivated by
two key questions posed during the World Bank’s
internal discussions, as well as in discussions with
the Malawian government: (1) Where and how can
agriculture productivity be increased among poor
smallholders? and (2) Do increases in agricultural
productivity reduce poverty?

The chapter is organized as follows. Section
1 analyzes the state of agriculture in Malawi with
particular emphasis on the economic activities of
agricultural households and crop yield. The second
section analyzes the evolution of key factors com-
monly thought to affect agricultural productivity
across poverty categories, gender status, and regions
between 2010 and 2013. The factors analyzed include
household ownership of equipment and land, access
to various extension services, credit and subsidized
inputs, ownership of livestock, and the incidence
of farm input utilization. Section 3 presents an
empirical analysis of the determinants of agricultural
productivity. The relationship between household
welfare and agricultural productivity is analyzed in
section 4.

This section presents statistics about the current
of agriculture in Malawi. Most information is
displayed by gender, region, and poverty status.
Households are classified into poverty groups—
non-poor, poor, and ultra-poor—based on the
national poverty and extreme poverty lines for both
years (see chapters 1 and 2 for definitions of pov-
erty lines). Households with annual consumption
expenditures greater than the poverty line (MKW
85,852) are classified as non-poor. Households
with annual consumption expenditures between
the poverty and extreme poverty lines are classified
as poor. Those whose annual consumption expen-
ditures fall below the extreme poverty line (MKW
53,262) are classified as ultra-poor. In instances in
which analyses are based on poor versus non-poor
categories, ultra-poor households are included in
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the poor category. Thus, unless the ultra-poor cat-
egory is specifically mentioned, it is considered part
of the poor category.

Economic activities of rural farm households
Farm households engage in a variety of economic
activities. The general trend for rural farm house-
holds, especially non-poor households, is greater
diversification in economic activities. For instance,
the proportion of households who engaged solely
in crop production decreased from 38% in 2010
to 32% in 2013, while the proportion of house-
holds who engaged in multiple economic activities
increased. Overall, the greater diversification that
the assessment team observed in this study appears
to be an improvement over the period 2004-10,
during which time diversification in economic
activities was reported to have fallen substantially
in rural areas (Benfica 2014). Figure 6.1 shows that
the extent of diversification of economic activities
in poor households was less than in non-poor
households. In 2013, for instance, approximately
10% of poor households engaged in all 3 eco-
nomic activities compared to 16% of non-poor
households. Notwithstanding the importance of
off-farm, income-generating activities to the live-
lihood of agricultural households, approximately
only 20% or less of rural agricultural households
in Malawi owned or participated in off-farm enter-
prises (figure 6.1). Additionally, non-poor farmers
were more likely to own off-farm enterprises than
were poor farmers.

Engagement in income-generating, off-farm
enterprises by rural households showed some
diversity (table 6.1). A little over 20% of house-
holds who participated in off-farm, income-gener-
ating activities owned nonagricultural businesses.
Another 20% processed and sold processed agricul-
tural byproducts, while approximately 25% of the
households also owned trading businesses either on
the street or in a market. The non-poor were more
likely to participate in the transportation business
than were poor households. Otherwise, there was no



(=

REPUBLIC OF MALAWI — POVERTY ASSESSMENT

FIGURE 6.1: Economic Activities of Rural Agricultural Households by Year and Poverty
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Source: Malawi Poverty Assessment team calculations based on IHS3 panel and IHPS.

significant difference in the types of off-farm enter-
prises engaged in by poor and non-poor households.
Across gender groups, however, male-headed house-
holds tended to participate more in nonagricultural
businesses, whereas female-headed households
tended to focus on processing and selling agricul-
tural byproducts.

Crop production

Maize is the most important annual crop cultivated
in Malawi (table 6.2). The crop was cultivated by over
96% of households in both the 2009-10 and 2012-13
agricultural years. The other important crops were
groundnut (cultivated by over 30% of households in
both years), pigeon pea (cultivated by over 20% of
households in both years), and tobacco (cultivated by
over 10% of households in both years). The remain-
ing annual crops were cultivated by less than 10% of
rural households in both years. The type and inci-
dence of the three main crops did not change in the
2009-10 and 2012-13 agricultural years, compared
to 2004, in which maize was cultivated by over 96%

of agricultural households; groundnut, pigeon pea,
and tobacco were the other important crops in the
2004-05 agricultural year (Benfica 2014).

The proportion of households who culti-
vated the major crops changed over time." From
2010 to 2013, the cultivation of maize and tobacco
decreased from 98% to 96% and from 16% to 11%
of households, respectively. During the same period,
groundnut and pigeon pea production increased
from 33% to 38% and 21% to 29% of households,
respectively.

The production of the major crops differed
substantially across poverty and gender groups.
The estimates indicate that groundnut was more
likely to be produced by non-poor than poor house-
holds. Pigeon pea was more likely to be produced
by male-headed than female-headed households.
Tobacco was more likely to be produced by non-
poor households and male-headed households than

1 Major crops are defined as “crops that are cultivated by at least
10% of the households.” Major crops include maize, groundnut,
pigeon pea, and tobacco (table 6.2).
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TABLE 6.1: Types of Off-Farm Enterprises Owned by Households by Year, Poverty Incidence,
and Gender of Household Head (% of households)

Pooled Non-poor
2010  Non-ag business 20.26 21.83
Process and sell ag by-products 22.30 21.17
Trading business 23.35 24.52
Professional service 1.39 1.60
Transportation business 4.20 5.73**
Bar or restaurant 2.78 2.78
Other business 40.68 40.76
2013 Non-ag business 27.12* 27.78
Process and sell ag by-products 23.91 25.65
Trading business 25.62 24.89
Professional service 0.41 0.56
Transportation business 5.23 6.25%*
Bar or restaurant 0.46** 0.24
Other business 32.26** 32.17

Poor
16.92
24.70
20.86
0.93
0.94
2.80
40.50
25.20
18.82
27.76
0.00
2.24
1.1
32.52

Female  Male  Northern Central Southern
8.41 23.42%x* 16.18 22.19 19.63
46.31 15.89x** 23.06 31.01 14.49
17.25 24.98 16.23 22.11 26.28
2.76 1.02 0.83 0.00 2.74
1.35 4.96* 0.00 5.05 453
1.35 3.17 0.00 1.95 423
35.02 4219 47.73 31.20 47.14
16.36 29.79** 24.07 27.77 26.84
46.92 17.80 17.99 22.21 25.88
22.45 26.55 28.14 25.76 25.28
0.00 0.53 2.16 0.00 0.62
5.75 511 533 413 6.16
0.00 0.59 0.00 0.00 0.90
20.79 35.45%* 46.72 31.01 32.07

Source: Malawi Poverty Assessment team calculations based on IHS3 panel and IHPS.
Note: Reading of significance level of difference: 2010 vs. 2013 in the pooled column; non-poor vs. poor; and female vs. male in each respective year.

Significance level of the difference: 1% (***), 5% (**), and 10% (*).

by their poor and female counterparts. However,
no significant difference across poverty and gen-
der groups was noted for maize production. The
estimates also indicate that the most common
crops cultivated by female-headed households
were maize, groundnuts, and pigeon pea. In 2010
the participation rates were 98%, 33%, and 29%,
respectively; in 2013 the rates were 93%, 34%, and
31%, respectively. In addition to these three crops, a
significant proportion of male-headed households
(19% in 2010 and 12% in 2013) also cultivated
tobacco.

The assessment team also found substantial
regional differences in the production of annual
crops in Malawi (table 6.2). Although maize was
cultivated by over 90% of households in each of the
three regions of the country, the estimates indicate
that maize was more likely to be produced in the
Central and Southern regions than in the Northern
region, although the differences were fairly small.
The estimates also indicate that pigeon pea was

produced almost exclusively in the Southern region.
Groundnut was more likely to be produced in the
Central region, followed by the Northern region and
then the Southern region. Tobacco was more likely
to be produced in the Central and Northern regions
than in the Southern region, in which only 6% of
households produced the crop in both years.

Crop yields

The yields of major crops are presented in figure
6.2.In 2010 the average yield for maize, groundnut,
pigeon pea, and tobacco were 1331 kg/ha, 669 kg/ha,
282kg/ha, and 989 kg/ha, respectively. Between 2010
and 2013, maize and groundnut yields increased
significantly by 7.96% and 22.87%, respectively.
Nevertheless, the average yield of maize of 1.4 tons/
ha is very low. These yield estimates are quite close to
the average yield levels found in neighboring coun-
tries, such as Mozambique and Zambia, but much
below the levels achieved by South Africa (approxi-
mately 4.3 tons/ha). Maize yields for non-poor
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TABLE 6.2: Households Growing Various Annual Crops by Year, Poverty Incidence, and
Household Head (% of households)

Pooled  Non-poor Poor

2010 Maize 97.74 98.13 97.11
Other cereals 15.47 14.07** 17.71
Groundnut 3272 37.36*+* 25.34

Pigeon pea 21.05 20.73 21.57

Other legumes 14.10 14.68 13.18
Vegetables (aggregate) 12.11 12.25 11.88
Tobacco 15.59 17.99%*+ 11.76

Other cash crops 3.82 3.19* 484

Tuber crops (aggregate) 6.62 6.73 6.44

Maize 96.20%** 96.34 95.93

2013 Other cereals 16.55 15.09** 19.37
Groundnut 37.66** 41.12%** 30.98

Pigeon pea 29.10%** 29.52 28.30

Other legumes 28.46%** 30.32** 24.86
Vegetables (aggregate) 23.25%** 23.15 23.44
Tobacco 10.75%** 11.18 9.93

Other cash crops 1.43%** 1.46 1.35

Tuber crops (aggregate) 6.21 6.88* 4.93

Female Male  Northern Central  Southern
97.82 97.71 94.24 98.44 98.01
19.60 14.07** 13.70 4.85 25.27
33.22 32.56 34.53 49.42 17.56
28.91 18.40*** 0.44 0.43 4449
10.02 15.48*** 27.54 20.79 476
12.12 12.10 18.47 5.40 16.38

4.09 19.48*** 23.51 23.66 6.45
3.51 3.93 272 233 542
6.01 6.83 12.01 8.30 375
97.99 95.57*** 94.44 96.71 96.02
17.98 16.05 12.20 4.01 29.27
35.30 38.47 31.80 54.11 23.03
32.67 27 .87** 1.03 0.41 61.46
26.64 29.08 26.06 41.34 16.61
22.39 23.54 8.46 23.78 25.38
3.79 13.16*** 14.81 15.38 5.61
1.50 1.40 4.30 0.27 2.01
4.05 6.96** 6.86 6.61 571

Source: Malawi Poverty Assessment team calculations based on IHS3 panel and IHPS.

Note: Reading of significance level of difference: 2010 vs. 2013 in the pooled column; non-poor vs. poor; and female vs. male.

Significance level of the difference: 1% (***), 5% (**), and 10% (*).

households averaged significantly greater than those
for poor households in both years. However, interest-
ingly, yields for the other major crops did not change
so significantly across poverty groups (figure 6.2).
Tobacco and pigeon pea yields increased over time,
but the increases were not statistically significant.

The average yields of the major crops differed
significantly by gender (figure 6.3). The 2010 yields
for all the crops on female-managed plots were sig-
nificantly less (26% for maize, 30% for groundnut,
and 27% for pigeon pea and tobacco) than the yields
for the same crops on male-managed plots. However,
in 2013, the gender differential in yield was signifi-
cant for only maize and groundnut.

The estimates show that, apart from pigeon
pea, yields for all other major crops were highest
in the Central region, followed by the Northern

region, then the Southern region (figure 6.4). Maize,
groundnut, and tobacco yields in 2013 were highest
in the Central region (1742kg/ha, 1036kg/ha, and
1409kg/ha, respectively), followed by the Northern
region (1680kg/ha, 666kg/ha, and 1254kg/ha,
respectively) and then the Southern region (1237kg/
ha, 422kg/ha, and 756kg/ha). However, pigeon pea
yields in 2013 were highest in the Southern region
(393kg/ha), followed by the Central region (98kg/
ha), then the Northern region (3.6 kg/ha).

The analyses of the impacts of modern inputs—
inorganic fertilizer and improved seed—and
extension on maize yields for poor and non-poor
households are presented in figures 6.5 and 6.6. The
estimates suggest that maize yields were higher when
at least one modern input was used, and were high-
est when all modern inputs (inorganic fertilizer and
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FIGURE 6.2: Crop Yield by Year and Poverty Status (kg/ha)

Crop yield (kg/ha) by poverty status in 2010 Crop yield (kg/ha) by poverty status in 2013
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Source: Malawi Poverty Assessment team calculations based on IHS3 panel and IHPS.

FIGURE 6.3: Distribution of Yield of Major Crops by Gender of Plot Manager

Crop yield (kg/ha) by gender of plot manager in 2010 Crop yield (kg/ha) by gender of plot manager in 2013
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Source: Malawi Poverty Assessment team calculations based on IHS3 panel and IHPS.
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FIGURE 6.4: Spatiotemporal Distribution of Crop Yield (kg/ha)

Crop yield (kg/ha) by region in 2010
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improved seeds) and extension were used together,
more than the use of one investment alone (fig-
ure 6.5). In 2013 the average yields on plots on
which both inorganic fertilizer and improved seeds
were used was at least 60% higher than the average
yields on plots on which none of the inputs had been
used. Despite the positive impact that the combined
use of inorganic fertilizer, improved seed and exten-
sion services had on yields, the share of agricultural
households that use these complementary inputs is
rather low in 2013 (figure 6.6).

To summarize, maize continues to be Malawi’s
most important annual crop and is cultivated by over
90% of farm households. Nevertheless, the average
maizeyield of 1.4 tons/ha remains very low compared
to the yields of South Africa and developed countries.
Further complicating the yield gap, Malawi has sub-
stantial gender differences in the average yields of
maize and groundnut, with male-headed households
having larger yields than female-headed households.

Maize yields are significantly higher when at least
one modern input is used, and highest when both
inorganic fertilizer, improved seeds and extension
services are used together. The yield estimates indi-
cate that, for all combinations of modern inputs, the
maize yields are higher for non-poor than for poor
households. Despite the positive impact of the use
of inorganic fertilizer and improved seed on yield,
farmers’ combined use of these two inputs was low.

This section explores the state of ownership of agri-
cultural equipment, access to various services, owner-
ship of livestock, and incidence of input utilization,
and compares these variables across different groups
of farmers.
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FIGURE 6.5: Use of Complementary Inputs for Farming and Maize Yields in Malawi, by

Poverty Status, 2013
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FIGURE 6.6: Share of Agricultural Households with Access to a Combination of Inputs for
Farming in Malawi, by Poverty Status, 2013
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6.2.1. Ownership of agricultural equipment
and land

Agricultural mechanization is still limited in
Malawi. Mechanized equipment, such as ploughs,
ridgers, and cultivators used to prepare land, are
owned by less than 2% of farmers. As expected, non-
poor households own significantly more agricultural
equipment than do poor households. Male-headed
households are significantly more likely to own
most of the equipment, compared to female-headed
households.

The average landholding is very small and
varies substantially across poverty and gender
groups, and across the three regions (table 6.3).
Landholding was 0.69 ha on average in 2010 and
0.68 ha in 2013. Non-poor households and male-
headed households averaged significantly more
land (at least 9% and 28% more, respectively, in
2010) than their (poor and female) counterparts.
At the regional level, the average landholding was
highest in the North, followed by Central, then
the South.
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BOX 6.1: Profitability of Fertilizer Use in the Production of Maize

The purpose of this box is to understand the profitability
of inorganic fertilizer use by farmers in Malawi by analyzing
specifically how fertilizer response rate and profitability of
fertilizer use by farmers vary spatially and across different
categories of households. In doing so, the team derived yield
function and profitability of fertilizer use from the farm profit
component of the Singh and others (1986) agricultural household
model. Farmers are considered firms whose production set is
comprised of food and cash crops. Maize is the most widely
cultivated crop in Malawi, and the second most important crop
(after tobacco) in fertilizer application. Accordingly, the team
focused on farmers' decisions to produce maize using inorganic
fertilizer and other inputs.

To study the profitability of fertilizer use in Malawi, the team
began by estimating the following yield function:

Y =1(N, X, H), (1)

where Y is maize yield, is the rate of nitrogen (from inorganic
fertilizer) application, Xis a vector of other plot-level agronomic
inputs, and H is a vector of household-level variables that are
likely to affect the production of maize. Taking the first order
condition of profit maximization with respect to the nutrient
variable and rearranging the terms results in equation (2):

Py * MPy = Py, (2)

where MPy s the marginal product of the nutrient variable; and
Pyand Pyrepresent the prices of maize and nitrogen, respectively.
Accordingly, the left side of equation (2) is the marginal revenue
product of inorganic fertilizer and measures the rate at which
revenue from maize production increases with the amount
nitrogen applied. A household’s decision to use inorganic
fertilizer in maize production was influenced by the extent to
which the input had been profitable: the higher the profitability
of fertilizer use, the higher the incentive for farmers to use the
input. From equation (2), the extent of fertilizer profitability to
a household is given by (%’:’PN), that is, marginal value cost
ratio (MVCR). Thus, profitability of fertilizer use depends on the
household's yield response rate to fertilizer, the price of maize,
and the price of fertilizer. MVCR of greater than 1 indicates that an
increase in the rate of fertilizer application would increase income
from maize production. However, maize farmers in Malawi could
be risk averse, so could need the MVCR to be somewhat greater
than 1to make the investment in inorganic fertilizer at planting.
Following the literature, fertilizer use in maize production is
deemed profitable if MVCR is at least 2 (that is, a risk premium
of 1) (Xu and others 2009; Sauer and Tchale 2009; Bationo and
others 1992). MVCR of at least 2 enables accounting for the risk
and uncertainty and the many unobserved costs associated with
fertilizer use.

MPy , the only unknown in equation (2), is obtained from the
estimation of equation (1).

To study the profitability of fertilizer use by farmers in
Malawi, the yield function in equation (1) is specified with a
2-level hierarchical model. For yield on plot p, belonging to
household h, the model at the various levels of the hierarchy
is specified as:

Yo =000 Non + Xonbi + Hhaomo + (Ush + Uikt Non + €01, (3)

Yonwhere is yield; Ny is nutrient application rate; Xy is a vector
of other plot-level variables affecting maize yield, and H is a
vector of household-level variables. The terms in parentheses,
1 (Uon + Uthee Non + €41), epresent the total error term in the
model: e, from the plot level, and Uy, and Uske: Noy from the
household level.

The team used this hierarchical model to generate the
response rate for each household in the dataset. Together
with the price of maize and nitrogen, the profitability of
the fertilizer use for each household subsequently was
computed using the household-specific response rates.
The team then analyzed how the response rate and fertilizer
profitability varied across time, poverty groups, gender
groups, beneficiaries, and non-beneficiaries of the Farm Input
Subsidy Program (FISP), and districts. To account for all the
prices that farmers could face in output and input markets,
the team considered the harvest season (May-October) and
lean season (November-April) market prices of maize, and
commercial and subsidized prices (50% and 90% subsidy)
of fertilizer. The 90% subsidy rate was chosen to reflect the
prevailing rate, whereas the 50% was chosen to represent a
rate lower than the prevailing rate.

The results are presented in table B6.1. The average maize
response rate to nitrogen application was 11.63, meaning a kg
increase in the quantity of nitrogen applied, all else being equal,
would increase maize yield by 11.63 kg.

Table B6.1 also shows the extent to which fertilizer use was
profitable The estimates show that, on average, at the commercial
price, fertilizer use was not profitable in Malawi. However, when
fertilizer is subsidized by 50% and 90%, it is profitable. Regarding
the number of households for which the use of fertilizer is
profitable, the team found that the use of fertilizer is profitable
to 14.4% households when maize is valued at the lean season
price, but profitable for only 3.32% of households when maize is
valued at the harvest season prices. Furthermore, the estimates
show that, on average, fertilizer use is approximately 54% more
profitable when maize is valued at the lean season market price
than at the harvest season market price.

An analysis of district-level fertilizer use profitability revealed
that, at the commercial price of fertilizer and harvest season
market price of maize, fertilizer use on average was not profitable
in any of the districts of Malawi (tables of results are available
on request). However, at the lean season market price of maize,
fertilizer use was profitable in Mulanje and Blantyre, and nearly
profitable in Mangochi, Chiradzulu, Chikwawa, and Neno. Apart

(continues on next page)
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BOX 6.1: Profitability of Fertilizer Use in the Production of Maize (continued)

TABLE B6.1: Fertilizer Response Rate and Fertilizer Profitability

Seasonal maize price Fertilizer subsidy rate Estimates
Lean Harvest 0% 50% 90%
Response rate — — — — — 11.632
Profitability X 1.436
X 0.933
X X 2.509
X X 1.624
X X 6.939
X X 4.489

Source: Malawi Poverty Assessment team calculations based on IHS3 panel and IHPS.

from Karonga, which is located in the Northern region of the
country, all the other districts in which fertilizer use was profitable
or nearly profitable, are in the Southern region. The districts in the
Southern region had relatively lower response rates but higher
maize-nitrogen price ratios than the districts in the Northern and
Central regions. Hence, the team attributes the higher profitability
of fertilizer use found in the districts in the Southern region to
the fact that farmers in these districts faced higher maize prices
and lower nitrogen prices. This conclusion makes sense because
Southern Malawi has low response rate, low yields, and high
population density. These conditions cause the area to have a
maize deficit with high maize prices, often leading to maize being
imported from Mozambique.

At 50% fertilizer subsidy, when maize is valued at lean season
market price, fertilizer use is profitable in most of the districts
except Chitipa, Nkhata Bay, Mzimba, Kasungu, Lilongwe, and
Mwanza (mostly in the Northern and Central Regions). However, at
the harvest season price of maize, fertilizer use is still unprofitable
in almost all the districts except Mangochi, Chiradzulu, Blantyre,
Mulanje, Phalombe, Chikwawa, Nsanje, and Neno (in the Southern
region). A subsidy rate of 90%, when maize is valued at lean
season market price, makes fertilizer profitable in all districts, but
still unprofitable in Mzimba, Kasungu, and Mwanza when maize

In Malawi, most agricultural land owned
by households is inherited. Figure 6.7 shows
that approximately 75% of the agricultural land
owned by households was inherited, with 10%
granted by local leaders, and approximately 8%
rented on a short-term basis. The remainder was
either obtained as bride price, or borrowed for
free, or purchased.

is valued at harvest season market price. For the percentage
of households for which fertilizer is profitable, the district level
profitability analysis follows a similar pattern. Fertilizer use tends
to be more profitable for more households in the districts in the
Southern region than it is for the districts in the Northern and
Central regions.

To improve the profitability of fertilizer use in maize production,
the response rate of maize to nitrogen needs to improve.
Applying basal fertilizer within a week of planting and applying
organic manure have a yield-increasing effect; the response
rate can be raised by encouraging farmers to comply with these
recommendations. Fertilizer profitability also can be improved
by encouraging agricultural households to store most of their
maize to consume or it or sell it during the lean season, when
prices are relatively high. Storage can be improved by promoting
improved grain storage technologies. In addition, farmers usually
are compelled to sell their produce soon after harvesting for
financial reasons. Thus, another way to encourage them to store
and wait to sell during the lean season would be to provide them
with credit that could be paid back later in the lean season, rather
than at harvest. Efforts should be made to reduce the real costs
of input supplies through investing in roads and infrastructure
(Jayne and others 2003).

Livestock ownership

Ownership of all the important animals (chicken,
goat, pig, and cattle) differed significantly across
poverty and gender groups. In 2010 approximately
56% of households owned livestock. By 2013 this
share had increased to 62%. Non-poor house-
holds generally were more likely to own animals
than were poor households, as were male-headed

[RRS)
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TABLE 6.3: Landholding by Poverty Incidence, Gender of Household Head, and Region (ha)

Pooled  Non-poor  Poor
Landholding (2010) 0.69 0.73*** 0.63
Landholding (2013) 0.68 0.70%* 0.64

Female Male Northern  Central  Southern
0.57 0.73*** 0.84 0.80 0.55
0.54 0.73%** 0.81 0.77 0.57

Source: Malawi Poverty Assessment team calculations based on IHS3 panel and IHPS.
Note: Reading of significance level of difference: 2010 vs. 2013 in the pooled column; non-poor vs. poor; and female vs. male.

Significance level of the difference: 1% (***), 5% (**), and 10% (*).

FIGURE 6.7: Types of Landholdings by Year, by Poverty Status, 2010 and 2013

Types of landholdings by poverty status in 2010

Non-poor Poor

.

Inherited
Leasehold

H Granted by local leaders
M Purchased with no title
Borrowed for free

Moved in w/o permission

Types of landholdings by poverty status in 2013

Non-poor Poor
M Bride Price M Purchased with title
I Rent short-term Farming as a tenant
H Other

Source: Malawi Poverty Assessment team calculations based on IHS3 panel and IHPS.

compared to female-headed households. In 2010,
for instance, the proportions of non-poor house-
holds and male-headed households who owned
chickens were 5 and 20 percentage points higher,
respectively, than the proportions of their (poor
and female) counterparts. This is partly related to
the fact that non-poor and male-headed house-
holds are, on average, better off compare to their
counterparts.*?

6.2.2. Access to services: Extension, credit,
and subsidized inputs
Notwithstanding the positive impact that agri-
cultural extension could have on agricultural
productivity, access to extension services for crop
production and for fertilizer application was quite
low in Malawi (table 6.4). In 2010 only 39% and
22% of agricultural households received extension
services for crop production and for fertilizer appli-
cation, respectively. Nevertheless, access to extension

services appears to have increased significantly over
time. Benfica (2014) reports that, between 2004 and
2011, participation in extension services in general
increased by 10 percentage points (from 13% to
23%). In the current study, the team found that,
between 2010 and 2013, access to extension for both
crop production and fertilizer application increased
significantly (approximately 27 percentage points).

Access to extension services differed signifi-
cantly across poverty status and gender groups in
2010, but not in 2013. In 2010 non-poor households
and male-headed households had better access to
extension services for both crop production and fer-
tilizer application compared to access by poor and
female-headed households. Notably, by 2013, the
gap between poor and non-poor and between male-
headed and female-headed households in access to

42 A deeper explanation of this phenomenon is beyond the scope
of the current report.
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TABLE 6.4: Access to Agricultural Extension by Year, Poverty Status, and Gender of

Household Head, 2010 and 2013 (%)

Pooled Non-poor Poor

2010 Production 38.84 43.01%** 32.18
Fertilizer use 22.42 24.67*** 18.84

2013 Production 66.08*** 67.16 63.97
Fertilizer use 49.10%** 50.40 46.57

Female Male Northern  Central  Southern
30.85 47 48*** 46.87 34.85 40.20
18.50 23.80** 31.66 15.60 25.92
63.96 66.78 39.26 78.15 59.33
46.67 4987 33.08 63.46 38.28

Source: Malawi Poverty Assessment team calculations based on IHS3 panel and IHPS.
Note: Reading of significance level of difference: 2010 vs. 2013 in the pooled column; non-poor vs. poor; and female vs. male.

Significance level of the difference: 1% (***), 5% (**), and 10% (*).

extension services had narrowed. Benfica (2014) also
observed that in 2004, access to agricultural exten-
sion in general was higher for non-poor and male-
headed households compared to their counterparts
(poor and female-headed households, respectively),
but the gender difference narrowed by 2010. Thus, the
team’s estimates and those of Benfica (2014) suggest
that poverty and gender gap in access to extension
services reduces over time.

Access to credit generally was very low in
Malawi and, as commonly cited in the literature,
could be one of the reasons for the country’s erratic
agricultural productivity (Nkonya and others 2010).
Figure 6.8 shows that only 13% of households in
2010 and 22% of households in 2013 applied for
credit. Non-poor farmers were substantially more
likely to apply for credit in both years than were poor
farmers. The estimates also show that, in 2010, non-
poor households were more likely to apply for credit
to purchase farm inputs, whereas poor households
were more likely to apply for credit for consumption
purposes. Across gender, the team found that, in both
years, male-headed households were significantly
more likely to use credit to purchase farm inputs
than were female-headed households.

Of the households who applied for credit, 41%
and 27% were successful in 2010 and 2013, respec-
tively (table 6.5). Approximately 41% of households
in 2010 and 31% in 2013 were turned down, and
12% in 2010 and 8% in 2013 were awaiting deci-
sions (table 6.5).

Non-poor households and male-headed house-
holds were more likely to receive credit (and less
likely to be turned down) than were poor and
female-headed households, respectively (table
6). Benfica (2014) made a similar observation for
2004. Among those who received credit, the average
household received approximately MKW 13,000 in
2010. By 2013 this average increased to approximately
MKW 20,000. Non-poor households received 220%
more credit in 2010, but only 17% more in 2013,
than poor households. These numbers imply that
the gap in the amounts of credit received between
non-poor and poor households has narrowed greatly
over time. In contrast, across gender groups, male-
headed households received at least 300% more
credit than female-headed households in both years.
Male-headed households received more credit than
female-headed households partly because they are,
on average, better off and, therefore, deemed to have
better prospects of paying back loans.

Among the three regions, access to credit both
in the proportion of households who received
credit and the amount of credit received was low-
est in the Southern region (table 6.6). For instance,
the average amount of credit received in the Southern
region was approximately MKW 6000 in 2010 and
MKW 9000 in 2013. These amounts were at less than
one-third the average amount in the other two regions
of the country. The pattern of the spatiotemporal dis-
tribution of access to credit between the Central and
the Northern regions is not clear.
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FIGURE 6.8: Application for Credit, by Poverty Status, 2010 and 2013 (%)

Application for credit by poverty status in 2010

Non-poor Poor

86% 89%

Total

87%

M Yes

Application for credit by poverty status in 2013

Non-poor Poor

77% 80%

Total

78%

No

Source: Malawi Poverty Assessment team calculations based on IHS3 panel and IHPS.

TABLE 6.5: Access to Credit by Poverty Status and Gender of Household Head, 2010 and 2013 (%)

Pooled  Non-poor

2010 Received credit 41.38 41.51

Awaiting decision 11.84 14.53** 6.15

Turned down 41.24 40.43

Amount (1000 MKW) 13.16 16.91%x* 5.28
2013 Received credit 26.51%** 27.48

Awaiting decision 8.12* 8.34 7.60

Turned down 30.69*** 31.49

Amount (1000 MKW) 19.63* 20.58

Poor
4111

42.96

24.21

28.77
17.46

Female Male Northern  Central  Southern
35.53 42.84 4522 41.15 40.74
8.89 12.52 13.59 10.36 12.76
37.73 42.23 38.70 46.06 37.58
5.17 15.12%** 25.60 18.76 5.77
28.62 25.92 27.86 30.00 23.65
9.50 7.73 13.53 8.95 7.06
31.69 30.45 22.53 29.10 32.56
774 23.20%** 31.65 33.00 9.07

Source: Malawi Poverty Assessment team calculations based on IHS3 panel and IHPS.
Note: Reading of significance level of difference: 2010 vs. 2013 in the pooled column; non-poor vs. poor; and female vs. male.

Significance level of the difference: 1% (***), 5% (**), and 10% (*).

Incidence of Input Utilization

Households’ access to subsidized farm inputs is
presented next.”* The estimates indicate that, in
2010, 58% of households participated in the farm
input subsidy program (FISP). In 2013 this rate
increased to 60% (table 6.6). The average amount
of subsidized fertilizer and maize seeds received per
farmer in 2010 was 64 kg and 1 kg, respectively. The
estimates show that, in 2010, there was no significant

43 Malawi’s strategy to increase productivity among the rural
population centers on heavy subsidization of fertilizers and
improved seeds through FISP. The program’s primary objec-
tives are to achieve food self-sufficiency and to increase income
among resource-poor smallholder beneficiaries—which im-
plies overcoming food insecurity and poverty at the household
level —through increased maize and legume production driven
by access to improved agricultural inputs. Thus, the fact that the
poor’s access to farming inputs through FISP remained limited
may have been limiting the program’s impact on poverty, among
other factors.
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TABLE 6.6: Access to Subsidized Inputs by Year, Poverty Status, and Gender of Household

Head, 2010 and 2013 (%)

Pooled Non-poor  Poor

2010  Redeemed coupon (%)  57.62 58.44 56.32
Fertilizer (kg) 64.11 71.70 52.07

Maize seed (kg) 1.04 1.10 0.94

2013  Redeemed coupon (%)  60.32* 61.66* 57.71
Fertilizer (kg) 64.09 57.39 76.71

Maize seed (kg) 1.01 1.00 1.02

Female Male Northern  Central  Southern
56.08 58.13 57.64 56.49 58.61
75.33 60.33 54.63 69.76 61.66

0.98 1.05 1.50 0.70 1.22
58.84 60.79 61.10 58.63 61.78
75.85 60.00 58.15 67.39 61.89

0.84 1.07* 1.62 073 117

Source: Malawi Poverty Assessment team calculations based on IHS3 panel and IHPS.
Note: Reading of significance level of difference: 2010 vs. 2013 in the pooled column; non-poor vs. poor; and female vs. male.

Significance level of the difference: 1% (***), 5% (**), and 10% (*).

TABLE 6.7: Proportion of Plots on which Inorganic Fertilizer was Applied by Year, Poverty
Status, and Gender of Plot Manager, 2010 and 2013 (%)

Pooled  Non-poor Poor

Maize 78.11 82.34*** 70.51

Ground nut 2.24 3.01** 0.51

2010 Pigeon pea 21.46 0.00%** 36.66
Tobacco 90.27 90.78 88.97

Maize 74.33%* 78.92%** 64.96

Ground nut 213 2.69** 0.58

2013 Pigeon pea 3391 28.28*** 40.74
Tobacco 90.33 93.77** 82.42

Female Male Northern  Central ~ Southern

75.09 79.45%* 77.65 82.29 74.85

1.01 2.68 0.00 242 4.05
35.22 18.24 0.00 0.00 24.05
85.01 90.83 94.92 88.88 90.31
71.52 75.62** 74.77 72.91 75.35

3.64 1.58 2.49 1.75 5.04
45.47 22.13 0.00 0.00 36.49
89.48 90.44 93.72 87.96 94.96

Source: Malawi Poverty Assessment team calculations based on IHS3 panel and IHPS.
Note: Reading of significance level of difference: 2010 vs. 2013 in the pooled column; non-poor vs. poor; and female vs. male.

Significance level of the difference: 1% (***), 5% (**), and 10% (*).

difference in access to subsidized inputs across pov-
erty status and gender groups. However, in 2013,
non-poor households were more likely to participate
in the farm input subsidy program than were poor
households. In addition, male-headed households
received greater amounts of subsidized maize seeds
than did female-headed households. This is prob-
ably because non-poor households and male-headed
households are relatively more connected to the vil-
lage leaders who are responsible for the selection of
the beneficiaries at the community level.

Among the major annual crops, inorganic
fertilizer was applied most in the production
of tobacco, followed by maize, pigeon pea,
and groundnut in this order (table 6.7). In 2010

inorganic fertilizer was applied to 90% of tobacco
plots, 78% of maize plots, 21% of pigeon pea plots,
and 2% of groundnut plots. Non-poor households
were significantly more likely than their poor
counterparts to apply inorganic fertilizer in crop
production, and male plot managers were more
likely than female plot managers to apply fertilizer
in producing maize. In a household-level analysis
of the incidence of inorganic fertilizer use, Benfica
(2014) also observed male-headed households
and non-poor households were more likely to use
inorganic fertilizer than their respective female and
poor counterparts.

Inorganic fertilizer was applied to at least 75%
of maize plots and 89% of tobacco plots in all three
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TABLE 6.8: Rate of Fertilizer Application to Produce Major Crops (%)

Pooled  Non-poor Poor

2010 Maize 174.69 195.68*** 137.20
Ground nut 12.01 17.17 0.43

Pigeon pea 34.03 0.00 58.13

Tobacco 348.61 374.60 282.02

2013 Maize 178.55 202.58*** 129.50
Ground nut 7.50 9.69* 1.21

Pigeon pea 74.05 60.99 89.85

Tobacco 42546 406.22 470.30

Female Male Northern  Central  Southern
162.82 180.04** 205.05 165.93 174.54
2.08 15.49 0.00 13.01 21.48
72.52 25.03 0.00 0.00 38.13
263.70 357.59 689.21 254.98 325.58
162.50 185.93* 253.54 150.62 188.56
12.29 5.80 6.78 7.63 7.00
100.27 47.30 0.00 0.00 79.67
949.19 365.79 354.78 499.96 267.24

Source: Malawi Poverty Assessment team calculations based on IHS3 panel and IHPS.
Note: Reading of significance level of difference: 2010 vs. 2013 in the pooled column; non-poor vs. poor; and female vs. male.

Significance level of the difference: 1% (***), 5% (**), and 10% (*).

regions in both years (table 6.7). However, there
was no clear spatiotemporal pattern in the propor-
tion of maize and tobacco plots on which inorganic
fertilizer was applied.

The estimates show that the rate of fertilizer
application in the production of the major crops
did not change significantly over time (table 6.8).
The team also found that non-poor households
and male-headed households tended to use sig-
nificantly more inorganic fertilizer than their poor
and female counterparts to produce maize, but not
to produce the other crops. The significantly higher
use of inorganic fertilizer by male-headed house-
holds in maize production compared to female-
male headed households contributes to the gender
gap in agricultural productivity observed by Kilic
and others (2014).

There was substantial variation in the rate
of fertilizer application across the three regions.
The rate of fertilizer application in the production
of maize of maize for instance was highest in the
Northern region, followed by the Southern and the
Central regions in that order (table 6.8).

Unlike inorganic fertilizer, the use of organic
fertilizer and pesticides in crop production in
Malawi was very low.** Irrigation was barely used
in crop production, suggesting that production
was almost entirely rain-fed. This supposition

probably explains the food insecurity suffered dur-
ing the drought of the early 2000s. The drought in
the 2000-01 agricultural year caused the maize har-
vest to fall from 2.5 million to 1.7 million metric
tons (MT), creating a national deficit of 273,000
MT (IMF 2002).

In crop production, smallholder farmers
used predominantly family labor, with very
limited exchange and hired labor. The types of
labor (family, exchange, and hired) used to pro-
duce major crops are presented in Appendices
AG6.1, A6.2, and A6.3. In 2010 family, exchange,
and hired labor accounted for 93.5%, 5.1%, and
1.4%, respectively, of the 35 days of labor used to
produce maize.

In summary, poor households tended to be
under-endowed in production assets and agricul-
tural inputs, while also having lower access to
credit, extension services, and market opportuni-
ties. These deficits may explain these households’
low productivity. Furthermore, poor households
and female-headed households tended to own
less agricultural equipment, land, and livestock,
and also used significantly less inorganic fertilizer,
than their non-poor and male counterparts. In

#¢ Tables showing the levels of utilization of organic fertilizer, pesti-
cides and irrigation in crop production are available upon request.



general, agricultural mechanization was still lim-
ited in Malawi as evidenced by the facts that less
than 2% of rural agricultural households owned
mechanized equipment and no household owned
a tractor. The average landholding of 0.69 ha, is
very small. Access to credit also was low. Moreover,
any credit amounts received still fell short of what
was needed by farmers to meaningfully increase
their agricultural production. The credit amounts
received by poor and female-headed households
were much lower than the amounts received by
non-poor and male-headed households. The fol-
lowing sections will test whether the areas in which
the poor were under-endowed matter for agricul-
tural productivity and then whether increased agri-
cultural productivity could reduce poverty.

Low productivity is partially explained by the
lack of access to services, key productive assets,
and market opportunities across the population.
Lack of access to these assets and services can nega-
tively influence households’ decisions on adopting
technology and their activity portfolios, with implica-
tions for income generation and poverty levels. The
next section explores the key factors and inputs to
raise agricultural productivity.

This section explores the determinants of agri-
cultural productivity. A household-fixed-effects
model is used to account for household-specific
unobservables. Agricultural productivity is measured
as quantity of maize produced per ha. The model is
specified as follows:

Ianh = InXit b, + th bap + Upp, (4)

Forp=1,...,Pandh=1, ..., H where Y, is agri-
cultural productivity observed for plot p belonging
to household h. X,;, and Z,, are vectors of variables
that affect the agricultural productivity, which are
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classified into physical inputs, human capital, asset
ownership, and household and geo-variables, a,
is the unobserved household-invariant individual
effects, u,, and is the error term. For variables in X,
such as inorganic fertilizer, family labor, hired labor,
and exchange labor, that have zeros, the assessment
team followed Bellemare and others (2013) and
D’Souza and Jolliffe (2014) and have used the inverse
hyperbolic sine transformation (IHST) instead of
the log transformation. THST is a logarithmic-like
transformation that enables negative, as well as zero-
valued, observations and enables the coefficients to
be interpreted as elasticities. The estimates of the
other independent variables change only slightly in
magnitude when this transformation is used.

The regression results of the determinants
of agricultural productivity are presented in
Table B1. Fertilizer application and compliance
with recommendations for fertilizer application
are important determinants of agricultural pro-
ductivity. All else being equal, a 1.00 percentage
increase in the rate of inorganic fertilizer applica-
tion will increase agricultural productivity by 0.05%.
This finding supports the widely acclaimed notion
that the use of inorganic fertilizer is important to
improve agricultural productivity. However, given
the cost of inorganic fertilizer, the magnitude of
the effect is much lower than expected. Agricultural
productivity on plots on which the rate of fertilizer
application was below the recommended rate is
approximately 10.6% lower than it is on plots on
which the recommended rate was followed. It is
usually recommended that, to ensure higher yields,
basal fertilizer application in maize production
should be done within a week after planting. The
results indicate that, all else being equal, compli-
ance with this recommendation increases yield by
approximately 7.5%. The results further indicate
that the use of organic fertilizer increases agricul-
tural productivity by approximately 9%.

There is a significantly inverse relationship
between plot size and agricultural productivity.
This inverse relationship is common in the literature
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(Carletto and others 2011). All else being equal, a
1.00 percentage increase in plot size will decrease
agricultural productivity by 0.36%. Larger farms are
not usually farmed as intensively as smaller farms
so are underutilized, resulting in lower productivity.

Labor utilization has a positive and signifi-
cant effect on agricultural productivity. All else
being equal, a 1.00 percentage increase in the days
of work by family and hired labor will increase
agricultural productivity by 0.1% and 0.06%,
respectively. The positive effect is expected because
labor (family or hired) is needed for practices, such
as land preparation, weeding, mulching, fertilizer
application and pest control. Without these, yield
would be very low.

Soil quality has a positive and significant effect
on agricultural productivity. The estimates show
that, on average, productivity on plots of good or
fair soil quality is approximately 15.4% higher than
productivity on plots of poor soil quality. The effect
of soil quality is also reflected in the effect on the
soil quality index. The index shows that constraints
on nutrient availability, nutrient retention capacity,
or oxygen availability, among others, hinder agricul-
tural productivity.

The gender of plot managers also has a signifi-
cant effect on agricultural productivity. Agricultural
productivity on female-managed plots is approxi-
mately 12.8% lower than on male-managed plots.
In a similar study in which agricultural productiv-
ity was measured by value of output per ha, Kilic
and others (2014) observed that productivity of
female-managed plots was 25% lower than on male-
managed plots. The authors found that 82% of the
gender differential in agricultural productivity was
attributable to differences in endowments: lower
use of and returns on adult male labor, and lower
returns on inorganic fertilizer application on female-
managed plots.

Agricultural productivity also is positively
affected by asset ownership. Livestock ownership
increases agricultural productivity by 13.1% and, all
else being equal, a unit increase in the index of durable

assets ownership increases productivity by 0.06%. The
positive relationship between asset ownership and
agricultural productivity is expected because farmers
with more equipment are likely to purchase and use
fertilizer and other modern inputs in production.

Rainfall has a positive and significant effect
on agricultural productivity. All else being equal,
a 1-millimeter increase in total annual rainfall
increases agricultural productivity by 2.4%. This
finding suggests that increasing farmers’ access
to irrigation facilities would boost agricultural
productivity.

The estimates also indicate that agricultural
productivity increased over time. Agricultural pro-
ductivity in 2013 was approximately 10.5% higher
than it was in 2010. The significant increase in agricul-
tural productivity could have been due to increased
use of inorganic fertilizer and other physical inputs,
as well as to farmers becoming more skilled at com-
bining inputs in crop production.

To summarize, fertilizer use and compliance with
recommendations for fertilizer application, family
and hired labor utilization, soil quality, good rainfall
and ownership of livestock and durables assets all
increase agricultural productivity.

In this section, the team analyzed the incidence of
poverty and poverty dynamics among rural agricultural
households and the effects of agricultural productivity
on their welfare.

6.4.1. Poverty incidence and dynamics

For the analysis in this section, households were clas-
sified into poverty groups—non-poor, poor, and ultra-
poor—based on the national poverty and extreme
poverty lines. Households with annual consumption
expenditures greater than the poverty line (MKW
85,852) were classified as non-poor. Households
whose annual consumption expenditures fell short
of the extreme poverty line (MKW 53,262) were



classified as ultra-poor. Poor households were those
whose annual consumption expenditures lie between
the poverty and extreme poverty lines.

Increases in agricultural productivity improved
the poverty status of households. A comparison of
maize productivity levels by poverty status categories
in Figure 6.2 showed that the maize yield for non-
poor households was, on average, 27% and 31%
greater than that of poor households in 2010 and
2013, respectively. Additionally maize yield of house-
holds who transitioned out of poverty increased by
25% on average, while that of households whose
poverty status changed from non-poor to poor
decreased by 14% (table 6.9). These findings already
suggest that increased productivity may be associated
with reductions in rural poverty.

A Blinder-Oaxaca decomposition of the mean
yield gap between climbers (households who were
poor in 2010, but became non-poor in 2013) and
stayers (households who were poor in 2010 and
remained poor in 2013) is presented in Appendix
A6.5. The results in panel A of the Appendix A6.5
indicate that 46.46% of the climber-stayer yield dif-
ferential is accounted for by differences in the level
of production inputs and other observable attri-
butes (endowment effect). The remaining 53.54%
is accounted for by differences in returns on the
observable attributes (structural effect).

A detailed decomposition of the endowment and
structural effects is provided in panel C of Appendix
AG.5. The factors that contribute significantly to the
endowment effect include the inorganic fertilizer
application rate, and ownership of agricultural tools.

TABLE 6.9: Effect of Agricultural Productivity
on Poverty Dynamics
(% of maize output/kg/ha)

Poverty status in 2013

Non-poor Poor
Poverty statusin ~ Non-poor 17 -14
2010 Poor 25 -10

Source: Malawi Poverty Assessment team calculations based on IHS3
panel and IHPS.
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The positive coefficients of these variables imply that
climbers used more inorganic fertilizer and owned
more agricultural tools than stayers. Respectively,
these factors accounted for 52.7%, and 13.1% of the
overall increase in endowments. These percentages
should be understood as correlations rather than
causal parameters, because they were obtained by
dividing the coefficient of the variables by the sum
of the coefficients of all the variables that contributed
positively to the endowment effect.

The decomposition of the structural effect reveals
that more than half (53 percent) of the maize yield
differential between households that are chronically
poor and those that escaped poverty between 2010
and 2013 is explained by differences in family labor
utilization and extension services obtained as well as
the returns to organic fertilizer and applying the right
type of basal fertilizer. Access to and use of adequate
information could therefore bring higher yields.
Findings from empirical models of movements in and
out of poverty in chapter 2 showed that persons who
stayed in poverty in the same period had lower levels
of education and lived in more remote villages than
those who escaped. Remoteness and low education
are likely to make information for these households
harder to obtain and use appropriately and, in the pro-
cess, to diminish their income generation capabilities.

A more detailed analysis of the empirical rela-
tionship between agricultural productivity and pov-
erty follows.

6.4.2. Empirical analysis of the effect of
agricultural productivity on the
welfare of households

Improving agricultural productivity is widely

regarded as a major route to reduce poverty and

food insecurity in agrarian economies such as

Malawi. This view is based on the heavy reliance on

agriculture of poor and food-insecure households.

Increased agricultural production is likely to increase

the demand for farm labor through increases in area

cultivated or intensity of cultivation, which can in
turn lead to higher wages. In countries that have
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substantially reduced poverty, labor incomes grew
due primarily to higher returns on endowments, sig-
naling an increase in the marginal value of work due
to increases in productivity or in the relative price of
labor. In Malawi, rural incomes depend mainly on
crop production (56% and 64% in 2004 and 2010,
respectively) and farm wage income (11% and 16%
in 2004 and 2010, respectively). Increased agricultural
output can also decrease food prices, to the benefit of
all net food buyers, which in Malawi are over 50 per-
cent of households (Palacios-Lopez and other 2016).
Clearly, because agriculture is the main source of live-
lihood for the majority of Malawi’s poor, increasing
the sector’s productivity is critical. In this section, the
team analyzes the effects of agricultural productivity
on the welfare of Malawi’s agricultural households
and their transition out of poverty.

The team measured household welfare in terms
of poverty and nutrition. The poverty indicators
are per capita consumption expenditure, poverty
gap, and severity of poverty. The nutrition indicators
comprise caloric intake. Agricultural productivity is
measured by maize yield.

The relationship between agricultural productiv-
ity and welfare of household i in time t is specified as:

Wi[ = aAi[ + Yil b, + Hitv + Pitd + e,-j, (5)

where W, is household welfare; A; is house-
hold-level agricultural productivity; Y; is a vector
of variables measuring other sources of household
income; H; is a vector of household characteristics;
P, is a vector of prices; Gy is a vector of household
geo-variables; and is the stochastic error term. a, b,
Y, d are t parameters, with being the parameter of
interest: the effect of agricultural productivity on wel-
fare. Depending on the measure of welfare, equation
(5) is estimated with either a household fixed-effects
estimator or a two-part estimator proposed by Beloti
and others (2015) and described in Appendix A6.7.

Agricultural productivity in a welfare model is
potentially endogenous, with the main source of
endogeneity being omitted variable bias. Welfare

and agricultural productivity are both likely to be
affected by the health status of households and
by unobserved institutional and location factors
(Keswell and others 2012; Dzanku 2015). The use of
household fixed effects enabled the team to account
for unobserved time-invariant factors such as the
location variables, but not for the time-varying fac-
tors. Consequently, using an approach developed by
Oster (2015), the team assessed the robustness of its
estimates to omitted variables bias resulting from
unobserved time-varying factors.

Table 6.10 presents the elasticity of per cap-
ita consumption expenditure related to maize
yield. A summary of the impacts of agricultural
productivity on the other welfare indicators is
presented in Appendices A6.6 and A6.7. The full
model results are presented in table A6.7. The last
column of Appendix A6.6 shows the range of the
estimates based on Oster (2015). Because the range
of estimates does not contain zero and the upper
bounds are within the confidence interval of the
“controlled estimates,” the team is confident that
its estimates are robust to omitted variable bias
(Oster 2015; Nghiem and others 2015; Freier and
others 2015; Gonzalez and Miguel 2015). The for-
mal test of endogeneity using the control function
approach also rejects the hypothesis that agricultural
productivity is endogenous in the team’s welfare
models. Hence, overall, the team’s estimates are
robust not only to omitted variable bias, but also
to other potential sources of endogeneity. Results
of the endogeneity test using the control function
approach are available on request.

The results indicate that agricultural productiv-
ity has a strongly significant effect on all measures
of poverty (Appendix A6.6). All else being equal, a
1% increase in agricultural productivity leads to an
estimated 0.13 increase in consumption per capita
(in logarithms) and an estimated 0.06 increase in
food consumption (in logarithms), measured by
caloric intake per capita. Poverty measures such as
the poverty gap and severity of poverty also decline
with increases in agricultural productivity.



TABLE 6.10: Elasticity of Agricultural
Productivity on Household

Welfare
Measure of Measure of
agricultural household Range of
productivity  welfare Estimate  estimates
Log of maize yield  Log of per capita ~ 0.132*** [0.1320.173
consumption (0.020)

expenditure

Source: Malawi Poverty Assessment team calculations based on IHS3
panel and IHPS.
Note: a Based on Oster 2015.

The simulation results (table 6.11) indicate that
a 50% increase in maize yield will reduce the poverty
(ultra-poverty) rate among rural agricultural house-
holds from 40.78% (11%) to 34.01% (8.46%). The
50% increase in maize yield correspondingly will lift
approximately 622, 015 people out of poverty and
281,718 people out of ultra-poverty. The estimates
also show that a 100% increase in maize yield will
decrease the poverty (ultra-poverty) rate to 33.03%
(7.46%), and lift 662,994 people out of poverty and
325,018 people out of ultra-poverty. Additionally, the
simulation results show that 25.32% of rural agricul-
tural households still will be poor, (and 5.14% be
ultra-poor) even if all households produce maize at
full potential. This chapter defines the full potential
level of maize production as the highest household-
level maize yield in the districts reported in the team's
sample.

The above estimates of the impact of agricul-
tural productivity on the welfare of rural agri-
cultural households should be considered as
lower bound estimates, that is, they measure only
the direct welfare-improving effect of growth in
agricultural productivity. Growth in agricultural
productivity has many additional, economy-wide
spillover effects that the team’s welfare models could
not capture.* For instance, agricultural productivity
growth could provide raw materials for the non-farm
sector. As another example, the resulting increased
household income could increase demand for goods
and services produced in the non-farm sector. These
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spillover effects in turn will stimulate employment
in the non-farm sector through both forward and
backward linkages and eventually increase off-farm
income of households (Hanmer and Naschold 2000;
Mellor 1999). In other words, the proposed model
captures only the direct effect of productivity on con-
sumption expenditure, but not the indirect effects
that come via reduced prices and increased wages.
It should also be noted that the poverty effect likely
stagnates at around the 50% increase because the
consumption expenditure of the remaining house-
holds are so further below the poverty line that further
increases productivity are not enough to move them
above the poverty line.

The team provides an estimate of these spillover
effects using the Benin and others (2008) estimate of
the multiplier between growth in agricultural sector
and the rest of the economy, the agricultural GDP of
Malawi in 2013 (MKW 346,182 million in constant
2010 prices), and the share of crop production in the
agricultural GDP of Malawi (83%). The multiplier
between the agricultural sector of Malawi and the
rest of the economy is 1.11, meaning that a 1-kwacha
increase in agricultural GDP results in an additional
MKW 0.11 increase in the GDP of the nonagricultural
sector (Benin and others 2008). Using this multi-
plier, the team estimates the spillover effects of a 1%
increase in agricultural productivity on the rest of the
economy to be MKW 316.064 million.*

The direction of the effects of agricultural pro-
ductivity on all measures of household welfare
supports the widely held notion that improving
agricultural productivity could be an effective
channel by which to improve the welfare of rural
agricultural households in Malawi. However, given
the efforts that have been made to improve agricul-
ture to reduce poverty and food insecurity in Malawi,
the magnitude of the direct effect is much lower than

* The team’s welfare models also could not capture the poten-
tial indirect welfare-improving effect of growth in agricultural
productivity that results from the productivity-induced lowered
food prices and increased wage income (Datt and Ravallion 1998;
Saxena and Farrington 2003; Schneider and Gugerty 2011; Otsuka
2000; and Biswanger and Quinzon 1986).
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TABLE 6.11: Effect of Increases in Agricultural Productivity on the Transition Out of Poverty, 2013

% of

oor
Increase in maize yield

0% 40.78
5% 35.74
10% 3545
15% 3545
20% 3519
25% 35.08
30% 34.99
35% 34.77
40% 34.62
45% 34.36
50% 34.01
55% 33.95
60% 33.86
65% 33.76
70% 3376
75% 33.62
80% 33.17
85% 33.17
90% 33.08
95% 33.08
100% 33.03
Raising productivity of all households to:

Quarter of district highest 32.16
Half of district highest 28.98
Three-quarters of district highest 27.29
District highest (full potential?) 25.32

% of ultra-poor
households in 2013 households in 2013

11.00
9.39
9.26
9.26
9.11

9.1

9.1

9.05
8.65
8.65
8.46
8.34
8.00
7.94
7.9
7.19
7.64
7.64
7.64
7.64
7.56

6.60
5.95
5.23
5.14

# of people lifted

Number of people lifted
out of poverty

out of ultra-poverty

555,969.31 253,024.14
555,969.31 260,351.78
555,969.31 260,351.78
567,825.50 260,351.78
571,433.63 260,351.78
576,370.13 260,351.78
581,876.44 260,351.78
588,786.94 270,491.66
601,266.94 270,491.66
622,015.25 281,718.41
622,015.25 288,746.94
626,781.38 308,266.31
626,781.38 311,868.69
626,781.38 320,494.97
631,964.19 320,494.97
657,617.88 320,494.97
657,617.88 320,494.97
662,993.94 320,494.97
662,993.94 320,494.97
662,993.94 325,017.94
728,040.63 327,458.78
863,750.31 350,718.66
909,683.69 377,188.38
1,021,293.50 382,145.03

Source: Malawi Poverty Assessment team calculations based on IHS3 panel and IHPS.

expected. The weak effect indicates that efforts to
effectively reduce rural poverty and food insecurity in
Malawi should go beyond the confines of increasing
agricultural productivity to embrace nonagricultural
measures including promoting off-farm income-gen-
erating activities. Making this transition applies not
only to Malawi, but also to other African countries
including Ethiopia, Ghana, Kenya, and Tanzania, in
which similar strongly significant, but small direct,
effects of agricultural productivity on measures of

household welfare have been observed (Dercon and
Christiaensen 2005; Dzanku 2015; Mistiaen 2006;
and Sarris and others 2006, respectively).

* The spillover effect is computed as: [(0.0083*3461
82000000)*0.11], where (0.0083*346182000000) is the ad-
ditional increase in agricultural GDP resulting from a 1-percent
increase in crop output, and 0.11 is the increase in the GDP of
the nonagricultural sector that results from 1 unit increase in
agricultural GDP.



Other important determinants of the welfare
of Malawi rural agricultural households include
household size, landholdings, ownership of crop
storage house, and prices of consumable goods.
Each of these factors causes its expected effect. In
line with chapters 1 and 2, household size has a
significantly negative effect on household welfare. A
1-person increase in household size decreased the per
capita consumption expenditure by 14.8%; increased
the poverty gap and severity of poverty by 3.1 and 1.6
percentage points, respectively. The average house-
hold size of five in the analytical sample and the
fact that household size increased significantly over
time drove home the necessity to promote smaller
household size among Malawi’s rural agricultural
households.

Landholding improves the welfare of house-
holds. A 1% increase in the total quantity of land
owned by Malawi households increased per capita
consumption expenditure by 0.129%; decreased the
poverty gap by 0.047 and 0.024 percentage points
respectively; and increased caloric intake by 0.054%.
Benfica (2014) also observed the general welfare-
improving effect of landholding. The author observes
that the poverty rate is relatively highest among the
land poorest and that the level of poverty falls as
landholdings increase. Benfica further observes that
the share of poor households falls significantly at
the higher end of the land distribution. The positive
effect of landholding on welfare has important impli-
cations for poverty in Malawi, in which landholdings
generally are small and are likely to get smaller with
increasing population pressure.

Ownership of a crop storage structure
improves the poverty status of households but has
no significant effect on nutritional status of house-
holds. Ownership of storage structures increases
per capita consumption of households by 10.9%,
and reduces the poverty gap and severity of poverty
by 3.0 and 1.5 percentage points, respectively. The
positive effect on poverty of ownership of crop stor-
age structures is expected because storage structures
enable farmers to keep part of their produce for sale

AGRICULTURAL PRODUCTIVITY AND POVERTY IN MALAWI

during the lean season, when crop prices are rela-
tively higher than harvest season prices. Currently,
approximately only 16% of rural agricultural house-
holds own crop storage structures. This small per-
centage implies that more than 80% of rural farmers
are unable to take advantage of higher lean season
prices, a situation that could thwart pro-agriculture
poverty reduction efforts.

Finally, the price of consumable goods exacer-
bates the poverty status of households. A 1-percent
increase in prices of consumable goods (food and
non-food) will, all else being equal, reduce per capita
consumption expenditure by 0.7%; and increase the
poverty gap and severity of poverty by 0.3 and 0.2
percentage points respectively.

Conclusions

Agriculture is still the mainstay of Malawi’s econ-
omy. The sector accounts for approximately 30% of
GDP and employs over 85% of households. Between
2010 and 2013, the majority of rural agricultural
households diversified their economic activities.
Nevertheless, it remains characterized by smallholder
production. Most people are locked in low-produc-
tivity, subsistence agriculture with inadequate tran-
sition toward higher-value commercial production.

Improvement in agricultural productivity sig-
nificantly lessens the effects of poverty, food inse-
curity, and poor nutrition on rural agricultural
households. The elasticity of per capita consumption
expenditure with respect to maize yield is 0.132%,
and the elasticity of caloric intake with respect to
maize yield is 0.06%. Agricultural productivity also
improves other measures of welfare, such as the
poverty gap and severity of poverty. Simulations
of incremental changes in agricultural productiv-
ity also show important reductions in poverty and
ultra-poverty rates.

Nevertheless, despite its positive effect on the
welfare of rural agricultural households, growth in
agricultural productivity has been modest up to
date. Agricultural productivity will therefore have
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to increase greatly to tackle pervasive poverty and
food insecurity.

Many factors explain the low performance of
agriculture to date. Organic fertilizer, pesticides,
and irrigation rarely were used in crop production.
Farmers used predominantly family labor in crop
production, with only limited numbers of hired
and exchange laborers. Agricultural mechanization
(including ploughs, ridgers, and cultivators) remained
limited in Malawi, so as access to credit and extension
services. Participation in the large-scale Farm Input
Subsidy Program (FISP) increased slightly from 58%
of households in 2010 to 60% in 2013. However, in
2013 non-poor households were more likely to par-
ticipate in FISP than poor households. The average
response rate of maize to fertilizer is also very low,
and at the commercial price, fertilizer use generally
is not profitable in Malawi.

Given (1) the simulated positive effects of agri-
cultural productivity increases on living standards
and (2) the Poverty Assessment team'’s analysis
documenting the factors that enhance agricul-
tural productivity, a few policy options could be

considered: a) Expanding access to new technolo-
gies, such as irrigation and improved seeds along
with supplementary services, such as information
and training on new technologies, can boost yields
because such a bundle is likely to be superior to the
current subsidy program. (b) Access to extension
services could be key drivers of agricultural pro-
ductivity so long as they address the direct needs of
smallholder agriculture, teach reliable and proven
techniques, such as land management practices,
and encourage farmers to comply with fertilizer
recommendations. (c) Access to agricultural equip-
ment would improve land preparation practices to
reduce erosion and increase productivity. (d) Focus
the objective of the Farm Input Subsidy Program
(FISP) on increasing productivity and let other
programs deal with the safety net function that has
been implicitly assigned to FISP in the past. Having
multiple goals puts considerable pressure on the
FISP, because given the programs substantial budget
share there is an expectation that it will deliver both
increased maize productivity and reduced poverty
to rural Malawi.



NON-FARM ACTIVITIES AND

POVERTY IN MALAWI

The expansion of non-farm activities and income diversification are likely features of economic develop-
ment in any developing country and could improve welfare. Chapter 7 examines whether both claims
have held for Malawi since 2004.

Participation in non-farm activities, such as self-employment (defined as the primary ownership of a
non-farm enterprise) and wage employment (defined as having a non-farm salary job), is associated
with higher consumption growth and, therefore, remains a potential avenue for lifting households out
of poverty. Rising non-farm self-employment income was the driving force behind the reduction in rural
poverty from 2010 to 2013. The increased engagement of some of the poor in non-farm self-employment
activities and the higher business profits observed in these activities are what drove income growth and
poverty reduction. Conversely, during the same period, falling non-farm wage employment income led
to an acute rise in urban poverty. A reduction in the participation of the urban poor in wage employ-
ment activities, even below levels observed in 2004, along with lower monthly salaries can explain the

increase in poverty.

Within Malawi, participation in and returns from non-farm activities are lower for the poor compared
to the non-poor so there is scope for improvement. Income for investment capital increases the opportuni-
ties to venture into self-employment, so as connecting people better to markets that demand the services
offered by such activity. Connecting remote communities with population centers through public roads
can facilitate the expansion of nonfarm bussineses. Training and technical skills also can improve the
chances of higher returns. Education is particularly important for participating and obtaining higher
returns on non-farm wage employment in both urban and rural areas because the more sophisticated jobs
require higher levels of qualification. Unlocking all of these components for the poor can increase their

participation in non-farm activities and the returns obtained from them.
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At the same time, non-farm self-employment
activities rely heavily on increased local demand.
Given the limited access to insurance services for
agriculture-related shocks in Malawi, the pres-
ence of rainfall shocks, which affect everyone,
can reduce the returns from these activities. Well-
functioning safety nets also could protect the wel-
fare of those affected by disasters and help them
to avoid joining the ranks of the self-employed out
of necessity. For persons already self-employed,
effective safety nets could improve the prospects

of staying in business.

Introduction

Malawi is an agricultural economy. Therefore, to
reduce poverty, increasing agricultural productivity
and growing farm incomes are critical (chapter 6).
However, it is often not possible to sustain income
from a single occupation, such as rain-fed agricul-
ture, which is highly prone to risk. The expansion
of non-farm activities and the diversification of
incomes are likely features of economic devel-
opment in any developing country and could
improve welfare. In Malawi in 2013, 13% of poor
households earned more than 50% of their income
from non-farm activities, either through wage labor
or operating non-farm enterprises in the service
sector. Such income improves the wellbeing of
households and, as the standard decomposition
and growth regression techniques used in chap-
ter 5 show, its role in reducing poverty cannot be
dismissed.

Chapter 7 examines the role that non-farm
activities play in reducing poverty and documents
key factors that hinder the poor from engaging
in non-farm activities and getting higher returns.
Here, nonagricultural activities are considered to be
all household activities that generate some sort of
revenue to the household, but do not involve crop

farming. Non-farm wage employment (NFWE) com-
prises activities in which household members are
employed for a salary, regular or not, and excludes
farm labor activities (also called ganyu labor in
Malawi). Non-farm self-employment (NFSE) includes
all business enterprises carried out by members of a
household to earn additional revenue.

Chapter 7 uses detailed household data col-
lected in Malawi between 2004 and 2010 in the
cross-sectional Integrated Household Survey (IHS2
and IHS3) and in the 2010-13 panel dataset. The
[HS2 and the full IHS3 samples both were strati-
fied by month and administered throughout the
year. Findings from these two samples are generally
comparable because they take into account data
from 12-month periods. These two samples enable
only cross-sectional comparisons of trends over
time, because the sample was entirely refreshed for
[HS3. Additionally, a subsample of the full THS3
sample was selected for follow-up in the Integrated
Household Panel Survey (IHPS). The IHS3 panel
subsample and THPS sample were interviewed
only during March-November of 2010 and 2013,
respectively so are not strictly comparable to THS2.
However, the group of same individuals from THS3
and THPS provides a unique value in its panel
dimension.

Chapter 7 is organized as follows. Section two
describes the prevalence and nature of nonagricul-
tural activities in both urban and rural areas, as well
as the returns on these activities and for which types
of households. The impacts of non-farm activities on
consumption growth and poverty are summarized
in section three. Within Malawi, diversification and
returns are lower for the poor compared to the non-
poor. These features are analyzed in section four.
Section five seeks what determines entering into and
obtaining higher returns from non-farm activities.
Particular attention is drawn to factors that hinder
the poor from engaging in non-farm activities and
getting higher returns. Hindrances can arise in the
areas of human capital levels and access to credit
and wealth.



This section looks at the proportion of households
who engage in and generate income from non-
farm activities or sources, including non-farm wage
employment (NFWE) and non-farm self-employment
(NFSE). The section then looks at the share of these
two sources in total income, highlighting their relative
importance and their trends in urban and rural areas.

7.1.1. Prevalence of non-farm activities in
Malawi

Participation in off-farm employment is not wide-
spread among households in Malawi. Figure 7.1
indicates that participation in NFSE dropped from
31% in 2004 to 22% in 2010, but then rose again to
31% in 2013. As for NFWE, during 2004, 2010, and
2013, participation rates remained flat at approxi-
mately 21%. A recent study using panel house-
hold survey data to compare NFSE in Malawi with
Ethiopia, Niger, Nigeria, Tanzania, and Uganda
found that Malawi had the lowest share of rural
households operating a nonfarm enterprise (Nagler
and Naude 2014 ).

FIGURE 7.1:
Areas, 2004/2010/2013
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Nevertheless, Malawians’ participation in
non-farm self-employment activities recently
increased. Figure 7.1 shows that, overall in Malawi,
participation in NFSE did not increase much
between 2004 and 2013. However, in urban areas,
participation in NFSE grew by almost 15 percent-
age points, from 36% in 2004 to 50% in 2013
(although it then declined to 34% in 2010). In the
meantime, rural households’ participation in NFSE
dropped greatly between 2004 and 2010 (30% and
17% respectively for both years), but then increased
substantially to 28% in 2013, close to the participa-
tion rate observed in 2004.

Non-farm wage employment participation
seems to exhibit a decreasing trend over recent
years in both rural and urban areas. The analysis
of figure 7.1 reveals that, in urban areas, the NFWE
participation rate stayed at approximately 55% in
urban areas between 2004 and 2010, before decreas-
ing to 50% in 2013. In the meantime, NFWE par-
ticipation among rural households remained flat
approximately 15% over the years.

These figures indicate that participation in NFSE
is becoming increasingly relevant among house-
holds in Malawi, whereas participation in NFWE

Household Participation in Off-Farm Employment in Malawi, Rural and Urban
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apparently remains stagnant. Section 3 tackles what
may explain the contemporary sharp increase in
self-employment participation and decrease in wage
employment participation in urban areas, and how
this movement affects households’ poverty status.
Similarly, the team tries to understand the dynamic
of non-farm employment in rural areas and how it
affects rural poverty.

The percentage of households who earn
incomes from non-farm activities (figure 7.1) does
not tell the complete story about the importance
of, or the impact of lack of, these income sources
for households in Malawi. Figure 7.2 fills this gap,
by showing the share of income from these sources
in the total income of the participating households
in the years 2004, 2010, and 2013.

A non-negligible share of households’ income
is drawn from non-farm wage and non-farm
self-employment in Malawi. In urban areas, fig-
ure 7.2 shows that 50%-75% of total household
income every year came from these sources. In rural
areas, this share comprised 25% of total house-
hold income in 2013. In addition, the changes in
income shares of NFWE mirrored the trends of the

FIGURE 7.2:
Malawi, 2004/2010/2013 (%)

participation rates. In urban areas, NFWE contrib-
uted to a decreasing share of household income
(approximately 45% in 2004 and 2013, then 32% in
2013). In contrast, the share observed in rural areas
for NFWE remained more or less flat approximately
at 8% from 2004-13.

As for NFSE, its contribution to household
income increased in both urban and rural areas from
2004-13. In urban areas, the share remained stable
at approximately 22% in 2004 and 2010 and then
rose sharply to 30% in 2013. In rural areas, the share
of household income from NFSE decreased from
9% in 2004 to 5% in 2010 but then almost tripled
to 14% in 2013.

Non-farm activities are a significant source
of income (more than 50% of total household
income) for several households living in poverty
in Malawi. An average of 11% of the poor in Malawi
derive more than 50% of their income from non-
farm enterprises and non-farm wage employments.
This proportion is 5-8 times higher in urban areas
than in rural areas. The reason is that a higher share
of the income of the poor in rural areas comes from
agricultural activities (figure 7.3).
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FIGURE 7.3: Households Who Draw More
Than 50% of Their Incomes from
Non-Farm Activities (Household
Businesses and Non-Farm

Employment) by Poverty Status,
2013 and 2010 (%)
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Source: Malawi Poverty Assessment team calculations based on IHS3
panel and IHPS.

7.1.2. Nature of non-farm activities in
Malawi

Participation in non-farm self-employment
Non-farm self-employment participants are highly
concentrated in the Commerce and Tourism sector.*’
Figures 7.4 and 7.5 present individual level of partici-
pation rates, as well as the average profits earned by
participants in non-farm self-employment by sector
in urban and rural areas, respectively. The reference
period for returns on participation is the month prior
to the interview. The figures reveal that more than
half (58% in 2010 and 55% in 2013) of all house-
hold enterprises are participants in Commerce and
Tourism (wholesale and retail trade, restaurants and
hotels). This sector consists primarily of people selling
or reselling a wide variety of products from groceries
and food products to clothes, shoes, and more. The
prevalence of this sector over others is more prominent
in urban areas. There, approximately 70% of non-farm
enterprises are in the Commerce and Tourism sector,
compared to approximately 50% in rural areas.

In urban areas, participation in other sectors is
minimal, except in the construction and services sec-
tors, which account for approximately 15% or less of

NON-FARM ACTIVITIES AND POVERTY IN MALAWI

all household enterprises. In rural areas, the Food,
Beverage, and Tobacco Manufacturing sector accounts
for approximately 25% of all household enterprises.
This sector includes primarily street vendors of various
food and drinks. The Non-food Manufacturing sector
represents 12-16% of all household businesses. If the
Food, Beverage, and Tobacco Manufacturing sector is
combined with the Non-Food Manufacturing sector,
the total manufacturing sector accounts for two in five
(40%) of all household enterprises, making it close
to the leading sector in rural areas.

In urban areas, combining the non-food and
food manufacturing sectors yields a manufacturing
sector that contains approximately 15% in 2010 and
17% in 2013 of all the household enterprises—very
far from the leading sector.

The proportion of households’ enterprises in
the primary sector is extremely low across Malawi.
The primary sector contains forest-based-product
enterprises including bamboo, charcoal, firewood,
and timber selling, and represents only 2-3% of
household enterprises in rural areas. In urban areas,
household enterprises in the primary sector are almost
nonexistent. This is normal since, by definition, non-
farm self-employment excludes most income-gener-
ating activities directly related to farming.

Returns on participation in non-farm self-
employment

Returns on participation in self-employment by
industry groups do not explain the distribution of
household enterprises in these groups. Construction

7 Participants in off-farm self-employment or wage employ-
ment are involved in several sectors and industries. This section
describes these different sectors and industries, as well as the
returns to participation by sector. This analysis classifies these
sectors into several main categories. The classification of non-farm
enterprise activities into industry categories used here closely
follows the 1992 United Nations International Standard Indus-
trial Classification (ISIC) standards into five main groups. The
groups include: (a) Primary sector, which comprises agriculture,
livestock, hunting, fishing, and mining; (b) Food, Beverage, and
Tobacco Manufacturing; (¢) Non-food Manufacturing, (d) Com-
merce and Tourism (wholesale and retail, and restaurants and
hotel businesses); and (e) Other sectors, which include construc-
tion, electricity and utilities, transportation, and other services.
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and Services generate the highest monthly revenue
on average, despite showing a decrease of 8,000
kwachas over the years. However, as mentioned
above, this sector is second to last in concentration
of household enterprises in Malawi. The Commerce
and Tourism sector absorbs the highest proportion
of household enterprises. They generated 9,000 kwa-
chas in revenues per month in 2013 (approximately
30% less than the Construction and Services sector).
The nonfood manufacturing sector is the third most
profitable industry and experienced monthly rev-
enues of 8,800 kwachas in both years. The primary
sector generates the lowest level of earning monthly
and is the only one whose returns worsened.
Revenues from household enterprises are consid-
erably higher in urban areas than in rural areas across
all industry groups. Average profits from participa-
tion in self-employment were 23,400 kwachas in
urban areas in 2010, which is approximately 18,000
kwachas higher than average returns in rural areas in
the same year. In 2013 the average profits in urban
areas were approximately 13,000 kwachas vs. 6.400

kwachas in rural areas. This huge urban-rural gap is
largely maintained across all industry groups.

The exception is the general decrease in returns
on non-farm self-employment in urban areas com-
pared to increased returns in rural areas. Between
2010 and 2013, average returns from non-farm self-
employment decreased by almost 45% in urban
areas, while they increased by approximately 12%
in rural areas during the same period. The decrease
in average returns in urban areas is observed con-
sistently across all the industry sectors, except the
primary sector. Similarly, the increase in average
returns in rural areas is observed consistently across
all industry sectors, except the primary sector.

Profile of non-farm enterprises

Most household enterprises are relatively new and
are operated informally from home by young uned-
ucated males, often household heads. Table 7.1
describes selected characteristics of household enter-
prises. Table 7.1 indicates that household enterprises
are relatively young. Although the owners were close

FIGURE 7.4: Individual Participation in Non-Farm Self-Employment and Returns by Sector in
Urban Areas in Malawi, 2010 and 2013
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FIGURE 7.5: Individual Participation in and Returns on Non-Farm Self-Employment Activities
by Sector in Rural Areas in Malawi, 2010 and 2013
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to 40 years old, enterprises were, on average, 11 years
old in 2010 and 8 years old in 2013. The lower age of
enterprises in 2013 compared to 2010 suggests that a
large number of new businesses may have replaced
the older ones within these three years. No major
differences exist between rural and urban areas in the
age of enterprises or the age of their owners.

Table 7.1 also indicates that more than 40% of
all businesses in Malawi are operated from home.
More enterprises are home based in rural areas
(49% in 2010 and 44% in 2013) than in urban areas
(35% in 2010 and 36% in 2013). In addition, most
household enterprises operate without access to
electricity, especially in rural areas, where only 13%
of household business owners mentioned having
access to electricity for their businesses. Household
enterprises generally are informal, consistent with
their relatively short lifespan. Fewer than one in 10
of the household businesses in Malawi are registered
with either the Malawi Register of Companies, or the
Malawi Revenue Authority, or the Local Assembly.
This number almost doubles in urban areas (14%

in 2010 and 2013) relative to rural areas (6% in 2010
and 8% in 2013). Finally, table 7.1 reveals that the
large majority of business owners are uneducated. In
rural areas, 75% of business owners are uneducated,
far higher than in urban areas.

Participation in non-farm wage employment
Non-farm wage employments are primarily con-
centrated in the service sector. Figures 7.6, 7.7,
and 7.8 display individual level participation rates
in non-farm wage employment by sector, as well as
the average monthly wages earned by participants
for national, urban, and rural areas, respectively. At
the national level, almost 33% of all the non-farm
wage employment jobs are in the service sector. This
sector contains mostly unskilled labor jobs, such as
building caretakers, cleaners, and maids and related
housekeeping services, security and protective service
workers, as well as cook, waiters, and bartenders. The
next most popular sector of employment includes
production and related workers, transport equipment
operators, and laborers not elsewhere classified. This
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TABLE 7.1: Selected Characteristics of Household Enterprises in Rural and Urban Areas in

Malawi, 2010 and 2013

Characteristics of households' ol St Eiee Al e
enterprises 2010 2013 2010 2013 2010 2013
Age of enterprises (years) 1.2 8.7 10.5 7.1 1.7 9.1
Outside partner (%) 24 3.3 1.8 3.1 29 34
Business operating premises (%)
Home 434 41.8 347 362 49.8 44.0
Market place and commercial area shop 32.8 37.5 37.6 36.1 29.2 38.0
Roadside and other areas 23.8 20.8 27.7 27.7 211 18.1
Formal registration (%) 9.6 93 14.3 13.9 6.2 7.6
FBPE: (%) 11.5 13.8 9.1 1.9 132 14.6
Access to electricity (%) 23.2 30.7 29.8 53.2 12.8 12.8
Number of enterprises per household (1 to 4) 1.1 11 1.2 1.2 1.1 1.1
Male owner (%) 58.2 51.9 59.6 451 57.2 54.6
Owner if household head (%) 69.2 67.4 68.3 59.5 69.9 70.4
Age of owner (%) 37.1 38.1 355 35.7 38.3 39.0
Education of owner (%)
None 634 67.5 44.8 48.7 77.1 74.8
PSLC® 12.0 12.9 14.4 13.1 10.3 12.8
JCE* 11.8 9.8 16.2 16.4 8.5 7.2
MSCE® 8.4 7.2 15.3 14.4 32 44
Non-university diploma 24 1.8 49 5.4 0.5 0.4
University diploma 1.6 0.5 34 1.0 04 0.4
Post-graduate degree 04 0.3 1.0 1.0 0.0 0.0

Source: Malawi Poverty Assessment team calculations based on IHS3 panel and IHPS.

Note:

2 Forest-Based Products Enterprise.

® Primary School Leaving Certificate.

< Junior Certificate Examination.

9 Malawi School Certificate of Education Examination.

sector represents approximately 25% of all the wage
employment jobs in Malawi. Professional and tech-
nical jobs represent approximately 20% of all wage
employments. Although this sector includes relatively
more skilled types of jobs, including doctors, archi-
tects, lawyers, and engineers, teachers fill the majority
of these jobs, especially in rural areas, in which teachers
accounted for more than 70% of these jobs in 2013.
Among other skilled labor jobs, such as administrative
and managerial workers, clerical and related workers,
and sales workers, each represents a small proportion

of all the occupation groups, with administrative and
managerial workers making up the smallest share.
The relative importance of the different sectors of
non-farm wage employment is similar across urban
and rural areas. There are more unskilled than skilled
labor jobs in both urban and rural areas (figures 7.7
and 7.8). Approximately 67% in urban areas and 75%
in rural areas of all the non-farm jobs are in sectors that
do not require highly skilled labor. Among the group
of unskilled labor jobs, the primary sector (agriculture,
animal husbandry, forestry, fishers, hunters) is almost



negligible in urban areas whereas it accounted for 20%
of all rural non-farm wage jobs in both years.

Returns on participation in non-farm wage
employment

The returns on non-farm wage employment are
higher for occupations in sectors that require more
skilled labor. In 2010 average monthly wages of indi-
viduals participating in the sectors of employment
that require skilled labor ranged from 8,200 kwachas
for sales workers to 72,800 kwachas for administra-
tion and managerial workers (figure 7.6). Meanwhile,
wages in the unskilled labor sectors of employment
ranged from 5,600 kwachas for primary sector work-
ers to 10,000 kwachas for production and related
workers and transport, and equipment operators.
In 2013 wages in the skilled labor sectors dropped
dramatically to 25,900 kwachas for administrative
and managerial workers, but these wages were still
higher than for unskilled occupations, in which wages
hovered between 3,600 kwachas for primary sector
workers to 8,600 kwachas for production and related
workers, and transport and equipment operators.

NON-FARM ACTIVITIES AND POVERTY IN MALAWI

Wages generally are higher in urban areas.
Consistently across all job categories, workers in
urban areas earn a higher wage compared to work-
ers in rural areas (figures 7.7 and 7.8). The average
wage difference between urban and rural workers
was 10,800 kwachas in 2010, but dropped to 6,800
kwachas in 2013. The reason was that while wages
earned in both urban and rural areas decreased
generally, wages decreased more pronouncedly
in urban areas. Given that participation in wage
employment is higher in urban areas than in rural
areas, the decrease in wages is likely to affect more
the livelihood of urban residents than rural resi-
dents. The effects of this wage decrease on poverty
dynamics in urban areas are investigated in a later
section.

Between 2010 and 2013, returns on non-farm
wage employment decreased in both urban and
rural areas. Returns on non-farm wage employment
at the national level decreased by almost 15%, from
12,100 kwachas in 2010 to 10,300 kwachas in 2013
(figure 7.6). This decrease in wages is observed con-
sistently across all the sectors of employment except

FIGURE 7.6: Individual Participation in Non-Farm Wage Employment and Returns by Sector in

Malawi, 2010 and 2013
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FIGURE 7.7: Individual Participation in and Returns on Non-Farm Wage Employment Activities
by Sector in Urban Malawi, 2010 and 2013

120 ™~
P
100+
5
s 80
@
£ 607 o ~
[d) 0w N
Ieled)
& 40 N SE
< w0 ~
2 I~ <
201 — ;m o N ~ o~ < <
0 «~ S
—cs ¥ cs Vv ol %) % > g0 TV —o% c= v o = %) %] —>psY TV
538 S°f% 28§ § Togs o8 | =2§ 62§ 28§ § THLE 2§
6F% ®EE S5 < 25fE ¥ | 5F¥ ®&E S5 ¥ ¥ 3cff o<
5220 S96 w© o o =855 S0 50 S£96 w o o £0%535 €06
o= = 3= 5902 o oz S © g2 5902 o
$EZS 2c= BG 2 2 SR 22 PEZ 2=z B2g 2 = 0@ 2 53
<= 00D £0 T o @ o) =3It To LE5 c® 53 @ © =520 Bo
599 c 29 K] 5] oDC > 359 099 c 29 K] s o< >c 39
Fee € O® < S =% © T+ Fee € O® o S I—=+H5 & T+
o <2 o w S goec o2 < 22 o w S goec o=
] = 2 3 E5¢ a9 o & = %) £o2 a?
cCw £ cCw &
\'U—o\_ fﬁ—op
c c
< <
5 © 5
G= o=
Participation (%) Returns (000 Kwachas per month in 2010 real prices)
W2010p W2013

FIGURE 7.8:
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sales workers for whom an average 7% increase in
wages was observed. The sharpest decrease was expe-
rienced by administrative and managerial workers
whose wages declined drastically from 72,800 kwa-
chas in 2010 to 25,900 kwachas in 2013 (a decrease
of almost 65%).

In urban areas between 2010 and 2013, wages
decreased by an average of 25%. Wages decreased
in all sectors of employment except for sales work-
ers, whose wages remained practically the same. The
sharpest decrease is observed in the urban administra-
tive and managerial workers sector, but only a small
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BOX 7.1: Did the Kwacha Depreciation in 2012 Affect Welfare by Depressing Economic
Activity and Reducing Returns on Non-Farm Employment?

According to the FAO (United Nations Food and Agriculture
Organization), devaluation is a form of stabilization or macro-
adjustment policies that induces a change in foreign rates to
reduce deficits in the balance of payments. By lowering the value
of local currency, devaluation has the effects of reducing imports,
which are now more expensive, while stimulating domestic
production and exports, for which supply response is strong.
While this likely creates an opportunity for expansion of the
tradable agricultural sector, devaluation can affect negatively the
non-tradable sectors of the economy. In particular, devaluation
could impose a double burden on the urban poor, because the
prices of basic tradable commodities increase while the prices
of labor-intensive nontradable services decrease.

Barrett and others (2000) reported some evidence of this in
The Response of Income Diversification to Macro and Micro
Policy Shocks in Cote d'Ivoire. The Response found that the 1994
devaluation of the FCFA increased returns on the production,
processing and marketing of tradable commaodities, such asrice,
cocoa, coffee and cotton, but reduced returns on the production
of non-tradable commodity and services, leading to a reduced
income for households, especially the less endowed with land,
education, and liquidity.

The same phenomenon might be happening in the period
between 2010 and 2013, bracketing the 2012 kwacha depreciation
in Malawi. We find that real returns on non-farm activities (both
self-employment and wage employment), especially in urban

fraction of individuals are employed in this sector. By
contrast, urban professional and technical workers
also experienced a significant drop in their wages, and
they comprise a much larger fraction of individuals
participating in non-farm wage employment.

In rural areas between 2010 and 2013, wages
decreased by an average of only 6%. Furthermore,
while most rural employment sectors experienced
a decrease in wages, workers in most skilled labor
sectors, except the administrative and managerial
workers, experienced a slight wage increase.

7.1.3. Gender disaggregated participation
in non-farm employment

Non-farm self-employment

Both men and women-owned household enter-

prises are concentrated mainly in the commerce

and tourism (wholesale and retail trade, restaurants

areas, decreased in most categories of employment, probably
reflecting a narrow export base for those activities. Returns on
self-employment activities decreased for all industry sectors,
except the primary sector, in which more tradables are expected
to be produced. In rural areas, in which the production of more
tradable and import-substitutes was expected, returns did not
decrease as much as in the urban areas in Malawi. These have
important implication for welfare. An analysis of potential welfare
effects of devaluation in Malawi by Benfica (2013) indicated
significant negative effects (stronger in urban areas than rural
areas) of devaluation on households’ consumption.

These confirm that macro policy adjustments, such as
devaluation, present an opportunity for the expansion of the
economy and for correcting macroeconomic imbalances that
resulted from bad policy choices, but can also potentially affect
income and welfare of those stuck in the non-tradable sectors
due to factors constraints. The non-farm sector of Malawi,
which currently is dominated by small and low return activities,
and the production of mostly non-tradable commodity and
services, would need to be reorganized, by activating its tradable
engines, in other to better seize the opportunity In addition,
preemptive analysis of the distributional consequences of a
devaluation of the local currency could have helped to detect
unintended consequences or identify potential losers from
the policy measure that could be supported in advance where
deemed appropriate.

and hotels) sector, in both rural and urban Malawi.
Figure 7.9 indicates that 77% of women owned house-
hold enterprises and 63% of male owned enterprises
in urban areas are in the commerce and tourism sec-
tor, dominating all the other sectors. In rural areas,
these numbers are 48% and 50% for female and male
owned enterprises respectively.

Beyond the commerce and tourism sector, a
considerable proportion of women-owned house-
hold enterprises are concentrated in the food,
beverage, and tobacco manufacturing sector, while
male owned enterprises are mostly in the construc-
tion and services sector. This is more evident in the
rural areas, where the second most popular sector
for women-owned enterprises is the food, beverage,
and tobacco manufacturing sector with about 46%
of all enterprises while only 9.5% of male-owned
household enterprises are in the sector.
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FIGURE 7.9: Participation and Returns from Participation in Self-Employment Activities by
Gender in Urban and Rural Areas, 2013
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Female-owned household enterprises reported
lower returns than male-owned enterprises in
almost all industry sectors. Figure 7.9 indicates
that profit generated by male-owned enterprises in
urban areas, in the commerce and tourism sector,
where most female-owned enterprises are concen-
trated, is almost three times (6,600MKW versus
20,700MKW) the profit in female-owned enter-
prises. In rural areas, the gap is smaller (3,600MKW
versus 9,500MKW for female and male enterprises
respectively), though, male enterprises still appear
more profitable. The same observation appears in
the second sector of concentration of female-owned
enterprises. The food beverage and tobacco manu-
facturing sector male-owned enterprises reported
an average profit of 35,600MKW in urban areas
and 9,100MKW in rural areas, while female-owned
enterprises reported 3,900MKW and 2,300MKW
in urban and rural areas respectively. This is evi-
dence suggesting that even when they participate
in non-farm employment, women are marginalized
in terms of access to the most lucrative enterprise
opportuntities.

Non-farm wage employment

There is clear evidence of dualism along gender lines
in terms of access to non-farm wage employment.
Figure 7.10 indicates that female participation in
non-farm wage employment is consistently lower
than male participation in both urban and rural areas
in 2010 and 2013. The most striking gap is in urban
areas in 2010, when 12% of adult women reported
participating in non-farm employment, in contrast
with 39% among the adult men.

However, women participating in non-farm
wage employment seems to earn as much if not
more than men on average. Figure 7.10 indicates
that women participating in non-farm wage employ-
ment in urban Malawi earn 24,000MKW in 2010 and
15,600MKW in 2013, compared to 17,400MKW in
2010 and 14,000MKW in 2013 for men. This might
indicate a strong selection effect. In fact, since
women are discriminated in access to non-farm wage
employment opportuntites, only the very qualified
do participate and they, therefore, appear to earn
more on average than men because they are skilled
enough to participate in skilled labor market. In
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FIGURE 7.10: Participation and Returns on Wage Employment by Gender in Urban and Rural

Malawi, 2010-2013
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Note: P = panel survey.

rural areas, there does not appear to be a significant
difference in earning between men and women par-
ticipating in non farm-wage employment. Women
actually earn slightly less than men.

Women participating in non-farm wage employe-
ment are highly concentrated in the skilled labor sec-
tors, while the men are more concentrated in the less
skilled labor sectors. This is more striking in urban
areas. Figure 7.10 indicates that in urban areas, the
non-skilled labor sectors employs half of the female
non-farm labor force compared to 70% of the male
labor force. This confirms our earlier assumption
that women who do participate in the labor force are
skilled and take skilled labor jobs. In rural areas, the
difference between men and women is less important.
Approximately 54% of women are in the non skilled
labor force as opposed to 66% for men.

However, controlling for the sector of employ-
ment, women seem to earn less than men in every
sector of employment, except the administration
and managerial sector as well as the sales workers in
urban areas and the clerical workers sector in rural
areas. Figure 7.11 indicates that the returns on non-
farm wage employment are distributed similarly
for men and women across the different sectors of

employment. But in most sectors, men earn higher
wage than women. This suggest that though it is the
qualified women that select in wage employment
participation, they earn less than men with similar
qualification working in the same sector.

Engagement in non-farm activities is associated with
higher consumption growth. Rural households who
earned income from NFSE in 2004 had consumption
levels that were on average 11.7% higher than those
that did not (chapter 5). The effects of participating in
NFSE in urban areas were very similar in size and mag-
nitude to the effects found in rural areas. Households
who earned non-farm wage income had 4% higher
consumption than those that did not, and that effect
remained relatively stable between 2004 and 2010.
The rest of this section reports results based on the
latest available panel data, which permits refining the
analysis of the effects of non-farm activities on welfare.

According to the latest available data for
Malawi for 2010-13, participation in non-farm
self-employment activities also was associated with
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FIGURE 7.11: Participation and Returns from Participation in Non-Farm Wage Employment
Sector Activities by Gender in Urban and Rural Areas in Malawi, 2013
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higher consumption per capita of 11% to 14% in
rural households and of 9% to 17% in urban areas,
depending on the estimation method used.*® Non-
farm wage employment participation is associated
with increases in consumption of 7% in urban
areas, compared to 10-12% in rural areas. Results
also indicate that wage employment participation
is positive, and sometimes statistically significant, in
urban areas among urban households. Figure 7.12
reports the marginal effects of participation in wage
employment and self-employment on household per
capita expenditures for the periods analyzed.

In both rural and urban areas, even though
households with more non-farm activities have
higher average levels of consumption, it is not clear
whether households who are better off are better
able to engage in these activities, or whether non-
farm activities help some households become less
poor. For instance, it could be that operating non-
farm enterprises is a means by which some poor,

uneducated households grow their incomes and
escape poverty. However, it also could be the case
that households already better off are able to invest
in high-return non-farm activities so are more likely
to operate them. The IHS3-THPS panel data enables
concentrating on the incomes of poverty dynamic
categories to better understand the role played by non-
farm activities to help people exit or enter into poverty.

7.2.1. What explains the welfare improvements
from non-farm activities?

This section argues that the effect of performing

non-farm activities on welfare is driven by the rate

8 The team used the panel portion of the IHS3 and the IHPS
to evaluate the impacts of participation in non-farm employ-
ments on household welfare using panel regression methods.
Controlling for other determinants of household per capita
expenditures, such as household characteristics, education, and
location, the team estimated the pooled ordinary least squares
(OLS) regression model, the random effects model, and the fixed
effect models; and found consistent results.



FIGURE 7.12: Welfare Effects of Off-Farm
Activities in Urban and Rural
Malawi, 2010 and 2013
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of participation of the poor in these activities along
with the rates of return observed from the activities.
The section first explores the rates of household par-
ticipation and returns in non-farm categories among
various poverty dynamic categories, then the returns
from the different sectors of non-farm wage employ-
ment and self-employment. For rural areas the focus
is the groups of households who exited poverty
between 2010 and 2013. For urban areas, the focus is
non-poor households who entered poverty in 2013.

Rising income from non-farm self-employment
was the driving force behind the reduction on poverty
observed in rural Malawi during 2010-13, whereas
the reduced income from non-farm wage employ-
ment drove the increase in poverty observed in urban
Malawi. In chapter 5, the Shapley Decomposition (fig-
ure 5.7) showed the contribution of different income
sources to poverty changes between 2010 and 2013 at
the urban and rural levels in Malawi. The downward
bars show contributions to poverty reduction, while the
upward bars show contributions to poverty increases.

NON-FARM ACTIVITIES AND POVERTY IN MALAWI

The net observed change in poverty between 2010 and
2013 was -1.5 percentage points. However, poverty
rates increased by 8.3 percentage points in urban areas
and dropped by 3.1 percentage points in rural areas.

Figure 7.13 appears to show that income from
self-employment contributed to reduce urban pov-
erty by 1.5 percentage points, which was not enough
to offset the 6.7 percentage point increase in poverty
due to the fall in wage income (81% of net poverty
change in urban Malawi). As for rural areas, income
from self-employment reduced poverty by 2.4 per-
centage points (77% of the net poverty change in
rural Malawi), which did offset the increase in pov-
erty due to changes in income from other sources.

The prominent role of non-farm income from
self-employment in reducing poverty is consistent
with the higher rates of participation and returns
resulting from these activities for rural households
who exited poverty. Between 2010 and 2013, the
proportion of rural households who exited poverty
(“climbers”) and participated in non-farm self-
employment activities more than doubled from 14%
to 29% (figure 7.10). The average returns per month
obtained from participating in them also doubled
from MK2800 in 2010 to MK5500 in 2013. As a result,
incomes from NFSE in rural areas for the group of
climbers, self-employment more than doubled its con-
tribution to total household income from 7% in 2010
to 15% in 2013 and became almost as important as
agricultural wage income. At the same time, the share
of income from non-farm self-employment increased
by less than two percentage points for households who
fell into poverty in rural areas. In other words, while
returns from self-employment increased between 2010
and 2013, rural households who diversified income
toward non-farm self-employment sources were made
better off and lifted out of poverty. During the same
period, rural households who did not make non-farm
self-employment a more important source of income
became or remained poor.

Average returns from non-farm self-employ-
ment increased for all sectors. Participation for indi-
viduals in the households who became non-poor
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FIGURE 7.13: Participation Rates and Income
Shares as Share of Total
Income by Income Source for
Rural Households Who Exited

Poverty, 2010 and 2013
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in rural areas also increased for all sectors, most
notably in construction and services, except within
the food, beverage and tobacco manufacturing
(figure 7.14).

Similarly, the drop in the rates of participation
and returns resulting from non-farm wage activi-
ties for urban households who fell into poverty go
along way in explaining the spike in urban poverty.
In urban areas, 60% of the households who became
poor in 2013 were participating in non-farm wage
employment in 2010 (figure 7.15). In 2013 participa-
tion in non-farm wage employment for households
who became poor dropped to 32% (almost 50%
decrease) probably in response to the reduction in
wages from non-farm wage employment. In fact,
returns on non-farm wage employment for the
households who became poor in urban areas and
remained employed decreased from 7,000 kwachas
in 2010 to 5,700 kwachas in 2013. This drop in non-
farm wages is consistent with the fact that the share
of income from non-farm wage employment almost
halved (from 42% in 2010 to 21% in 2013) for the

FIGURE 7.14: Sector of Participation and Returns on Non-Farm Self-Employment for Those
Who Exited Poverty in Rural Areas in Malawi, 2010 and 2013
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FIGURE 7.15: Participation Rates and Income
Shares as Share of Total
Income by Income Source for
Urban Households Who Fell
Into Poverty, 2010 and 2013
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NON-FARM ACTIVITIES AND POVERTY IN MALAWI

households who became poor and were employed
in non-farm wage activities.

Profits from non-farm self-employment decreased
substantially from 8,600 kwachas in 2010 to 3,500
kwachas in 2013 (almost 60% reduction) for house-
holds who became poor in urban areas even though
participation rates increased substantially during
the same period (figure 7.13). Hence, revenue from
non-farm self-employment was not enough to offset
the poverty induced by the reduced income from
non-farm wage employment, resulting in the large
increase in poverty observed in urban areas between
2010 and 2013.

Moreover, returns on non-farm wage employment
decreased considerably in two of the most important
sectors of employment. Figure 7.16 indicates that
sales workers and production workers are in the sec-
ond and third most popular sectors of employment,
respectively, for those who became poor in 2013 in
urban areas. It also happens that those two sectors
have experienced the largest decrease in wages, thus
likely pushing many urban non-poor households into
poverty in 2013.

FIGURE 7.16: Sector of Participation and Return in Non-Farm Wage Employment for Those
Who Became Poor in Urban Areas in Malawi, 2010 and 2013

60 ©
0 ™~
X o
50 2
&
< 40
@
© 30
9}
a
20 -
™
104 <
o o
0-
—w ol ol 1% %] = >c v
© 3 c 5 cQ = o [
o¢ ERY © i) L Ebecl
5 <5 s 3 s 5555
Gz ol _g_g 2 z OPLc=e
+ 0 T [0} 3 I © B2 o
=2 5SS O% © S 220
© 5 2 @ £ I =250
c = o)) o K @ 5% g
oo ‘= ®© = (%) O S v
2 £ L2 g
0 B O © o‘,—gg
Q < € <35
o <
2
a
Participation (%)

34.0

Production &
related workers

N
o
A

6.8

4.8

IS
—wn T v T %= %) (%] = >c v 5
T = S s [<] = = g s =
of R, © < 2 ¢ EBgcg <
£% s&  w®°e 5 s §555 £%
5z &gz 83 z : ®022 BT:
[0} == o] » o - %} =)
+0 [ (ol 3 $ gCIFEX® VO
—Q =R o% - = S o> o9
© T 2 0 © © s 220 s
c— [<ie)) [0} w ) SO o o _©
oL  Eg = AR o
R T © ‘0_7-83
QL < € <>
9 <
o

Returns (000 Kwachas per month in 2010 real prices)

W2010p W2013

Source: Malawi Poverty Assessment team calculations based on IHS3 panel and IHPS.

Note: P = panel survey.

149



150

REPUBLIC OF MALAWI — POVERTY ASSESSMENT

Non-farm self-employment

Despite the recent drive toward diversifica-
tion, there is scope for improvement because
the rates of participation and returns are
lower for the poor compared to the non-poor.
Sixteen percent of the poor households in Malawi
owned a business in 2010, compared to 24% for the
non-poor, whereas 22% of the poor owned a busi-
ness in 2013, compared to 34% for the non-poor
(figure 7.17). The significantly lower returns on
non-farm self-employment participation for poor
households compared to for non-poor may explain
in part why poor households participate less in non-
farm self-employment. Average returns for the poor
were 2,700 kwachas in 2010 and 3,600 kwachas in
2013, compared to 13,600 kwachas and 9,700 kwa-
chas for the non-poor. This gap in participation and
returns between poor and non-poor households is
observed consistently across urban and rural areas.
This fact suggests that the poor in Malawi probably
had a limited access to productive resources, such
as credit and market access, both of which are criti-
cal to start and operate household enterprises and

to make them more profitable. The determinants of
participation and returns in non-farm activities are
explored later.

The distribution of household businesses
across industry sectors was similar between the
poor and the non-poor, but the returns from these
businesses were significantly lower for poor house-
holds across all industry sectors. Commerce and
Tourism (wholesale and retail trade, restaurants and
hotels) remained the main industry sector in which
both poor and non-poor were primarily involved
(figure 7.18). The primacy of Commerce and Tourism
is observed consistently across years as well as in both
urban and rural areas. However, the rural poor had
higher rates of participation as street vendors of vari-
ous food and drinks, and as carpenters and tailors.

As for returns, the poor earned significantly
lower profits from non-farm businesses than did the
non-poor, irrespective of the sector, year, or location
(urban/rural). The gap in returns between poor and
non-poor is more prominent in urban areas than in
rural areas. However, even in the construction and
services sectors, where the rural poor observed the
highest returns in 2013, the gap is almost double:
6,500 kwachas for the poor against 12,200 kwachas
on average for the non-poor.

FIGURE 7.17: Participation in and Returns (Monthly Profits) on Self-Employment Activities, by
Poverty Status in Urban and Rural Areas in Malawi, 2010 and 2013
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FIGURE 7.18:

NON-FARM ACTIVITIES AND POVERTY IN MALAWI

Participation in and Returns on Participation in Self-Employment Activities, by

Industry Sector and by Poverty Status in Urban and Rural Areas in Malawi, 2013
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Non-farm wage employment
Rates of participation in non-farm wage employ-
ment and returns are lower for the poor com-
pared to the non-poor. Figure 7.19 indicates that
rates of participation in non-farm wage employ-
ment for the non-poor almost tripled the partici-
pation rate for the poor in Malawi. This difference
in participation is maintained across urban and
rural areas. Returns on participation are also three
times higher for non-poor households than for the
poor: the non-poor earned approximately 14,000
kwachas in 2010 and 12,000 kwachas in 2013 from
participating in non-farm wage employment. At the
same time, the poor earned only 5,000 kwachas in
2010, and 4,000 kwachas in 2013. The low earn-
ings of the poor relative to the non-poor point to
a great scope to increase the benefit of non-farm
wages for the poor by increasing their access to
higher paid jobs.

Participation by the poor in non-farm wage
employment is concentrated almost solely in

the sectors that require less skilled labor. Service
workers, agricultural workers, and production and
transport-related workers occupy more than 80% of
the non-farm employment jobs held by the poor in
Malawi in both urban and rural areas (figure 7.19).
Interestingly, minimal participation by the poor in
professional and technical jobs is more widespread
in rural areas than in urban areas.

As expected, the urban poor are totally absent
from the agriculture sector, while approximately
33% of the employed rural poor are found in this
sector. The latter’s strong showing indicates that a
more diverse range of wage employment— including
building caretakers, cleaners, and bricklayers—is held
by the rural poor than by the urban poor. In contrast,
and also as expected, the rural and urban non-poor
seem to have access to non-farm jobs in all sectors
of activities, even though these non-poor are more
concentrated in the service sectors.

Not only were urban and rural poor quasi-
excluded from the sectors that provided the highest
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FIGURE 7.19: Participation in and Returns (Monthly Wages) on Wage Employment, by Poverty
Status in Urban and Rural Areas in Malawi, 2010 and 2013
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wages, but also the poor earned significantly lower
wages in most sectors in which they did participate
than did the non-poor. The skilled labor employ-
ment categories, in which poor people rarely were
seen, generated the highest monthly wages for both
poor and non-poor in both urban and rural areas
(figure 7.20). In addition, in both rural and urban
areas, the wage levels of the non-poor participating in
non-farm wage employment were significantly higher
than the wages of the poor across almost all sectors
(figure 7.20). The gaps in returns between poor and
non-poor were smaller in the unskilled labor sectors
than in the skilled labor sectors. For example, in 2010
poor service workers earned 6,700 kwachas in urban
areas (compared to 7,600 kwachas for the non-poor),
and 4,900 kwachas in rural areas (compared to 4,500
kwachas for the non-poor). These numbers reveal
very little difference in wages between the poor and
non-poor in this sector. A similar statement could
be made for 2013.

To summarize, this section establishes that
participation in non-farm activities (self-employ-
ment and wage employment) is infrequent among
the poor compared to the non-poor in Malawi.
Moreover, the poor who do participate in non-
farm activities earn significantly lower returns than
the non-poor do. This significant wage gap implies

considerable opportunity to improve the livelihoods
of Malawi’s poorest by increasing their participation
in, and returns on, non-farm activities. However,
any such policy requires a good understanding of
the main drivers of participation and returns on
these activities. The following section focuses on
determinants of participation and returns on non-
farm employment

To understand the observed participation rates and
returns on non-farm activities, the team used a two-
stage model to investigate (a) the determinants of
farmers’ participation decisions and (b) the deter-
minants of returns on participation. The depen-
dent variable to estimate returns on non-farm wage
employment is monthly wages earned by partici-
pants. As for the self-employment regression, the
dependent variable is the profit earned from the
household businesses in the month prior to the inter-
view. Information for 2010 and 2013 are pooled for
these regressions. The Heckman two-stage selection
model is used to account for the selection issue that
arises when exploring the determinants of returns
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FIGURE 7.20: Participation in and Returns on Participation in Non-Farm Wage Employment
Activities, by Type of Occupation and by Poverty Status in Urban and Rural

Areas in Malawi, 2013
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on participation among participants who self-select
into participation.®

Self-employment

Figure 7.21 reports the average marginal effects of the
factors that affect individuals’ probability of partici-
pation in (orange) and returns on (blue) non-farm
self-employment. The direction of the bars indicates
whether the variable has a positive (right) or negative
(left) effect on participation or returns. The length of
the bars represents the magnitude of the effect, that
is, by how much the probability of participation or
the return from participation changes following a
unit change in the value taken by the variable. Only
variables of interest that have a statistically signifi-
cant effect are reported.

As people in rural areas acquire higher educa-
tion, their likelihood of participating in non-farm
self-employment decreases. The probable cause is
that more highly educated people have access to

better paid non-farm wage employment. Prior to the
Junior Certificate Examination (JCE) level, education
has no significant effect on expected self-employ-
ment participation. Starting at the JCE level,*® in
both urban and rural areas, educational attainment

* The first stage is a Probit model of participation in wage
employment or participation in self-employment, given a set
of explanatory variables. The first stage informs concerning the
main drivers of participation in the two types of off-farm employ-
ments. To eliminate potential bias due to sample selection, the
inverse mills ratio is calculated from the first-stage regression
and included in the second-stage regression as an explanatory
variable to control for selection (See Wooldridge 2010 for more
details about the Heckman approach).

50 After two years of secondary education, students write a national
examination called the Malawi Junior Certificate Examination
(JCE). At the end of secondary school, students write another
national exam, the Malawi School Certificate of Education Exami-
nation (MSCE). It requires the student to take examinations in
a minimum of six subjects. The student can take more, but only
the top six are counted for the final score. MSCE results also are
used to select candidates for training courses and employment.
Students who do very well in MSCE and pass the University of Ma-
lawi entrance examination are selected into university education.
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FIGURE 7.21: Determinants of Participation in and Returns on Non-Farm Self-Employment in
Urban and Rural Areas in Malawi, 2010-2013
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Note: MSCE: Malawi School Certificate of Education Examination.

consistently negatively affects participation in non-
farm self-employment (figure 7.21). The magnitude
of this negative effect increases as the level of educa-
tion attained increases. Compared to no education,
earning a university diploma decreases the likelihood
of participating in non-farm self-employment by
approximately 15 percentage points in urban areas
and 12 percentage points in rural areas.”'

In direct contrast, for those participating in
non-farm self~employment in urban areas, profits
earned increase with level of education. The posi-
tive effect of education on returns on non-farm self-
employment starts only at the university level. People
who have reached the university level, although they
are very few, especially in rural areas, are likely to
have acquired superior management skills so start
more productive businesses, in contrast to those
with lower education level, who start smaller and
less profitable businesses.

In rural areas, relative to having no education,
earning a non-university diploma increases profits

from household businesses substantially. Most
individuals in rural areas fell short of earning a uni-
versity degree or post-graduate degree. At the end of
secondary school, students write the Malawi School
Certificate of Education Examination (MSCE). Entry
into the University of Malawi is very competitive
because places are limited. Only a small percentage
of successful candidates get selected for university
education. Some successful candidates who fail to
get places at the University of Malawi find places in
teacher training, technical, and other colleges for
career training courses that provide non-university
diplomas. Some of these skills and training well
could be applied to self-employment activities.
Wealth and access to credit are crucial to start
a business or self-employment activity. Starting a
household business requires some capital investment

! The effect of a post-graduate degree on self-employment par-
ticipation could not be estimated in rural areas because very few
rural residents had such degrees, and none of those who did had
been self-employed.



that only the wealthiest or those with access to credit
can afford. Poor farmers are less wealthy and have less
access to credit services because they lack collateral.
Therefore, they are significantly less likely to start a
business in either urban or rural areas compared to
the non-poor. The next section shows that access to
credit is lower among the poor. Loans are sought for
different uses. According to the IHPS, half (50.4%) of
those who borrowed a loan in 2013 did so to open up
a business venture, followed by those who purchased
agricultural inputs (21.4%) (NSO 2014). In rural
areas, having access to credit increases the chances of
being able to open a business by 5 percentage points.

Remoteness from roads and markets discour-
ages engaging in self-employment activities. The
regression results in figure 7.21 show that, in rural
areas, people living far away from roads and from
population centers are less likely to participate in
non-farm self-employment. It is likely that the more
isolated the household, the more that the transaction
costs of acquiring the inputs for the household busi-
ness or marketing the output increase and the profit-
ability of the business is reduced. In urban areas, the
distance to roads and population centers does not
affect the likelihood of participation in non-farm
self-employment because, by definition, population
density in urban areas is high and infrastructure, such
as roads, are more widely available.

Households turn to non-farm self-employment
activities in response to covariate shocks, especially
in rural areas. When climate shocks affect crops and
the conventional sources of livelihood for farmers,
an alternative is to pursue activities that generate
income outside agriculture. Useful as they are, infor-
mal risk-sharing arrangements almost never cover all
households or provide full protection against disas-
ters. Therefore, nonagricultural activities still may be
needed, and income diversification remains desir-
able. Figure 7.21 indicates that a 0.1 unit increase in
the covariance of rainfall increases the likelihood of
participating in non-farm self-employment by more
than 5 percentage points in rural areas, and reduces
the profits earned by the same activity. In urban areas,

NON-FARM ACTIVITIES AND POVERTY IN MALAWI

where people rely less on agricultural income, the
covariance of rainfall does not affect the likelihood
of participation in non-farm self-employment, but
it does affect the profits earned.

In this period, however, there were no major
rainfall shocks that could have led people into non-
farm activities out of necessity. At the same time, the
presence of natural disasters that affect many house-
holds simultaneously in a local area can reduce the
demand for the goods and services offered by these
activities, and this makes it difficult to generate higher
profits. Insuring people may improve the chances of
their getting into non-farm activities as a choice, not
anecessity, as well as hasten the potential demand for
goods and services that originate from these activities.

Additional analysis of the drivers of profits
from self-employment confirmed that none of
the factors above explain higher profits into self-
employment. Taking advantage of the panel data,
and closely following Blinder (1973), the team cal-
culated the mean profit gap in 2013 between “climb-
ers” (those households originally poor in 2010 who
escaped poverty in 2013) and “stayers” (households
that were poor in 2010 and remained poor in 2013).
The idea is to test whether the observed variation
in profits can be attributed to differences in endow-
ments (for example credit and loans or the age of the
household enterprise), or to differences in the returns
on these endowments. The detailed results of the
decomposition are presented in Appendix A7.1 and
reveal that differences in endowments, and returns
on these endowments, respectively account for 7.48%
and 92.42% of the difference in profits from self-
employment between climbers and stayers. In other
words, the return to endowments almost entirely
explains the variation in profit between households
that remained poor and those that escaped poverty.

The same decomposition exercise reveals that
the differences in returns on being married status
and the age of household enterprise contribute
positively and significantly to the differences in
the stayer-climber profit-differential. Being mar-
ried probably provides some form of stability to
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households, which enables them to focus on their
business, thereby ensuring higher profits. The age of
the enterprise is an indication of experience or endur-
ance that, all things being equal, ensures higher prof-
its. In sum, the returns on self-employment micro
activities or small enterprises are mostly influenced
by supply factors, such as household skills devel-
oped possibly as the enterprise ages, and the overall
demand conditions in the non-farm labor market.

Wage employment

In both rural and urban areas, education is the
most important determinant of participation and
returns on non-farm wage employment. Figure 7.22
indicates that, compared to the non-educated, more
educated people are more likely to participate in
non-farm wage employment and earn higher wages.
In urban areas, relative to having no education,
completing primary school increases the likelihood
of participation in non-farm wage employment by
approximately 5 percentage points. However, in rural

areas, completing primary school has no effect. In
both urban and rural areas, having passed the Junior
Certificate Examination has a marginal effect of
approximately 12 percentage points. The magnitude
of the education effect increases in parallel with the
level of education up to the university diploma, at
which point the effect peaks. In both urban and rural
areas, the university diploma increases the prob-
ability of participation by more than 50 percentage
points. Earning a post-graduate degree, compared to
no education, increases the probability of participa-
tion by a lesser amount (37%) in urban areas and
has no effect in rural areas, This implication could be
that there are very few post-university-level jobs avail-
able, so people with higher degrees prefer to search
for jobs in which they can earn as much as possible.

Regarding the returns on non-farm wage employ-
ment participation, increased education consistently
increases monthly wages in both rural and urban
areas. Up to university level, the magnitude of the
effect generally is higher in rural areas. However, as the

FIGURE 7.22: Determinants of Participation in and Returns on Non-Farm Wage Employment
in Urban and Rural Areas in Malawi, 2010-2013
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education level increases, the difference between urban
and rural areas decreases. For example, relative to no
education, earning a middle school certificate increases
wages in urban areas by approximately 20%, but, in
rural areas, by a 50% marginal increase—more than
double (figure 7.22). However, the effect of earning a
university degree is the same in urban and rural areas:
it increases wages by 175% relative to no education.

Non-farm wage employment also is a coping
mechanism when households face covariate shocks.
Figure 7.22 shows that a 0.1 increase in covariance
rain increases the likelihood of participation in non-
farm wage employment by approximately 8 percent-
age points in both urban and rural areas. As noted
earlier, more rainfall variability did not affect urban
households’ participation in non-farm self-employ-
ment. The probable implication is that, in response
to rain shocks, urban households turn more to wage
employment than to non-farm self-employment.
Also notable is that, in urban areas, an increase in
the covariance of maize prices also forces people into
looking for wage employment opportunities.

Given that wage income is by far the main com-
ponent of income in urban areas, the team carried
out another Oaxaca-Blinder decomposition on wage
differentials between non-poor households in 2010
who remained non-poor in 2013 (“stayers”) and
households that were non-poor in 2010, but fell in
poverty in 2013 (“divers”). The idea once again is to
test whether the observed variation in urban wages
between both groups could be explained by changes
in their asset endowments or in their returns.

Higher education levels explain an important
part of the wage differential between those who
stayed out of poverty and those who did not man-
age to do so between 2010 and 2013. Approximately
43% of the wage differential between the non-poor
throughout and those who fell into poverty by 2013
is explained by differences in the educational quali-
fications of individuals and asset ownership. The
positive coefficients on these variables reported in
Appendix A7.1 imply that “stayers” are better edu-
cated and own more assets than divers.

NON-FARM ACTIVITIES AND POVERTY IN MALAWI

Differences in returns account for 57% of the
stayer-diver wage gap. In other words, context
explains a significant part of the variation in wage
differences between those who felt into poverty
and those who managed to stay out of poverty.
Differences in returns on the age of household mem-
bers and certain occupations, such as sale workers,
have a significantly positive effect on the climber-
diver wage differential. By contrast, the returns on
male workers, educational attainment, distance to
population centers and certain types of employers
like government were negative and thus reduced
the wage gap. These reduction in returns reflect the
fact that higher wage premiums enjoyed by males
and more educated workers in high population den-
sity areas shrink as a result of the economic contrac-
tion that urban areas underwent in 2013 and thus
the wage differential.

In sum, having the wealth and income to use
as investment capital increases the opportunities to
venture into NFSE, so as connecting people better to
the markets that demand the services offered by their
NFSE activities. Training and technical skills also can
improve the chances of higher returns. Education is
the key asset to improve people’s chances to get into
wage employment and earn higher salaries. The next
section evaluates the potential for increasing partici-
pation in non-farm activities among the poor given
their standing in each of these factors.

7.4.1. Constraints and opportunities
related to non-farm activities

Supply-side constraints

The poor have lower education levels than the
non-poor. As mentioned, non-farm activities dis-
play positive returns on education. In other words,
as people acquire more education, the wages earned
from non-farm wage employment and the profits
earned from non-farm self-employment increase.
The reason is that the highest paid jobs and busi-
nesses require more highly educated individuals.
This reality leaves only the lowest paid jobs available
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to less educated individuals. Table 7.2 indicates
that educational attainment is lower for the poor
compared to the non-poor. This fact could explain
in part the lower participation rates by the poor in
non-farm activities compared to the non-poor. In
addition, the compound effect of low education
levels on participation and returns on non-farm
activities, especially wage employment, explains
why the poor remain employed mainly in low return
wage sectors. Given the potentially high returns on
increased education, there is high potential through
granting more education to increase poor people’s
livelihoods through non-farm wage employment,
especially in rural areas whose rates of education
are still very low.

Increased access to credit may partially explain
the increased participation in self-employment
between 2010 and 2013. Figure 7.23 indicates that
access to credit in Malawi improved for the poor and

non-poor alike between 2010 and 2013, especially in
rural areas. For the rural poor, access to credit almost
doubled (from 12% in 2010 to 20% in 2013). In
urban areas, it increased from 30% in 2010 to 38%
in 2013. However, most of this credit did not come
from the formal sector.

Nevertheless, access to formal sources of
credit remained critically low. According to the
[HPS survey, of those who obtained a loan in 2013,
only 9% borrowed from a commercial bank. Most
people relied on family and friends to get loans.
These flows are well directed, and they have merit.
However, many relatives and neighbors also were
cash strapped and could have faced constraints in
helping their poor neighbors. Thus, while friends
and family may be able help, the formal banking
system can play an important role by massively
expanding these services, especially for the rural
poor. Government can do a great deal to ensure

TABLE 7.2: Education Level by Poverty Status in Urban and Rural Malawi, 2010 and 2013

Malawi Urban areas Rural areas
Sector 2010 2013 2010 2013 2010 2013
Poor
No education 89.3 86.5 82.5 71.6 89.7 88.2
PSLC 5.7 6.9 8.4 11.7 5.6 6.4
JCE 37 4.8 8.0 12.2 35 40
MSCE 1.2 1.8 0.6 44 1.3 1.5
Non-university diploma 0.0 0.0 0.4 0.0 0.0 0.0
University diploma 0.0 0.0 0.0 0.0 0.0 0.0
Post-graduate degree 0.0 0.0 0.0 0.0 0.0 0.0
Overall
Non-poor
No education 67.9 65.9 42.7 895 75.1 72.8
PLC 12.2 13.2 15.6 16.5 11.2 12.3
JCE 10.4 10.9 18.3 18.0 8.2 9.1
MSCE 7.5 7.5 16.7 17.9 4.8 4.7
Non-university diploma 1.1 1.6 37 49 0.5 0.7
University diploma 0.6 0.8 2.2 2.3 0.2 0.4
Post-graduate degree 0.2 0.3 0.8 0.9 0.1 0.1

Overall

Source: Malawi Poverty Assessment team calculations based on IHS3 panel and IHPS.
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FIGURE 7.23: Access to Resources and Markets for the Poor and Non-Poor in Malawi, 2010
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that this happens and would do well to remove the
hurdles that hinder credit markets in rural areas.

Demand-side constraints

The poor have more restricted ac