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Introduction

= |nitial analysis to measure the short- and medium-term economic impacts of
COVID-19 on the Malawi economy

* Objective: broad assessment of the economy-wide impacts of social distancing
and proposed lockdown measures during 2020

= Focus on 2 scenarios:
a) social distancing: 2 months of full enforcement (April—May);
b) urban lockdown: 21 days of lockdown (late-April/early May)
each followed by rapid or gradual lifting of restrictions in 2020

* Method: Social Accounting Matrix (SAM) multiplier model to measure the direct
and indirect impacts of COVID-19 restrictions on production, incomes and poverty

= Caveats: results are highly dependent on demand shocks assumed,;
fixed-price model
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Headline Results: Social Distancing Imposes Heavy Losses

= National GDP falls bg 11.6% durin%

April/May (approx. $

6 m per wee

relative to projected GDP

» Largest impacts on services and
Industry but agri-food system (AFS)
contracts by 8.1%

* 1.1 million additional poor people
under social distancing

= Economy recovers as restrictions
are lifted but GDP declines by 4.0%
to 5.2% during 2020
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Economic impact of social
distancing over 2 months

Declinein GDP 1IN 11.6%

Decline in industry I 15.2%
Decline in services I 14.8%
Decline in agriculture 1l 3.5%

Decline in agri-food... nmm—_ 8.1%

Decline in national GDP — 5610
(USS millions per week) '
Increase in number of I

poor (millions) i



Economic Costs will Persist Through 2020

Quarterly averages Annual
= Social distancing has a1 Q2 Q3 Q4 630
largest GDP impacts of
11.1% to 11.4% in Q2, and o o1 . ol .
then recedes £ %
= Overall annualized GDP 5 o 0% s o
Impact Is 4 to 5.2% % 7.0%
-11.1%  -11.4%
M Faster lifting of restrictions m Slower lifting of restrictions
5.6% 5.7%
(1.03mil.) (1.05mil.)
= Poverty increases by 5.6 to £ 3.4%
5.7 percentage points in $ o (e
2, with lingering effects in & e 1%
3 and Q4 6«’ 0% o5 . (001.6%1) (0.19mil.)
(0.01mil.) 01mil. Amil.
oo mm I
Q1 Q2 Q3 Q4
W Faster lifting of restrictions m Slower lifting of restrictions
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Social Distancing v. Urban Lockdown Scenarios

National GDP loss (%) during enforcement

GDP loss (USS mil.) per week policy enforced

_ _ B 4t05.2% GDP loss
Annualized national GDP loss (%) (range) B 5.2 t09.1% GOP |
2 109.1% 0ss

m 2-month social distancing

B Proposed 3-week urban lockdown
= |n comparison with social distancing, the proposed 21-day lockdown in
urban areas increases GDP losses by approx. $23 m week

= Overall GDP loss per year from urban lockdown is 2.2 to 3.9 % points
higher, and depends on speed at which restrictions are relaxed
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Framework for Analyzing Economic Impacts of COVID-19

Domestic Impact Channels Global Impact Channels

(Due to social distancing or hypothetical (Due to partial or full lockdowns in other

lockdown in own country) countries)
* Manufacturing * Export demand
* Wholesale & retail trade * Remittances

* Transportation & storage
* Accommodation & food services

* Foreign direct investment

* Public administration Indirect
* Education impacts
e Health

Sports and entertainment
* Business services

Economywide
Impacts

GDP | incomes
AFS | poverty
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Initial shocks during Q2

Period Social distancing | Urban lockdown | External shocks
at Jan-Mar Virtually no impact, aIt.hough some measures (e.g., school
closures) introduced March 30th
Social distancing
Apr o .
Social distancing measures
fully enforced for 2 ; ; ;
" y b Hypothetical 21-day Decllne§ in foreign
U urban lockdown remittances,
Q2 tobacco exports &
foreign direct
Initial easing up after full enforcement: . .
investments
Jun shocks at 70-90% (fast) or 95%-100%
(slow) of full enforcement period
Initial recovery
Further easing up: shocks at 50-70% phase: shocks at
Q3 Jul-Sep (slow) or 10-30% (fast) of full 50% of Q2 levels
enforcement period (except tobacco
exports at 100%)
Furth
Final recovery phase: shocks at 10-20% HTENEN TEcovery
phase: shocks at
(slow, not yet full recovery) or 1-5%
Q4 Oct-Dec 25% of Q2 levels
(fast, near full recovery) of full
. (except tobacco
enforcement period
exports at 50%)

Social Urban
Impact channels distancing lockdown External
(2 months) (21 days) shocks (Q2)
Restricting non-food manufacturing operations -30%
Restricting non-essential wholesale/retail trade -15% -50%
Transport and passenger travel restrictions -25% -80%
Limiting hotel and restaurant operations -80% -80%
Non-essential business services restricted -30%
Restrictions on other business services -50%
Government work-from-home orders -30% -30%
Closing all schools in the country -20% -20%
Banning sports & other entertainment -50%
Reduced tobacco exports -10%
Falling foreign private remittances -50%
Falling foreign direct investments -30%




Sectoral Effects of Social Distancing

Total  Agriculture Industry Services

= Overall GDP losses of 11.6% (-$223 m)
during 2 months of full enforcement of .
social distancing 3.5%

= Services the most affected in dollar
terms (-$155m) followed by industry (- .
$48 m ) and then agriculture (-$20 m) o

-15.2% -14.8%

-8.1% Agri-food system

= Note: agriculture GDP declines by
3.5%, but agri-food system (AFS)
contracts by 8.1%, due to direct and 8.5% Agro-processing
Indirect effects of social distancing

3.5% | Agriculture

-11.0% @ Food trade and transport

Food services
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Sources of GDP losses during social distancing

Overall GDP losses of 11.6% over 2 months

Over two months of

social distancing: Limiting hotel and restaurant operations
leltmg hotel and. Closing all schools in the country
restaurant operatlons
account fOf a quarter Restricting non-essential wholesale/retail trade
of short term losses
Closure of schools and Falling foreign direct investments
universities and
restrictin Government work-from-home orders
wholesale/retail trade
also |mportant Reduced tobacco exports
Falllng FDI and Transport and passenger travel restrictions
reduced tobacco
eXFOrtS most Important Falling foreign private remittances
external shocks
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— 25.8%

I 18.5%
I 15.7%
I 13.1%
I 10.8%
I .59

I 5.0%

F 1.5%




Sources of AFS GDP Losses During Social Distancing

= Overall Agri-Food System Loss of 8.2% over 2 months

Limiting hotel and restaurant operations — 48.5%

Reduced tobacco exports [ 10.4%

Closing all schools in the country | 10.2%
Falling foreign direct investments |l 8.0%
Government work-from-home orders [l 4.9%
Restricting non-essential wholesale/retail trade [l 4.2%

Transport and passenger travel restrictions [l 2.8%

Falling foreign private remittances F 2.0%
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Change in Per Capita Income During Social Distancing
over 2 months

All
households | Quintile1  Quintile2 Quintile3 Quintile4 Quintile5 Rural Urban
-9.0% A I I I
A b -10.8% I 40:-2% I
-11.4% ’

-12.3% 12.8%

= Urban (more educated) households’ income affected most by social distancing measures

= Poorest rural households are the least affected ... but still lose 9% of incomes during the 2 months of
social distancing

= Serious increase in poverty should be expected
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Poverty Impacts of Social Distancing

= National poverty rate increases by 5.8 percentage points after two-months of
social distancing (1.1 million additional poor people) using national poverty

line

70

Poverty incidence (%)
5 8 8 & &8 8

(=]
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62.3
56.3 56.5
50.5
22.8
17 I

National

Rural

W Before m After

Urban

Additional Poor People

1.1 mil.

0.9 mil.

National

0.2 mil.

I

Rural

Urban



Recovery Scenarios

We consider 2 highly-stylized scenarios
» Faster easing: economy recovers strongly in Q3 and returns almost to normal by Q4
= Slower easing: modest economic recovery in Q3 with productivity still 10% lower in Q4

Projected 2020 real GDP growth

/2'9 5.1% without COVID-19
&

COVID-19 fast recovery
scenario 0.9% growth

COVID-19 slow recovery
scenario -0.3% growth

Cumulative gain in GDP (USS mil.) in 2020
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Recovery scenarios (2)

= National GDP in 2020 is 4.0 to 5.2% lower due to COVID-19
* Decline in GDP about twice as high under slower easing in Q3 and Q4
» Poverty returns to 0.6 to 1 percentage points above pre-crisis level by end of Q4

Quarterly averages Annual

2020

0.1% -0.1% .
1.3%
2.2%
3 & 4 0%
5.2%
7.0%

-11.1%  -11.4%

Change in GDP (%)

m Faster lifting of restrictions m Slower lifting of restrictions
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Impact on Government Revenues

[ | Over 2020’ government Faster lifting of restrictions Slower lifting of restrictions
revenues decline by 3.5%
to 4.5% due to COVID-19

o

R
o

IS
o

= Slightly more is lost from
Indirect than from direct
taxes under both faster
and slower lifting of
restrictions 1120

o
S

3.5% of projected
revenuein 2020

-100

Potential government revenue losses
(USD mil.)
(*1]
o

4.5% of projected
revenuein 2020

M Indirect (commodity) taxes

m Direct (income & profit) taxes

@ malaw I

IFPRI



Annual GDP effects in 2020

GDP loss during Faster

Country Scenario lockdown easing Slower easing

Ethiopia 7-week restriction period -14.3% -4.8% -6.2%
3- k lockd i '

Ghana R -27.9% -8.6% 112.3%
urban centers

Malawi 2-month social distancing -11.6% -4.0% -5.2%
5-8 k lockd

Nigeria Week fockdowns -37.6% -8.9% 17.1%
staggered across states

Rwanda 6-week national lockdown -39.3% -11.5% -16.2%

South Africa 3-week national lockdown -29t0 -34% -5.4% -12.1%




Summary

= While the short-term impacts of COVID-19 on the Malawi economy are not as heavy
as in other African countries, they are still serious:
= Under two months of social distancing:
» GDP falls by 11.6% during April/May, and by 4 to 5.2% over 2020
» Industry and services are most affected, but the agri-food system also contracts
by 8.2%
» Around 1.1 million additional people temporarily fall into poverty, mostly in rural
areas. However, urban households suffer higher income losses.
» Economy recovers as restrictions are lifted but GDP declines by 4.0% to 5.2%
during 2020
» Under 21-day proposed lockdown:
» GDP falls by 22.3% during lockdown, and by 6.2 to 9.1% over 2020
» Around 1.75 million additional people temporarily fall into poverty

= Caveat: our results are sensitive to the shocks assumed and can be updated as the
extent as these becomes clearer
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Policy Implications

= Minimizing the economic impacts of COVID requires:

» Maintaining open markets and borders (with appropriate hygiene/social
distancing measures)

» Social protection measures to protect the most vulnerable (especially
Informal services/small retailers in urban areas)

» Re-opening schools once it is safe to do so

= Monitoring the impact of COVID-19 restrictions on the Malawian economy
should pay special attention to their impact on:

» the urban informal service sector
» the wider agri-food system

» hotels and restaurants

» tourism, exports and remittances
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Questions and Discussion

Visit IFPRI's spotlight page for analyses on the global impact of the COVID-19 pandemic
https://www.ifpri.org/covid-19

For further information on IFPRI Malawi’s activities, please see:
Website: http://massp.ifpri.info/
Twitter: @IFPRIMalawi
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