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Abstract:

We apply the methodology developed in Cotton et al (2021) to compare the
economic outcomes under alternative COVID-19 stimulus spending policies in

Malawi.
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Optimizing COVID-19 stimulus spending in Malawi

Background

In late 2020 and early 2021, Limestone
Analytics conducted a scenario planning
study in collaboration with Malawi’s
National Planning Commission (NPC) and
the Copenhagen Consensus Centre (CCC).
The scenario planning study was designed
to inform the development of Malawi’s
national COVID-19 Socioeconomic
Recovery Plan. By reviewing the literature
and industry reports and surveying over \
100 Malawian professionals from a range of % ‘ UUDD
sectors and organizations, Limestone
crafted four alternative possible scenarios
of how the next five years in Malawi might
unfold.

Left Behind

The four scenarios represent possible combinations of outcomes along two major spectrums of
uncertainty. The first spectrum is the rate at which Malawi and the global economy is capable of
recovering from the effects of the COVID-19 pandemic. The second spectrum is the degree to which
the Government of Malawi is able to achieve its stated policy objectives. Limestone then used its
STUDIO model to provide projections around Malawi’s employment and GDP for each of these four
scenarios to estimate the potential impact of COVID-19 on the economy.

This brief builds on our scenario planning work to consider how the Government of Malawi might
stimulate Malawi’s economic recovery by strategically prioritizing marginal spending toward
commodities that will yield the greatest incremental value addition to the country’s economy.

Smart stimulus spending

The chart below shows the incremental GDP that would be generated by a marginal dollar of
domestic spending on each of five different commodity categories by the Government of Malawi.
The estimates are the short-run GDP response from the increased demand and exclude the
long-run impact on GDP from economic growth. The four bars for each estimate represent the
range of values that may be achieved depending on which of the four possible scenarios that
emerged from our scenario planning analysis is realized.
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Note that the STUDIO model analysis focuses on short-to-medium run impacts, and excludes long
run changes in productivity and growth. Spending on electrical equipment, vehicles and transport
equipment, and construction increases the stock of physical capital while spending on education,
health and social work increases the stock of human capital. Both would be expected to have a
positive effect on long-run GDP through economic growth, but the magnitude of this effect is
unknown and is therefore not included in the estimates above.

The results suggest that the Government of Malawi will see a substantially larger economic return
from increases in domestic spending on healthcare and social work, public administration, and
education commodities than the other categories regardless of the scenario, at least over the short
term. The aggregate economic returns from spending in other categories is likely to be small, or
negative (i.e. one additional dollar of government spending would yield less than a dollar of value
added to the economy). The reason for this is that many of the inputs used in domestic production
of these commodities are imported, and therefore much of the spending on these commodities
would flow out of the country in order to procure the inputs needed for domestic production.

Planning for COVID-19 and beyond

Over the past year, Limestone’s STUDIO model has enabled rapid assessment of alternative policies
that are available to decision makers in the rapidly evolving circumstances of the COVID-19
pandemic. However, although most of the applications of STUDIO to date have focused on COVID-19
related policies, STUDIO is not solely a COVID-19 tool. The insights presented in this brief were
produced in response to a request from the CCC and NPC for additional insights under the Malawi
Priorities project.

This report is prepared by Frédéric Tremblay and Brett Crowley.
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The bibliography includes sources directly referred to in the analysis and related policy
briefs that informed the research team'’s analysis, including reference to updated, publicly
available versions of the health projections that were shared with the research team.
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