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1. #ICEE Thesis overview and summary of the presentation.

This dissertation comprises of two studies on fiscal and monetary policies in Malawi. These
studies cover a range of issues concerning the implementation, effectiveness, relevance, and
interaction of the policies.

In the first study, designated as chapter 3 of the dissertation, Malawi’s fiscal and monetary
policy rules are estimated and their effects and influence on key macroeconomic variables
analyzed in a New Keynesian Dynamic Stochastic General Equilibrium (DSGE) framework.
The Bayesian technique is used to estimate the model using data on consumption, investment,
inflation, nominal interest rate, government spending, consumption tax revenue, and income
tax revenue. It is found that monetary policy in Malawi follows a Taylor type interest rate rule
in which interest rates respond strongly to changes in inflation, in accordance with the “Taylor
principle”, and only mildly to output fluctuations. Fiscal policy too reacts to output fluctuations
in a modest fashion. With regards to the main drivers of output fluctuations, it is shown that
although fiscal and monetary policy shocks play a significant role, it is actually productivity
shocks and to a lesser extent cost-push shocks that are the main determinants of business
cycles.

The second study is presented in chapter 4 of the dissertation and it analyzes the interaction
between fiscal and monetary policies in Malawi using a structural Vector Autoregressive (VAR)
framework with sign restrictions. The key question addressed is whether the macroeconomic
policy environment in Malawi is characterized by fiscal dominance or monetary dominance.
The economic model is used to identify government spending shocks, government revenue
shocks, and monetary policy shocks so as to observe their respective effects on the conduct of
fiscal and monetary policy. The results show that policy making in Malawi leans towards a
monetary dominant regime rather than a fiscal dominant one. This is manifested by a

counteractive reaction of monetary policy to loose fiscal policy on one hand and a cooperative
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reaction of fiscal policy to tight monetary policy stance on the other hand. The results also
show that spending shocks are not financed by tax revenues which, coupled with the non-
cooperative nature of monetary policy, is consistent with the high public debt accumulation
observed in the data.

The two studies are supplemented by an introductory chapter to the dissertation (chapter 1),
a summary presentation of some stylized facts about the economy of Malawi that are relevant
to the research in the thesis (chapter 2), and lastly a summary of the main conclusions and

recommendations (chapter 5).

. BEHWE Notes from the Doctoral Thesis Review Committee (including changes required to

the thesis by the referees)

The members of the doctoral thesis review committee made several suggestions for improving

the thesis, such as:

1. Chapter 2, which describes the institutional background, needs to explain in more detail the
legal framework that regulates fiscal and monetary policy.

2. The thesis needs to give clearer guidelines as to the advantages or disadvantages of
monetary versus fiscal policy.

3. The theoretical model implies a steady-state value of inflation equal to 1, but the data shows
that this is clearly not the case.

4. The consumer’s discount factor was fixed to 0.869, which is unrealistically low.

5. In Table 3.4, the ratio of investment to output is 2 percent, which is too small. It should be
noted that in 2017, according to the World Bank, the gross capita formation of the private
sector in Malawi was 7 percent of GDP.

6. In Chapter 3 it is mentioned that a contribution of the thesis is the introduction of time

varying consumer preferences and price markups. However, there is no mention of why
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these are necessary/interesting features to be added to the model. Are they also used in other
studies? It is better to provide some explanation/discussion of this setting in the introduction
part.

7. In Chapter 4, the data frequency is monthly. How do we define monthly growth in revenues
appropriately? Particularly, the government won’t have income tax revenue every month
but only during the tax filing season. There is a huge seasonal effect in its revenue. Why is

monthly data selected when studying fiscal policies?

The candidate corrected the thesis to take into account these and other comments.

. BRI SCHERRAE R Confirmation by the Main Referee that changes have been done to the
satisfaction of the referees

In the first evaluation the median was 4, and so the revised version of the thesis was sent to all
the reviewers. The candidate provided a list of the revisions requested and an explanation of

how the comments had been taken into account. All reviewers were satisfied with the revisions.

. BB EREE Final recommendation

The doctoral thesis review committee recommends that GRIPS awards the degree of Ph.D. in

Development Economics to Mr. Joseph Upile Matola.
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