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GENERAL NOTES
The Reserve Bank of Malawi’s Financial Stability Report (FSR), is published bi-annually on the Reserve
Bank of Malawi (RBM) website www.rbm.mw. This updated December 2017 FSR analyses the
macroeconomic and financial sector developments covering the period between April and December 2017.
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THE RESERVE BANK OF MALAWI AND FINANCIAL STABILITY
One of the RBM’s primary mandates is to ensure that the financial system is stable. The FSR provides an
overall assessment of risks to the financial system and also describes the system’s resilience to risks. The
analysis in the FSR is therefore one of the tools used by the RBM to fulfill its mandate of ensuring that the
financial system is stable.
The RBM considers financial stability as a condition represented by a sound financial system, capable of
withstanding shocks to the economy; one that is able to allocate savings into investments, facilitate the
settlement of payments efficiently and manage risks in a satisfactory manner.
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FOREWORD AND SUMMARY OF FINANCIAL STABILITY ASSESSMENT
The Malawi financial system remained stable and resilient to both domestic and external shocks during the
nine months period to December 2017. Global financial stability is expected to continue to improve as
global economic activity is expected to strengthen further in 2018. Nonetheless, in the near term, risks
from the global environment to the domestic economy are expected to be slightly elevated and might
emanate from the recent rise in global oil prices, policy uncertainty in the US, and continued geopolitical
tension and terrorism. On the domestic front, macroeconomic risks to financial stability remained subdued
as economic activity was strong in 2017, primarily on account of favorable weather conditions. Further,
inflationary pressures remained muted and exchange rate was broadly stable.
The Malawian banks remained healthy, well capitalised, adequately liquid, and profitable, despite a
concern on non-performing loans (NPLs). Stress testing conducted based on the September 2017 data
revealed that overall, the banking sector displayed some resilience to credit and liquidity risk shocks.
According to the Bank Lending Survey conducted in October 2017, most banks indicated that demand for
loans generally increased between April and September 2017. The increase was particularly evident for
large enterprises whilst demand for loans for households and SMEs remained largely unchanged. Further,
most banks reported to have maintained tight credit standards and conditions for approval of loans, largely
reflecting concerns on poor collateral and creditworthiness of borrowers.
The general insurance sector remained fairly sound over the reviewed period, as capital remained fairly
adequate and asset quality slightly improved, despite low liquidity and subdued earnings performance.
Though credit risk continued to be a threat to the sector’s stability, with high levels of insurance receivables
on insurer’s respective balance sheets, it had eased during the period following stability in key
macroeconomic fundamentals. The life insurance sector remained sound with improvements in capital
adequacy, earnings performance, liquidity and asset quality. Meanwhile, on 11th August 2017, a new
Directive on Minimum Capital and Solvency for the insurers came into effect, with the objective of
strengthening the sector’s capacity to retain risks and resilience to shocks.
The microfinance and SACCO sectors continued to remain sound and stable as evidenced by sufficient
capital and improved profitability, despite weaknesses in asset quality. Credit risk continued to be the main
threat to the stability of the sectors. The pension sector continued to register growth in assets due to
pension contributions and investment income, largely owing to the improved performance of the stock
market during the period under review. Nevertheless, increasing contribution arrears will continue to
affect growth of the sector. Meanwhile, Malawi’s capital markets continued to remain sound during the
reviewed period, registering an improved performance in activity and index. Furthermore, there was a
primary listing on the foreign counter, with a corresponding delisting from the domestic counter. However,
the bond market remained dormant during the reviewed period. The key financial infrastructure remained
stable and therefore allowed smooth processing and settlement of financial transactions.
The overall assessment is that the financial sector remained stable between April and December 2017,
although credit risk continued to pose a threat to the overall stability of the banking system. The Bank,
therefore, will continue to regularly assess the financial system and closely monitor any potential threats,
to ensure that timely actions are taken to address any potential systemic threats.

Dalitso Kabambe (PhD)
GOVERNOR
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1.0 MACROECONOMIC AND FINANCIAL
DEVELOPMENTS

conditions triggered by faster-than-expected
monetary policy normalization; an inward
turn in policies that would harm global
growth through reduced trade and crossborder investment flows; and non-economic
factors which include continued geopolitical
tension, terrorism and extreme weather
events

1.1 Overview of Global Developments
Global economic activity was projected to
strengthen in 2017 and 2018 compared to
20161. The more optimistic projections were
mainly supported by stronger-than-expected
pickup in the euro area, Japan, Canada,
Russia, emerging Asia and Europe, which
more than offset the slowdowns in USA and
UK. Meanwhile, the October 2017 Global
Financial Stability Report (GFSR) shows that
global financial stability continued to
improve, owing to continued decline in the
near term risks to financial stability,
following a pickup in global activity.

For advanced economies, growth is
projected to pick up to 2.2 percent in 2017
and 2.0 percent in 2018 from the estimated
growth of 1.7 percent in 2016. The stronger
rebound in the region is primarily driven by
stronger growth in the euro area, Japan, and
Canada, owing to acceleration in exports and
continued increase in domestic demand.
Nonetheless, for USA and UK there was
slower economic activity than earlier-on
anticipated due to significant policy
uncertainty in the USA and softer growth in
private consumption in UK as the pound’s
depreciation weighed on household real
income.

1.1.1 Global Economic Conditions
The October 2017 WEO projects global
economic growth to increase from 3.2
percent in 2016 to 3.6 percent in 2017 and
3.7 percent in 2018. The projections
represent upward revision of 0.1 percentage
point relative to the April 2017 WEO
forecasts. The stronger projections are
largely driven by stronger-than-expected
pickup in advanced economies, particularly
in the euro area; and remarkable pickup in
emerging
markets
and
developing
economies.

Growth in emerging markets and developing
economies is projected to increase strongly
from 4.3 percent in 2016 to 4.6 percent and
4.9 percent in 2017 and 2018, respectively.
The upward revisions to the growth
forecasts is mainly a reflection of strongerthan-projected growth in China, emerging
Asia and Europe, underpinned by policy
easing and supply-side reforms, which
include high government spending and
public investment; and continued recovery
in exports. However, growth projection for
India was marked down, owing to continued
disruptions associated with the currency
exchange initiative introduced in November
2016.

Meanwhile, risks to the global growth
forecasts are broadly balanced in the short
term. On the positive side, the global
economic recovery could strengthen further,
supported by strong consumer and business
confidence and benign financial conditions.
On the downside, increased policy
uncertainty and geopolitical tensions could
take a toll on market confidence. However,
medium term risks to global financial
stability remain tilted to the downside owing
to sizeable tightening of global financial
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Based on the October 2017 World Economic Outlook
(WEO) forecasts..
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Chart 1.1: World Economic Growth

and liquidity risks remained elevated owing
to intensified search for yield by the
investors and increased risk appetite.
Consequently, vulnerabilities are shifting to
the nonbank sector and market risks are
rising, thereby elevating risks to global
financial stability. Further, prolonged low
volatility, further compression of spread on
bonds, and rising asset prices could facilitate
additional risk taking and further raise
vulnerabilities to the global financial
stability. Meanwhile, elevated policy
uncertainty in the USA remain a key threat to
global growth and stability.
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1.1.2 Global Risks to Financial Stability
The October 2017 GFSR revealed that global
financial stability continued to improve as
near-term risks to global financial stability
declined following a stronger global
economic recovery. However, due to
improved economic outlook, medium-term
vulnerabilities are building up as investors
markedly increased their risk appetite and
intensified search for yield. Meanwhile, risks
are rotating from banks to financial markets
as spreads and volatility compress while
private sector indebtedness rises.

1.2 Developments in Sub-Saharan Africa
Growth projections for Sub-Saharan Africa
(SSA) broadly remained unchanged from the
April 2017 forecasts. The region is projected
to grow by 2.6 percent in 2017 and 3.4
percent in 2018 from a subdued growth of
1.4 percent in 2016. The notable pickup in
the region is mainly supported by the
rebound in Nigeria’s oil and agricultural
production, the easing of drought conditions
that negatively impacted much of eastern
and southern Africa in 2016 and a more
supportive external environment as
evidenced by stronger global economic
recovery. Nigeria is expected to contribute
more than half of the 2017 projected growth
in SSA. In Angola, growth is projected at 1.5
percent in 2017 driven by a rebound in oil
production. In the Southern Africa
particularly Zambia and Malawi, growth is
expected to increase following recovery in
agricultural production due to eased drought
conditions. However, in South Africa, growth
is expected to remain subdued due to
ongoing political instability.

Macroeconomic risks to global financial
stability have declined following stronger
pickup in global economic growth, which has
boosted market confidence. Emerging
market risks have also declined owing to the
stronger pickup in global activity and
improved external funding conditions.
Further, monetary and financial conditions
remained accommodative as slightly higher
real rates are offset by easier lending and
financial conditions.
However, credit risks to the global financial
stability remained elevated following
increasing indebtedness among the major
global economies and rising leverage in the
nonfinancial (households and firms) sector
of many G202 economies. Similarly, market

Meanwhile, inflation pressures have eased in
some of the SSA countries including Nigeria,
Ghana, Malawi, and Zambia with monetary
tightening, greater exchange rate stability

G20 is an international forum for the governments
and central bank governors from Argentina, Australia,
Brazil, Canada, China, France, Germany, India,
Indonesia, Italy, Japan, Mexico, Russian Federation,

Saudi Arabia, South Africa, South Korea, Turkey,
United Kingdom, United States, and the European
Union
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and improved agricultural production.
Similarly, inflation also eased in East African
countries like Rwanda, Tanzania, Uganda
and Kenya following government measures
to increase maize imports in the aftermath of
temporary pickup in inflation in early 2017
due to a drought-induced spike in food
prices.

On the domestic front, downside risks
would emanate from the larger economies
like South Africa where elevated political
uncertainty could delay needed policy
adjustments and dampen investor and
consumer confidence. In addition, weather
shocks (including droughts and floods)
remain a critical source of vulnerability in
majority of SSA countries due to continued
high dependence on rain-fed agriculture as
well as other weather-sensitive activities
such as electricity production, especially in
East and Central Africa.

1.2.1 Financial Stability in Sub-Saharan
Africa
Macroeconomic risks to financial stability in
SSA are expected to remain subdued in the
near term, on account of a projected modest
pickup in economic growth of selected
economies in the region. This outturn is
mainly driven by increased oil production in
Nigeria and Angola; improved agricultural
production in the Southern Africa following
eased drought conditions; and a supportive
external environment. Further, decline in
inflation in most economies in the region is
also expected to minimize threats to the
region’s financial stability. Meanwhile, the
recent pickup in crude oil prices will
positively impact growth for major oilexporting countries in the region.

1.2.2 External
Developments
and
Malawi’s
Macro-Financial
Performance
The rebound in global economic activity as
well as the modest pickup in economic
activity in the SSA would positively impact
on Malawi’s economy through increased
external demand for Malawi’s exports.
However, low agricultural commodity prices
would weigh negatively on the country’s
export earnings. Further, the recent pickup
in crude oil prices, if sustained, might
increase domestic pump prices, which would
in turn induce upward pressure on inflation.
Consequently, these factors would elevate
macroeconomic risks to Malawi’s financial
stability.

However, upside risks on the external front
would have potential spillover effects to SSA
in the medium-term. Increasing policy
uncertainty, particularly a shift towards
inward-looking policies in USA and a more
rapid than expected tightening of global
monetary conditions, would negatively
impact capital inflows. Further, sovereign
downgrade risks could further weigh on the
investment climate and adversely affect
growth particularly in South Africa. In
addition, low commodity prices, which have
stabilized at relatively low levels compared
with their earlier peaks, continue to weigh
heavily on SSA growth, as majority of
countries in the region are commodity
exporters. Similarly, the recent rise in oil
prices would negatively affect economic
activity of oil importing countries in the
region, should the increase in prices be
sustained.

1.3 Domestic Developments
Domestic economic growth rebounded in
2017 from a modest growth of 2.7 percent in
2016. The pickup is on account of improved
performance in the agricultural sector
following favorable weather conditions; and
improved macroeconomic environment.
Inflationary pressures waned off as headline
inflation sustained a declining path, reaching
single digit in the third quarter of 2017, for
the first time since December 2011.
Subsequently, average base lending rates
declined between April and December 2017,
following downward revision in the Policy
rate. Meanwhile, the kwacha exchange rate
against major trading currencies remained
broadly stable and domestic pump prices
3

were unchanged during the reviewed period,
thereby curtailing pressure on non-food
inflation. Following these developments,
risks to financial stability arising from
macroeconomic developments remained
subdued during the reviewed period.

Inflation is projected to remain stable. Nonfood inflationary pressures are expected to
remain subdued following sustained stability
in the kwacha exchange rate. However,
upside risks to inflation may arise from the
recent rally in world crude oil prices.

1.3.1 Real GDP Growth
The Malawi economic growth rebounded in
2017, from the estimated 2.7 percent in 2016
(Chart 1.2). This outturn is largely driven by
notable improvement in agricultural
production, following favorable weather
conditions. As such, risks to financial stability
arising from the domestic economic activity
are expected to remain moderated in the
near term.

Chart 1.3: Domestic Headline Inflation
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1.3.3 Interest Rates
Financial stability risks arising from interest
rate developments declined further between
April and December 2017. This development
followed further reduction in Policy rate by a
total of 600 basis to 16.0 percent in
December 2017 from 22.0 percent in March
2017.
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Chart 1.4: Interest Rates

Source: Reserve Bank of Malawi, National Statistics Office,
Ministry of Finance, Economic Planning and Development
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1.3.2 Inflation
Risks to financial stability emanating from
inflationary pressures subsided during the
reviewed period following sustained
deceleration in inflation (chart 1.3). Headline
inflation was declining and reached single
digit of 7.1 percent in December 2017 from
15.8 percent recorded in March 2017. This
development was mainly on account of
continued decrease in food inflation
following bumper maize harvest, as well as
decline in non-food inflation due to stable
kwacha exchange rate.
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Subsequently, average base lending rate3
declined to 26.9 percent in December 2017
from 33.6 percent in March 2017. Likewise,
the overnight Interbank Market Rate (IBR)
dropped to 14.97 percent as at end

This is simple average.
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December 2017 from 21.89 percent
registered end March 2017 (Chart 1.4). In the
ensuing months, interest rate risks to
financial stability are expected to remain
moderated as the average base lending rate
is expected to decline further following the
recent cut in the Policy rate.

Table 1.1: IBR (end period, %) and
Banking
System
Liquidity
(Daily
Averages, K’bn)
Mar17

(K’bn)

Banking system liquidity increased in
December 2017 compared to March 2017
position. Excess reserves increased to a daily
average of K6.31 billion in December 2017
from K3.59 billion recorded in March 2017.
The increase in liquidity in the banking
system during the period was also evidenced
by an increase in the un-borrowed excess
reserves to a daily average of K1.40 billion in
December 2017 from a daily average of
negative K2.40 billion in March 2017 (Table
1.1). Further, traded volumes on the
interbank market increased to a daily
average of K9.94 billion in December 2017
from a daily average of K3.74 billion
recorded in March 2017.

Daily Average Total
Reserves
Daily Average Required
Reserves

60.8

Daily Average Excess
Reserves
Daily Average Unborrowed Excess Reserves
Daily Average Inter-bank
Market Trading
Daily Average Lombard
Facility Access
Inter-bank Market Rate
(End Period, Percentage)

3.6

Sept17

74.41

58.1

Dec-17

77.92
71.58

70.61
3.80

6.31

-0.4

1.40

-2.40
3.7
6.3
21.89

4.68

9.94

3.94

5.57

16.11

14.97

Source: Reserve Bank of Malawi

Treasury bill yields for all tenors exhibited a
downward trend following the downward
adjustment of the Policy rate during the
reviewed period. The 91 day, 182 day and
364 day average yields for December 2017
settled at 14.69 percent, 14.98 percent and
15.64 percent, respectively. The all type yield
consequently, declined to 15.10 percent in
December 2017 from 24.14 percent
recorded in March 2017 (Table 1.2).

In tandem with the liquidity conditions
during the reviewed period, access on the
Lombard Facility dropped to an average of
K5.57 billion per day in December 2017 from
K6.27 billion per day in March 2017. The
improvement in liquidity levels, coupled
with the downward revision of the Policy
rate from 22.00 percent in March 2017 to
16.00 percent in December 2017, pushed the
interbank market rate (IBR) down to 14.97
percent as at 29th December 2017 from 21.89
percent recorded end March 2017.

Table 1.2: Treasury Bills Yields
Days

All Type

91

364

Mar-17

24.14

23.24

24.45

24.73

Apr- 17

22.44

21.45

22.47

23.40

May-17

22.24

21.35

22.15

23.24

Jun-17

22.09

21.38

21.95

22.94

Jul-17

19.09

18.03

19.25

20.00

Aug-17

17.01

16.31

16.92

17.80

Sep-17

15.34

15.17

15.21

15.63

Oct-17

14.02

13.17

14.26

14.64

Nov-17

14.90

14.20

14.87

15.63

Dec-17

15.10

14.69

14.98

15.64

Source: Reserve Bank of Malawi
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1.3.4 The Exchange Rate
The Malawi kwacha remained generally
stable during the reviewed period. The local
currency closed at K689.9919 per US dollar
on 31st March 2017 and depreciated to
K732.0252 per US dollar on 29th December
2017. Compared to the March 2017 position,
the Kwacha also lost value against the GBP,
the EUR and the ZAR. The stability of the local
currency is expected to continue in 2018 and
this outturn is expected to have a positive
impact on the country’s financial system
stability.
Chart 1.5: Indicative versus TradeWeighted Average TT mid Rates

On the domestic front, macroeconomic risks
to financial stability remained subdued. Real
GDP growth was estimated to rebound in
2017 from a subdued growth in 2016,
primarily on account of favorable weather
conditions. Further, inflationary pressures
were expected to remain subdued in the near
term, owing to sustained stability of the
kwacha. Similarly, interest rate pressures are
expected to remain subdued in the coming
months owing to expected continued
downward trend in inflation. However, in the
medium term, weather shocks remain a
critical source of vulnerability to the
economy due to continued high dependence
on rain-fed agriculture as well as other
weather-sensitive
activities
such
as
electricity production. This might dampen
economic activity.

Source: Reserve Bank of Malawi

1.4 Outlook
Risks to the financial stability arising from
the global environment and domestic
economy are rather mixed. Near-term risks
to global growth and financial stability are
largely balanced. However, medium-term
risks remain high mainly due to elevated
policy uncertainty in the US; and noneconomic factors which include continued
geopolitical tension and terrorism. This
might negatively impact on the country’s
trade and financial flows. Further, the global
Brent crude rally is a bit worrisome as this
might elevate the domestic pump prices.
Meanwhile, within the region, upside risks
might emanate from political uncertainty in
South Africa, the country’s regional major
trading partner.
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2.0 BANKING SECTOR
The banking sector remained profitable and
stable with adequate liquidity and capital
position, during the nine months period to
December 2017. However, asset quality was
a concern following an increase in the levels
of NPLs and the NPL ratio.

Growth in total assets was largely funded by
19.0 percent growth in total deposits over
the same period.
2.1.2 Banking Sector Soundness
a. Capital Adequacy

2.1 BANKING SECTOR DEVELOPMENTS
Banks adjusted their base lending rates
downwards by more than 6.0 percentage
points, following the downward revisions of
the Policy Rate to 18.0 percent in July 2017
and to 16.0 percent in December 2017 from
22.0 percent in March 2017.

The banking sector was adequately
capitalized as at end December 2017, as both
core and total capital ratios were above the
regulatory minimum benchmarks of 10.0
percent and 15.0 percent, respectively. The
average core capital ratio was 15.3 percent,
representing a slight decline from 16.1
percent recorded in March 2017. Similarly,
total capital ratio stood at 19.4 percent as at
end December 2017 from 19.5 percent
reported in March 2017. The decline in both
core and total capital ratios was attributed to
an increase of 11.3 percent in Risk Weighted
Assets (RWAs).

Further, In July 2017, First Merchant Bank
(FMB) received regulatory approvals to
acquire Opportunity Bank of Malawi (OBM).
2.1.1 Growth of the Banking Sector
Total assets increased to K1,572.3 billion in
December 2017 from K1,217.4 billion in
March 2017, representing a growth of 29.2
percent (Table 2.1). The growth in total
assets is largely attributed to 54.1 percent
increase in short-term securities and
investments to K546.0 billion in December
2017 from K354.6 billion in March 2017.

b. Asset Quality

Asset quality deteriorated as NPLs grew by
9.8 percent to K70.4 billion in December
2017. This was despite an increase of 7.0
percent in gross loans and leases to K448.7
billion in December 2017 from K423.7
billion in March 2017. Accordingly, the
industry NPL ratio remained almost stable at
15.7 percent in December 2017 compared to
15.1 percent reported in March 2017 (Box
2.1).

Table 2.1: Banks’ Assets and Deposits
(MK’ Billion)*

Assets
Deposits:
of which
Kwacha
of which
forex
Gross loans
of which
NPLs

Mar-16

Dec-16

Mar-17

Dec-17

1,026.3
692.6

1239.9
809.0

1,217.4
807.0

1,572.3
995.5

498.0

561.0

568.8

712.2

194.6

248.0

238.2

283.3

420.7

438.8

423.7

448.7

61.8

74.4

64.1

70.4

Growth (%)
-0.7
20.8
-1.9
16.8
3.2
12.7

Asset
Deposits
Kwacha
Forex
-12.9
27.4
deposits
Gross loans
1.9
4.3
NPLs
17.9
20.4
Source: Reserve Bank of Malawi

-1.8
-0.2
1.4

29.2
23.4
25.2

-4.0

18.9

-3.4
-13.8

5.9
9.8

c. Earnings

The banking industry remained profitable,
registering an aggregate profit after tax of
K38.3 billion in December 2017, up from
K35.1 billion registered in December 2016.
However, return on equity (ROE) and return
on assets (ROA) ratios declined to 15.7
percent and 2.3 percent as at December
2017, from the December 2016 ratios of 18.2
percent and 2.7 percent, respectively.
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Table 2.2: Trends of ROE, ROA and Net
Profit after Tax
Variable

Mar16
20.5
3.0

Dec-16

ROE (%)
18.2
ROA (%)
2.7
Net Profit
after tax (MK’
9.4
35.1
Billion)
Source: Reserve Bank of Malawi

Mar17
21.5
3.2

Dec17
15.7
2.3

11.8

38.3

total deposits at 35.5 percent, seconded by
foreign exchange deposits at 28.6 percent.
Time deposits and savings deposits
accounted for 20.1 percent and 15.8 percent
of total deposits, respectively.
Table 2.3: Assets and Deposits (MK’
Billion)

d. Liquidity

Assets

The banking sector remained liquid with an
average liquidity ratio of 77.0 percent as at
December 2017, up from 68.8 percent
registered in March 2017. At this position,
the liquidity ratio was well above the
regulatory minimum ratio of 30.0 percent.
The increase in the liquidity ratio was on
account of a higher proportionate growth of
45.0 percent in liquid assets against 29.5
percent growth in total deposits and short
term liabilities.

Two largest
banks
percentage
share
Other
banks
percentage
share
Deposits
Two largest
banks
percentage
share
Other
banks
percentage
share

2.1.3 Assets, Deposits and Market share
Two banks continued to dominate the sector.
The combined total assets and total deposits
for these banks comprised 50.9 percent and
51.2 percent of market share, respectively.
In March 2017, the combined market share
composition for these banks were 51.3
percent and 52.9 percent for total assets and
total deposits, respectively.

Mar-16
1,026.5
0

Dec-16

Mar-17

Dec-17

1,239.9

1,217.4

1,572.3

514.4

632.3

624.1

800.9

50.1%

51.0%

51.3%

50.9%

512.1

607.7

593.3

771.4

49.9%

49.0

48.7%

49.1%

692.6

809.0

807.0

995.5

363

422.1

427.1

509.8

52.4%

52.2%

52.9%

51.2%

329.6

387.0

379.9

485.7

47.6%

47.8

47.1%

48.8%

Source: Reserve Bank of Malawi

2.1.4 Conclusion and Outlook
During the period under review, the banking
sector remained stable with adequate capital
position, liquidity and it was profitable; although
asset quality slightly deteriorated. It is expected
that the sector will remain adequately
capitalised, liquid and profitable. However, the
outlook for asset quality is mixed. This is because
whereas the sector is expected to experience
positive gains from Policy Rate reduction by
registering reduced levels of NPLs, this might not
be the case owing to reduced economic activity
following persistent power supply cuts.

As at December 2017, short-term
investments comprised 35.0 percent of total
assets whilst gross loans and leases
represented 28.5 percent of total assets. This
position of asset mix is contrary to what was
depicted in March 2017, where gross loans
and leases comprised a larger share of total
assets at 34.8 percent compared to 29.1
percent for short-term investments. This is
evidence that banks were trying to shift their
investments from loans to short term
investments in the face of deteriorating
quality of credit books.
On the funding side, demand deposits
continued to represent the highest portion of
8

BOX 2.1: SELECTED KEY FINANCIAL SOUNDNESS INDICATORS
Key Ratios (%)
Capital Adequacy
1. Core Capital to risk
weighted assets
2. Total Capital to risk
weighted assets
Asset Quality
1. Non-performing loans to
Gross loans
2. Specific provisions to NPLs

Jun-16

Sept-16

Dec-16

Mar-17

Jun-17

Sept-17

Dec-17

>10.0

14.4

14.1

13.7

16.1

16.7

15.9

15.3

>15.0

18.1

17.2

16.8

19.5

21.0

20.3

19.4

<5.0

13.7

17.1

17.0

15.1

17.2

18.8

15.7

>20.0

29.4

25.4

25.5

21.3

21.9

29.5

34.5

Benchmark

Earnings
1. ROA (Return on assets)
2. ROE (Return on equity)
3. Non-Interest expenses to
Total Income
Liquidity & Funds
Management
1. Liquid assets to deposits &
short-term liabilities
(liquidity ratio)
2. Gross loans to Total
deposits

>2.5

4.6

3.2

3.0

3.2

2.7

2.5

2.3

> inflation

31.1

21.7

20.3

21.5

18.5

16.8

15.7

N/A

48.4

50.7

50.4

47.5

48.5

48.3

49.7

>30.0

66.1

69.1

72.3

68.8

71.4

76.0

77.0

N/A

54.8

54.3

54.2

52.5

50.9

49.7

45.1
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2.2 STRESS TESTING
The RBM conducted a stress testing exercise
for the banking industry which was based on
September 2017 data, as part of the biannual stress test. The stress test covered 10
banks and was conducted to assess the
industry’s resilience to plausible shocks.
Focus of the stress test was placed on five
main potential sources of vulnerabilities for
the banking sector namely credit risk,
liquidity risk, income risk, foreign exchange
risk and interest rate risk. Shock scenarios
were informed by historical observations on
key financial stability indicators and macroeconomic forecasts.

banks averaging to 18.8 percent as at end
September 2017. Further, all banks, except
two, registered NPL ratios above the
acceptable maximum benchmark of 5.0
percent. Credit sector concentration was
high with Wholesale and Retail Trade,
Agriculture and Manufacturing sectors
comprising 25.5 percent, 20.2 percent and
18.8 percent of gross loans and leases,
respectively.
2.2.1 Credit Risk
Shocks were applied to assess the effect of a
further deterioration in asset quality on the
capital adequacy of the industry in order to
establish the resilience of the sector to credit
risk shocks. The stress testing exercise
assumed two main scenarios to gauge
resilience to credit risk shocks; these were
growth in NPLs from the current position
across the economic sectors, and a
successive default of the top five borrowers
in the industry. Both scenarios assumed a
50.0 percent provision on new NPLs with the
corresponding impact measured against the
industry core capital ratio. The severity of
the stress scenarios were applied
progressively from minor, moderate and
major shocks.

Overall, the industry portrayed some
resilience to credit risk and liquidity risk
shocks. An analysis of the impact of shocks to
individual banks revealed that the industry
position was anchored by a few healthy
banks while the majority of the banks were
vulnerable to the tests.
Pre-shock Position
Overall, the pre-shock positions for capital
and liquidity were fairly adequate while
earnings performance and asset quality
posed supervisory concern.

Table 2.4: Credit Shocks (% growth in
NPLs) by Economic Sector

Industry capital ratios were above the
regulatory requirements of 10.0 percent and
15.0 percent for Tier 1 and Total Capital
ratios, respectively. The average Tier I ratio
and Total Capital ratio stood at 15.9 percent
and 20.3 percent, respectively. Despite
observing high industry capital ratios, two
banks remained undercapitalized as at end
September 2017. In terms of liquidity, the
industry was highly liquid with all banks
posting a liquidity ratio above the regulatory
benchmark of 30.0 percent and with an
industry average of 76.2 percent.

Sector
Agriculture, forestry,
fishing & hunting
Mining & quarrying
Manufacturing
Electricity,
gas,
water & energy
Construction
Wholesale & retail
trade
Restaurants & hotels
Transport, storage &
communication
Financial services
Community, social
and
personal
services
Real estate
Other sectors

A profit after tax of K29.7 billion was
reported at industry level for the year to end
September 2017. However, five banks
continued to post cumulative losses. Asset
quality deteriorated, with NPL ratios for all
10

Minor

Moderate

Major

20

30

45

10
25

15
30

25
45

10

15

25

10

15

25

20

40

60

5

10

15

15

20

30

15

20

30

10

15

25

10
10

15
15

25
20

Assumed
Provisional rate (%)
Impact
on
RWA/capital (%)

50

50

50

100

100

100

The shock simulated a successive default of
the top 5 largest borrowers, with an
assumed provisioning rate of 50.0 percent
on new NPLs.

Source: Reserve Bank of Malawi

(a) Effects of Shocks to Various Sectors of
the Economy
In the first credit risk shock the banking
industry revealed some resilience to the
sectoral shock, with Tier I ratio failing to 12.1
percent and 10.2 percent after a moderate
and major shock, respectively; which was
above the regulatory benchmark. This was
despite high industrial sector concentration
in the pre-shock position.

Chart 2.2: Effects of Largest Borrowers
becoming non-performing

Review of the stress test results for
individual banks revealed that 4 out of the 10
banks reported core capital ratios below the
regulatory benchmark after a moderate
shock, and worsened to 6 banks after a major
shock was applied. It is worth noting that
core capital ratios for 2 of the 10 banks were
already below regulatory benchmark before
the stress test.

Source: Reserve Bank of Malawi

Outcomes of the test revealed high
vulnerability of the industry to single name
concentration risk as evidenced by the drop
in core capital ratio to 9.8 percent with an
assumed default of the top three largest
exposures (Chart 2.2 above). Core capital
ratio further deteriorated to 7.3 percent with
an assumed default of the top 5 largest
exposures.

Chart 2.1: Effects of Sectoral Shocks on
Core Capital Ratio

Individual bank analysis of core capital
ratios revealed that only one bank would
have a ratio above the regulatory benchmark
of 10.0 percent after default of the top 5 large
exposures as at September 2017.
2.2.2 Liquidity Risk
In order to test the resilience of the
industry’s liquidity, a stress test was
conducted where some haircuts were
applied on banks’ liquid asset portfolios
(table 2.5). This vulnerability was in turn
assessed through the impact of the shock on
the liquidity ratio and the number of days
the banks would survive a deposit run. The
severity of the shocks were applied

Source: Reserve Bank of Malawi

(b) Effect of Large Borrowers Defaulting
The second test on credit risk assessed the
vulnerability of the banking industry to
credit concentration on a single name basis.
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progressively from minor, moderate and
major shocks for both bank specific and
system wide specific shocks.

It should also be noted that review of
individual banks showed signs of resilience,
except for one bank which was already in
breach of the liquidity ratio at pre-shock
level.

Table 2.5: Liquidity Risk Stress Scenarios
(Assumed haircuts and rate of deposit
withdraw):
Liquidty Risk
Shock
Hair cuts
Cash

Minor

Moderate
Major
bank
bank systemi specifi
bank
systemic specific c
c
systemic specific
0%

0%

0%

0%

0%

0%

Cheques
Balances with
RBM
Local Registered
Stock

10%

5%

20%

15%

25%

20%

0%

0%

50%

50%

100%

100%

20%

10%

35%

25%

50%

40%

Nostro

10%

5%

20%

15%

25%

20%

Interbank
Short Term
investments

20%

10%

30%

15%

50%

20%

10%

5%

15%

10%

20%

15%

5%

5%

10%

10%

15%

15%

Bills of Exchange
Deposit Run

2.2.3 Number of Days a Bank Stays Afloat
Based on the same liquidity shock scenario
as above (Table 2.5), a second shock was
applied on liquidity risk which simulated a
bank run to assess the impact of a sudden
withdrawal of customer deposits on the
ability of the industry to withstand a
liquidity drain without resorting to external
liquidity support. The survival period was
measured against a benchmark of five (5)
days, to gauge vulnerability.

10%

20%

Chart 2.4: Effect of System Wide (SW) and
Bank Specific (BS) Shocks-Liquid Days
Afloat (DA)

30%

Chart 2.3: Effect of System Wide (SW) and
Bank Specific (BS) Shocks on Liquidity
Ratio

Source: Reserve Bank of Malawi
Source: Reserve Bank of Malawi

As per Chart 2.4 above, the results indicated
that the industry’s liquid assets would not
survive a bank run, as they would be
depleted in less than five (5) days after both
system wide and bank specific moderate
shocks were applied.

Results of the liquidity stress testing exercise
indicated that the industry would be
resilient to a liquidity shock (Chart 2.3
above). This is evidenced by industry
liquidity ratios at 50.7 percent and 53.7
percent after a major liquidity shock for both
system wide and bank specific basis were
applied, respectively; which were well above
the regulatory benchmark of 30.0 percent.

2.2.4 Income Risk
This test assumed a direct shock on the
banking industry’s revenues, by simulating a
12

combined decline on both interest income
and foreign currency income. The effects
were measured against both the industry’s
Tier I capital ratio and the Return on Assets
(ROA) ratio, to establish resilience on both
capital and profitability.

The impact of the income shocks was further
evaluated against the industry ROA ratios.
Chart 2.6 ROA after Shocks to Interest and
Forex Income

The shock scenarios assumed a 5.0 percent
and 20.0 percent decline in net interest
income and foreign exchange income in the
minor shock; and a progressive 10.0 percent
and 30.0 percent decline in the moderate
shock, and 15.0 percent and 50.0 percent
decline in the major shock, respectively
Chart 2.5: Effects on Core Capital Ratio
after Shocks to Interest and Forex Income
Source: Reserve Bank of Malawi

The pre-shock average ROA for the industry
stood positive at 2.4 percent. The stress
testing results showed that the average ROA
remained positive at 1.7 percent, 1.2 percent
and 0.5 percent in the minor, moderate and
major shock scenarios. Five banks registered
negative ROA ratios, owing to their loss
making positions. These largely weighted
down the industry’s profitability.
2.2.5 Foreign Exchange Impact
The foreign exchange rate shock scenarios
simulated both an appreciation and
depreciation of the Kwacha against its major
trading currencies, with varying degrees of
severity. The minor shock assumed an
exchange rate appreciation of 20.0 percent,
while the moderate and major shocks
simulated a depreciation of 30.0 percent and
40.0 percent, respectively. This shock was
conducted to assess the effects of variations
in the local currency exchange rate, on the
industry’s capital position.

Source: Reserve Bank of Malawi

As per Chart 2.5 above, the industry
demonstrated resilience to the income
shocks after the major shock produced a Tier
I ratio of 13.3 percent which is above the
regulatory benchmark of 10.0 percent in the
major shock scenario. However, an
individual analysis of the banks’ resilience to
income shocks revealed that four banks
would be undercapitalized (this includes
three loss making banks, two of which were
already undercapitalized in pre-shock
position) in the major shock scenario.
2.2.4.1 Effect on Return on Assets (ROA)
after Shocks to Interest and Forex Income
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Chart 2.7: Foreign Exchange Risk –
Exchange rate variation

Chart 2.8 Direct Effects of variations in
Interest Rates

Source: Reserve Bank of Malawi

Source: Reserve Bank of Malawi

The results of the exercise revealed the
industry was well cushioned against
exchange rate volatilities, with minimal
movements in core capital ratio both under
depreciation and appreciation of the local
currency. Similarly, an analysis of the results
of individual banks indicated that the
industry is generally sitting on manageable
open positions to control losses in the face of
a currency shock.

The results of the stress test showed the Tier
1 ratio declining to 15.5 percent in the minor
shock, and increasing to 16.1 percent and
16.2 percent in the moderate and major
shock, respectively. Review of the Tier I ratio
after the test revealed that the industry was
well cushioned against interest rate
volatilities, as the movements in the Tier I
ratio were marginal. Similarly, stress test
results of individual banks revealed
resilience of the banks to the shocks except
for
two
banks
which
became
undercapitalized in the moderate and major
shocks scenarios. However, two banks
already had marginal Tier I Capital ratios in
pre-shock position.

2.2.6 Interest Rate Impact
To assess the industry’s resilience to
volatilities in the interest rate, an interest
rate risk shock was applied to the net
interest rate sensitivity gap of the industry
balance sheet by assuming a 5.0 percentage
points decline in interest rates in the minor
shock, and 7.0 percentage points and 10.0
percentage points increase in the moderate
and major shocks, respectively.

2.2.7 Combination of Shocks
In due recognition of the often non-exclusive
nature of shock events in practice, a
combined shock scenario was simulated, to
evaluate the impact of multiple shocks
occurring simultaneously on the industry’s
soundness and stability. Four shocks were
adopted namely; the credit risk sectoral
shock, interest rate risk shock (an assumed
increases in rates), exchange rate risk shock
(an assumed depreciation), and an
autonomous shock to income (interest and
forex income). The combined shock was also
simulated with varying severity of minor,
moderate and major.
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Chart 2.9 Effects of Combination of
Shocks on Core Capital

2.2.8 Conclusion
Overall, the banking industry displayed
some level of resilience to all the shocks
within the stress test exercise except for
Credit Risk shocks and Liquidity Risk shocks.
Further analysis of individual banks
revealed that the resilience of the banking
sector was anchored by few banks, while the
majority of the banks failed to survive in
highly stressed scenarios.

Source: Reserve Bank of Malawi

Results of the effects of the combination of
shocks on Tier I Capital revealed that the
banking industry was resilient to the
combined shocks, with the Tier I capital ratio
well above the regulatory benchmark in the
minor, moderate and major shocks (see
Chart 2.9 above). However, it was noted that
the resilience of the industry to the
combination of shocks was anchored by four
banks which survived the major shock and
sustained Tier I Capital ratios above the
regulatory minimum. An analysis of results
for individual banks revealed that the rest of
the six (6) banks would be highly
undercapitalized, some with Tier I Capital
ratios in negative position.

15

BOX 2.2: MODEL ISSUES
The RBM used the stress testing model developed by Mr. Martin Cihàk of the IMF. The model has
been modified and adapted at various stages in order to incorporate particular aspects of the
economy and the banking sector. In its present form, the stress testing spread sheet only allows
analysis of the effect of the various stress testing scenarios on one measure of capital adequacy. In
this case, the Core Capital ratio was chosen. However, other measures of capital adequacy may be
selected, e.g. Total equity/Risk weighted assets or Total equity/Total assets (Leverage ratios). In the
model, banks and authorities are assumed not to take action to mitigate the shock. The RBM will
continue to periodically review the model to enhance the stress testing process.
BOX 2.3: DATA ISSUES
Some data gaps and mismatches were noted in the stress testing process, particularly related to the
banks’ sector exposures and maturity structure of rate sensitive assets and liabilities. Nevertheless,
the data work and controls provide comfort on the general quality of the data for purposes of this
stress testing exercise. This particularly relates to NPLs and loan-loss provisions, which are of crucial
importance in stress testing. There is a considerable element of subjective evaluation of future
events related to these items, and the “correct” answer is only known in retrospect, if at all.
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3.0 THE GENERAL INSURANCE SECTOR
Overall, the general insurance sector remained
fairly sound over the nine months period to
December 2017 as asset quality, earnings and
capital adequacy improved despite solvency
remaining poor and the sector having low
liquidity.

The improvement in capital was largely
attributed to 11.3 percent growth in capital
over the nine months period to K15.6 billion in
December 2017, largely resulting from profit
retention. Additionally, two insurers had
additional capital injection amounting to
K759.2 million over the same period. Adequate
capital enhances the sector’s financial capacity
to underwrite more risks and absorb economic
shocks.

The sector registered a 3.7 percent growth in
total assets from K42.0 billion in March 2017
to K43.6 billion in December 2017. The growth
rate is, nevertheless, lower than the 7.9 percent
registered over the same period in 2016. On
the other hand, year to date gross premium
written grew to K41.7 billion as of December
2017, representing 17.3 percent year-on-year
growth, which was lower compared to 18.6
percent registered in 2016.

However, industry solvency remained poor at
19.9 percent in December 2017, which was
slightly below the minimum regulatory
requirement of 20 percent. The decline in
solvency was as a result of coming into effect of
the new solvency regime, following the
introduction of the new capital and solvency
directive in August 2017. (Refer to box 3.1).

Main risks in the sector are related to
significant levels of insurance receivables and
emerging insolvency in a number of insurers.

b.
Asset Quality
The sector’s asset quality marginally
improved as indicated by a drop in the
insurance receivables4 to total assets ratio
from 30.2 percent in March 2017 to 28.3
percent in December 2017 (chart 3.2).

3.1 General Insurance Sector Soundness
a. Capital Adequacy
Overall capital adequacy for the sector
improved as indicated by an increase in capital
to total assets ratio from 33.9 percent to 36.4
percent, over the nine months period under
review (chart 3.1).

Chart 3.2: Insurance Receivables to Total
Assets (%)
31.5

Capital to total assets &
Solvency ratios (%)

Chart

3.1:

Capital

and

Solvency

31.0
30.5

40.0
35.0
30.0
25.0
20.0
15.0
10.0
5.0

30.0
29.5
29.0
28.5
Dec-16

Mar-17

Jun-17

Sep-17

28.0

Dec-17

Dec-16
Solvency ratio

Mar-17

Jun-17

Capital to total asset

Source: Reserve Bank of Malawi

Source: Reserve Bank of Malawi

4

Insurance receivables comprise insurance premium from
policy holders and reinsurance recoveries outstanding from
reinsurers.
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Sep-17

Dec-17

Chart 3.4: Liquidity - General Insurance
Liquidity ratio (%)

The performance was due to the industry’s
efforts in collecting insurance receivables and
writing-off of overdue receivables by some
insurers. Falling insurance receivables is a
favourable development as it reduces the
sector’s exposure to credit and liquidity risks.
In terms of composition, money market
investments and insurance receivables
constituted the largest asset classes making
up 35.6 percent and 28.3 percent of total
assets, respectively (Chart 3.3).

Dec-16

Millions

Mar-17

Jun-17

Sep-17

Dec-17

Liquidity ratio - Sector
Liquidity ratio - Supervisory ceiling

Chart 3.3: Asset Composition
50.0
45.0
40.0
35.0
30.0
25.0
20.0
15.0
10.0
5.0
0.0

170.0
160.0
150.0
140.0
130.0
120.0
110.0
100.0

Source: Reserve Bank of Malawi
Other Assets

The waning liquidity was largely attributed to
a K1.4 billion cash dividend payment the sector
made to its shareholders coupled with a 3.7
percent growth in net liabilities to K25.6 billion
during the period under review. Seven of the
eight general insurers failed to meet
recommended supervisory liquidity threshold
with varying magnitudes. Insufficient liquidity
may compromise ability of the sector to timely
settle insurance and other financial
obligations.

Insurance
receivables
Cash & bank
balances
Money market
investments
Equity
investments
Real estates

Source: Reserve Bank of Malawi

c.
Liquidity
Liquidity for the sector dropped over the
reviewed period as noted by a rise in the
liquidity ratio, and remained weak compared
to regulatory requirement. Liquidity ratio
increased to 144.2 percent in December 2017
from 140.4 percent in March 2017, against
supervisory ceiling of 105.0 percent (Chart
3.4).

d. Reinsurance
The sector’s premium retention slightly
dropped over the reviewed period as indicated
by a decrease in the net premium to gross
premium ratio to 75.9 percent in December
2017 from 77.8 percent in March 20175 (Chart
3.5).

The ratio indicates amount of insurance risk an
insurance company retains rather than passing on to

reinsurers and is measured as net premium written
divided by gross premium written.

5
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Consequently, general insurers’ Return on
Equity (ROE) improved from 24.4 percent in
December 2016 to 26.0 percent in December
2017. Nevertheless, the sector’s combined
ratio6 stood barely below the recommended
limit of 110.0 percent at 108.3 percent in
December 2017 from 109.1 percent recorded
in December 2016. The performance suggests
that the sector need to control operating and
technical expenses to continue improving
profits. Three insurers, with a collective 26.6
percent gross premium market share, posted a
combined loss of K956.4 million in December
2017.

83.0
82.0
81.0
80.0
79.0
78.0
77.0
76.0
75.0
74.0
73.0
Dec.
2016

Mar.
2017

June.
2017

Sep.
2017

Dec.
2017

Source: Reserve Bank of Malawi

Chart 3.6: Earnings and Profitability Ratios
Return on Assets, Claims & Mgt
Expenses Ratios (%)

Generally, reduced retention increases forex
payments on externalized insurance covers
and reduce insurers premium income.
Nevertheless, this level of retention was fair as
it was reasonably commensurate with the
available capital supporting the risks, and
exceeded the recommended minimum limit of
50.0 percent.
e.
Earnings and Profitability
The sector’s earnings performance improved
and was largely fair over the period under
review. Aggregate profit before tax increased
to K4.1 billion in December 2017 from K3.4
billion posted in December 2016. The
development is largely owing to growth in
premium income coupled with a favourable
claims experience. Earned premium income
grew by 17.4 percent to K29.8 billion in 2017,
compared to 10.5 percent growth registered in
2016. On the other hand, the sector’s claims
ratio dropped by 3.9 percentage points to 54.9
percent over the same period, indicating an
ease in insurance claims.

62.0

111.0

52.0

110.0

42.0
32.0
22.0

109.0
108.0

12.0

107.0

2.0

106.0

Combined Ratio (%)

Net premium to gross premium
ratio(%)

Chart 3.5: Risk Retention

Claims ratio

Mgt expense ratio

Return on equity

Combined ratio

Source: Reserve Bank of Malawi

3.2 General Insurance Risks
a. Credit and liquidity risks
Overall, credit risk has eased following stability
in
key
macroeconomic
indicators.
Nevertheless, credit risk continue to pose a
significant threat to the sector’s stability owing
to prevalence of significant levels of insurance
receivables on insurer’s respective balance
sheets7 . Insurance receivables may adversely
affect the sector’s capital adequacy, liquidity

Combined ratio is a key measure of insurers’
profitability expressed in terms of the ratio of total
incurred claims plus expenses divided by earned
premium income – the lower the ratio, the better.

Insurance receivables constituted 80.3 percent of total
capital as of December 2017 (March 2017: 89.1
percent) against a recommended maximum of 50.0
percent

6

7
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and profitability through bad debts if not
addressed.

3.4
Conclusion and Outlook
The sector was fairly sound during the nine
months’ period under review. Capital
adequacy, asset quality and earnings
improved, despite poor solvency and liquidity
positions. In the period ahead, it is expected
that the sector will remain profitable and
register improvement in capital and solvency
following improvement in the macroeconomic
conditions. Supervisory efforts will continue to
address risks.

b. Systemic risk
Four insurers had solvency levels below the
minimum regulatory requirements by June
2017 under the old capital and solvency
regime. The number has grown to five insurers,
with a combined market share of 49.3 percent
as measured by Gross Premium Written (GPW)
under the revised solvency regime by
December 2017. There is significant
interconnectedness in the insurance sector
through re-insurance and subrogation
arrangements, a situation that may negatively
affect other insurers should one insurer fail.
3.3 Remedial measures
In an effort to significantly reduce level of
insurance receivables and manage the liquidity
and credit risks highlighted above, RBM will
remain vigilant to enforce compliance of
Insurance (Premium Payment to General
Insurance Companies) Directive 2011.
RBM will endeavour to engage management
and shareholders of undercapitalised insurers
in order to address solvency problem. The
department
will
continue
prudential
surveillance of the sector to address other
emerging risks.
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BOX 3.1 : REVISED MINIMUM CAPITAL AND SOLVENCY REQUIREMENTS FOR GENERAL INSURERS
The RBM commenced implementation of revised minimum capital and solvency requirements for general
insurance companies in the quarter ended September 2017, following government’s gazetting of new
directive on the same in August 2017. The new directive raises the minimum core capital requirement
for general insurance companies to K600.0 million. The directive maintains the minimum solvency
requirement at 20.0 percent as in the old regime. Key changes in the directive include categorisation of
all insurance receivables overdue for more than 30 days and deferred acquisition costs as inadmissible
assets. Hitherto, receivables up to 180 days overdue were deemed admissible for solvency. It is hoped
that the new directive will encourage insurers to grow their capital base to underwrite larger risks, and
therefore save forex on externalized business as well as create adequate cushion of net assets to absorb
losses.
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4.0 LIFE INSURANCE
The life insurance sector remained fairly
stable between March and December 2017.
Earnings performance, liquidity and asset
growth improved despite existing capital
and solvency risks, following the new
Directive on Minimum Capital and Solvency
for Life Insurers, which came into effect on
11th August 2017.
Concentration risk
remained as the market continued to be
dominated by two life insurers who also
invested heavily in equities due to limited
investment options.

b. Asset Quality
Asset quality remained satisfactory due to
the diversification of the asset portfolio. The
level of outstanding premiums was minimal
and represented 0.4 percent of industry
assets. Total assets for the life insurance
sector grew by 22.7 percent to K472.8 billion
in December 2017. In terms of asset
composition, investment in equities
constituted 43.5 percent followed by
government securities at 30.94 percent of
the total asset portfolio (Chart 4.2).
Chart 4.2: Asset Composition–Life Insurance

4.1 Financial Soundness Conditions
a.
Capital
Percentage

100.00%

Capital adequacy for the sector was deemed
fair. Total capital increased by 36.9 percent
to K38.8 billion in December 2017 from 28.3
billion in March 2017 (Chart 4.1). The
improvement was largely attributed to an
increase in retained earnings contributed by
the two large life insurers.
However,
concentration of capital in the two life
insurers with an aggregate of 98.0 percent of
capital in the life insurance industry
remained a concern.
Chart 4.1:
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c. Liquidity
Liquidity levels for the sector remained
satisfactory. The current ratio increased
from 138.3 percent in March 2017 to 176.7
percent as at end December 2017, due to an
increase in short term assets and a decrease
in short term liabilities. The life insurers
were able to meet immediate short term
funding needs with the strong liquid assets
that they held on the balance sheet (chart
4.3).

30.00
25.00
20.00
15.00
10.00
5.00
Mar-16 Sep-16 Mar-17 Sep-17

Dec-17

Source: Reserve Bank of Malawi
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percent in March 2017. Whilst overall
expenses for life business increased to 34.8
percent in December 2017 from 27.8
percent in March. Consequently, the Return
on Equity (ROE) slightly reduced to 55.9
percent in December 2017 from 58.3
percent in March 2017. Nonetheless, two life
insurers posted losses in the fourth quarter
of 2017.

Chart 4.3: Current Ratio - Life Insurance
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Chart 4.5: Return on Equity Ratio-Life
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d. Reinsurance
The life insurance sector retained 97.0
percent of gross premiums for life insurance
written for the period ending 31st December,
2017. The retention ratio slightly increased
in the period under review compared to 95.0
percent registered in March 2017, (chart
4.4). The ratio indicates the strength of the
life insurers to retain risk. It also indicates
that most of the business is within their
underwriting risk capacity.
Chart 4.4:
Insurance
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4.2 Life Insurance Risks
a. Concentration Risk
Concentration risk in terms of market share
remains a major risk in the life insurance
industry. The industry is dominated by two
companies which account for over 90.0
percent of written premiums. Similarly,
limited investment options still remain a
risk. There is concentration of investments
in equities assessed at 43.3 percent as of
December 2017, as such there is a prevailing
risk that a fall in stock market prices could
have negative impact on life insurers’
earnings performance.
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95%

35.8%
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96%

96%

55.9%
43.8%

50.0%

Ratio-Life
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e. Earnings and Profitability
Earnings performance was satisfactory.
Profit after tax for the twelve months period
to December 2017 increased to K14.7 billion
from K8.7 billion recorded in December
2016. The sector registered a lower claims
ratio in the period under review on group life
assurance products as the ratio decreased to
28.8 percent in December 2017 from 36.0

b. Capital Adequacy and Solvency
Risk
Solvency risk to the sector is elevated
following the recent increase in minimum
capital requirements from K75.0 million to
K300.0 million for life insurers underwriting
one class of business and K1.0 billion for life
23

insurers underwriting more than one class
of business (Box 4.1). The smaller life
insurers still struggle to meet the new
requirements on both capital and solvency
requirements whilst two large life insurers,
while
exceeding
capital
adequacy
requirements, will have to adjust their
business models to comply with the new
solvency requirements of the Life Fund.

4.3 Conclusion and Outlook
The life insurance sector remained fairly
sound with improvements in capital levels
and earnings. However, three insurers failed
to meet minimum regulatory solvency
requirements for the whole company and all
life insurers failed to meet the requirements
for the Life Fund. It is expected that the
sector will remain profitable and register
growth in life premiums and capital.
Supervisory efforts will continue to monitor
life insurer’s solvency levels and address
challenges in meeting minimum capital
requirements.
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BOX 4.1: REVISED MINIMUM CAPITAL AND SOLVENCY REQUIREMENTS FOR LIFE INSURERS
A new directive on capital and solvency for life insurers became operational on 11th August, 2017. The
directive requires life insurers underwriting one class of business to increase capital from K75.0 million
to K300.0 million. For life insurers underwriting more than one class of business, the capital
requirement is now pegged at K1.0 billion. The directive distinguishes solvency requirements between
the whole company and Life fund. It stipulates the minimum solvency requirement of 120 percent for
the whole company and 100 percent for the life fund that are both to be met. It is hoped that the new
directive will encourage insurers to grow their capital base to underwrite larger risks within Malawi.
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5.0 THE PENSION SECTOR
The pension sector remained sound as both
assets and pension contribution grew during
the reviewed period to December 2017.
Investment income also increased during the
period. The performance of the stock market
contributed highly to the increase in
investment income.

Chart 5.2: Asset composition
200.0

MK'Billions

150.0
100.0

0.0

5.1 Pension Sector Soundness
a. Assets
Assets of the pension sector increased by
30.6 percent from K407.3 billion in March
2017 to K533.4 billion in December (Chart
5.1).
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Investment Income
Total investment income stood at K123.9
billion during the nine months’ period to
December 2017, from K23.5 billion in the
preceding nine months’ period. Notably,
unrealized gains grew to K68.1 billion in
December 2017 from K8.7 billion in March
2017. This significant increase was as a
result of a rally in the stock market.
c.
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Chart 5.1: Pension Assets
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Chart 5.3: Distribution of Investment
Income

Source: Reserve Bank of Malawi

Asset Composition
During the period under review, there were
no significant changes to the allocation of
pension assets to the various classes of
investments. Investment in equities
increased marginally from 32.4 percent in
March 2017 to 35.0 percent in December
2017, and was the highest investment
category of all investments. This was
followed by investment in government
securities at 33.0 percent in December 2017
(Chart 5.2). Other investments included
unlisted equity, private debt, fixed deposits
and property.
b.

Interest

38%
55%
2%

5%

Source: Reserve Bank of Malawi
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Dividends
Rental
income

d. Pension Contributions

5.2
Pension Sector Risks
Counterparty default and market risks
remain the key risks to the sector owing to
accumulation of pension contribution
arrears and volatility of asset prices,
respectively. Further, the downward
revisions in the policy rate during the
reviewed period poses a threat to the sector.
Re-investment in Interest Bearing Assets
(IBA) will lead to low interest income which
will affect overall investment income of the
industry.

Pension contributions increased during the
period under review. Average monthly
pension contributions increased by 24.4
percent to K5.2 billion in December 2017
(Chart 5.4). The increase was due to increase
in
pensionable
emoluments
and
membership.
Chart 5.4: Average Monthly Pension
Contributions (Billion Kwacha)
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5.3
Conclusion and Outlook
The pension sector remained sound during
the period under review. However,
contribution arrears continue to be a major
challenge in the industry. Going forward, the
industry will continue to grow with high
levels of investment returns.

MK'Billions

4

5

4.7

3
2
1
0

Mar-17

Jun-17

Source: Reserve Bank of Malawi

Despite
the
increase
in
pension
contributions, some employers still remain
with a significant amount of contribution
arrears, which stood at K9.8 billion in
December 2017. This negatively affects the
accumulation of pension contributions.
Chart 5.6: Pension Contribution Arrears
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6.0 THE MICROFINANCE SECTOR
The microfinance industry was relatively
stable during the nine months period to
December 2017. The industry recorded
profits while capital and liquidity levels
remained
above
the
recommended
benchmarks. However, the ratio for NPLs to
gross
loans
remained
above
the
recommended regulatory ceiling.

million as at end December 2017 from
K621.0 million in March 2017. In contrast,
total NPLs for the non-deposit taking
microfinance decreased to K1.6 billion in
December 2017 from K1.7 billion in March
2017. The NPLs decreased due to combined
effects of the ending of the lean period and
repayments collection efforts put in place by
market players. Nevertheless, the ratio of
NPLs to gross loans for non-deposit taking
sector increased to 16.5 percent in
December 2017 from 12.1 percent in March
2017. The increase in the ratio is attributed
to the decrease in gross loans.

6.1
Microfinance Soundness
a. Capital Adequacy
Capital levels remained satisfactory during
the reviewed period as all institutions met
the
minimum
regulatory
capital
requirements of K250.0 million and K75.0
million for deposit taking and non-deposit
taking institutions respectively. Tier 1 and
Total capital ratios for deposit taking
microfinance institutions stood at 20.2
percent as at end December 2017 from 21.3
percent in March 2017. The ratios were
above the recommended regulatory
benchmarks of 10.0 and 15.0 percent,
respectively.

However, total assets increased to K35.3
billion in December 2017 from K35.0 billion
in March 2017. This was mainly as a result of
an increase in other assets as gross loan
portfolio decreased from K21.5 billion in
March 2017 to K19.9 billion in December
2017. Meanwhile, the non-remittance of loan
repayments by some institutions remained a
challenge during the reviewed period,
despite decreasing to K915.5 million as at
end December 2017 from K936.9 million in
March 2017.

b. Liquidity
Liquidity of the sector remained sound
during the reviewed period. Liquidity for the
deposit taking microfinance was satisfactory
with liquidity ratio of 30.9 percent in
December 2017 from 50.7 percent recorded
in March 2017. This was above the
recommended benchmark of 20.0 percent.
Similarly,
the
non-deposit
taking
microfinance subsector’s liquidity ratio
stood at 35.2 percent as at end December
2017 from 50.0 percent end March 2017.
Despite the drop in liquidity, the ratio was
still above the minimum benchmark of 35.0
percent.

d. Profitability and Sustainability
The sector’s profitability decreased to
K744.3 million in December 2017 from a
profit of K933.7 million in December 2016
and a loss of K528.4 million as at end March
2017. The decrease is on account of a
decrease in loan portfolio due to write offs
and sale of the portfolio.
The non-deposit taking subsector recorded a
profit of K640.9million as at end December
2017 down from a profit of K707.3 million in
December 2016. Similarly, the deposit taking
microfinance subsector reported a profit of
K103.4 million as at end December 2017
down from a profit of K226.4 million in
December 2016.

c. Asset Quality
Asset quality as measured by level of NPLs
was fair during the reviewed period. NPLs to
gross loans for deposit taking institutions
stood at 7.5 percent in December 2017 from
7.4 percent in March 2017. This was above
the 5.0 percent benchmark for the subsector.
In absolute terms, NPLs stood at K600.2

ROA and ROE for non-deposit taking
microfinance stood at 2.9 percent and 8.2
percent in December 2017 from 3.0 and 9.0
percent recorded in December 2016 and -7.2
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limit of 5.0 percent of total assets, indicating
less dependence on borrowed funds for
operations.

percent and -3.1 percent in March 2017,
respectively. Likewise, ROA and ROE for
deposit taking microfinance stood at 0.8 and
5.0 percent in December 2017 from 1.9
percent and 10.0 percent in December 2016
respectively. This is an improvement from 0.2 and -1.2 percent reported in March 2017.

Chart 6.2: Liquidity Ratio

6.2
Financial Soundness Conditions
for Financial Cooperatives (SACCOs)8
a. Capital Adequacy
Capital adequacy ratio stood at 20.3 percent
as at end December 2017 down from 20.4
percent recorded in March 2017, which was
still above the minimum regulatory capital
adequacy requirement of 10.0 percent
(Chart 6.1). Out of 34 licensed SACCOs, 31
had their capital above the minimum
regulatory capital adequacy requirement.

Source: Reserve Bank of Malawi

c. Asset Quality
Asset quality was fair as at end December
2017, despite an increase in the delinquency
ratio. The delinquency ratio increased to 5.3
percent in December 2017 from 4.7 percent
in March 2017, which is slightly above the
maximum acceptable ratio of 5.0 percent of
gross loans. Delinquency increased due to an
increase in payroll deduction of nonremittances and other receivables from K1.0
billion in March 2017 to K1.5 billion in
December 2017. Total assets for the
subsector increased by 30.4 percent to K13.3
billion in December 2017. Loans stood at
K8.8 billion in December 2017 from K6.5
billion in March 2017.

Chart 6.1: Capital Adequacy Ratio

Source: Reserve Bank of Malawi

b. Liquidity
Liquidity for the subsector dropped but
remained adequate during the period under
review. The subsector reported a liquidity
ratio of 13.2 percent in December 2017 from
18.1 percent reported in March 2017, which
was above the 10 percent required
regulatory minimum threshold. Average
external borrowing ratio was at 1.9 percent
which was below the maximum tolerable
8

d. Profitability and Sustainability
There was an improvement in the profit of
the SACCO subsector during the period
under review. Overall, the sector reported a
surplus of K1.2 billion as at end December
2017, compared to K808.0 million in
December 2016. The increase in profits was
mainly on account of growth in interest
income of 25.9 percent from K2.7 billion in

Savings and Credit Cooperatives
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December 2016 to K3.4 billion in December
2017.

6.4 Risks to the Sector
Credit risk remained the major risk to the
industry. The ratio of NPLs to gross loans
remained
above
the
recommended
regulatory ceiling for both deposit and nondeposit taking microfinance sectors, while
delinquency for the SACCOs increased. In
addition,
non-remittance
of
payroll
deduction remained a challenge in the
sector. These are negatively affecting the
earnings and growth prospects of the sector.

6.3 Policy and Legal Developments
The number of SACCOs increased to 34 with
the licensing of four additional SACCOs over
the nine months period to December 2017.
Similarly, the number of licensed
microfinance institutions increased to 57
with the licensing of one micro credit agency
over the same period. However, the number
of Deposit and Non-Deposit Taking
microfinance
institutions
remained
unchanged.
Sep16
51

Total Number of
MFIs
of which:
Microcredit Agencies 25
(MCA)
Non Deposit Taking 9
Institutions (NDTIs)
Licensed
Deposit 1
Taking
Institutions
(DTIs)
Banks
with 3
microfinance window
Not classified
13
Total Number of 42
SACCOs
Licensed
30
Not licensed
12
Denied
licence
& 0
currently merging
Denied
licence
& 0
advised to merge
Downgraded to VSLA
0
Closing shop
0
Source: Reserve Bank of Malawi
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6.5 Conclusion and Outlook
The microfinance and SACCO sectors were
sound and stable as evidenced by sufficient
capital and profitability, despite weaknesses
in asset quality.
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However, credit risk continues to be the
main threat to the stability of the sectors.
Profitability is also expected to decline in the
coming months with the commencement of
the agricultural growing season.
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7.0 CAPITAL MARKETS
Malawi’s capital markets remained sound
during the nine-month period to December
2017. The stock market registered an
improved performance in activity and index.
Meanwhile, there was a primary listing of
FMB Capital Holdings plc (FMBCH) on the
foreign counter, as well as delisting of First
Merchant Bank plc (FMB) from the domestic
counter. In effect, FMB migrated from the
domestic counter to the foreign counter as
FMBCH. The bond market listed a K20.0
billion treasury note that is due to mature on
31st August 2019. However, the bond market
remained dormant from March 2017 to 31
December 2017 as no trade was registered.
Market intermediaries registered a positive
performance.

period. The DSI moved from 11,437.62
points to 16,272.64 points on account of
share price gains registered on all the eleven
domestic counters.
The FSI moved up to 3,519.43 points from
2,308.87 points in March 2017. The increase
in FSI was on account of a share price gains
on FMBCH plc and Old Mutual plc counters.
Chart 7.1: Trends in MASI, DSI and FSI
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7.1. Industry Performance
7.1.1 Stock Market
In the secondary market, the Malawi All
Share Index (MASI) gained 7,020.45 points
during the nine-month period to December
2017 to close at 21,598.07 points. The
performance of listed companies on the local
bourse was bullish, with all thirteen
companies gaining in value during the ninemonth period to December 2017.
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b. Market Capitalization

Total market capitalization (TMC) increased
by 9.61 percent to
K10, 609.49 billion
(US$14.64 billion) at the end of December
2017. The increase in total market
capitalization was due to the share price
gains registered on all the thirteen counters.
In dollar terms, total market capitalization
increased despite a marginal deprecation of
the Malawi Kwacha against the US dollar.
The Domestic Market Capitalization rose by
26.9 percent to close at K791.14 billion at the
end of December 2017. The increase in
Domestic Market Capitalization was due to
increases in share prices on the eleven
domestic counters. The Foreign Market
Capitalization rose by 6.7 percent to

Share Index
During the nine-month period under review,
the MASI return on investment9 was
registered at 48.2 percent while the dividend
yield was recorded at 2.7 percent. The
return on equities had an edge over the
money market investments10 during the
reviewed period compared to the preceding
period. The MASI increased to 21,598.07
points by December 2017 from 14,577.62
points in March 2017 (Chart 3.1). The
increase in MASI was a result of increases in
both the Domestic Share Index (DSI) and the
Foreign Share Index (FSI) during the review
a.

(MASI at end of period – MASI at beginning of
period)/(MASI at beginning of period)
9

10

Yields on Treasury bills averaged 14.5 percent and
remained above the headline inflation of 7.7 percent.
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K9,661.83 billion at the end of December
2017 from K9, 055.50 billion at the end of
March 2017.

7.2. Conclusion and Outlook
Malawi’s capital markets registered an
improved performance during the nine
months period to December 2017, as
reflected in both index performance and
activity.

c. Market Turnover

There was an improved trading activity
during the period under review when
compared to the previous period. The
number of shares traded increased to 661.47
million from 266.22 million in the previous
review period. Consequently, the value of
shares traded increased to K12,788.51
million from K4, 050.28 million.

The prevailing macroeconomic condition
characterised by easing inflationary
pressures and decline in policy rate is
expected to foster growth of the stock
market. The growth however, will likely be
weakened by the persistent power outages
that have gripped the country. There will be
increases in operational costs emanating
from alternative sources of energy. This
notwithstanding, overall, companies are
expected to perform better during the next
review period. The expected improved
performance of the listed companies and
attractiveness of equity investments as
opposed to money market investment will
likely continue pushing up share prices and
increase market activity.

7.1.2 Debt Market
There was no secondary trading activity on
the market during the reviewed period.
7.1.3. Market Intermediaries
The market intermediaries remained
generally sound. As at 31 December 2017, all
five portfolio managers and the operator of
unit trust complied with the regulatory
minimum net capital requirement. Similarly,
in the stock brokerage sector, all three
brokers/dealers
complied
with
the
regulatory
minimum
net
capital
requirement.
During the nine months period leading to
December 2017, the stock prices registered
an upward trend. This will positively impact
on equity investment holdings of pension
funds and other investment funds that have
diversified equity portfolios.
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8.0 FINANCIAL INFRASTRUCTURE
The key financial infrastructure remained
stable during the period under review and
therefore allowed smooth processing and
settlement of financial transactions.
8.1 Introduction
8.1.1 Financial Infrastructure
Financial Stability

(ii)
MITASS Utilisation
The total volume of MITASS transactions
increased by 3.5 percent to 3.8 million
transactions during the nine months period
under review, relative to the preceding nine
months period to March 2017. Similarly, the
corresponding total value of transactions
rose by 11.6 percent to K14,784.1 billion
during the reviewed period (Chart 8.2). This
development translated into an average of
K3.9 million per each transaction. However,
when compared with a corresponding
period in 2016, the trend shows great
improvement as the volume rose by 5.2
percent while the corresponding value of
transactions showed a 12.9 percent increase.

and

The RBM continued to monitor and mitigate
systemic risk in the national payment
system. Consequently, the key financial
infrastructure remained stable, operated
efficiently and enabled successful processing
and settlement of financial transactions
during the reviewed period.
i)

Chart 8.2: Total MITASS Throughput

MITASS Availability

MITASS availability was recorded at 98
percent during the nine months period to
December 2017, which is largely consistent
with the level of performance recorded
during the preceding nine months period to
March 2017 (Chart 8.1).
As shown in the chart 8.1, MITASS
availability for the period exceeded the 96
percent target in all months except
December 2017. This was largely due to
adequate technical support provided by
RBM as well as a robust SWIFT and VPN
network infrastructure.

Source: Reserve Bank of Malawi

In terms of composition of transactions,
large
value
interbank
transactions
accounted for 83.0 percent of the total
MITASS throughput, with cheques and
electronic
funds
transfers
(EFTs)
contributing 13.0 percent and 4.0 percent,
respectively
(Chart
8.3).
Increased
utilisation of MITASS as well as high
proportion of large value interbank
transactions is an indication that timecritical transactions were accordingly
processed thereby reducing the risk of
liquidity gridlock in the system.

Chart 8.1: MITASS Availability

Source: Reserve Bank of Malawi
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Chart 8.3: Composition
Throughput

of

MITASS

providers deploy solutions that can easily be
integrated with other systems. It is expected
that implementation of this directive will bring
efficiencies in the retail payments ecosystem.
On the other hand, the Guidelines on
Application and Authorization of Payment
Service Providers aims to provide a procedural
framework and guidance on the application and
authorization process for prospective payment
service providers.
8.4
Conclusion and Outlook
The country’s key financial infrastructure
remained stable during the period under
review, thereby allowing smooth processing
and settlement of financial transactions. The
MITASS system is expected to remain stable in
the foreseeable future owing to continued close
monitoring by RBM. Further, no significant
risks are expected from the DFS.

Source: Reserve Bank of Malawi

8.1.2 Performance of Digital Financial
Services and financial stability
During the period under review, there were
no significant risks from the Digital Financial
Services (DFS) front, owing to factors such as
low transaction limits as well as
requirements for providers to comply with
anti-money laundering regulations and
Know Your Customer (KYC) rules and
regulations. This trend is expected to
continue in the near term.
8.2

Oversight
of
the
Financial
Infrastructure
The RBM continued to closely monitor the
operations of payments service providers to
ensure safety and efficiency in the payments
system, and also their performance in relation
to compliance with rules and procedures.
Overall, the oversight activities revealed no
significant issues that could threaten the
stability of the financial infrastructure during
the period.
8.3

Regulatory Framework and Financial
Stability
The RBM issued the Interoperability of Retail
Payment Systems Directive and Guidelines on
Application and Authorization of Payment
Service Providers in the period under review.
The Directive seeks to ensure that service
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9.0 BANK LENDING SURVEY

during the current survey period compared
to the previous survey results as banks
maintained tight credit standards and
conditions. However, other banks also
reported that they further tightened credit
standards and conditions for approving
loans.

9.1 Introduction
The Reserve Bank of Malawi (RBM) conducts
the Bank Lending Survey (BLS) bi-annually.
The main objective of the BLS is to
supplement information on credit market
conditions, in order to broaden the
assessment of financial developments as an
input into financial stability and monetary
policy decisions. Findings from the survey
also facilitate preparation of economic
forecasts as information regarding expected
changes in credit conditions could enhance
the precision of economic projections.

Meanwhile, the survey findings reveal that
non-performing loans (NPLs) increased
across all economic sectors during the
survey period as reported by the majority of
banks. The findings are in contrast with the
previous survey findings where most banks
reported that NPLs remained largely
unchanged.

The recent Bank Lending Survey (BLS) was
conducted in October 2017, covering 6
months period between April and
September 2017. A qualitative questionnaire
was administered to all ten banks in Malawi.
However, only nine banks responded,
representing the response rate of 90
percent.

9.2 Developments in Demand for Credit
Overall, the current survey findings show
that majority of banks reported that demand
for loans and credit lines increased between
April and September 2017, similar to March
2017 survey results (Chart 9.1). Generally,
the number of banks that reported an
increase in demand for loans was higher at
60.0 percent in the current survey results
compared to 50.0 percent in the preceding
survey results. However, banks had mixed
perceptions with regard to demand for loans
by individual economic agents.

Overall, the current survey results show that
majority of banks perceived that demand for
loans continued to increase between April
and September 2017, similar to the previous
survey results. The majority of banks in
particular reported the increase in loans
demanded by large enterprises, whilst
demand for loans by household and SMEs
largely remained unchanged over the survey
period. Most banks further reported that
both new and existing customers continued
to contribute to the increase in demand for
loans. Meanwhile, most banks reported that
demand for both short and long term loans
increased during the current survey period
compared to the previous survey in March
2017 where most banks reported that
demand for short term loans remained
unchanged, whilst for long term loans
increased.

In terms of demand for loans by households,
about 40.0 percent of banks in the current
survey compared to 30.0 percent in the
previous survey reported that demand for
loans basically remained unchanged.
However, 30.0 percent of banks in the
current survey, unchanged from the
preceding survey results reported an
increase in demand for loans by households.
Most banks attributed the increase in
demand for loans by households to increase
in consumption expenditure.
With regard to SMEs, 60.0 percent of banks
in the September 2017 survey period
compared to 20.0 percent in the previous
survey reported unchanged demand,
following deliberate move by some banks to
reduce lending to SMEs as the sector is

With regard to credit supply conditions,
some banks reported that credit standards
and conditions for approving loans across all
economic agents remained unchanged
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associated with high default risk.
Nonetheless, a few banks (30.0 percent)
compared 50.0 percent in the March 2017
survey results reported an increase in
demand for loans by SMEs. Inventories and
working capital, similar to the previous
survey result, was the main contributing
factor to the increase in demand for loans by
SMEs in the reviewed period.

Chart 9.2: Contribution to increase in
Demand for Loans by Sector

In terms of large enterprises, 60.0 percent of
responding banks in the current survey
compared to 50.0 percent of banks in the
previous survey reported an increase in
demand for loans. Similar to the previous
survey findings, it was reported by most
banks that inventories and working capital
continued to remain the major contributing
factor for the increase in demand for loans
by large enterprises.

Source: March and September 2017 BLS survey

9.2.1.1 Demand for loans by Households
For households, 40.0 percent of banks in the
current survey reported that the increase in
demand for household loans was due to new
loan/credit facilities. Meanwhile, 30.0
percent of the responding banks reported
that the increase in demand for loans
emanated
from
existing
customers
extending/renewing their loan facilities.

Chart 9.1: Demand for loans by Sector

9.2.1.2 Demand for loans by SMEs
With regard to SMEs, 30.0 percent of the
responding banks indicated that the increase
in demand for loans was on account of new
loan facilities. Whilst 30.0 percent of banks
indicated that the increase in demand for
loans was explained by existing customers
seeking extension/renewal of their loan
facilities.

Source: March and September 2017 BLS survey

9.2.1 Composition of Demand for Loans
by Sector
The survey results show that both new and
renewal of existing loan facilities
contributed to the increase in demand for
loans by customers, across all economic
agents (Chart 9.2). However, majority of
banks generally attributed the increase in
demand for loans to new loan facilities
across all economic agents.

9.2.1.3 Demand for loans by Large
Enterprises
In terms of large enterprises, 50.0 percent of
responding banks indicated that the increase
in demand for loans emanated from new
loan facilities by large enterprises, while
only 20.0 percent of banks reported that the
increase in demand for loans was due to
extension/renewal of loan facilities by
customers.
36

9.2.2 Demand for loans by Duration
The current survey findings show that
demand for short term loans increased
between April and September 2017 as
reported by 60.0 percent of banks. This is
compared to 50.0 percent of banks in the
March 2017 survey results that reported
that demand for short term loans remained
unchanged. However, only a few banks
(20.0 percent of banks) reported that
demand for short term loans decreased due
to relatively unfavorable macroeconomic
environment. This could be due to the fact
that lending rates remain relatively high
despite the decline, hence still considered
prohibitive to borrow in the short term.

as financing of basic household needs,
competition from other banks and new
credit products on the market, are also
expected to increase the demand for loans.
Chart 9.3: Prospects for demand for loans

Meanwhile, demand for long term loans
increased as reported by 50.0 percent of
responding banks during the current survey
period against 70.0 percent of banks in the
previous survey; whilst 40.0 percent of
banks reported unchanged demand for long
term loans.

Source: March and September 2017 BLS survey

With regard to SMEs, the majority of banks
(80 percent) also reported that they expect
demand for loans by SMEs to increase in the
next six months between October 2017 and
March 2018. Most banks cited increased
economic activity, reduced interest rate,
stable exchange rate, working capital needs
and competition in the banking sector as the
major factors for the expected increase in
demand for loans by SMEs.

9.2.3 Outlook for Demand for loans
Overall, majority of banks expect the
demand for loans to increase across all
economic agents in the next six months
between October 2017 and March 2018
(Chart 9.3). In particular, 80.0 percent of
responding banks in the September 2017
survey, higher than 60.0 percent of banks in
the previous survey expect an increase in
demand for loans in the next six months
period to March 2018. This outturn is largely
on
account
of
improvement
in
macroeconomic environment that is
expected to continue in the period ahead.

However, for large enterprises, only 50.0
percent of banks in the September 2017
survey compared to 90.0 percent of
responding banks in the previous survey
indicated that they expect demand for loans
by large enterprises to increase between
October 2017 and March 2018. Meanwhile,
40.0 percent of banks expect demand for
loans by large enterprises to remain
unchanged in the next six months. Similar to
the reasons for the expected increase in
demand for households and SMEs, banks
also ranked increased economic activity,
reduced interest rate, stable exchange rate,
working capital needs and competition in
the banking sector as the key factors likely to

For the household sector, most banks (70.0
percent of banks) expected demand for loans
by household sector to increase in the next
six months to March 2018. Banks stated that
they expect continued improvement in
macroeconomic environment (in terms of
decline in lending rate, inflation rate and
exchange rate stability) to induce an
increase in loans demanded by households
in the ensuing six months. Other factors such
37

contribute to the increase in demand for
loans by large enterprises.

Chart 9.4: Credit Supply Conditions

9.3 Developments in Credit Supply
Conditions
Overall, the September 2017 survey findings
reveal that credit standards and conditions
for approving loans continued to remain
tight between April and September 2017, as
majority of banks reported that credit
standards and conditions remained
unchanged, similar to the March 2017
survey results (Chart 9.4). About 50.0
percent of the responding banks in the
current survey compared to 60.0 percent in
the preceding survey reported that credit
standards and conditions for approving
loans remained unchanged, as the banks
were already tight in their credit standards
and conditions across all economic agents.
At the same time, 40.0 percent of banks,
unchanged from the previous survey
indicated that credit standards and
conditions for approving loans were
tightened further.

Source: March and September 2017 BLS survey

However, in terms of large enterprises, the
majority of banks (50.0 percent) reported
tightened credit standards and conditions for
approving loans, particularly due to the default
by one of the multi-banked large borrower.
Meanwhile, 40.0 percent of responding banks
in the current survey reported that credit
standards and conditions for approving loans to
large enterprises were unchanged but remained
tight.

In relation to households, 40.0 percent of
banks reported that credit standards and
conditions for approving loans were further
tightened; whilst another 40.0 percent of the
responding banks reported that credit
standards and conditions for approving
loans to the household sector remained
basically unchanged.

9.3.1 Factors affecting credit supply
conditions by sector
In relation to factors that contributed to
tightening of credit standards and
conditions for approving loans, most banks
reported that high risk on collateral
provided and poor creditworthiness of
consumers continued to remain the key
contributing factors to tightened credit
standards and conditions for approving
loans across all economic agents.

With regard to the SMEs, credit standards
and conditions for approving loans to the
SMEs remained unchanged but virtually
tight as reported by 50.0 percent of banks.
Further, 40.0 percent of banks stated that
they further tightened credit standards and
conditions for approving loans to SMEs as
the banks continue to exercise caution in
lending to the sector due to high risk of
default.

On the other hand, 40.0 percent of banks
reported that competition from non-banks
contributed to eased credit standards and
conditions for approving loans to
households. In particular, the growing
competition from village banks and other
savings groups that normally offer credit
facilities to households without collateral
induced banks to somewhat ease their credit
standards and conditions for households in a
bid to remain competitive. However, banks
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were not compelled by competition from
other banks and non-banks to change their
credit standards and conditions to SMEs and
large corporations. Only a few banks (20.0
percent) were induced by positive
expectation regarding the general economy
to ease their credit standards and conditions
for approving loans to large enterprises,
implying that the market confidence
remains low.

compared to 90.0 percent in the previous
survey reported tightened credit standards
and conditions for approving short-term
loans (Chart 9.6). This notwithstanding, 20.0
percent of banks reported to have eased
credit standards and conditions for
approving short-term loans between April
and September 2017, unlike in the previous
survey during which none of the banks
eased.

With regard to bank specific factors,
majority of banks reported that costs related
to banks’ capital position; banks’ margin on
riskier and average loans; and size of the
loan or credit line were the major factors
that contributed to tightened credit
standards and conditions, similar to the
results of the March 2017 survey (Chart 9.5).

Chart 9.6: Credit supply conditions by
tenure

Chart 9.5: Bank specific factors affecting
tightened credit supply conditions

Source: March and September 2017 BLS survey

9.3.3.3 Prospects for Credit Supply
Conditions
Overall, 40 percent compared to 60 percent
of banks in the previous survey expect credit
standard and conditions for approving loans
to remain tightened across all economic
agents in the six months period between
October 2017 and March 2018, despite the
continued
favorable
macroeconomic
environment (Chart 8). These prospects are
on the back of a number of reasons
including; expected continued high risk on
collateral
demanded
and
poor
creditworthiness of borrowers; slackened
general economic activity and underlying
structural constraints.

Source: March and September 2017 BLS survey

9.3.2 Developments in supply conditions
by duration
Majority of banks reported that credit
standards and conditions as applied to the
approval of both short-term and long-term
loans continued to remain unchanged as
banks
maintained
tightened
credit
standards and conditions, despite the
continued
improvement
in
the
macroeconomic conditions. However, the
number of responding banks was lower in
the current survey compared to the previous
survey as only 50.0 percent of banks
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Chart 9.7: Prospects for credit supply
conditions

monitoring; insufficient and unreliable
credit reports by Credit Reference Bureaus
(CBRs) due low capacity; and high cost of
borrowing despite the decline in the lending
rates to have also contributed to the increase
in NPLs in the SMEs.
With regard to large enterprises, 40.0
percent of banks reported that NPLs
increased in the sector. This was largely due
to fraudulent activities by a single large
multi-borrower customer. However, the
slump of agricultural commodity prices
following bumper agricultural harvest and
subsequent maize export ban also
contributed to the increase in NPLs in this
sector.

Source: March and September 2017 BLS survey

9.4 Development in Non-Performing
Loans
Most banks reported that NPLs in the
banking system increased between April and
September 2017 across all economic agents
compared to the previous survey where
most banks reported that NPLS remained
basically unchanged (Chart 9.8).

Chart 9.8: Developments
performing loans

In the household sector, 40.0 percent of
banks reported that NPLs increased during
the reviewed period. This development was
on account of a number of factors which
included; increased retrenchment by
institutions which in turn reduced
borrower’s capacity to repay their loan; low
commodity prices following bumper
agricultural harvest during the 2016/2017
agricultural season; minimized credit
monitoring due to staff layoff; and high cost
of borrowing as the lending rates remain
high despite the decline in the rates and
improvement in other macroeconomic
indicators.

in

non-

Source: March and September 2017 BLS survey

In term of disaggregation of NPLs by the
sectors, survey results reveal that Wholesale
and Retail sector continued to hold the
highest levels of NPLs followed by
manufacturing sector, similar to the
previous survey results. However, contrary
to the results of previous survey where
banks ranked construction sector as holding
third highest NPLs, the current survey
results revealed that banks ranked
agriculture as the sector with third highest
NPLs during the survey period. On a positive
note, government repayment of arrears to

In relation to SMEs, 50.0 percent of banks
reported increased NPLs in the SMEs sector.
Banks stated that the main contributing
factor was low agricultural commodity
prices, which reduced earnings for the sector
thereby reducing their capacity to service
the loan facilities. In addition, banks cited the
following factors; inadequate credit
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the contractors somewhat reduced NPLs for
the construction sector.

With regard to NPLs, majority of banks
reported that NPLs in the banking system
increased between April and September
2017 and across all economic agents
(households, SMEs and large enterprises).
Most banks attributed the increase in NPLs
to various factors across the sectors, mainly
to poor agricultural commodity prices; high
cost of borrowing despite the reduction in
lending rates; default by one of the large
multi-borrower; and continued intermittent
power supply. Meanwhile, wholesale and
retail sector continued to remain the
dominant sector with highest NPLs, followed
by the manufacturing sector.

9.5 Conclusion
Overall, the current survey findings reveal
that most banks indicated that demand for
loans generally increased between April and
September 2017. The increase was
particularly for large enterprises whilst
demand for loans for households and SMEs
generally remained unchanged. The increase
was attributed to both new loan and
extension of existing loan facilities across all
economic agents. The credit facilities
demanded were mainly to finance
consumption expenditure by households;
and inventories and working capital by SMEs
and large enterprises.
In terms of credit supply conditions, the
survey results show that credit standards
and conditions for approving loans across all
economic agents continued to remain tight
between April and September 2017, as most
banks reported to have maintained tight
credit standards and conditions. However,
some banks also reported that they further
tightened credit standards and conditions
for the approving loans across all economic
agents. Risk on collateral demanded and
poor creditworthiness of borrowers
continued to remain the main contributing
factors to tightened credit standards and
conditions for approving loans across all
economic agents. However, despite the
continued
improvement
in
the
macroeconomic environment, negative
expectations
regarding
the
general
economic activity also contributed to the
tightened credit standards and conditions.
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