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The Reserve Bank of Malawi (The Bank) has a constitutional mandate to maintain price stability in Malawi.
This mandate is achieved through implementation of monetary policy. To effectively carry out this role,
the Bank has in place a Monetary Policy Committee (MPC) which extensively deliberates on
macroeconomic developments and projections in order to decide on the monetary policy stance. In order to
do this, the Bank has set a medium-term inflation rate objective of 5 percent, such that all efforts are geared
towards attaining this goal. Subject to meeting the inflation objective, the MPC is also required to support
the Government’s economic policy, particularly its objectives for economic growth and employment.

This Monetary Policy Report is published four times in a year, in line with the Monetary Policy Committee
meetings and the forecast calendar of the Bank. The main purpose of the report is to review the outcome of
the monetary policy stance, describe the recent economic developments and outlook, and outline the
direction of monetary policy.

The Monetary Policy Committee:
Dr. Dalitso Kabambe, Governor and Chairman
Dr. Grant Kabango, Deputy Governor responsible for Economics and Regulations
Mr. Henry Mathanga, Executive Director, Corporate Affairs
Dr. Kisu Simwaka, Director responsible for Economic Policy and Research
Professor Chinyamata Chipeta, Academia
Mr. Fredrick Changaya, Private Sector
Miss. Evelyn Mwapasa, Private Sector
Mr. Ben Botolo, Secretary to the Treasury
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Summary
The Monetary Policy Committee (MPC) of the Reserve Bank of Malawi met on 25th and 26th September
2018, to review the global and domestic economic developments and resolved to keep the Policy rate
unchanged at 16.0 percent and Liquidity Reserve Requirement (LRR) at 7.5 percent. In arriving at this
decision, the Committee observed that inflation edged up to 9.1 percent during 2018Q2, 0.5 percentage
points higher than in 2018Q1, on account of rising food and utility prices.
The Committee noted that risks to the inflation outlook still persist on account of uncertain outlook in
administered prices, food prices, global oil prices, and public sector financing requirements. The MPC
therefore considered that maintaining the Policy rate at 16.0 percent will ensure that the policy stance
remains adequately tight to manage these risks and ensure that inflation declines gradually towards the
medium-term inflation objective of 5.0 percent.
Headline inflation averaged 9.1 percent during the second quarter of 2018, 0.5 percentage points higher
than what was reported during the first quarter of 2018. In the short term, inflation is expected to remain
slightly elevated, albeit transitory, on account of seasonal factors, utility tariffs, pump fuel price pressures
as well as rising public sector financing requirements. This notwithstanding, average inflation for 2018 and
2019 is projected at 9.3 percent and 9.6 percent, respectively.
Prospects for global economy remain robust with output expected to grow by 3.9 percent in 2018 and 2019.
Advanced economies’ growth is expected to remain at 2.4 percent in 2018 before slowing down to 2.2
percent in 2019. Recovery in the Sub-Saharan Africa is set to continue, supported by the rise in commodity
prices. Global oil prices have moderated slightly, but remain elevated. On the domestic front, the economy
is expected to grow by 4.0 percent in 2018, 1.2 percentage points lower than 5.2 percent growth registered
in 2017, on account of weak agricultural performance. The unsatisfactory agricultural performance has
affected availability of maize and other food items which is likely to exert upward pressure on food prices.
Nominal exchange rate continues to be stable supported by adequate foreign exchange reserves coupled
with tight liquidity conditions. Gross official reserves remain above the targeted 3 months of import cover.
As at end August 2018, the gross official reserves were at 3.6 months of imports. The stable exchange rate
is expected to anchor inflation expectations in the short to medium term.
Inflation is projected to remain elevated in the coming months before falling back gradually. The
Committee decided that maintaining the current policy stance will help in containing pressures and directing
inflation towards the medium term objective of 5 percent.
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However, expenditure pressures are still expected
from statutory and compulsory budget lines against
the limited resources.
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MRA projections
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1.1

Domestic revenues above projections in August

RECENT ECONOMIC
DEVELOPMENTS

Jul-17

1.0

September 2018

MRA Actuals

DEVELOPMENTS
The gross official reserves were recorded at US$

Gross official reserves higher than past 2 years

753.6 million (3.6 months of imports) in August
2018, higher than US$655.08 million in a similar
period in 2017. However, reflective of seasonal
patterns, a moderate downturn was witnessed in
August 2018. The reserves are expected to remain
above the programme level in the short term and
rise further in the medium term.
As at 10th September 2018, private sector reserves
stood at US$325.5 million. Out of this amount,
Foreign Currency Denominated Account (FCDA)
balances amounted to US$339.3 million while
Authorized Dealer Banks’ (ADBs) held negative
US$13.8 million. Generally, ADBs have a tendency
of holding short net opening positions (NOP) when
they are not expecting the exchange rate to
depreciate in the near future and vice-versa.
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Malawi Kwacha-US dollar exchange rate
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EXCHANGE RATE DEVELOPMENTS

The Kwacha marginally lost value against most of
its trading counterparts during the period June to
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exchange rates, the Kwacha slightly depreciated
against the United States dollar and the Euro but
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appreciated against the pound sterling and the
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South African rand. Purchases of foreign exchange
from the market by ADBs, recorded at US$504.3
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million, were lower than sales that amounted to
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September 2018. The exchange rate is expected to
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US$573.2 million between 1st July 2018 and 10th
Aug-12

200

remain stable in the short-run given the sufficiency
of the reserves and tight liquidity in the foreign
exchange market.

Banking System Liquidity
1.3

BANKING SYSTEM LIQUIDITY

Banking system liquidity conditions were relatively
loose during the quarter compared to the preceding
quarter. The un-borrowed excess reserves were
steady between July and August 2018 at an average
of K3.2 billion per day. They stood at an average of
negative K0.7 billion per day in June 2018. The
loose liquidity conditions were also reflected in the
traded volume on the interbank market and the
weighted average interbank rate (IBR). The daily
average interbank traded volume and IBR were
lower in July but picked up in August 2018. The
IBR closed the month of August 2018 at 13.44
percent, 146 basis points and 133 basis points lower
than its July 2018 and June 2018 positions,
respectively, and remained within its targeted
corridor. As at 10th September 2018, average unborrowed excess reserves declined to negative
K14.8 billion with the IBR gaining 166 basis points
and stood at 15.10 percent which was still within its
corridor. Net maturities of Repurchase Agreements
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(REPOs), Lombard Facilities and government
operations were the major factors explaining

Annual growth in monetary aggregates
30.0

liquidity developments in the banking system
25.0

1.4

BROAD MONEY DEVELOPMENTS

The annual growth rate of broad money supply
(M2) slowed down at the beginning of 2018Q3 to

20.0
15.0

11.1 percent from 14.6 percent recorded in 2018Q2.
All sub-components of M2 except demand deposits

10.0

decreased reflecting the slowdown in agriculture

5.0

marketing activities over the analysis period. Since

banking system while nominal private sector credit
has been rising steadily reaching the positive

(10.0)

territory in June 2018. However, in real terms
private sector credit growth is still negative since
June 2016.
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Trend in Gross loans and leases

1.5

CREDIT DEVELOPMENTS

Banking system’s domestic credit increased at the
beginning of the third quarter of 2018 mainly due
to the expansions in private sector credit and credit
to statutory bodies. In particular, credit to the
private sector and to statutory bodies increased by
K10.2 billion and K9.1 billion to K438.5 billion and
K21.1 billion, respectively. Credit to the public
sector (government and statutory bodies) totalled
K523.7 billion as at the beginning of 2018Q3 from
K521.9 billion and K440.4 billion recorded during
2018Q2.
Trend in Non-Performing loans

As of July 2018, the distribution of credit largely
concentrated in the Wholesale and Retail trade,
agriculture and manufacturing which jointly
account for 62.9 percent of the entire loan portfolio.
Individually, agriculture sector and wholesale and
retail trade sector accounted for 20.8 percent and
18.1 percent of total loans, respectively. The
industry’s non-performing loans (NPL) ratio stood
at 12.1 percent in July 2018 compared to 19.0
percent in the corresponding period of 2017. The
decline in the NPL ratio was mainly on account of
write offs.

Loan concentration

6. Wholesale and retail trade
1. Agriculture, forestry, fishing and hunting
3. Manufacturing
10. Community, social and personal services
12. Credit/debit cards
4. Electricity, gas, water and energy
8. Transport, storage and communications
7. Restaurants and hotels
9. Financial services
5. Construction
11. Real estate
2. Mining and quarying
13. Other sectors
14. TOTAL

May-18
Jun-18
121,968.63 125,247.69
102,658.58 93,860.21
82,914.20 95,090.19
45,039.10 44,133.64
38,056.52
20,363.66 19,147.84
21,447.62 19,402.67
18,056.76 18,882.25
14,122.89 14,331.63
13,911.75 14,670.87
2,068.88 2,303.20
1,621.61 1,313.74
36,207.89
50.14
480,381.58 486,490.59

Jul-18
121,240.35
105,046.50
91,096.19
45,632.29
37,017.82
33,167.44
20,651.50
17,586.89
15,119.65
14,448.65
2,375.53
1,070.88
132.21
504,585.91

Percentage of Total Loans
Jun-18
Jul-18
25.7%
24.0%
19.3%
20.8%
19.5%
18.1%
9.1%
9.0%
7.8%
7.3%
3.9%
6.6%
4.0%
4.1%
3.9%
3.5%
2.9%
3.0%
3.0%
2.9%
0.5%
0.5%
0.3%
0.2%
0.0%
0.0%
100.0%
100.0%

2.0

MACROECONOMIC ANALYSIS AND
FORECASTING

2.1

MACROECONOMIC DEVELOPMENTS

Real GDP growth for 2018 is projected at 4.0
percent from 5.2 percent in 2017. The decline
in growth follows low performance of the
agriculture sector due to uneven distribution of
rainfall and fall armyworms in some parts of
the country. Non-agriculture output growth is
slightly above its long-term trend growth.
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Inflation edged upwards in 2018Q3 due to

GDP growth, yoy, %

upward adjustments of electricity tariffs as well
as rising maize and fuel prices.
2.1.1

AGGREGATE DEMAND

Economic output for 2018 is projected to grow at
4.0 percent, moderating from growth of 5.2 percent
in 2017. Uneven distribution of rainfall in
2017/2018 growing season and recurrence of fall
army worm in some parts of the country adversely
affected agriculture output. Thus, this sector is
estimated to grow by 0.6 percent in 2018. Most
major crops, such as maize, tubers, rice and
sugarcane performed poorly in the 2017/18
growing season. However, there was relatively
robust production in tobacco and pulses which
outweighed the slack in major crops. Meanwhile,
non-agriculture sector growth has been relatively
strong in 2018. This, partly reflects better
performance of the manufacturing sector which was
supported by improved electricity supply. The
construction sector has been shored up with various
projects which are at advanced stage whereas the
transport, storage and distribution sector is
estimated to remain strong in 2018 on account of a
relatively conducive financial environment. The
performance of the non-agriculture sector is
expected to be higher than the agriculture sector
leading to an overall positive output gap in 2018.
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Consumer prices

from 8.6 percent at the close of 2018Q2 and
further accelerated by 0.3 percentage points to
9.3 percent in August 2018. The rise was on
account of increase in both food and non-food
inflation. On month-on-month basis, food prices
increased by 2.6 percent in August 2018
following another increase of 1.0 percent in the
preceding month while non-food inflation
registered a 0.5 percent increase in August 2018,
against a 0.4 percent increase registered in July

Month-on-month inflation

2018

2.0%

In terms of inflation expectation, results from
Aug-18

Jul-18

Jun-18

May-18

Apr-18

-2.0%

Mar-18

Feb-18

0.0%

September 2018 inflation expectations survey
suggests that market expectations have slightly

-4.0%

edged

-6.0%

upwards

from

June

2018

survey

expectations. The 2018Q4 inflation expectation

-8.0%

has increased from 10.2 percent during the June

Overall Inflation

Food Inflation

2018 survey to 10.9 percent during September

Non Food Inflation

2018 survey. The modest shift in expectations is
on account of the upward revision of pump fuel

Market inflation expectations

prices, electricity tariffs, water tariffs and

20

imminent pressure on food prices.

15

This

notwithstanding, economic agents expect the

10

annual average inflation for 2018 to be 9.5

5

percent.
Nov-18
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Actual Inflation

2.1.3

MONETARY POLICY STANCE

During the second 2018 MPC meeting, inflation
outlook was rather uncertain due to a high

June 2018 Mkt Exp

possibility of utility tariffs increase, unclear

Aug 2018 Exp

direction of food prices and a possibility of delayed
fiscal adjustment. In light of these risks, MPC

2.1.2.

decided to maintain the policy rate at 16.0 percent.

CONSUMER PRICES

Headline inflation has been increasing

The risks which were envisaged during the second

during the first two months of third quarter

2018 MPC meeting materialized in 2018Q3.

of 2018. It edged up to 9.0 percent in July 2018

Specifically, domestic fuel prices were increased by
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an average of 9.3 percent in July 2018, maize prices
rose from K104.25 per kilogram in June 2018 to
K117 per kilogram and K127 per kilogram in July
and August 2018, respectively, while electricity
tariffs were raised by 7.1 percent in August 2018.
Consequently, inflation increased to 9.3 percent in
August from 9.0 percent in July 2018 and 8.6
percent in June 2018.

Meanwhile, the nominal exchange rate continues to
be stable anchored by sufficient foreign exchange
reserves coupled with relatively tight liquidity
conditions on the domestic money market. As at
end August 2018, gross official reserves were at 3.6
months of imports against a benchmarked level of
3.0 months of import cover. The stability of the
exchange rate has in turn supported real monetary
conditions1 during the review period while the real
interest rate is close to its long-term trend.

The real exchange rate position continues to be
explained by the stable nominal exchange rate
occurring on the back of inflation differentials. The
real exchange rate appreciation has been pivotal in
supporting stability of prices in the tradable sector
hence non-food inflation.

1

Monetary conditions are calculated as the weighted
average of the real interest rate gap and the (inverse of)

real exchange rate gap, where both variables are
defined as deviations from their trend value.
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Foreign output gap

3.

ECONOMIC OUTLOOK

3.1.

EXTERNAL SECTOR ASSUMPTIONS

Since the last meeting of the MPC in July 2018,
global economic activity has continued to maintain
steam. Global growth is projected to reach 3.9
percent in 2018 and 2019, but the expansion is
becoming less even, and risks to the outlook are
mounting, with increasing trade tensions. The rate
of expansion appears to have peaked in some major
economies

Crude oil price developments

and

growth

has

become

less

synchronized. Growth projections have been
revised down for the euro area, Japan, and the
United Kingdom, reflecting negative surprises to
economic activity in early 2018. Among emerging
market

and

developing

economies,

growth

prospects are also becoming more uneven, amid
rising oil prices, higher yields in the United States,
escalating trade tensions, and market pressures on
the currencies of some economies with weaker
fundamentals.
Since the last MPC, global oil prices have increased

Global output growth

by 6.8 percent to US$79.4 per barrel as of 20th
September 2018. The surge in oil prices is being

6

supported by some major oil producing countries in

Percent

5

the Arabian Gulf who are aiming at consolidating

4

their fiscal budget. However, the prices are heading

3

for a downturn as fundamentals of supply and

2

demand weaken. Thus, international oil prices are

1

expected to decline to around US$67 per barrel by

0

December 2018 and US$65 per barrel by June
2017

2018

Grobal
Advanced Economies

2019

2019.
3.2.1

INFLATION

OUTLOOK AND MONETARY

POLICY

Emerging Markets

During the second MPC, two risks to the baseline
projections were foreseen. Electricity tariffs were
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predicted to go up by 10 percent during 2018Q3 and

Baseline Projections edged up since last MPC

fuel pump prices were predicted to be revised
upwards by 9.0 percent. Both risks materialized in
2018Q3 albeit with varied magnitude. During the
2018Q3, fuel pump prices were revised upwards by
an average of 9.3 percent, 0.3 percentage points
higher than expected and electricity tariffs were
adjusted upwards by 7.1 percent, 2.9 percentage
points lower than anticipated during the second
MPC of 2018. In addition, LWB revised water
tariffs upwards by an average of 7.5 percent in July
2018.

The Committee noted that risks to the inflation

Since the risks materialized, they have now been

outlook still persist on account of further increases

incorporated in the current baseline forecasts. In

in administered prices, higher food and global oil

addition, rising food and fiscal overruns have been

prices, and increased public sector financing

maintained in the baseline. Therefore, the current

requirements. Inflation in the remainder of 2018 is

baseline inflation projections are relatively more

projected to remain above the medium term

elevated in the short term than what was reported

objective on account of these perceived risks. The

during second MPC. The baseline inflation for

MPC therefore considered that maintaining the

2018Q3 and 2018Q4 is projected at 9.3 percent and

Policy rate at 16.0 percent will ensure that the

10.1 percent, respectively, compared to the 8.7

policy stance remains adequately tight to manage

percent and 8.9 percent respective projections made

these risks and ensure that inflation declines

during the second MPC of 2018. With these

gradually towards the medium-term inflation

assumptions, inflation is projected to average 9.0

objective of 5.0 percent.

percent in 2018.
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List of Acronyms
ADBs

Authorized Dealer Banks

GDP

Gross Domestic Product

IBR

Inter-Bank Market Rate

M2

Broad Money

M1

Narrow Money

NPLs

Non-Performing Loans

PSF

Price Stabilization Fund

QoQ

Quarter on quarter

s.a

Seasonally Adjusted

ToT

Terms of trade

WEO

World Economic Outlook

YoY

Year on Year
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