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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 June 2019 FSR analyses the macroeconomic and
financial sector developments and risks for the period between January and June 2019.

v

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
settlement of payments efficiently and manage risks in a satisfactory manner.
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GOVERNOR’S FOREWORD
The Malawi financial system was resilient to shocks during the six-month
period to June 2019. Globally, economic activity was weaker-than-expected,
due to among others, persistent trade wars between China and US, continued
Brexit-related uncertainty, and volatile energy prices due to rising geopolitical
tensions. In the medium term, risks to the global growth remain.
On the domestic front, economic activity was stable, owing to moderate
weather conditions, and improved power supply since the beginning of the year
following some government interventions. Growth is expected to remain solid
to the year end, even though there were some disruptions in economic activity
in the later months of the period. Despite an elevation in food inflation, headline
inflation remained well anchored in single digit as non-food inflation remained fairly low. Notwithstanding a
healthy level of foreign reserves, the local currency came under speculative attack amidst perceptions of low
tobacco proceeds. Meanwhile, the volatility has been largely contained and the Kwacha has since regained its
losses and is currently stable.
Banks continued to be well capitalized and remained profitable during the first half of the year. Quality of the
assets continued to improve and most banks are optimistic that this trend will be sustained, largely owing to
enhanced credit monitoring, improved loan recovery efforts and generally low interest rates. With an effort of
enhancing economic empowerment among local entrepreneurs and providing easy access to banking services,
efforts are being made to introduce community banking. Furthermore, all banks are encouraged to make use of
the credit referencing system as an additional way of managing credit risk.
The pension sector continued to grow in membership and investment income was also rising. With an aim of
ensuring that pension funds play a growth-supporting role in the economy, market players will be continuously
engaged so as to encourage them to consider channeling the resources into longer term ventures. Similarly, capital
markets play a vital role in mobilizing resources for long term investments. In this vein, Malawi’s capital market
performed well during this first half of the year, largely on account of investors responding to the positive financial
performance registered by listed companies in 2018 and also as one company, Icon Properties plc, became listed.
While the microfinance institutions continued to grow with more of these institutions being licensed, the insurance
sector met some challenges. In view of this, efforts will continue to be made to enforce compliance of the relevant
directives in order to uphold the soundness of the sector. Moreover, efforts will continue to be made to ensure
that the country has a robust financial system. To this end, the E-money Regulations which were developed earlier
were gazetted into law at the beginning of this year, with an aim of providing a regulatory framework that would
govern various aspects of the operations of e-money services in the country.

DALITSO KABAMBE (PhD)
GOVERNOR
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ASSESSMENT OF FINANCIAL STABILITY
The Malawi financial system stability generally improved and continued to be resilient to both domestic and
external shocks during the six months ending June 2019. Global economic activity is expected to weaken in 2019
relative to 2018, largely due to slow down in activity in major advanced economies. Meanwhile, global financial
conditions tightened, though broadly accommodative. Risks to global growth outlook remain and they include a
further escalation of trade tensions and associated increases in policy uncertainty. In the region, risks are expected
to be tilted to the downside in the near term due to deteriorating external conditions, stronger than anticipated
tightening of global financial conditions and greater policy uncertainty. Furthermore, the region’s dependence on
agriculture continues to make it vulnerable to extreme weather conditions. Domestically, macroeconomic risks to
financial stability were moderate largely due to significant reductions in interest rates and stable inflation. Though
exchange rate risk heightened at the beginning of the year due to speculative tendencies, it has since diminished
as the kwacha has regained its lost value.
The banking sector remained sound and stable within the six-month period to June, 2019, as the sector continued
to be adequately capitalised, profitable and liquid. Asset quality significantly improved, and for the first time,
after a very long period of time, the industry average of the non-performing loans (NPLs) ratio was below the
maximum acceptable benchmark. A further review of key prudential performance indicators showed a general
compliance to prescribed regulatory benchmarks. Using June 2019 data, stress testing findings revealed that
overall, the industry portrayed some resilience to interest rate risk shocks and income risk shocks. However, the
industry was vulnerable to credit risk and liquidity risk shocks. Furthermore, findings from the Bank Lending
Survey conducted in June 2019 reveal that all banks reported that the demand for loans increased, during the first
six months of the year, particularly for households and Small and Medium Enterprises (SMEs). On the other hand,
the survey findings showed that credit terms and underwriting standards by most banks remained broadly tight,
particularly for the household sector.
The general insurance sector performance was generally unsatisfactory over the six-month period to June 2019,
largely as the sector’s margin of solvency was adversely affected by significant levels of insurance receivables.
This notwithstanding, most of the general insurance companies had posted profits during the first half of 2019.
However, the life insurance sector remained largely sound as capital adequacy improved. Meanwhile, the pension
sector remained sound as assets grew during the period under review. Investment income and contributions were
also satisfactory.
The microfinance sector remained fairly sound during the six-month period to June 2019, more especially as there
was an improvement in the levels of NPLs and also liquidity conditions for the entire sector. Nevertheless, the
deposit taking microfinance subsector recorded profits while the non-deposit taking microfinance reported a loss.
Meanwhile, the capital market registered an upturn in both activity and index during the six-month period to June
2019. Furthermore, the primary markets registered activity during the period under review, as Icon Properties plc
listed on the stock market while three Treasury notes were listed on the bond market. The country’s major
payments infrastructure remained stable during the first half of 2019 and this ensured smooth processing of
interbank and time critical payment transactions in support of monetary and financial stability objectives.
Overall, the Malawi financial system was generally stable in the six-month period to June 2019, characterized by
generally well capitalized, liquid and profitable financial institutions. This notwithstanding, the Bank will
continue to regularly assess the financial system and closely monitor institutions that are not performing well and
also any potential threats to ensure that mitigating measures are timely implemented.
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1.0 MACROECONOMIC AND FINANCIAL
DEVELOPMENTS

WEO due to the waning of cyclical forces
triggered by high policy uncertainty in the
euro area.

1.1 Overview of Global Developments
The April 2019 World Economic Outlook
(WEO) shows that global economic activity
declined particularly in the second half of
2018. This was a reflection of a decline in
economic activity of major economies such
as China, the euro area and Japan. Similarly,
the April 2019 Global Financial Stability
Report (GFSR) revealed that financial
conditions tightened but remained relatively
accommodative, notably in the United States
(US).

Growth in emerging markets and developing
economies is expected to drop to 4.4 percent
in 2019 from 4.5 percent in 2018. The
decline reflects lower growth in China,
recession in Turkey, as well as a deepening
contraction in Iran. This notwithstanding,
conditions are projected to improve during
2019 as stimulus measures to sustain
activity in China are implemented and
economic activity is predicted to pick up in
Argentina and Turkey.

1.1.1 Global Economic Conditions
Global economic growth was projected to
slow down to 3.3 percent in 2019 from 3.6
percent in 2018, before returning to 3.6
percent in 2020. The forecast is that global
growth will level off in the first half of 2019
and firm up thereafter. The projected pickup
in the second half of 2019 is premised on an
ongoing build-up of policy stimulus in China,
the anticipated pick up on growth in the euro
area, and a gradual stabilization of
conditions in stressed emerging market
economies. The improved momentum is
expected to continue into 2020 for emerging
markets and developing economies. On the
contrary, activity in advanced economies is
projected to slowdown gradually more
particularly as the impact of US fiscal
stimulus fades.

In Sub-Saharan Africa (SSA) growth is
expected to pick up to 3.5 percent in 2019
and 3.7 percent in 2020 from 3.0 percent in
2018. Growth in South Africa is expected to
marginally improve from 0.8 percent in 2018
to 1.2 percent and 1.5 percent in 2019 and
2020, due to a projected recovery as policy
uncertainty eases following the May 2019
elections. On the other hand, growth in
Angola and Nigeria were revised downwards
due to lower oil prices.
Chart 1.1: World Economic Growth

Meanwhile, risks to global growth outlook
remain. A further escalation of trade tensions
and the associated increases in policy
uncertainty could further weaken growth. In
the medium term, climate change and rising
inequality could lower global potential
output, with particularly severe implications
for some vulnerable countries.

Source: IMF World Economic Outlook April 2019

1.1.2 Global Risks to Financial Stability
The April 2019 GFSR revealed that global
financial stability conditions tightened over
the six-month period from October 2018, but
remained relatively accommodative. After a
sharp decline in the fourth quarter of 2018,

In advanced economies, global growth was
projected to slow down to 1.8 percent in
2019 and 1.7 percent in 2020. This is a lower
estimate as compared to the October 2018
1

financial markets rebounded strongly in
early 2019 on the back of growing optimism
about US-China trade negotiations and a
more patient and flexible approach to
monetary policy normalization by major
central banks. The tightening in financial
conditions in the fourth quarter of 2018 was
short-lived to meaningfully slow the buildup
of financial vulnerabilities more especially in
the sovereign, corporate and nonbank
financial sectors of several systemic
countries.

integration promises to improve living
conditions
and
facilitate
structural
transformation.
Further downside risks are envisaged to
emanate from continued climate shocks such
as excessive rains or a delayed rainfall
season. For instance, there might be a repeat
of the early 2019 cyclones that heavily
impacted on the physical infrastructure and
farmland in southeast Africa. Also, the El
Niño could cause droughts in some parts of
southern Africa and above average rainfall in
east Africa. These climatic shocks might be
exacerbated by the heightened security risks
that have taken a toll on several African
countries, displacing millions of people and
causing significant economic and social
costs.

In the medium term, political and policy
risks, such as an escalation of trade tensions
or the no-deal Brexit could affect market
sentiment, leading to a sharp tightening of
financial conditions. This will have a larger
effect on economies with weaker
fundamentals,
greater
financial
vulnerabilities, and less policy space to
respond to shocks.

1.1.4 External
Developments
and
Malawi’s
Macro-Financial
Performance
The slowdown in global economic activity as
well as a decrease in economic activity of the
SSA might lead to reduced demand for
Malawi’s exports. In addition, tight global
financial conditions could constrain
financing and growth for many SSA countries
including Malawi. Furthermore, climate
shocks are feared to lead to lower
agricultural output, increased food imports
and reduced exports heightening risks to
Malawi as an agriculture based economy.

1.1.3 Financial Stability in Sub-Saharan
Africa
Risks to financial stability in SSA are
expected to be tilted to the lower side in the
near term due to deteriorating external
conditions, broadening trade tensions,
stronger than anticipated tightening of
global financial conditions and greater policy
uncertainty.
Further,
the
region’s
dependence on agriculture continues to
make it vulnerable to extreme weather
conditions.
In the medium term, risks to region’s
financial stability might emanate from the
continued trade tensions between the US and
China, higher-than-expected inflation in the
US and a “no-deal Brexit” agreement. These
global financial conditions could constrain
financing and growth for many SSA
countries, especially the region’s frontier
economies, which rely heavily on global
markets to finance development needs. On
the other hand, trade and financial
2

1.2 Domestic Developments and their
implications on financial system
stability

Chart 1.2: Gross Domestic Product (GDP)
Growth
7.0
6.0

Domestic economic growth is projected at
5.0 percent in 2019 from an estimated
growth of 4.1 percent in 20181.
Inflationary
pressures
remained
considerably subdued, though the rate
exhibited a mixed trajectory between
January and June 2019. In January 2019, the
policy rate and the base lending rates were
revised downwards by 150 basis points to
14.50 percent and 14.90 percent,
respectively. The two rates were further
reduced to 13.5 percent and 13.9 percent,
respectively in May 2019. Meanwhile, the
Malawian Kwacha depreciated against all its
trading partners’ currencies during the
review period. Nevertheless, overall risk to
financial
stability
arising
from
macroeconomic developments remained
rather subdued largely on account of the low
interest rate environment.

Percent

5.0
4.0
3.0
2.0
1.0
-

Source: Reserve Bank of Malawi, National Statistics Office,
Ministry of Finance, Economic Planning and Development

1.2.2 Inflation
Risks to financial stability arising from
inflationary pressures remained subdued
between January and June 2019. In the
period under review, headline inflation
remained in single digit, exhibiting mixed
trajectory. Headline inflation exhibited a seesaw pattern between January 2019 and June
2019, primarily due to an uptick in food
prices. Despite the mixed trajectory in
inflation, financial stability risks emanating
from movements in inflation were low and
are expected to wane in the short term and
remain in single digit.

1.2.1 Real GDP Growth
Domestic economic growth was estimated to
increase to 5.0 percent in 2019 from 4.1
percent in 2018. The increase was mainly on
account of favourable weather conditions
and other interventions such as the MalawiZambia power interconnection project
which stabilized the country’s power supply
since the beginning of 2019. These
developments resulted in high agricultural
produce and adequate power supply,
respectively. The positive growth is expected
to support the financial system stability.

Chart

1.3:

Domestic
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Source: Reserve Bank of Malawi

1

Actual growth figures have a three year lag
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1.2.3 Interest Rates
Risks to financial stability emanating from
interest rates developments weakened in
June 2019 compared to December 2018. This
outturn was on account of a decline in both
the policy rate and base lending rate to 13.5
percent and 13.9 percent in May 2019 from
15.0 percent and 25.0 percent in December
2018, respectively.

threat to financial system stability as it
reduces banks’ capability to adequately meet
their short term financial obligations.
Table 1.1: IBR (end period, %) and Banking
System Liquidity (Daily Averages, K’bn)
Daily Average Total
Reserves
Daily Average Required 78.77
Reserves
Daily Average Excess
16.38
Reserves
14.66
Daily Average Unborrowed Excess Reserves
Daily Average Inter-bank 9.05
Market Trading
Daily Average Lombard 3.45
Facility Access
Inter-bank Market Rate
14.63
(End Period, Percentage)

Chart 1.4: Interest Rates (%)
30
25
20
15
10
Lending rate (percent)

5

Dec
2018
95.60

(K’bn)

Mar
2019
71.54

Jun
2019
57.96

51.33

52.66

20.21

5.30

16.20

-14.55

7.53

17.59

4.01

19.85

5.00

13.40

Source: Reserve Bank of Malawi

Policy Rate (percent)

Treasury bill yields for all tenors exhibited a
downward trend on account of the two
adjustments in monetary policy rate during
the review period. The 91 day, 182 day and
364 day average yields for June 2019 settled
at 9.57 percent, 10.00 percent and 9.84
percent, respectively, from 13.56 percent,
14.02 percent
and 13.00 percent
respectively,
in
December
2018.
Subsequently, the all type yield waned to
8.95 percent in June 2019 from 11.42
percent in December 2018 (Table 1.2).

Jun-19

Apr-19

May-19

Feb-19

Mar-19

Jan-19

Dec-18

Oct-18

Nov-18

Sep-18

Jul-18

Jun-18

Apr-18

May-18

Feb-18

Mar-18

Jan-18

0

Aug-18

IBR (percent)

Source: Reserve Bank of Malawi

Similarly, the overnight Interbank Market
Rate (IBR) decreased to 13.40 percent as at
end June 2019 from 14.63 percent registered
as at end December 2018 (Chart 1.4).
Further, banking system liquidity conditions
declined during the review period as excess
reserves reduced to a daily average of K5.30
billion in June 2019 from K16.38 billion
recorded in December 2018. The drop in
liquidity levels was also evidenced by a
decrease in un-borrowed excess reserves to
a daily average of negative K14.55 billion
from K14.66 billion recorded in December
2018 (Table 1.1). Volumes traded on the
interbank market rose to a daily average of
K17.59 billion from K9.05 billion recorded in
December 2018.

Table 1.2: Treasury Bills Yields (%)

Subsequent to lower liquidity levels during
the review period, access on the Lombard
facility rose to an average of K19.85 billion
per day in June 2019 from K3.45 billion per
day in December 2018. Lower liquidity
conditions in the banking system pose a

Days

All Type

91

182

364

Dec-18

11.42

13.56

14.02

13.00

Jan-19

11.32

13.01

14.00

12.78

Feb-19

9.61

10.50

11.46

10.52

Mar-19

9.74

10.50

11.50

10.58

Apr-19

9.30

10.04

10.83

10.25

May-19

8.87

9.44

10.08

9.46

Jun-19

8.95

9.57

10.00

9.84

Source: Reserve Bank of Malawi

1.2.4 The Exchange Rate
The Malawian Kwacha depreciated against
all its trading partners’ currencies during the
4

review period, due to speculation by market
agents. The depreciation in local currency
against the US Dollar resulted in the Kwacha
closing at K785.22 per dollar in June 2019
compared to K733.69 per dollar in December
2018 (Table 1.3).

Looking ahead, the slowdown in both, global
and SSA economic activity might lead to
reduced demand for Malawi’s exports. Also,
as alluded to earlier, tight global financial
conditions could constrain financing and
growth for many SSA countries including
Malawi. Furthermore, downside risks are
envisaged to emanate from climate shocks
such as excessive rains and delayed rainfall
season. These climate shocks are feared to
lead to lower agricultural output, increased
food imports and reduced exports,
subsequently heightening risk to the Malawi
economy as an agriculture based economy.
On the domestic front, economic activity is
expected to improve in 2019 due to
favourable weather conditions and adequate
power supply. Furthermore, inflation is
expected to remain broadly in single digits
supporting financial system stability.

Table 1.3: Actual Trade Weighted
Telegraphic Transfer (TT) Mid Rates
Month

Dec 2018

Mar 2019

Jun 2019

USD/MWK

733.6915

737.0170

785.2228

GBP/MWK

926.8341

976.7367

989.9353

EUR/MWK

836.7521

827.4431

885.1482

ZAR/MWK

50.9603

51.1576

55.3748

Source: Reserve Bank of Malawi

1.2.5 Conclusion and Outlook
On the global front, near-term risks to
financial stability have increased modestly
due to tightened financial conditions in some
emerging market economies, even though
global
financial
conditions
remain
accommodative and supportive of near- term
growth. In the medium term, risks to
financial stability might emanate from trade
tensions between the United States and
China, higher than expected inflation in the
United States, and a “no-deal Brexit”
agreement. These global financial conditions
could constrain financing and growth for
many SSA countries, especially the region’s
frontier economies, which rely heavily on
global markets to finance developmental
needs.
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2.0 BANKING SECTOR
Overall, the banking sector remained sound
and stable within the six-month period to
June, 2019. As at June, 2019 the sector
remained adequately capitalised, profitable
and liquid with improved asset quality.

Table 2.1: Banks’ Assets and Deposits
(MK’ Billion)
Assets
Securities
and
Investments
Gross loans
of which
NPLs
Other
investments
Deposits:
of which
Kwacha
Demand
Savings
Term
Forex

2.1 BANKING SECTOR DEVELOPMENTS
2.1.1 Policy Developments
The major policy developments during the
review period, included the reduction of the
policy rate and Lombard rate by 150 basis
points to 14.50 percent and 14.90 percent, in
January, 2019. The two rates were further
reduced to 13.5 percent and 13.9 percent,
respectively in May 2019. Furthermore, the
Liquidity Reserve Requirement (LRR) was
reduced by 250 basis point from 7.5 percent
to 5.0 percent for domestic currency
deposits and reduction of LRR by 375 basis
points from 7.5 percent to 3.75 percent for
foreign currency deposits. In addition, there
was a resolution that all banks were to use
the Lombard rate as the base lending rate.

Dec-17

Jun-18

Dec-18

Jun-19

1,572.30

1,514.90

1,670.54

1,744.12

615.8

595.0

680.3

699.0

448.7

486.5

513.0

578.2

70.4

61.6

31.4

27.5

995.5

1,013.10

1,088.13

712.2

765.9

854.75

1,132.84
879.30

353.1
158.5
200.6
283.3

366.9
169.0
230.0
247.2

405.9
183.2
265.6
233.4

419.7
190.5
269.2
253.5

Source: Reserve Bank of Malawi

The growth in total liabilities was largely
attributed to an increase in total deposits by
4.9 percent to K1, 132.8 billion in June, 2019
from K1,088.1 billion registered in
December,
2018.
Other
notable
developments contributing to the overall
growth of total liabilities included growth in
borrowed funds and all other liabilities by
22.7 percent and 40.1 percent to K119.8
billion and K82.7 billion, respectively, in
June, 2019.

2.1.2 Growth of the Banking Sector
Total assets for the sector increased by 4.4
percent to K1, 744.1 billion in June 2019.
This growth was, however, lower than the
10.3 percent experienced in the six-month
period to December 2018. Nevertheless, it
was an improvement from a decline of 3.7
percent registered within the six months’
period leading to June, 2018 (Table 2.1). The
increase in total assets was largely driven by
growth in gross loans and leases of 12.7
percent to K578.2 billion in June 2019.
Investments and securities also contributed
to the growth as they increased by 2.8
percent to K699.0 billion in June, 2019.

2.1.3 Banking Sector Soundness
a. Capital Adequacy
The sector remained well capitalized with
capital ratios above regulatory benchmarks.
Core and total capital ratios stood at 16.4
percent and 20.4 percent and were above the
regulatory minimum benchmarks of 10.0
and 15.0 percent, respectively (Appendix
Table 1). This was an improvement from the
December 2018 positions of 15.4 percent
and 18.8 percent, respectively. In absolute
terms, both core and total capital increased
by 16.2 percent and 17.7 percent to K200.5
billion and K248.6 billion, respectively in
June, 2019. Risk weighted assets also
increased with a proportionately lower
percentage of 8.8 percent to K1, 219.3 billion
in June 2019 from K1,120.6 billion
registered in December 2018.

Meanwhile, investments and securities
continue to account for the largest share of
total assets at 40.1 percent, followed by
gross loans and leases at 33.2 percent. On
the other hand, total liabilities increased to
K1, 457.2 billion in June, 2019 from K1,
403.5 percent in December, 2018.
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b. Asset Quality
Asset quality of the sector improved
significantly as NPL ratio fell within
acceptable limit of 5.0 percent, for the first
time since December, 2012. As at June, 2019,
the industry NPL ratio stood at 4.8 percent
and was an improvement from 6.1 percent
reported in December, 2018.

and return on asset (ROA) increased to 21.2
and 2.8 percent, respectively (Table 2.2).
Table 2.2: Trends of ROE, ROA and Net Profit
after Tax
Variable
ROE (%)
ROA (%)
Net Profit
after tax (MK’
Billion)

In absolute terms, the level of NPLs declined
by 12.4 percent to K27.5 billion in June,
2019, while gross loans and leases increased
by 12.7 percent to K578.2 billion in June,
2019. Gross loans remained concentrated in
three sectors namely; wholesale and retail
trade sector, agriculture sector and
manufacturing sector. As at June, 2019, the
three sectors comprised 58.7 percent of
gross loans and leases. Wholesale and retail
trade sector constituted the largest share at
23.5 percent followed by agriculture sector
at 19.7 percent, and manufacturing sector at
15.5 percent.

Dec17
15.7
2.3

June18
16.9
2.3

Dec18
17.4
2.3

June19
21.2
2.8

39.7

21.3

46.5

29.5

Source: Reserve Bank of Malawi

d. Liquidity
The banking sector remained liquid as
evidenced by a liquidity ratio of 59.1 percent,
which was above the regulatory benchmark
of 25.0 percent.
2.1.4 Assets, Deposits and Market share
Two out of a total of nine banks continued to
dominate the banking sector in both assets
and deposits. As at June 2019, the two banks
accounted for 47.0 percent and 49.3 percent
of the sectors total assets and deposits,
respectively. This was an increase from their
positions in December, 2018, where by the
two banks accounted for 46.0 percent and
46.2 percent of the sector’s total assets and
deposits, respectively.

A sectoral analysis of NPLs revealed that
they were also highly concentrated in the
same three sectors; wholesale and retail
trade sector at 43.5 percent, agriculture
sector at 13.1 percent and manufacturing
sector at 8.7 percent. Overall, the three
sectors accounted for 65.3 percent (K18.0
billion) of the total industry NPLs.

In terms of asset composition, securities and
investments, continued to represent the
highest percentage share of total assets,
seconded by gross loans and leases. As at
June, 2019, securities and investments
accounted for 40.1 percent of total assets
while gross loans and leases contributed
33.2 percent. Comparatively to their
December, 2018 position, gross loans and
leases had increased in total asset
percentage share from 30.7 percent, while
securities and investments has decreased
from 40.7 percent, although marginally.

c. Earnings
The sector remained profitable and posted
profits after tax of K29.5 billion as at June,
2019. This was higher than K21.4 billion
reported as at June, 2018, largely due to
growth in total income of 10.8 percent to
K155.6 billion in June, 2019. Meanwhile,
total expenses also increased, however, with
a less proportionate growth of 5.8 percent to
K107.7 billion in June. Of the total income,
interest income accounted for 67.4 percent
while non-interest income comprised 32.6
percent as at June, 2019. This level was,
however, lower than that recorded in June
2018. Accordingly, return on equity (ROE)

On the funding side, total deposits
constituted the largest source of funding at
65.0 percent as at June, 2019. Total deposits
continued to be skewed towards the short
term as demand deposits constituted the
7

highest proportion at 37.0 percent, followed
by time deposits, foreign exchange deposit
and savings deposits at 23.8 percent, 22.4
percent and 16.8 percent, respectively.

2.3 Remedial measures
The registrar will continue to encourage
banks to have in place and follow risk
appetite on credit concentration that allow
for reasonable exposure diversification.

Table 2.3: Assets and Deposits (MK’
Billion)
Assets
Two largest
banks
percentage
share
Other
banks
percentage
share
Deposits
Two largest
banks
percentage
share
Other
banks
percentage
share

Dec-17
1,572.3

Jun-18
1,514.9

Dec-18
1,670.5

800.9

750.4

768.4

2.4 Conclusion and Outlook
Overall, the banking sector was sound and
stable over the six months to June, 2019, as
evidenced by satisfactory performance
indicators. The banking industry remained
adequately capitalized, liquid, profitable,
and had a low NPL ratio which was within
the acceptable benchmark of 5.0 percent.
Looking forward, the financial performance
of the sector is expected to improve in the
wake of favourable macroeconomic
fundamentals.

Jun-19
1,744.1
819.6

50.9%

49.5%

46.0%

47.0%

771.4

764.6

902.2

924.6

49.1%
995.5

50.5%
1,013.1

54.0%
1,088.1

53.0
1,132.8

509.8

507.4

502.4

558.8

51.2%

50.1

46.2

49.3

485.7

505.7

585.7

574.1

48.8%

49.9%

53.8%

50.7

Source: Reserve Bank of Malawi

2.2

Banking Sector Risks

a. Credit concentration risk
Credit concentration risk posed some level
of concern as the industry’s gross loans and
leases remained concentrated in a few
sectors namely: wholesale, agriculture and
manufacturing. As such, a downturn in any of
these sectors would cause a high proportion
of bank’s outstanding loans to become nonperforming.
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2.2 STRESS TESTING
The RBM conducts stress testing exercises
on a semi-annual basis with the objective to
assess the vulnerability of individual banks
and the banking system to shocks. In this
regard, the RBM recently conducted a stress
testing exercise covering all nine banks and
used data as at June, 2019. The exercise
focused on four main potential sources of
vulnerabilities to the banking sector namely;
credit risk, liquidity risk, income risk, and
interest rate risk. Shock scenarios were
informed by historical observations on both
key financial soundness indicators and
macro-economic forecasts.

scenarios. The severity of the stress
scenarios was applied progressively from
minor, moderate and major shocks (Table
2.4 and 2.5).
Table 2.4: Credit Shocks (% growth in
NPLs) by Economic Sector
Sector

Overall, the industry portrayed some
resilience to interest rate and income risk
shocks. However, the industry was
vulnerable to credit risk shocks (particularly
default of the top 5 largest exposures and
sectoral shocks) and liquidity risk shocks
(particularly number of days the banks
would stay afloat in a deposit run scenario).
On an individual bank basis, a majority of the
banks also displayed vulnerability to credit
and liquidity risk shocks, with a few banks in
critical positions after income risk shocks.

Minor

Moderate

Major

Agriculture,
forestry, fishing &
hunting

20

30

40

Mining & quarrying

10

15

20

Manufacturing

25

35

45

Electricity,
gas,
water & energy

10

15

25

Construction

15

25

35

Wholesale & retail
trade

30

40

50

5

10

15

Transport, storage
& communication

10

15

20

Financial services

10

15

20

Community, social
and
personal
services

15

25

35

Real estate

10

15

20

Other sectors

10

15

20

50

50

50

100

100

100

Restaurants
hotels

Pre-shock Position
At the industry level, the pre-shock positions
for capital, liquidity and earnings were fairly
adequate.
2.2.1 Credit Risk
Credit risk shocks were applied to assess the
effect of a further deterioration in asset
quality on the capital adequacy of the
industry. The stress testing exercise
assumed three scenarios; increase in NPLs
per sector, increase in NPLs from the current
level and successive default of top five
borrowers. While increase in NPLs per
sector and successive default of top five
borrowers assumed a 50.0 percent
provision; increase in NPLs from the current
level assumed a 100.0 percent provision
with the corresponding impact measured
against the industry core capital ratio in both

Assumed
Provisional
(%)

&

rate

Impact
on
RWA/capital (%)

Source: Reserve Bank of Malawi
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Table 2.5: Sudden increase in NPLs from
existing levels
Minor

Moderate

30

45

60

100

100

100

100

100

100

Chart 2.1: Effects of Sectoral Shocks on
Core Capital Ratio

Major

Assumed increase
in net NPLs in %
of existing NPLs
Assumed
provisioning

of

new NPLs (%)
Impact

on

RWA/Impact

on

capital (%)

Source: Reserve Bank of Malawi

Source: Reserve Bank of Malawi

(b) Effects of Shocks to Increase in NPLs
The second shock scenario assumed growth
in the current level of non-performing assets
by the assumed deterioration expressed in
percentages from current levels (see Table
2.5). Overall, the banking sector was resilient
to sudden increase in existing NPL levels as
evidenced by Tier 1 ratio which remained
above the regulatory minimum at 15.2
percent after a major shock (Chart 2.2).

(a) Effects of Shocks to Various Sectors of
the Economy
In the first scenario of credit risk, the
banking industry revealed some resilience to
the minor sectoral shock, with Tier I ratio
falling to 11.4 percent. This notwithstanding,
the banking sector became undercapitalized
in the moderate and major shock scenarios
as evidenced by the deterioration in the Tier
1 ratio from 7.3 percent to 9.4 percent which
was below the regulatory benchmark (Chart
2.1). In particular, wholesale, agriculture and
manufacturing sectors received the highest
shocks in the moderate and major shock
scenarios because they constituted the
largest proportion of loans industry wide.

Similarly, on an individual bank basis, all
banks maintained a Tier 1 ratio above
regulatory benchmark with the lowest ratio
falling to 12.2 percent after a major shock
scenario was applied. This was attributed to
write offs and recoveries undertaken by
individual banks and also an overall
improvement in Tier 1 capital ratios
especially by banks that were lagging behind
within the previous review period.

On an individual bank basis, two out of the
nine banks reported core capital ratios
below the regulatory benchmark after a
minor shock, six banks after a moderate
shock and seven banks after a major shock
was applied. Two banks remained resilient
to all the shocks as the Tier 1 capital ratios
remained above regulatory minimum.
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Chart 2.2: Effects of Increase in NPLs on
Core Capital Ratio

Chart 2.3: Effects of Largest Borrowers
becoming non-performing

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

(c) Effect of Large Borrowers Defaulting
The third test on credit risk assessed the
vulnerability of the banking industry to
credit concentration on largest borrowers.
The shock simulated a successive default of
the top five largest borrowers, with an
assumed provisioning rate of 50.0 percent
on new NPLs.

2.2.2 Liquidity Risk
In order to test the resilience of the industry
to the liquidity risk, 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 was applied
progressively from minor, moderate and
major shocks for both bank specific and
system wide shocks.

Results of the test revealed a drop in core
capital ratio to 9.4 percent with an assumed
default of the top two largest exposures
(Chart 2.3). Tier 1 capital ratio further
deteriorated to 3.6 percent, following an
assumed default of the top five largest
exposures.

Table 2.5: Liquidity Risk Stress Scenarios
(Assumed haircuts and rate of deposit
withdraw)

Similarly, all banks on individual basis, were
susceptible to default of the top five largest
borrowers shock simulation, except for one
bank. Specifically, Tier 1 capital ratios for all
banks breached the regulatory benchmark
after a successive default of the top 4 largest
exposures except the one bank as at June
2019. The bank that was able to withstand
this stress scenario was the least
concentrated with one large exposure.

Liquidty Risk
Shock
Hair cuts
Cash

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
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Minor

10%

20%

30%

2.2.2.1 Impact of the Shock on Liquidity
Ratio
Outcomes of the first liquidity stress test
indicated that the industry was resilient to
liquidity risk. After the major shock, the
liquidity ratio remained above the
regulatory minimum of 25.0 percent in all
shock categories (Chart 2.4). This is
evidenced by industry liquidity ratios at 42.4
percent and 45.4 percent after a major
liquidity shock was applied for both system
wide and bank specific basis, respectively.

Chart 2.5: Effect of System Wide (SW) and
Bank Specific (BS) Shocks-Liquid Days
Afloat (DA)

In respect to individual banks, eight out of
nine banks reported liquidity ratios well
above the regulatory benchmark and were
therefore able to withstand the liquidity risk
shocks.

Source: Reserve Bank of Malawi

As per Chart 2.5 above, the sector was
resilient to a minor system wide shock as it
was able to meet the system demand for
seven days. Individually, all banks but one
were able to meet customer demand for
deposits in the minor system wide shock.
However, all banks failed to meet liquidity
demands for the moderate shock, apart from
one bank which was only vulnerable to the
major shock.

Chart 2.4: Effect of System Wide (SW) and
Bank Specific (BS) Shocks on Liquidity
Ratio

2.2.4 Income Risk
This test assumed a direct shock on the
banking industry’s revenues, by simulating a
combined decline in both interest income
and non-interest income. The effects were
measured against both the industry’s Tier I
capital and ROA ratios, to establish resilience
on both capital and profitability.

Source: Reserve Bank of Malawi

2.2.2.2 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 days.

The shock scenarios assumed declines of a
5.0 percent and 10.0 percent in net interest
income and non-interest income in the
minor shock; and a progressive declines of
10.0 percent and 15.0 percent in the
moderate shock, and decline of 15.0 percent
and 20.0 percent in the major shock,
respectively.
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Chart 2.6: Effects on Core Capital Ratio
after Shocks to Interest and Non-Interest
Income

interest rate sensitivity gap of the industry
balance sheet. The shocks assumed a 3.0
percentage point’s increase in interest rates
in the minor shock, and 5.0 percentage
points and 7.0 percentage point’s increases
in the moderate and major shocks,
respectively.
Chart 2.7: ROA after Shocks to Interest
and Forex Income

Source: Reserve Bank of Malawi

The banking sector was resilient to income
shocks as evidenced by Tier 1 ratio which
remained above the regulatory benchmark
of 10.0 percent in all the shock scenarios. As
at June 2019, Tier 1 capital ratio only
declined to 14.1 percent in a major shock
scenario, which was still well above the
regulatory capital benchmark. Similarly, an
individual analysis revealed that all banks
would maintain a Tier 1 ratio above
regulatory benchmark in all three shock
scenarios.

Source: Reserve Bank of Malawi

Chart 2.8: Direct Effects of variations in
Interest Rates

2.2.4.1 Effect on ROA after Shocks to
Interest and non-interest Income
The impact of the income shocks was further
evaluated against the industry ROA ratio.
The pre-shock average ROA for the industry
stood positive at 2.1 percent. The stress
testing results indicated a deteriorating
trend to 1.3 percent, 0.7 percent and 0.1
percent in the minor, moderate and major
shock scenarios, respectively (Chart 2.7).
Individually, five banks remained with a
positive ROA even after a major shock was
applied.

Source: Reserve Bank of Malawi

The results showed that all banks were
skewed towards interest rate-sensitive
assets as an increase in interest rates
resulted in a growth in Tier 1 ratio across the
banking industry in the minor shock through
to the major shock (Chart 2.8). On an

2.2.5 Interest Rate Risk
To assess the industry’s resilience to
volatilities in the interest rate, an interest
rate risk shock was applied to the net
13

individual basis, a majority of banks
progressively increased their Tier 1 ratio as
the interest rates increased except for two
banks. Overall, all banks indicated a Tier 1
capital ratio above regulatory benchmark in
all shock scenarios, despite one bank being
marginally above the regulatory Tier 1
capital in a major shock scenario.

The combination of shocks on Tier I Capital
revealed that the banking industry Tier 1
ratio declined to 12.0 percent after the minor
shock and eventually breached the
regulatory benchmark in the moderate
shock scenario (Chart 2.9). A review of the
results for individual banks indicated that
three banks would remain resilient in a
moderate shock scenario, while two banks
would survive after a major shock in the
combination of shocks scenario.

2.2.6 Combination of Shocks
In order to account for the non-exclusive
nature of shock events, a combined shock
scenario was simulated, to evaluate the
impact of multiple shocks occurring
simultaneously on the industry’s soundness
and stability. Three shocks were adopted
namely; the credit shock, interest rate shock
(an assumed increase in rates) and an
autonomous shock to income (interest and
non-interest income). The combined shock
was also simulated with varying severity of
minor, moderate
and major.
The
combination of shocks assumed profits
made by an institution would be used to
counter the effects of the shock.

2.2.7 Conclusion and Outlook
Overall, the stress testing exercise gave an
indication of the systemic vulnerabilities
within the banking system assuming that
macroeconomic fundamentals were to
worsen. In this regard, successive default of
the top five borrowers of a bank and credit
sector concentration risk were the most
severe risk in the industry as most banks’
Tier 1 ratios fell below the regulatory
minimum after the minor shock. This was
largely as a result of huge portions of the
banks’ loan portfolio taken by few names or
customers and the skew of the loan book
towards certain sectors including wholesale,
agriculture and manufacturing sectors.

Chart 2.9: Effects of Combination of
Shocks on Core Capital

It was further observed that the adverse
impact of combination of shocks to the
capital position of the banking industry was
largely driven by impacts of credit risk and
income risk shocks, while interest rate risk
shocks had a minimal impact.

Source: Reserve Bank of Malawi
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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
sector’s 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 INSURANCE SECTOR
Chart 3.1: Capital and Solvency

3.1 GENERAL INSURANCE
The general insurance sector was assessed
to be fairly sound over the six-month period
to June 2019. The sector remained profitable
and continued registering premium growth
despite low solvency and liquidity levels in
some insurers. Major threats to the sector
remained insufficient margin of solvency in
selected insurers and credit risk arising from
significant levels of insurance receivables.

18.6

Solvency ratio (%)

20.0
14.5

15.5

14.9

15.0

11.6

10.0
5.0
Jun-18

Sep-18

Dec-18

Mar-19

Jun-19

Solvency ratio

Source: Reserve Bank of Malawi

3.1.1 Growth of the General Insurance
Sector
The sector maintained positive growth
during the six-month period under review,
as total assets grew by 7.6 percent to K53.6
billion in June 2019, largely on account of
growth in premiums written, rise in
valuation of equity investments and
recapitalisation of one insurer during the
period. Gross premium written grew by 21.8
percent year-on-year to K27.9 billion as of
June 2019, largely due to growth in motor
class of business2.

The drop in solvency was largely attributed
to significant rise in inadmissible assets from
K7.2 billion to K9.1 billion coupled with
overall weaker earnings over the six months
period. Four insurers, with 38.0 percent
market share registered solvency ratios
below the minimum 20.0 percent
requirement. Weak capital and solvency
compromises insurers’ financial capacity to
underwrite more risks and absorb economic
shocks. Six out of the eight companies in the
sector met paid up and core capital
requirements of K750.0 million and K600.0
million respectively as of 30th June 2019.

3.1.2 General Insurance Sector
Soundness

b. Asset Quality
Asset quality improved marginally over the
period under review as indicated by a
decline in the insurance receivables3 to total
assets ratio to 23.3 percent from 24.3
percent in December 2018 (chart 3.2).

a. Capital Adequacy
The sector’s overall capital adequacy
weakened further as the solvency ratio
dropped to 14.9 percent from 18.6 percent
recorded in December 2018, and remained
below the minimum regulatory requirement
of 20.0 percent as at 30th June 2019 (Chart
3.1).

2

3

In terms of percentage however non motor classes of
business recorded the highest growth rates.

Insurance receivables comprises of insurance premium
from policy holders and reinsurance recoveries
outstanding from reinsurers.
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Chart 3.2: Insurance Receivables to Total
Assets (%)
34.0

maximum limit of 50.0 percent (December
2018: 67.8 percent).
c. Liquidity
Liquidity for the sector slightly deteriorated
over the review period as evidenced by a
drop in the sector’s liquidity ratio4 to 76.4
percent as at 30th June 2019 from 77.8
percent in December 2018. At this level, the
sector’s liquidity level was lower than the
recommended minimum of 100.0 percent
(Chart 3.4).

31.9

32.0

30.0
28.0

27.5

26.4
24.3

26.0

23.3

24.0
22.0

20.0
Jun-18

Sep-18

Dec-18

Mar-19

Jun-19

Insurance Receivables to Total Assets

Chart 3.4: Liquidity - General Insurance

Source: Reserve Bank of Malawi

120.0

The development largely reflects the sector’s
efforts in collecting insurance receivables as
well as growth in other asset categories in
the sector’s asset portfolio as depicted in
chart 3.3.

Liquidity ratio (%)

110.0
100.0
90.0
80.0
70.0

Chart 3.3: General Insurance
Assets Composition
K’billion
Jun-18 Dec18
Money
18.4
19.3
market
investments
Other
6.3
8.0
investments
Cash & bank 3.4
3.4
Balances
Insurance
16.0
12.1
Receivables
Other Assets 6.24
7.02
Total Assets 50.3
49.8

Sector’s

73.9

77.8
72.6

76.4
71.5

60.0
Jun-18

Jun19
22.3

Sep-18

Dec-18

Mar-19

Jun-19

Liquidity ratio - Sector
Liquidity ratio - Supervisory floor

Source: Reserve Bank of Malawi

The drop in the sector’s liquidity was largely
due to 12.4 percent growth in net liabilities
(largely comprised of insurance policy
obligations net of amounts due from
reinsurers) to K32.6 billion as of June 2019
as well as significant amount of insurance
receivables as alluded to earlier. Meanwhile,
liquid assets grew by a modest 10.3 percent
to K25.0 billion during the same period. Low
liquidity compromises ability of the sector to
timely settle insurance obligations thereby
eroding public confidence in insurers.

10.3
2.7
12.5
8.8
53.6

Falling amount of insurance receivables
reduces the sector’s exposure to credit and
liquidity risks. Nevertheless, at K12.1 billion,
the sector’s insurance receivables remained
high covering 66.9 percent of the sector’s
total capital, and above the recommended
Insurance liquidity ratio measures an insurer’s
ability to pay off current liabilities measured by
comparing liquid assets net current liabilities. The

higher the ratio, the stronger the liquidity position
with a recommended floor of 100.0 percent.

4
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d. Reinsurance
The sector’s premium retention dropped
over the period under review as indicated by
a drop in the net premium to gross premium
ratio to 72.3 percent in June 2019 from 74.8
percent in December 20185 (Chart 3.5).
Nevertheless, the reduced retention level
was reasonable in view of weak solvency,
and also exceeded the recommended
minimum limit of 50.0 percent

high management expenses and low returns
from investments, particularly investments
in fixed income securities, following general
decline in interest rates on money market.
Consequently, the sector posted a profit
before tax of K1.3 billion in the six-month
period to June 2019, 56.5 percent lower
compared to K3.0 billion posted as at June
2018.
Nevertheless, the sector’s combined ratio
remained within recommended range of up
to 110.0 percent at 101.9 percent (June
2018: 100.9 percent), indicating that the
sector generated fairly adequate premium
income from core underwriting activities to
cover technical and operating expenses. Two
insurers, with a combined gross premium
market share of 19.6 percent, posted an
aggregate loss of K952.3 million.

Chart 3.5: Premium Retention

75.6

75.0

74.8
72.3
70.9

Jun. 2018

Sept.
2018

Dec. 2018Mar. 2019 Jun. 2019

Chart 3.6: Earnings and Profitability
Ratios

Source: Reserve Bank of Malawi

Return on Assets, Claims & Mgt Expenses
Ratios (%)

The drop in the sector’s premium retention
was largely attributed to significant growth
in non-motor insurance classes of business,
which ordinarily have high premium
retrocession levels due to high risk exposure
in these classes of business, coupled with
reduced retention limits in other non-motor
classes of business by major insurers. Low
premium retention reduces insurers’
premium income.
e. Earnings and Profitability
The
sector’s
earnings
performance
weakened further during the six months
period under review as shown by a
continued drop in return on assets (ROA)
ratio to 5.1 percent in June 2019 from 12.2
percent and 8.3 in June 2018 and December
2018, respectively (Chart 3.6). This was
largely due to an increase in claim expenses,
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Source: Reserve Bank of Malawi

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.
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3.1.3 General Insurance Risks

The Registrar is also encouraging insurers to
utilise the credit referencing system to
ensure insurers proactively manage credit
risk during underwriting. Further, the
Registrar will continue to engage
shareholders of undercapitalised insurers to
recapitalise their institutions. The Registrar
will also continue prudential surveillance of
the sector to address any other emerging
risks.

a. Credit and liquidity risks
High level of insurance receivables
continued to pose significant credit and
liquidity risks to the sector’s stability6
through potential bad debts.
b. Systemic risk
Four insurers had insufficient solvency
levels as of June 2019. This has a potential of
negatively affecting other insurers should
one insurer fail due to significant
interconnectedness in the sector through reinsurance and subrogation arrangements.

3.1.4 Conclusion and Outlook
The sector was fairly sound and profitable
during the six months’ period to June 2019
but generally weak compared to December,
2018 position. All soundness indicators
except asset quality weakened over the
review period weakened.

c. Concentration risk
The sector was dominated by two insurers
which between them commanded nearly
half (49.4 percent) of the gross premium
written during the first half of 2019.
Additionally, 74.6 percent of the sector’s
K29.9 billion total investment assets were in
money market as of June 2019. Therefore,
developments in the two dominant
companies and in the money market would
have significant impact on the entire sector.

In the coming months, it is expected that the
sector’s financial soundness will improve on
account of expected improvement in
earnings from anticipated rise in premium
income from unearned premium income
reserves; and continued efforts by the
Registrar to address identified and emerging
risks.

3.4 Remedial measures
The Registrar will continue with efforts to
enforce compliance with the Insurance
(Premium Payment to General Insurance
Companies) Directive 2011 to reduce the
level of insurance receivables and manage
liquidity and credit risks highlighted above.

Insurance receivables constituted 66.9 percent of the
sector’s total capital as of June 2019 (December 2018:

67.8 percent, June 2018: 79.7 percent) against a
recommended maximum of 50.0 percent.

6
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3.2 LIFE INSURANCE
The life insurance sector remained largely
sound in the six-month period to June 2019.
Capital adequacy of the sector improved,
with all five life insurers meeting minimum
paid up and core capital requirements and
maintained adequate liquidity levels. The
key risk remained the concentration in
equity investments.

b. Asset Quality and Composition
Asset quality remained satisfactory as
reflected by a reduction in levels of
insurance debtors to total assets measured
at 0.27 percent in June 2019 from 0.30
percent in December 2018. Meanwhile, total
assets increased by 10.2 percent to K675.4
billion in June 2019. Reduced levels of
insurance debtors minimise credit risk for
the sector.

3.2.1 Financial Soundness Conditions

In terms of asset composition, the
proportion of investments in equities to total
assets was recorded at 51.8 percent in June
2019 up from 50.7 percent in December
2018. The high proportion of investments in
one class of asset increased the
concentration risk and exposed life insurers
to losses in investment income from adverse
changes in market prices.

a.
Capital Adequacy and Solvency
The life insurance sector remained well
capitalized with improvement in capital
adequacy levels in the period under review.
Total capital increased to K50.4 billion in
June 2019 from K46.7 billion in December
2018 (Chart 3.7). The improvement in
capital was due to a growth in retained
earnings in six-month period to June 2019.

Chart
3.8:
Insurance

Percentage

However, one life insurer failed to meet
minimum solvency requirements as of June
2019, due to rapid business growth relative
to its capital position.
Chart 3.7: Life Insurance Capital (MK’
Billion)
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c. Liquidity
Liquidity for the sector was rated
unsatisfactory. The current assets to current
liabilities ratio dropped to 136.4 percent in
June 2018, but remained above the
recommended benchmark of 100.0 percent.
(Chart 3.9) This was mainly attributable to
one life insurer which paid dividends and
management fees in June 2019.

Chart 3.10: Risk Retention Ratio-Life
Insurance
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Chart 3.9: Current Ratio - Life Insurance
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Profit after tax was K1.9 billion as of June
2019 which was lower than the K8.9 billion
earned in June 2018. Consequently, Return
on Equity (ROE) for the industry decreased
to 7.6 percent in June 2019 from 57.4
percent in June 2018 (Chart 3.11). The
deterioration in earnings was due to lower
earnings experienced on shares traded on
the Malawi Stock Exchange and a ‘notional’
transfer of K7.5 billion from shareholder
funds to life insurance funds in order to meet
solvency by one life insurer. In addition, the
overall Expenses Ratio slightly increased to
11.8 percent of net premium in June 2019
from 10.0 percent in December 2018
although this was within acceptable levels.

Source: Reserve Bank of Malawi

d. Reinsurance
Life insurer’s retention levels were
satisfactory. The sector’s premium retention
ratio dropped marginally by 90.0 basis
points to 96.0 percent in June 2019 (Chart
3.10). The drop was largely due to delays to
pay reinsurance premiums on group risk
business. Consequently, the retention limit
on group risk reduced to 90.4 percent from
94.2 percent in December 2018 (June 2018;
91.0 percent). Nonetheless, the retention
rate on Individual Life class of business
remained stable at 99.9 percent in the period
under review signifying unchanged risk
profile of business portfolio of the life
insurers.

Nevertheless, the sector experienced a
reduction in claims in the period under
review as measured by net claims ratio of
32.1 percent in June 2019 from 45.9 percent
in December 2018 (June 2018:46.9 percent)
(Chart 3.11).

e. Earnings
Earnings
performance
declined
but
remained fair. Earnings were sufficient to
support operations and augment capital.
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3.2.2 Life Insurance Risks
Asset concentration in equities remains a
concern. A fall in stock market prices could
have a negative impact on life insurers’
earnings. Life insurers must therefore
diversify their portfolio in order to limit
their exposure to equity price changes.

Chart 3.11: Earnings and Profitability
Ratios
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The life insurance sector remained largely
sound, with all but one insurer meeting the
minimum regulatory capital requirements
and registered profits. Looking forward, it is
anticipated that the sector will continue to
register profits and improvements in
solvency levels.
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4.0 THE PENSION SECTOR
The pension sector remained sound during
the period under review. The sector
maintained real growth in assets supported
by investment income and contributions.

period. Investments in private debt, fixed
deposits and property were at 5.9 percent,
3.4 percent and 3.8 percent, respectively
(Chart 4.2).
Chart 4.2: Investment Assets composition

4.1 Pension Sector Soundness
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Asset growth was rated satisfactory as total
assets for the sector increased by 11.8
percent over the six months to K801.1 billion
in June 2019, owing to increases in
investment income and contributions (Chart
4.1). The growth was achieved despite the
low interest rate environment and share
price losses being registered on four
domestic counters listed on Malawi Stock
Exchange7.
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Chart 4.1: Pension Assets (MK’ Billion)

b. Investment Income
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Total investment income decreased to K73.2
billion in June 2019 from K80.8 billion in
June 2018. The decline was due to a fall in
prices of some of their equity investments.
Meanwhile, unrealized gains still accounted
for 57.1 percent of total income.
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Total investments increased by 11.1 percent
to K769.4 billion in June 2019 from the
December 2018 position. Investment in
listed equities as a share of total investments
dominated the asset portfolio mix at 48.7
percent, up from a share of 39.4 percent
registered in December 2018. On the
contrary asset allocation in government
securities, primarily in treasury bills,
dropped to 26.6 percent from 34.1 percent.
Meanwhile, there was notable decrease in
unlisted equity during the period under
review as some of the unlisted equity
converted to listed equity at the start of the
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Source: Reserve Bank of Malawi

7

Pension Funds are one of the major institutional
investors on the Malawi Stock Exchange hence changes
in share prices affect their performance.
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c. Pension Contributions

4.2.2 Mismatch risk
Since pension savings are long-term in
nature,
investments
in
short-term
government securities create mismatch that
needs to be monitored.

There was a marginal increase in pension
contributions to K51.4 billion in the sixmonth period under review compared to
K49.8 billion in June 2018 (chart 4.4).
Chart 4.4: Pension Contributions (MK’
Billion)
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5.2.3 Market risk
Market risk remained a key risk to the sector
as it was particularly exposed to volatility of
asset prices and changes in short term
interest rates due to substantial investments
in listed equities and interest bearing assets.
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4.3 Remedial measure
The Registrar will continue to carry out
employer compliance inspections and
enforcement actions on non-complying
employers in order to reduce the level of
pension contribution arrears.
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Source: Reserve Bank of Malawi

Outstanding contributions were recorded at
K15.7 billion as at end of June 2019, and is
negatively affecting the accumulation of
pension funds for national development.

4.4 Conclusion and Outlook
The pension sector remained sound during
the period under review as a result of real
growth in assets. Levels of contribution
arrears have been worrisome. Going
forward, the industry is likely to continue to
grow with expected high levels of
investment
returns
and
continued
contributions.

4.2
Pension Sector Risks
4.2.1 Counterparty risk
Pension funds were exposed to counterparty
risk as some employers had outstanding
pension contributions. In addition, private
placements were noted during the period
which may lead to increased counterparty
risk.
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5.0 THE MICROFINANCE SECTOR
The microfinance industry remained fairly
sound during the six-month period to June
2019. There was an improvement in the
levels of NPLs for both deposit taking and
non-deposit taking microfinance subsectors
while liquidity for the entire sector remained
satisfactory. In addition, the deposit taking
microfinance subsector recorded profits.
However,
the
non-deposit
taking
microfinance sub sector reported a loss and
two institutions remained undercapitalized
during the same period.

Liquidity
Liquidity of the deposit taking subsector
remained sound during the review period
despite registering a decline in the liquidity
ratio from 40.0 percent in December 2018 to
22.4 percent in June 2019. Nevertheless, the
ratio was still above the recommended
benchmark of 20.0 percent. Similarly,
liquidity ratio for the non-deposit taking
microfinance subsector decreased from 53.0
percent as at December 2018 to 42.0 percent
as at June 2019.
b. Asset Quality
Asset quality as measured by the level of
NPLs was fair during the review period.
NPLs for deposit taking institutions
increased from K436.3 million as at
December 2018 to K459.6 million as at June
2019. However, NPLs as a percentage of
gross loans, remained at 4.7 percent as at
June 2019, from the December 2018 position
mainly due to proportionate increase in
gross loans. The ratio was within the
acceptable regulatory benchmark of 5.0
percent.

The SACCO sector remained profitable
despite recording an increase in the
delinquency (NPLs) levels. Three SACCOs
were under statutory management due to
undercapitalisation. The total assets for the
microfinance sector increased by 2.1 percent
to K38.9 billion in June, mainly due to an
increase in gross loans. Gross loans
increased from K27.8 billion in December
2018 to K28.2 billion as at June 2019.
5.1 Soundness of the Microfinance Sector
a. Capital Adequacy
Capital levels remained satisfactory for
deposit taking microfinance as they were
above the minimum regulatory capital
requirement of K250.0 million. Total equity
for deposit taking microfinance increased
from K3.8 billion as at December 2018 to
K4.2 billion as June 2019. The increase was
on account of an increase in retained
earnings from K947.3 million as at
December 2018 to K1.3 billion as at June
2019.

In contrast, total NPLs for the non-deposit
taking microfinance decreased from K2.3
billion in December 2018 to K1.9 billion in
June 2019. The decrease was mainly due to
improved loan collections as a result of
improved liquidity by agro-based clients
after the sale of farm produce. Consequently,
the ratio of NPLs to gross loans decreased
from 12.6 percent in December 2018 to 7.9
percent in June 2019.
c. Profitability and Sustainability
The deposit taking subsector’s profit
increased from K101.7 million as at June
2018 to K254.6 million as at June 2019. The
increase in profits was mainly on account of
an increase in interest income from loans as
well as decrease in interest expenses
following a drop in time deposits.
Consequently, ROA and ROE for deposit
taking microfinance improved from 0.4
percent and 2.0 percent as at June 2018 to

Consequently, both tier 1 and total capital
ratios for deposit taking microfinance
increased from 22.0 percent in December
2018 to 33.9 percent in June 2019. The ratios
were above the recommended regulatory
benchmarks of 10.0 and 15.0 percent,
respectively. However, for non-deposit
taking institutions, two out of the ten
institutions did not meet the minimum
regulatory capital of K100.0 million, due to
accumulated losses.
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borrowing ratio was at 3.4 percent which
was higher than 2.6 percent recorded in
December 2018. The ratio was, however,
within the maximum tolerance limit of 5.0
percent of total assets, indicating low
dependence on borrowed funds for SACCO
operations.

2.0 percent and 6.1 percent as at June 2019,
respectively.
The non-deposit taking sub sector continued
to incur losses. However, the sub sector
recorded a lower loss of K6.1 million as at
June 2019 compared to a loss of K246.5
million as at June 2018. The improvement
was due to a decrease in NPLs. Consequently,
ROA and ROE for non-deposit taking
microfinance subsector stood at -0.02
percent and -0.05 percent as at June 2019
from -1.2 percent and -3.6 percent as at June
2018 respectively.

Chart 5.2: Liquidity Ratio for SACCOs

Ratio (%)

Liquidity ratio (SACCOs)

5.2 Financial Soundness for Financial
Cooperatives (SACCOs)8
a. Capital Adequacy
The sector was adequately capitalised
during the period under review. Capital
adequacy ratio for SACCOs stood at 20.2
percent as at June 2019 from 19.2 percent in
December 2018. This was above the
minimum regulatory requirement of 10.0
percent (Chart 5.1). Nevertheless, three
SACCOs remained undercapitalized.

Source: Reserve Bank of Malawi

c. Asset Quality
Asset quality deteriorated slightly in the
period under review as the non-performing
loans ratio increased from 5.7 percent in
December 2018 to 5.9 percent as at June
2019. The ratio was above the maximum
acceptable limit of 5.0 percent of total loans.
Meanwhile, the sector continued to register
growth as total assets grew to K20.9 billion
in June 2019 from K17.8 billion reported in
December 2018. Loans to members stood at
K14.0 billion in June 2019 against K11.7
billion reported in December 2018.

Chart 5.1: Capital Adequacy Ratio

d. Profitability
Overall, the subsector reported a surplus of
MK562.7 million as at end June 2019
compared to K522.5 million recorded in the
corresponding period in 2018. The increase
in surplus was mainly on account of an
increase in interest income collection from
loans due to improved credit management
practices which resulted in collection of K2.1
billion by June 2019 compared to K1.9
billion collected same period in 2018.

Source: Reserve Bank of Malawi

b. Liquidity
Liquidity for the sector increased marginally
to 16.0 percent in June 2019 from 15.6
percent in December 2018, which was above
the 10.0 percent required regulatory
minimum threshold. Average external

8
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5.3 Policy and Legal Developments
One SACCO and three micro finance
institutions were licensed in the period
under review, bringing the total number of
SACCOs and microfinance institutions to 38
and 48, respectively (Table 5.1).

5.4 Risks to the Sector
High levels of NPLs and undercapitalisation
in some institutions remain key risks to the
sector. The ratio of NPLs to gross loans for
the non-deposit taking microfinance sector
remained
above
the
recommended
regulatory ceiling. Similarly, delinquency for
the SACCOs was above the recommended
regulatory maximum of 5.0 percent.

Table 5.1: Number of MFIs and SACCOs
June18
Total Number of
MFIs
41
of which:
Microcredit Agencies
(MCA)
31
Non-Deposit Taking
Institutions (NDTIs)
9
Licensed
Deposit
Taking Institutions
(DTIs)
1
Total Number of
SACCOs
34
Licensed
34
Not licensed
0
Downgraded to VSLA 0
Closing shop
0
Under management
1
Source: Reserve Bank of Malawi
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19

45
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36

37
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1

37
34
0
0
0
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38
37
0
0
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5.5 Remedial measures
As earlier highlighted, two non-deposit
taking microfinance institutions and three
SACCOs were undercapitalized during the
review period. The non-deposit taking
microfinance institutions have been given
time frames to recapitalise while the SACCOs
were placed under statutory management.
5.6 Conclusion and Outlook
The industry remained fairly sound during
the review period, although some challenges
persisted. Deposit taking microfinance and
SACCO subsectors recorded profits.
However, high levels of NPLs remain a
challenge in the sector.
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6.0 CAPITAL MARKETS
Malawi’s capital market registered an
upturn in both activity and index during the
six-month period to June 2019. The primary
market registered activity during the period
under review, as Icon Properties plc listed on
the stock market and three Treasury notes
were listed on the bond market.

from 21,318.1 points to 22,877.8 points on
account of share price gains registered on
eight domestic counters despite share price
losses being registered on four domestic
counters.
On the other hand, the FSI decreased to
4,520.3 points at end June 2019 from 5,265.1
points recorded in December 2018. The
decrease was on account of share price
losses on the two foreign counters.

6.1. Industry Performance
6.1.1 Stock Market
The primary stock market registered activity
during the period under review following a
10-year period of inactivity. The market
listed one company, Icon Properties plc
(ICON), bringing the total number of
companies on the Malawi Stock Exchange to
14. ICON plc becomes the second property
company on the Malawi Stock Exchange,
after MPICO plc.

Chart 6.1: Trends in MASI, DSI and FSI
(Indices)
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The secondary market registered mixed
performance, with eight of the 14 counters
gaining value while six counters dropped in
value during the six-month period to June
2019. Subsequently, the Malawi All Share
Index (MASI) gained 972.5 points to close at
29,956.0 points as at end June 2019. The
newly listed counter was among the gainers.
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a. Performance of Share Indices

Source: Reserve Bank of Malawi

During the six-month period under review,
the MASI return on investment9 stood at 3.4
percent while the dividend yield was
recorded at 2.0 percent. However, the return
on equities was lower than the return on
money market investments10 during the
review period. The MASI increased to
29,956.0 points in June 2019 from 28,983.5
points in December 2018 (Chart 6.1). The
increase in MASI was a result of an increase
in the Domestic Share Index (DSI) despite a
decrease in the Foreign Share Index (FSI)
during the review period. The DSI increased

b. Market Capitalization
Total Market Capitalization (TMC) increased
by 9.9 percent to K1, 412.1 billion (US$1.8
billion) at the end of June 2019. The increase
in TMC was due to share price gains
registered on the counters. In dollar terms,
total market capitalization also increased
despite depreciation of the Malawi Kwacha
against the US Dollar from K733.69 at end
December 2018 to K785.22 at end June
2019. Domestic Market Capitalization rose
by 13.4 percent to close at K1, 175.3 billion

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

10

Yields on Treasury bills averaged 10.4 percent and
remained above the headline inflation of 8.9 percent.
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at the end of June 2019. The increase in
Domestic Market Capitalization was due to
increases in share prices on the eight
domestic counters. On the other hand,
Foreign Market Capitalization declined by
4.6 percent to K236.8 billion at the end of
June 2019. This was due to the share price
losses registered on OMU and FMBCH plc
counters.

6.1.3 Market Intermediaries
The market intermediaries remained sound.
As at 30th June 2019, all five portfolio
managers and the operator of unit trust
complied with the regulatory minimum net
capital requirement. In the stock brokerage
subsector, one stockbroker, which was
undercapitalized as at end of previous
review period, recapitalized during the
period under review. As a result, all the 4
broker/dealer firms complied with the
regulatory
minimum
net
capital
requirement.

c. Market Turnover
There was an increase in trading activity
during the period under review. The number
of shares traded increased notably to 627.5
million from 283.8 million traded in the
second half of 2018, representing an
increase of 121.1 percent. The significant
increase in activity during the period was
largely due to investors responding to the
positive financial performance registered by
listed companies in 2018. However, the
value of shares traded increased by only 21.9
percent to K29.3 billion during the sixmonth period to June 2019. The minimal
increase in value when compared to the
increase in volume traded was due to low
value shares accounting for a larger
proportion of shares traded during the
period under review when compared to the
previous period.

6.2 Conclusion and Outlook
Malawi’s capital market was bullish during
the six-month period to June 2019, as
reflected by the increase in both index
performance and activity. The increases
were largely on account of investors
responding to the positive financial
performances
registered
by
listed
companies in 2018. Going forward, activity
is expected to slow down due to seasonality.

6.1.2 Debt Market
On the bond market, three Treasury notes
were listed during the six-month period to
June 2019. This included a 2-year Treasury
note amounting to K23.8 billion that is due to
mature on 31st January 2021; a 5-year
Treasury note amounting to K39.1 billion
that is due to mature on 21st November 2023
and a 7-year Treasury note amounting to
K48.1 billion that is due to mature on 27th
December 2025. However, there was no
activity on the secondary market.
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7.0

FINANCIAL
MARKET
INFRASTRUCTURE
The
country’s
major
payments
infrastructure remained stable during the
first half of 2019. This facilitated smooth
processing of interbank and time-critical
payment
transactions
that
support
monetary and financial stability objectives.

was partly attributed to increased usage of
MITASS for processing of electronic funds
transfers
(EFTs)
particularly
for
Government salary payments and also
interbank large value transactions that
accounted for more than 80 percent of all
transactions processed in the system.
Chart 7.1: Total MITASS Throughput

7.1
Financial Infrastructure and
Financial Stability
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MITASS,
the
country’s
backbone
infrastructure operated by RBM for
processing of payment, clearing and
settlement of transactions, remained stable
and available at all times during the first half
of 2019. MITASS experienced no downtime,
consistent with the level of performance
recorded during the preceding six-month
period to December 2018. This uptime
exceeded the 96 percent acceptable target,
and was largely due to effective system
monitoring and technical support.
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The RBM continued to monitor the
operations of systemically important
payment and settlement systems in order to
reduce systemic risk in the national
payments system.

b.

2,900

Volume of Transactions

Source: Reserve Bank of Malawi

In terms of composition of transactions,
large
value
interbank
transactions
accounted for 87.0 percent of the total
MITASS throughput, with cheques and EFTs
contributing 8.0 percent and 5.0 percent
from 85.0 percent, 10 percent and 5 percent
as at end December 2018, respectively
(Chart 7.2). The increase in MITASS
utilisation coupled with a high proportion of
large value interbank transactions is an
indication that more transactions were
processed and settled timely, thereby
reducing any systemic settlement risks that
may arise in the system.

MITASS Utilisation

In comparison to the last half of 2018, the
total volume of transactions processed in
MITASS declined by 3.5 percent to 2.7
million during the first half of 2019.
However, the corresponding value of these
transactions rose by 12.8 percent to K14,
716.9 billion as at June 2019. This translated
into an average value of K5.4 million per
transaction compared to an average of K4.6
million recorded during the previous sixmonth period. Compared to a similar period
in 2018 however, the trend shows a
significant increase as the volume rose by 9.0
percent whereas the value of transactions
increased by 28.0 percent. This development

Chart 7.2: Composition
Throughput

of

Cheques
EFTs 8%
5%

Large
Value
87%
Source: Reserve Bank of Malawi
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MITASS

7.1.2 Performance of Digital Financial
Services
Uptake and usage of retail digital financial
services (DFS) in the country continue to
show an upward trend as more people
become aware of the benefits of using such
services for payment of goods and services.
Although not systemically important, DFS
may bring risks to the financial system as a
result of system integrations amongst
financial service providers.

7.4 Risks to the Sector
Operational risk emanating from network,
system and power outages remains the
major risk that may threaten the stability of
the financial infrastructure.
7.5 Remedial measures
The Bank will therefore continue to enforce
appropriate risk mitigating measures such
as maintenance of backup power and
network arrangements to critical systems
such as MITASS, including regular testing of
disaster recovery arrangements to ensure
speedy recovery of operations. In addition,
the Bank’s oversight and monitoring
activities will ensure mitigation of potential
settlement and liquidity risks in the key
payment systems.

7.2 Oversight of the Financial Market
Infrastructure
Oversight activities carried out during the
first half of 2019 revealed that the financial
infrastructure was stable and there were no
significant issues observed that could
threaten stability and smooth functioning of
the major payment systems.

7.6 Conclusion and Outlook
The country’s major payment system
infrastructure
remained
stable
and
therefore
facilitated
smooth
and
uninterrupted processing of interbank
payment transactions during the first half of
2019. The infrastructure is expected to
remain stable in the immediate future.

7.3 Regulatory developments in the retail
payment system
The E-money Regulations, which were
developed to provide a regulatory
framework to govern various aspects of the
operations of e-money services in the
country, were gazetted into law. The
Regulations cover areas such as minimum
technical and operational requirements,
consumer protection and protection of
customer funds, among others. The
Regulations
are
expected
to
be
operationalised during the second half of
2019.
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8.0 BANK LENDING SURVEY

credit risk assessment practices for the
household sector. While for SMEs and large
enterprises, banks had mixed views as some
banks reported that they further tightened credit
standards and conditions, while others just
maintained the tight credit standards and
conditions, and yet others eased credit
standards and conditions for approval of loans.

8.1 Introduction
The recent Bank Lending Survey (BLS) was
conducted in June 2019, covering a six-month
period from January to June 2019. The
questionnaire was administered to all nine
banks in Malawi and the response rate was
100.0 percent as all nine banks responded to the
survey questionnaire.

Most banks generally reported that there was a
decrease in non-performing loans (NPLs)
across all the three economic agents
(households, SMEs and large enterprises)
during the June 2019 survey period, similar to
the previous survey findings. The Wholesale
and Retail sector followed by the
Manufacturing sector were said to have the
highest levels of NPLs during the survey
period.

The survey results revealed that banks generally
reported that there was an increase in demand
for loans, albeit marginally, during the period
under review. The results were broadly similar
to the December 2018 survey findings where
most banks reported a marked growth in
demand for loans. The increase in demand for
loans and credit lines mainly emanated from the
household and Small and Medium Enterprises
(SMEs) sectors.

8.2 Developments in Demand for Loans
Overall, the June 2019 survey revealed that
most banks stated that there was an increase in
demand for loans and credit lines, albeit
marginally, between January and June 2019. In
particular, seven out of the nine banks
perceived a slight increase in demand for loans,
similar to the December 2018 survey findings
(Chart 8.1). The perceived increase in the
demand for loans and credit lines largely
emanated from household and SMEs sectors.

With regard to large enterprises, however, the
general perception by banks was that credit
growth had slowed down during the surveyed
period. This was largely due to seasonal factors
and uncertainty surrounding general elections.
Further, findings revealed that both existing and
new customers continued to contribute to the
increase in the demand for loans.
Contrary to the previous survey results where
loans were reported to be more of short term,
majority of banks during the June 2019 survey
period reported an increase in both short-term
and long-term loans, implying increased
confidence in the market. For the period ahead,
banks remained optimistic that demand for
loans and credit lines will continue to increase
across all the three economic agents
(households, SMEs and large enterprises).

The banks’ perceptions somewhat reflected the
actual credit developments as private sector
credit strongly expanded by 9.8 percent (K45.0
billion) between January and June 2019
compared to a growth of 6.6 percent (K28.4
billion) during the previous survey period and
4.5 percent (K18.5 billion) registered in
corresponding survey period in 2018.
With respect to demand for loans by
households, seven out of nine banks reported an
increase in the demand for loans in the June
2019 survey, compared to eight banks that
reported the same in the previous survey. The
increase in the demand for loans by the
households was mainly due to increase in
consumption expenditure, improved consumer
confidence and drop in interest rates that made
borrowing relatively cheaper.

The decrease in the cost of borrowing following
the general drop in interest rates and positive
expectations
regarding
the
general
macroeconomic environment were the main
driving factors for this positive outlook. With
regard to credit supply conditions, the survey
findings showed that credit terms and
underwriting standards by most banks remained
broadly tight. Banks generally enhanced their
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8.2.1 Composition of Demand for Loans
by Sector
The reported increase in demand for loans
during the June 2019 survey was generally on
account of both existing and new customers,
particularly, with regard to the household and
SMEs sectors. However, existing customers
were perceived to have contributed more to the
demand for loans by both the households and
SMEs. Meanwhile, six out of the nine banks
indicated that the increase in the demand for
loans was due to both existing and new
customers, whilst only one bank attributed the
perceived increase in demand for loans by
households and SMEs solely to existing
customers.

In terms of demand for loans by SMEs, seven
banks reported an increase in demand for loans
and credit lines compared to five banks in the
December 2018 survey. Most SMEs demanded
loans for stocking inventory as well as for
working capital requirements and financing
fixed capital investments. Further, other major
contributing factors for the increase in demand
for loans by SMEs were the stable macroeconomic environment characterized by
declining interest rates coupled with deliberate
strategies put in place by some banks to grow
the SMEs loan book.
However, with regard to large enterprises, five
banks reported that there was a somewhat
increase in demand for loans, three banks
reported that there was a decrease in demand for
loans, while one bank perceived that there was
no change in demand for loans by large
enterprises. Banks further reported that the
subdued growth in demand for loans by large
enterprises during the period was partly
seasonal, following the repayment of trade
finance facilities by most enterprises and partly
due to the wait-and-see approach that most
enterprises adopted owing to increased
uncertainty surrounding the political business
cycle.

With regard to large enterprises, however,
banks indicated that most of their existing
clients did not extend their credit lines and at
the same time there was a general slowdown in
demand for credit from new customers.
8.2.2 Demand for loans by Duration
The increase in demand for credit during the
survey period was perceived to have been for
both long and short term loans (Chart 8.2). This
is in contrast to the findings of previous surveys
that persistently revealed that the increase was
perceived to have been for short term loans
only.

Chart 8.1: Demand for loans by Sector

Chart 8.2: Demand for loans by Tenure

Source: June 2019 Bank Lending Survey data
Source: June 2019 Bank Lending Survey data

33

8.2.3 Outlook for Demand for loans
Overall, all nine banks expected an increase in
demand for loans in the following six-month
period to December 2019. The positive outlook
was across all the three economic agents,
similar to the previous survey findings (Chart
8.3). The main factors reported to have
contributed to the expected increase in demand
for loans and credit lines among others include:
disbursement of new trade finance loans and
FISP facilities, extension of loans to new
members of parliament, and positive
expectations
regarding
the
general
macroeconomic environment in the aftermath
of the general elections.

conditions during the June 2019 survey period
(Chart 8.4).
On the other hand, banks had mixed views
regarding credit terms and underwriting
standards with regard to SMEs and large
enterprises, four banks reported to have
maintained standard with regard to SMEs, three
banks further tightened credit standards and
conditions while two banks reported to have
eased credit standards and conditions for
approving loans to SMEs. These banks stated
that the easing of credit standards to SMEs did
not necessarily reflect reduced risk perception
of the sector, but had aimed at supporting loan
growth of this sector.

Chart 8.3: Prospects for demand for loans
Similarly, for large enterprises, four banks
indicated that they maintained the tight
conditions, three banks reported to have further
tightened credit standards and conditions, while
two banks indicated that they had eased credit
standards and conditions for approving loans to
large enterprises.
Chart 8.4: Credit Supply Conditions

Source: June 2019 Bank Lending Survey data

8.3 Developments in Credit Supply
Conditions
With regard to credit supply conditions, survey
results revealed that majority of banks reported
to have broadly maintained tight credit
standards and conditions for approval of loans
during the six-month period to June 2019. Six
of out the nine banks indicated that they
maintained tight credit standards and conditions
while the remaining three banks reported that
they further tightened them. In terms of the
household sector, seven banks indicated that
they maintained tight credit approval standards
and conditions, while two banks reported to
have further tightened credit standards and

Source: June 2019 Bank Lending Survey data

8.3.1 Factors affecting credit supply
conditions by sector
Banks stated that the continued tight credit
approval standards and conditions was due to
the banks’ general low risk tolerance more
particularly in the aftermath of the
materialization of high credit risk in the recent
past periods. With regard to bank specific
factors, the majority of banks cited the
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Chart 8.6: Credit supply conditions by
tenure

following to have been the major factors
affecting credit supply conditions; bank’s
margin on riskier loans, costs related to bank’s
capital position, maturity of credit provided,
and size of loans (Chart 8.5).
Chart 8.5: Bank specific factors affecting
tightened credit supply conditions

Source: June 2019 Bank Lending Survey data

8.3.3 Prospects for Credit Supply
Conditions
Most banks expected credit standards and
conditions to remain broadly unchanged but
tight over the next six-month period to
December 2019. In particular, seven banks
reported to have maintained tight standards,
while one bank anticipated to further tighten
credit standards and conditions in the next six
months to December 2019 (Chart 8.7).
However, only one bank expected to ease credit
standards and conditions in the coming months.
Banks generally revealed that the significant
reduction in lending rates was likely to induce
demand even from the risky borrowers, hence
the need to maintain strict lending terms and
underwriting standards.

Source: June 2019 Bank Lending Survey data

8.3.2 Developments in supply conditions
by duration
Majority of banks reported that credit standards
and conditions for approval of both short and
long term loans continued to remain tightened
during the June 2019 survey period, similar to
the December 2018 survey findings.
Specifically, seven out of the nine banks
compared to six banks in the December 2018
survey revealed that credit standard and
conditions for approval of both short and long
term loans broadly remained tight (Chart 8.6).
Only one bank reported to have eased credit
approval standards and conditions for both
short and long term loans.

With regard to the households, most banks
stated that they will continue to maintain tight
credit standards and conditions. Similarly, most
banks indicated that they will continue
maintaining tight credit standard and conditions
to SMEs and large enterprises, with only two
banks anticipating to ease credit standard and
conditions for loans in the next six-month
period to December 2019.
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Chart 8.7: Prospects for credit supply
conditions

indicated that NPLs remained unchanged
during the June 2019 survey.
Chart 8.8: Developments in NPLs

Source: June 2019 Bank Lending Survey data
Source: June 2019 Bank Lending Survey data

8.4 Developments in NPLs
The findings of the survey show that most
banks reported that there was a general decrease
in NPLs in all the three economic agents during
the past six months to June 2019, similar to the
December 2018 survey results. This is
consistent with actual data, which shows that
the level of NPLs decreased to K27.5 billion in
the surveyed period from K31.4 billion during
the preceding survey period and K61.6 billion
in a corresponding survey period in 2018.

The Wholesale and Retail sector was reported
to have the highest levels of NPLs, followed by
the Manufacturing sector, during the period
ending June 2019. The survey results are partly
consistent with actual data, which shows that
levels of NPLs in the Wholesale and Retail
were highest at K12.0 billion. However the
Agricultural sector was second at K3.6 billion
and Manufacturing had NPLs amounting to
K2.4 billion. This is in contrast to the December
2018 survey findings where most banks ranked
the Manufacturing sector as the sector with
highest levels of NPLs followed by the
Transportation sector. Community, Social and
Personal services and Construction sectors
were ranked third.

Most banks largely attributed the decrease in
NPLs to write-offs. Nonetheless, enhanced
credit monitoring, improved loan recovery
efforts and decline in lending rates that
enhanced loan repayment capabilities by the
borrowers also contributed to the sustained
decline in NPLs. For the household sector, four
banks stated that there was a decrease in NPLs
during the June 2019 survey, while two banks
reported that NPLs remained unchanged (Chart
8).

8.5 Conclusion Outlook
The June 2019 survey findings revealed that
most banks generally reported a modest
increase in demand for loans and credit lines
between January and June 2019. The findings
are somewhat similar to the December 2018
survey results where banks reported a notable
increase in demand for loans. The increase in
the demand for loans and credit lines was
reported to have emanated primarily from
household and SMEs sectors.

With regard to SMEs, four out of the nine banks
reported a decrease in the NPLs while two
banks perceived that NPLs remained the same
during the survey period. Nonetheless, three
banks reported an increase in NPLs in the SMEs
sector. For large enterprises, four banks also
reported a decrease in NPLs while three banks
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Meanwhile, banks reported that demand for
loans by large enterprises had moderated. The
increase in the demand for loans by households
was mainly due to growth in consumption
expenditure, improved consumer confidence
and low interest rates. Whereas the reported
increase in demand for loans for the SMEs was
largely driven by stable macro-economic
environment characterized by low interest rates
coupled with deliberate strategies put in place
by some banks to support the growth of the
SMEs sector.

While for SMEs and large enterprises, banks’
responses were mixed with some banks
reportedly maintaining tight credit standards
and conditions, whilst others reporting to have
eased credit standards and conditions for
approval of loans. Continued tight stance was
aimed at ensuring that credit was extended to
only creditworthy customers to minimize the
risk of default. In the next six-month period to
December 2019, most banks anticipated that
credit standards and conditions will broadly
remain tight.

For large enterprises, on the other hand, the
subdued growth in demand for loans was
mainly due to seasonal factors as well as the
wait-and-see approach adopted by most
enterprises owing to increased uncertainty
surrounding the elections period. Meanwhile,
both existing and new customers were reported
to have contributed to the increase in demand
for loans and credit lines, particularly in the
household and SMEs sectors. This increase was
said to have been observed in both long and
short term loans.

The survey results further show that most banks
perceived a decrease in NPLs during the survey
period, and this was across all the three
economic agents, similar to the previous survey
findings. While most banks attributed the
decrease in NPLs to write offs, other factors
such as enhanced credit monitoring, improved
loan recovery efforts, and declining lending
rates were said to have also contributed to the
out-turn. The sectors perceived to hold high
NPLs were the Wholesale and Retail sector and
the Manufacturing sector. While actual data
revealed that Wholesale and Retail sector held
highest amount of NPLs but followed by
Agriculture while manufacturing was the third.

Banks perceive a positive outlook that demand
for loans and credit lines will continue to
increase across all the three economic agents
largely due to the general drop in interest rates
and positive expectations regarding the general
macroeconomic environment. Credit supply
conditions were reported to have broadly
remained tight across the banking system. The
entire banking system reported to have
tightened the underwriting standards and loan
terms for the household sector.
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BOX 8.1: BANK LENDING SURVEY
The Bank Lending Survey (BLS) is conducted by the Reserve Bank of Malawi bi-annually with the
primary objective of obtaining information from the banking system on prevailing credit market
conditions. The data obtained is used to broaden the assessment of financial sector development
which is an input to financial stability and monetary policy decisions. Findings from the survey also
facilitate preparation of economic forecasts, as information regarding expected changes in credit
conditions enhance precision of economic projections.

38

APPENDIX TABLE 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

Benchmark

Jun-17

>10.0

Dec-18

Jun-19

Sept-17

Dec-17

Mar-18

Jun-18

16.7

15.9

15.3

16.4

15.5

15.4

16.4

>15.0

21.0

20.3

19.4

20.5

19.2

18.8

20.4

<5.0

17.2

18.8

15.7

14.5

12.7

6.1

4.8

>20.0

21.9

29.5

34.5

78.1

65.7

41.5

55.0

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

2.7

2.5

2.3

1.1

2.3

2.3

2.8

> inflation

18.5

16.8

15.7

8.3

16.9

16.6

21.2

N/A

48.5

48.3

49.7

50.1

51.7

51.8

52.0

>25.0

71.4

76.0

77.0

75.8

58.1

63.3

59.1

N/A

50.9

49.7

45.1

47.3

48.0

47.1

51.0
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