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FOREWORD BY THE GOVERNOR
I am pleased to present the first stand alone edition of the Semi-Annual Financial Stability Report of
the Reserve Bank of Malawi.
Reserve Bank of Malawi considers financial stability as a condition represented by a strong financial
system capable of withstanding shocks to the economy, one that is able to allocate savings into
investment opportunities, facilitate the settlement of payments efficiently and manage risks in a
satisfactory manner. The central aim of the report is to analyze and assess the systemic health of the
financial system in Malawi and to point out areas where risks and vulnerabilities may be present or
may arise.
The publication of this report derives from the Reserve Bank of Malawi’s wider mandate to contribute
to the overall stability of the financial system. According to the Reserve Bank of Malawi Act, one of the
Central Bank’s objectives is to promote a sound financial system in Malawi. In addition, the mission of
the Reserve Bank of Malawi articulates the mandate to achieve price and financial stability as a
meaningful contribution to national development goals. Therefore, the report offers an avenue for
dialogue and sharing experiences related to this mandate.
The report will essentially be divided into three main complementary sections. First, the report will
provide an analysis of domestic and international economic and financial developments and highlight
potential areas of concern relevant to the Malawi financial system.

Second, the report details a

domestic assessment of performance and risks based on selected macro prudential indicators for
banks, financial markets, and insurance.

Third the report provides an overview of important

structures and developments in the financial infrastructure and relevant legislation for the financial
sector. In addition, the report intends to include a special thematic piece of research to support the
conclusions reached in the main commentary, and to add to knowledge among our stakeholders about
financial stability issues. The diversity of topics addressed in the research articles will focus on the
wide range of issues relating to the financial stability mandate.
I hope that this comprehensive analysis, which is the first in a regular series, conveys to all the
importance of a stable financial system and may serve as a timely reminder of the importance of
prudence where financial decisions are concerned.

DR. PERKS M. LIGOYA
iv

SUMMARY OF FINANCIAL STABILITY ASSESSMENT
Broadly, a sound financial system in spite of imbalances...
The findings of the Reserve Bank of Malawi are that risks to global financial stability have elevated
since the last quarter of 2008, and significantly so in the advanced economies. In the sub-Saharan
African region, economic activity remained strong, buoyed by sustained strong demand but also
rising oil prices following the political unrests in the Middle East as well as North African countries.
Latest national accounts estimates released by the National Statistical Office indicate that the
Malawian economy expanded by 6.0 percent in 2011 and is expected to grow by 6.7 percent in 2012,
spearheaded by buoyant growth in the agriculture sector. The banking and insurance sectors
continued to have sufficient capital buffers to cushion them from various stresses as evidenced by
results from varied stress testing scenarios. The payments and settlement system infrastructure also
remained robust facilitating the efficient conduct of business. The above notwithstanding, several
lingering vulnerabilities remained. Globally, a series of shocks have recently buffeted the global
financial system: fresh market turbulence emanating from the euro area periphery, the credit
downgrade of the United States, and signs of a further economic slowdown. Regionally, the threat of
run-away inflation due to looming food and fuel price increases coupled with the effects of the East
African drought posited a challenge to macroeconomic outturn in Sub-Saharan Africa. Domestically,
intermittent fuel and foreign exchange shortages and recently the upsurge in domestic inflation
threatened the hard-won macroeconomic gains. Within the commercial banks, private sector credit
growth increased the chances of future default whilst scarcity of foreign exchange rendered the
insurance sector susceptible to reinsurance risk in addition to concentration risk. Finally, the stress
tests revealed that a combined energy and fuel shock could erode the commercial banks capital
buffers. But all in all the financial markets were broadly sound and relatively equipped to withstand
shocks and to mediate credit and payments as well as redistribute risks appropriately.

-----------------------------------------------------------------------------------------------This report is based on information available in the period to September 2011
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Main Message
Financial market stresses have
increased over the past six months as
the advanced economies’ debt crisis
has intensified. The global growth
outlook is expected to moderate to
4.0 percent in 2012 from over 5.0
percent in 2010. This has
contributed to market fragility.
Funding market conditions have
deteriorated, particularly for those
European banks with exposure to the
worst
affected
economies.
Deterioration in the global growth
outlook has also weighed on market
sentiment, with weaker economic
data in advanced economies
indicating the increasing risk of a
renewed global slowdown.

Global Financial Stability Map

1.0

MACROECONOMIC AND FINANCIAL ENVIRONMENT

1.1
GLOBAL DEVELOPMENTS
Risks to global financial stability have increased for the first
time since October 2008, signalling a partial reversal in the
recovery progress made over the past three years.

1.1.1

Global Financial Stability

The IMF’s global financial stability map which presents an overall
assessment of how changes in underlying conditions and risk
factors are likely to affect global financial stability indicates that
nearly most of the elements of the map point to a deterioration
in global financial stability conditions in the six months to
September 2011.
According to the September 2011, Global Financial Stability
Report (GFSR), overall macroeconomic risks have increased,
reflecting a significant rise in sovereign vulnerabilities in
advanced economies. With global economic recovery appearing
more fragile, World Economic Outlook (WEO) projections
indicate that global growth will moderate to about 4.0 percent
through 2012, from over 5.0 percent in 2010. It should be noted
that weaker growth prospects adversely affect both public and
private balance sheets and heighten the challenge of coping with
heavy debt burdens.
In part, as a consequence of increased macroeconomic and
sovereign risks, market liquidity risks have also increased.
Increased volatility and rising yields on government bonds issued
by countries on the periphery of the euro are posing as a threat
to investor confidence, resulting in a weakening of the investor
base, and further driving up funding costs. Consequently, public
debt has become more difficult to finance, while higher
sovereign risk premiums are disrupting bank funding markets.
Public balance sheets in many advanced economies are highly
vulnerable to rising financing costs, in part owing to the transfer
of private risk to the public sector.

Note: Closer to centre signifies less risk, tighter
monetary and financial conditions, or reduced risk
appetite.
Source: GFSR September 2011

Credit risks have risen as sovereign strains have spilled over to
the banking system in the euro area. The rise in sovereign credit
risk is likely to negatively impact the financial system thereby
adversely affecting funding markets and the flow of credit to the
real economy Global monetary and financial conditions which
more or less eased since October 2010, signified by low interest
rates in the advanced economies, have largely remained
unchanged since April 2011.
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Macroeconomic risks.......

Source: GFSR September 2011

Monetary and Financial Conditions....

Source: GFSR September 2011

Emerging Market risks....

Emerging markets risks have increased since April 2011. The flow
of capital away from the low interest rates in advanced
economies toward the brighter growth prospects elsewhere is
intensifying the expansion of domestic liquidity, credit, balance
sheet leverage, and asset prices in emerging market economies.
Combined with stimulative domestic policies, these pressures
raise the risk of overheating and a build up of financial
imbalances that could erode asset quality even if demand and
credit conditions normalise.

1.1.2 Risks to Global Financial Stability
The path to durable financial stability remains subdued as a
series of shocks have recently buffeted the global financial
system.
First, there is the fresh market turbulence emanating from the
euro area, the credit downgrade of the United States, and signs
of an economic slowdown. In the euro area, sovereign pressures
threaten to reignite an adverse feedback loop between the
banking system and the real economy. These effects are
amplified through the network of highly interconnected and
leveraged financial institutions. Banks in some economies have
already lost access to private funding markets. This raises the
risk of more severe deleveraging, credit contraction, and
economic drag unless adequate actions are taken to deal with
the sources of sovereign risk.
Second, low policy rates, although necessary under current
conditions, can carry longer-term threats to financial stability.
With growth remaining sluggish in the advanced economies, low
rates are appropriate as a natural policy response to weak
economic activity. Nevertheless, in many advanced economies
some sectors are still trapped in the repair-and-recovery phase
of the credit cycle because balance sheet repair has been
incomplete, while a search for yield is pushing some other
segments to become more leveraged and hence vulnerable
again. Furthermore, low rates are diverting credit creation into
more opaque channels, such as the shadow banking system.
These conditions increase the potential for a sharper and more
powerful turn in the credit cycle, risking greater deterioration in
asset quality in the event of new shocks.

Source: GFSR September 2011
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Third, emerging markets face the risk of sharp reversals
prompted by weaker global growth, sudden capital
outflows, or a rise in funding costs that could weaken
domestic banks. Banks in Latin America are more
vulnerable to terms-of-trade shocks, while banks in Asia
and emerging Europe are more sensitive to increases in
funding costs.

1.1.3 Potential Global Financial Stability Policy Responses
In light of the above risks, the priorities in advanced
economies are to address the legacy of the crisis and
conclude financial regulatory reforms as soon as possible
in order to improve the resilience of the system.
Specifically:
Comprehensive and adequate solutions are needed to
reduce sovereign risks in advanced economies and prevent
contagion. The United States and Japan, for instance,
must address sovereign risk through strategies that
consolidate fiscal policy over the medium term,
particularly given the many adverse global economic and
financial repercussions that would follow from failure to
adequately deal with U.S. fiscal problems.
Furthermore, convincing efforts are required to
strengthen the resilience of the financial system and
guard against excesses. Appropriate fiscal action,
combined with measures to strengthen banks through
balance sheet repair and adequate capital buffers, can
help break the link between sovereign risk and banks.
Additionally, the amount of new capital needed would
also depend, in part, on the credibility of the
macroeconomic policies pursued to address the roots of
sovereign risk. Stronger macro prudential measures may
therefore be required to contain risks associated with a
prolonged period of low interest rates and credit cycle
risks.
Meanwhile, emerging market policymakers need to guard
against overheating and a build-up of financial imbalances
through adequate macroeconomic and financial policies.
Stress tests show that there is a case for further
strengthening bank balance sheets across many emerging
markets.
Finally, it is expedient that the financial reform agenda
be completed as soon as possible and implemented
globally in a consistent manner. Included in this agenda is
the finalisation of Basel III, the treatment of systemically
important financial institutions, and addressing the
challenges posed by the shadow banking sector.
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Main Message
Growth in Sub-Saharan Africa’s real
output remained strong with mixed
trends recorded between country
groupings. Major risks to the
favourable economic outlook include
the resurgence of the global financial
market turmoil; global food and fuel
price shocks; and the East African
drought. Policies therefore need to
tread a fine line between addressing
the challenges that strong growth and
recent exogenous shocks have
engendered
and
warding
off
potentially adverse effects of another
global downturn.

SSA GDP Growth (Percent)

Source: Regional Economic Outlook (REO),
October 2011

SSA Inflation Developments

1.2

REGIONAL DEVELOPMENTS

Economic activity for Sub Saharan Africa (SSA) for the six
months to September 2011 looked encouraging for most
sub-Saharan African economies, but global and domestic
developments have brought to the fore the fragility of
economic conditions to the region.
1.2.1 Regional Financial Stability1
Analysis attests to the fact that macroeconomic risks
remain contained in SSA. Real output in the Sub-Saharan
Africa (SSA) region is projected to grow by 5.3 percent in
2011 following another expansion of 5.4 percent in 2010.
Robust growth is expected from oil-exporting countries as
well as from low-income countries (LICs). In oil-exporting
countries, economic growth, spurred on by sustained
strong demand and escalating prices for oil and gas owing
to the political unrests in the Arab countries and some
parts of North Africa, is projected at 6.0 percent in 2011
from 6.2 percent in 2010 and is expected to accelerate to
7.0 percent in 2012. In the LICs, the solid economic
performance observed in recent years is expected to
continue and yield a growth of 6.0 percent in 2011 before
rising to 7.0 percent in 2012. Meanwhile, the renewed
global financial market turmoil and its restraining impact
on growth in advanced economies is likely to limit growth
in middle-income countries (MICs) that are projected to
grow between 4.0 percent and 4.5 percent in 2011, which
is below levels attained during pre-crisis periods.
Monetary conditions risks have elevated as reflected in
escalating food and fuel prices. Consequently, there has
been a significant increase in inflation in many countries
across the region, especially in some east African
countries where consumer price inflation rose to 10.0
percent in June 2011 from 7.0 percent recorded in 2010
and is projected to close 2011 at 9.4 percent. Data
between the months of May and July 2011 indicate a high
correlation between overall and food inflation. However,
even more recent data indicate that in at least 10
countries of the region, second-round effects from the
fuel price shocks were exerting upward pressures on nonfood inflation, resultantly, on overall inflation. For
countries like Malawi, Ghana and Zambia, strong local
harvests have kept food inflation and therefore headline
inflation subdued.
Monetary policy rates remained accommodative in SSA
countries, with only a few countries tightening monetary
policy in response to the price shocks. A handful of
flexible exchange rate countries, namely Burundi, Kenya,
Nigeria and Uganda, experiencing strong growth and high

Source: REO, October 2011

1

Analysis complimented by the IMF Regional Economic Outlook
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SSA’S Interest Rates and CPI Inflation

Source: REO, October 2011

Trend in SSA’s Foreign Exchange Reserves

or rising non-food price inflation have increase policy
rates. But in most countries policy rates register little
change from the low levels set during the global financial
crisis.
The overall fiscal deficit for the SSA region is projected to
narrow to 3.1 percent of GDP in 2011 from 5.3 percent
recorded in 2010. The outturn is likely to be attributed to
the oil-exporting countries, mirroring gains from rising oil
prices. LICs were also slated to register a fiscal deficit
decline to 8.0 percent in 2011 from 9.8 percent in 2010.
Meanwhile, exogenous factors such as the sharp drop in
South African Customs Union revenues in Lesotho coupled
with expansionary fiscal policies are expected to
culminate into wider fiscal deficits in the MICs.
Looking ahead, the IMF projects SSA’s economic expansion
at 5.8 percent in 2012, attributed largely to sustained
strong demand for oil and new mining production in a
number of LICs including Niger and Sierra Leone. Rising
commodity prices, particularly in oil-exporting countries,
are expected to translate into improved fiscal balances
thereby contributing to narrowing the overall SSA fiscal
deficit to 2.1 percent of GDP in 2012 whilst inflation is
projected to close at 6.8 percent in 2012.
1.2.2 Key Downside Risks to the Economic Outturn
Downside risks for Sub-Saharan Africa exist in both the
external and the internal environment, alongside
expectations of a sustained economic expansion.

Source: REO, October 2011

SSA’s growth prospects to 2012

Source: REO, October 2011

Internally, although beneficial to the region in one way,
the increase in global food and fuel prices, coupled with
an acute drought in some parts of the region has affected
the budgets of the poor. The drought has also brought
about concerns of continued escalating effects on
inflation forcing government to provide income or price
support, which in turn might inhibit progress toward fiscal
consolidation.
On the external front, an imminent threat to the region’s
economic prospects is the debt overhang in many
advanced countries that is threatening to significantly
slow down world growth in the ensuing months. In
advanced economies, real output is expected to expand
by 1.5 percent in 2011. Furthermore, weak imports
demand from emerging-markets trading partners’ is also
another threat to SSA’s economic expansion. According to
the IMF, activity in emerging economies is expected to
slow down as China, India, and other emerging markets
continue to adjust policies to counter overheating. Should
advanced economies’ growth slow further, expectations
are that import demand in these economies will decline,
consequently lowering growth in many of the large
emerging markets. The region should therefore not

5

Change in Outlook for Global Commodity Prices

Source: REO, October 2011

anticipate that its newer markets will be able to insulate
its exports fully from the sputtering recovery in the
advanced economies.
Following on from this, it is
essential to note that although the importance of
advanced countries as a market for SSA’s exports has been
declining of late, advanced economies remain crucial
conduits of official financing as well as remittances,
tourism and investment flows to the region.
1.2.3 Regional Policy Options in the Period Ahead
Looking ahead, policies need to tread a fine line between
addressing the challenges that strong growth and recent
exogenous shocks have engendered and warding off
potentially adverse effects of another global downturn. In
this context, the broad direction for policies largely
depends on which of the following broad circumstances a
country finds itself in:
Firstly, in countries where output and employment have
yet to recover to pre-crisis levels (as in most middleincome countries including South Africa) and financing is
not constrained, policies should remain supportive of
output growth, and even more in the event that global
growth weakens.
Secondly, in countries where there are clear signs of
inflationary pressures, monetary policy should be
tightened decisively. In particular, in the case where the
global economy moves on the steady but slow growth path
indicated in the WEO baseline scenario, these countries
should concentrate on medium term considerations in
setting fiscal policy while tightening monetary policy,
wherever non-food inflation has reached beyond single
digits. In the case where a global downturn occurs,
subject to financing constraints, policies should
concentrate on maintaining planned spending initiatives,
while allowing automatic stabilisers to operate on the
revenue side. If the global slowdown persists, it will be
imperative to review spending plans to ensure that they
are consistent with lower growth and financing
assumptions. Where non-food inflation is high, monetary
policy support for activity should wait for inflation to fall
to single digits.
Finally, for oil-exporting countries benefiting from
significant terms-of-trade gains, there is need to build up
policy buffers ahead of further volatility. Should downside
risks to global growth materialise and commodity prices
fall below the prices assumed in the budgets, the focus of
policies should be on protecting priority spending to the
extent that it is consistent with financing constraints and
any adverse implications for the medium-term of
persistent weakness in global growth.
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Main Message
Domestic economic activity remained
strong in 2011, spearheaded by the
buoyant performance in the agriculture
sector. Inflationary pressures piled up
in the second half of 2011 driven
largely by non-food inflation, reflecting
second-round effects from the global
commodity price shocks. Despite this
outturn, fiscal and monetary policies
remained loose, aimed at facilitating
resource availability for private sectorled economic growth. The downside
risks to the macroeconomic outturn
remained intermittent power supply,
foreign exchange shortages, fuel
shortages, and declining real interest
rates. Another risk that emerged during
the review period concerned rising
inflationary pressures.

Sources of Economic Activity

Source: National Statistical Office

Money Supply Growth and Inflation

Source: Reserve Bank of Malawi & National
Statistical Office

1.3

DOMESTIC MACROPRUDENTIAL ANALYSIS

Macroeconomic conditions have improved but downside
risks to economic growth persist.
1.3.1 Performance of the Malawian Economy
The domestic economy is projected to expand by 6.0
percent in 2011. The robust activity is mainly supported
by the agriculture sector, which is projected to grow by
6.0 percent in 2011 from 2.0 percent in 2010 following a
bumper harvest during the 2010/11 agricultural season.
Slow growths are however, expected from the
manufacturing (2.1 percent), construction (7.5 percent),
mining and quarrying (33.2 percent), and wholesale and
retail trade (4.1 percent) sectors from respective growth
rates of 2.2 percent, 16.1 percent, 80.3 percent and 7.4
percent in 2010. This is on account of intermittent power
supply as well as fuel and foreign exchange shortages
experienced during the period. According to the
September 2011 national accounts estimates, the
Malawian economy is expected to expand by 6.7 percent
in 2012 due to sustained strong economic performance in
the agriculture sector as well as improved performance in
the manufacturing, mining and quarrying, and
construction sectors.
The overall headline inflation rose to 7.7 percent in
September 2011 from 7.2 percent in March 2011 driven by
non-food inflation, which rose to 12.5 percent in
September 2011 from 11.3 percent in March 2011. The
increase in non-food inflation reflected largely effects of
the global fuel price shocks induced by the political
turbulence in the Middle-East and North Africa.
Meanwhile, rising domestic food prices mainly due to
depletion of food stocks from the 2010/11 harvest and the
continued escalating global fuel prices are expected to
exert further inflationary pressures in the short to
medium-term.
Although developments in economic fundamentals
necessitated further tightening of policy, the stance of
monetary policy remained accommodative as the main
policy rate was sustained at 13.0 percent effected in
August 2010. This policy action was taken on the basis of
contained inflation for the first half as well as with the
view of ensuring credit accessibility by the private sector.
As a result, private sector demand for credit increased by
4.6 percent during March-September 2011. This credit
growth was however 9.6 percentage points lower than
14.0 percent recorded during July- December 2010
Furthermore the monetary authorities devalued the local
currency by 10.0 percent in August 2011 with the aim of
correcting balance of payments disequilibrium which in
turn further reduced the real cost of borrowing.
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Gross Official Reserves

Source: Reserve Bank of Malawi

Average Tobacco Prices

Note: For 2011, figures are as at end-September 2011

Source: Malawi’s Tobacco Control Commission

Fiscal performance for the period to September 2011 was
expansionary as government spent in excess of resources
available in its envelope. This development was
attributed to non-disbursement of donor budgetary
support programmed for the period up to September
2011. Government was, therefore forced to seek recourse
from the banking system in order to bridge the financing
gap in its operations.
Daily average excess liquidity in the banking system
prevailed and averaged K4.4 billion in September 2011
from K6.9 billion in March 2011. Subsequently, the
average discount window accommodation doubled to
about K700.00 million in September 2011 compared to
K300.0 million recorded in March 2011. As a result, the
interbank rate continued to decline and stood at 4.1
percent in September 2011 from 6.2 percent in March
2011.
Gross official foreign exchange reserves closed September
2011 at an equivalent of 2.0 months of prospective
imports compared to 1.5 months in March 2011 on account
of realisations from tobacco sales and donor receipts
earmarked for various projects in the country. Following
the 10.0 percent kwacha devaluation in August 2011, the
Malawi kwacha traded at K166.0 per US dollar in
September 2011 from K150.8 per US dollar in March 2011.
1.3.2 Risks to domestic macroeconomic outturn
A number of downside risks are likely to affect the
domestic macroeconomic outturn.
Firstly, the prevailing risks arising from intermittent
power supply coupled with fuel shortages as well as
foreign exchange shortages are likely to have a downward
effect on output in the manufacturing, construction,
wholesale and retail trade, and mining and quarrying
sectors. If left unresolved, these challenges might also
reduce agricultural productivity and with it the economic
growth rate which in turn might worsen the
unemployment level.
In every economy, international reserves play a critical
role in mitigating the impact of foreign currency liquidity
shocks that might follow when access to foreign borrowing
and credit lines are strained. Adequate foreign
international reserves are therefore necessary for
financial stability. Due to suppressed prices fetched from
the country’s “green gold” (tobacco) in 2011, attributed
to excess supply, coupled with reduced donor inflows,
Malawi runs a risk of being unable to import adequate
strategic commodities such as fuel thereby adversely
affecting the macroeconomic
outturn. Declining
securities’ yields could also be another challenge to
macroeconomic outturn in Malawi.
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Nominal rates falling…..

Source: Reserve Bank of Malawi

In the Treasury bills market, for example, the all-type
yield rose from 5.92 percent in March 2011 to 7.48
percent in June 2011 before declining to 6.64 percent in
September 2011, mainly due to availability of excess
liquidity in the system. Considering that Treasury bills
holdings constitute a substantial part of commercial
banks’ assets, this phenomenon coupled with the upsurge
in inflation is likely to erode the real return on investment
thereby reducing commercial banks’ profits. In turn, this
may adversely affect commercial banks’ capacity in
financing private sector’s activities.
1.3.3 Remedial Options for the Country
The current pressure on foreign exchange reserves for
Malawi is likely to continue in the coming months
following low tobacco proceeds and reduced donor
inflows. In order to address the foreign exchange
challenges, government has established an Export
Development Fund (EDF) to support export oriented
entrepreneurship. The fund is ideally expected to raise
foreign exchange by financing non-traditional exports.
Considering that the success of the EDF plans is also
dependent on sufficient utilities supply, addressing the
electricity and water supply bottlenecks that the country
is currently facing will be of essence. In particular, the
authorities should expedite on normalisation of Malawi’s
relationship with its development partners to, among
others; revive the US$350.7 million grant from the United
State’s Millennium Challenge Corporation earmarked for
the renovation of its electricity power stations, which in
turn would improve distribution networks in the country.
The authorities should also consider re-engaging the IMF
to resuscitate the Extended Credit Facility programme.
Despite the current price shocks, monetary policy has
remained accommodative. Looking ahead, indications are
that the rising trend in inflation might continue due to
rising food and energy prices on the international
markets, driven by strong demand. On the domestic front,
lagged effects of the August 2011 devaluation are also
likely to exert further pressures on domestic inflation. In
light of these, authorities may decisively consider
tightening
monetary
policy
which
should
be
complemented by fiscal restraint in order to arrest the
rising trend in non-food inflation.
Generally, Treasury bills yields have been falling,
reflecting availability of excess liquidity in the system. As
a mop-up measure, the authorities should consider
offering alternative investment avenues such as longer
term instruments. The fiscal authorities should also
consider issuing a long-term Treasury bond in order to
reduce the frequency of borrowing from the central bank
to finance the maturing securities.
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Main Message
Reflecting several years of good
performance and favourable macro
conditions, Malawi’s banks on average are
adequately capitalised and report very
high solvency ratios, profitability, and are
quite liquid. Major risks relate to credit
concentration in the commercial and
industrial sector which effectively exposes
the commercial banks to adverse
developments in the sector. Another risk
relates to maintenance of adequate capital
in order to cushion the institutions from
systemic risks. Finally the low foreign
exchange reserves situation is somewhat
denying banking institutions an important
source of funding.

List of Banking Institutions
1. National Bank of Malawi
2. Standard Bank of Malawi
3. First Merchant Bank
4. NBS Bank
5. IndeBank Malawi
6. Nedbank Malawi
7. Malawi Savings Bank
8. Opportunity Bank of Malawi
9. Ecobank
10. FDH Bank
11. International Commercial Bank
12. Leasing and Finance
Company
13.CDH Bank

2.0

FINANCIAL INSTITUTIONS

2.1
THE BANKING SECTOR
Malawi’s banking sector remains relatively stable in the
aftermath of the global financial crisis. This is evident from the
performance indicators such as capital adequacy, profitability,
quality of assets and liquidity which have revealed satisfactory
performance over the period to September 2011. The
performance is likely to remain stable in the medium term.
2.1.1 Background
Banking institutions are critically important as they
contribute to the proper functioning and growth of the
economy through various roles, including that of
intermediation of funds and the provision of payment
settlement facilities. The banking system ensures the
efficient allocation of resources in an economy by lending
to businesses and individuals using sophisticated credit
scoring systems. Additionally, the government relies on
banks to address the socio-economic needs of its citizens,
notably through the provision of banking services to the
un-banked, and educating the public in financial issues.
However, in order to promote confidence and stability in
the system, they must execute these roles as impeccably
as possible.
This is because bank failures expose the banking system to
systemic risk, which can cause depositors to panic and
attempt to withdraw their funds from the banks. The
strain on liquidity would lead to a collapse of the entire
system. Therefore the sound management and regulation
of all banks in the system is crucial.
2.1.2 Composition of the Banking Sector in Malawi
The Banking Sector in Malawi comprises 13 depository
corporations, one of which has just been licensed and is
yet to embark on banking business. The banks are mainly
engaged in financial intermediation as well as the
issuance of liabilities that are included in the national
definition of broad money. Examples of the designations
in the sector given to institutional units include
commercial banks, merchant banks, a leasing and finance
company and savings banks. The sector is relatively small
and highly concentrated. Two large banks, National Bank
of Malawi and Standard Bank of Malawi dominate the
sector. The two banks account for 48.0 percent of all
banking system assets and deposits. This position is
slightly lower than March 2011 when their dominance
stood at 49.7 percent and 50.9 percent, respectively.
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2.1.3

Assessment of Financial Soundness Conditions
The consolidated balance sheet of the banking industry
rose by 16.7 percent over the six months to September
2011. This was higher than the 15.4 percent growth
recorded over the six months to March 2011. The
consolidated deposit base and capital account grew by
20.0 percent and 7.3 percent, respectively. The increased
growth in the banking industry’s asset size can be
explained by aggressive deposit mobilisation.
Following episodes of high economic growth, most of the
economic sectors have resorted to bank funds as sources
of their inventory and investment funding. All banks’ loan
books are estimated to have grown by over 15.8 percent
over the last 15 months. While this is a positive
development for the economy, the increased lending has
also given premise to an increase in credit risk for
commercial banks (the risk that arises from counter party
defaults on agreements).
Asset Structure of the Industry

Capital Adequacy (percent)

An analysis of the sectoral distribution of credit by
registered banks in Malawi revealed that, as at September
2011, a major portion of the banking sector’s credit was
extended to private corporations (41.8 percent) and to
individuals and households (18.2 percent). Compared with
the year before, concentration of banks’ exposures to the
various sectors remained largely unchanged.
2.1.3.1 Capital Adequacy
Banks in Malawi are required to maintain a minimum core
capital ratio2 of 6.0 percent and minimum total capital
ratio of 10.0 percent. In the six months to September
2011, the core capital of the banking sector decreased by
3.2 percentage points although it was still well above the
regulatory minimum at 16.5 percent. The decline was
attributed to 23.5 percent growth in risk weighted
adjusted assets over the same period. The banks’ capital
positions imply that the banking sector had sufficient
cushion to cover any losses that may arise in the normal
course of business to avoid insolvency.
2.1.3.2 Asset Quality
The quality of assets of the banking sector is measured by
the level of non-performing loans and leases (NPLs) and a
ratio of NPLs to gross loans and leases. The ratio measures
the proportion of loans and leases that are not being
serviced according to agreed terms and conditions. A
reduction in the ratio implies improvement in the quality
of the loan book. Growth in loans and leases stood at 15.3
percent whilst the level of non-performing loans increased
by only 6.2 percent. Subsequently, over the six months to
September 2011, the ratio of NPLs to gross loans and
2

Core capital ratio is a measure of the equity readily available for the
absorption of losses as a percentage of risk based assets.
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Credit Conditions (k’million)

Asset Quality (percent)

leases declined to 1.9 percent from 2.1 percent in March
2011.
An evaluation of the extent of credit risk carried by banks
is always done in conjunction with an analysis of its
provisioning. The provisioning decisions of banking
institutions are primarily based on assessments of the
recoverability of individual items or portfolios of items
with similar characteristics. As at end September 2011,
37.1 percent of non-performing loans and advances were
provided for specifically. This was an increase from 33.7
percent as at end March 2011. At this rate, crystallizations
of credit risks in all non-performing assets would
marginally affect the loan portfolio of the bank.
Furthermore, this would expose 6.3 percent of the
banking sector core capital. At this level, the ratio slightly
increased from 5.6 percent as at March 2011. Provisioning
by banks for non-performing loans was thus more than
adequate. As a credit risk is generally regarded as a major
risk that banks face on a daily basis, a decline in asset
quality cannot be regarded as positive for overall financial
stability.
2.1.3.3 Earnings
The capital position of the banks is constantly enhanced
by the profitability of the sector. On account of a stable
interest rates environment, the banking industry
profitability improved during the review period, thereby
building up capital in the process.

Liquidity Ratios

The above developments were mirrored by the increase of
the return on equity (ROE) ratio to 28.3 percent in
September 2011 from 23.4 percent in March 2011. The
ROE ratio reflects the banking institutions’ efficiency in
using capital and, over time, it provides information on
the sustainability of deposit-takers’ capital positions. The
increase in the ratio indicates high profitability. Similarly,
return on assets (ROA), which is a measure of deposittakers’ efficiency in using assets of the banking
institutions, increased to 3.9 percent in September 2011
from 3.4 percent in March 2011.

2.1.4 Banking Sector Risks and Remedial Measures
A large concentration of credit in a specific economic
sector or activity could increase the vulnerability of the
banking sector to adverse developments in that sector or
activity. Many financial crises in the past were partly
caused or amplified by downturns in particular sectors of
the economy spilling over into the financial system.
Evidently developments in the loan concentrations in the
corporations and individual and household sectors merit
close monitoring. Authorities need to monitor the
disproportionately huge dependence of the commercial
and industrial sector on commercial banks’ credit, with
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the surveillance focusing on repayment capabilities.
Higher repayment burdens increase the vulnerability of
the private sector to adverse economic shocks.
Another risk relates to availability of foreign exchange.
The prevailing global liquidity constraints could curtail
credit lines by correspondent banks leading to reduction
in letters of credit and foreign exchange business in
general. Consequently, the profitability of banks would be
negatively affected. Similarly low foreign exchange
reserves for Malawi, which in 2011 arose from the poor
performance of tobacco sales as well as low development
partner aid, could effectively deny commercial banks an
important source of funding thereby affecting their
profitability. To counter this challenge, the Malawi
government has established the Export Development Fund
(EDF) which is geared towards raising foreign exchange for
the country by the financing of non-traditional exports.
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BOX 1: REGULATIONS PERTAINING TO THE BANKING SECTOR
In the twenty-one months period to September 2011 two bills were enacted into law, namely the Banking
Bill and the Financial Services Bill (FSB). Whereas the Financial Services Act is an umbrella Law for the
whole financial sector, the Banking Act has the following implications on the banking sector:


Enhancement of “Fit and Proper” requirements;
The Act extends “fit and proper” requirements beyond the board and executive management to
include shareholders who are the ultimate drivers of banking entities. In addition, the Act also
requires that “fit and proper” requirements should apply continuously when an individual is in
office to ensure proper conduct of office bearers. This is unlike in the previous Act where such
requirements were only applied when the individual is being appointed into office.



Enforcement and Corrective Action;
The previous Act did not adequately provide for enforcement and corrective action when a bank
violated provisions of the Act. The current Act seeks to enhance corrective action so as to
encourage compliance among players in the market by imposing both administrative and
monetary penalties to a non compliant player.



Problem Bank Resolution and Statutory Management;
The current Act addresses problem bank resolution and statutory management. Statutory
management involves assessing a bank that is experiencing problems to establish whether it can
be salvaged and restored to normal operations before any receivership and liquidation
considerations can be made. The inclusion of the statutory management requirement will ensure
that banks that can be restored to normality at a reasonable cost are not placed under
receivership.



Additional Duties of External Auditors;
The Act provides the Registrar with regulatory powers to require external auditors to present
their findings, especially adequacy of provisions for bad debts, prior to publishing the annual
accounts. The incorporation of this requirement is important as it will enable the Registrar to
review and assess the adequacy of the provisions for bad debts before the accounts are published
with the objective of preventing overstatement of the financial condition of a banking entity.



Submission of Periodical Returns;
An essential element of banking supervision is the ability of the Supervisor to supervise the
banking group on a consolidated basis, adequately monitor and apply prudential norms to all
aspects of the business conducted by the group. This requires that the Registrar monitors the
performance of the bank’s subsidiary, affiliate, associate or holding company. Unlike the
previous Act, the current Act gives power to the Registrar to call for periodic returns of a bank’s
group of companies. This is in line with Basle Core Principles for Effective Banking Supervision.



Transfer of Responsibilities;
Under the previous Act, decision-making in terms of operational activities of the Registrar such as
endorsing new licences, replacement of the same due to change of name, loss or change of
trading premises was referred to the Minister of Finance. The current Act has transferred such
operational responsibility to the Registrar, thus allowing the Minister to concentrate on
determining the sectoral policy.
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Main Message
The financial strength of the insurance
sector was assessed as stable in the
period up to September 2011. Malawi’s
insurance companies are on average
adequately
capitalized
and
have
adequate solvency levels. The passing of
the Pension Act 2010 has made group
life insurance cover mandatory for each
employee and the sector is expected to
experience a substantial growth in
premiums written as employers comply
with the Act. Nevertheless, the risks
related to concentration remain elevated.
Due to the limited long-term investment
avenues available to the life insurance
companies’, concentration of assets in
the stock market were high. Another risk
which relates to reinsurance risk is
becoming noticeable due to low levels of
foreign exchange reserves that are
affecting the ability of insurers to pay
reinsurance premiums, hence placing the
companies at risk as they are not able to
hedge their risks.

Licensed Insurers
Non-life Insurance Companies
Charter Insurance Co Ltd
General Alliance Insurance Co Ltd
NICO General Insurance Co Ltd,
Prime Insurance Co Ltd
REAL Insurance Company of Mw Ltd
Reunion Insurance Company Ltd
United General Insurance Co Ltd
Life Assurance Companies
NICO Life Insurance Co Ltd
Old Mutual Life Assurance Co Mw Ltd
Smile Life Assurance Company Limited
Vanguard Life Assurance Co Ltd

2.2

THE INSURANCE SECTOR

The financial strength of the insurance sector was assessed as stable as
measured by its soundness indicators. Capital adequacy levels were
satisfactory, and it was noted that efforts to reduce concentration of
assets in the stock market were in progress; however the current levels
remain high, mainly due to the limited investment avenues available to
the life insurance companies. A petition to wind up one of the general
insurance companies, Citizen Insurance Company, was sought by the
Reserve Bank, following the company shareholders’ failure to
recapitalize the institution. There is no contagion effect expected
however, on the other insurance companies following this action.

2.2.1 Overview of the Insurance Sector
Malawi’s insurance industry can be divided into two
sectors; the life assurance sector and the non-life or
general insurance sector. The law does not allow for
insurers to operate as composite insurers, i.e. insurance
companies that underwrite both life and non life
insurance. Insurers have to choose between the two
sectors. If they so wish to operate in the other sector, a
new company has to be set up, hence the existence of
two distinctly different insurance companies by NICO
Holding, one in life assurance, NICO Life and the other in
General Insurance, NICO General. Currently there are four
companies licensed to operate in the life assurance sector
while seven companies are licensed in the non-life
insurance sector. The major difference between the two
subsectors is that the term or duration of the products
offered by life assurance involves mostly long-term
products, while non-life insurance involves mainly shortterm products. This distinction is crucial in that the areas
of concern in terms of risks and exposures are slightly
different. By the nature of business of the two subsectors,
the assets of the life assurance companies outstrip those
of the non-life insurance sector by six times, with life
assurance accounting for over 85 percent of the total
insurance sector assets, roughly equal to 25 percent of
assets of Banks or 7.6 percent of GDP at current market
prices.
It is mainly due to this distinct separation that short term
insurance has a limited impact on the financial system
stability of a country, while the long term insurance has
the greater impact once the dynamics change for the
worst. The thrust of financial stability for the insurance
sector is mainly concentrated on the life assurance side.
Nevertheless, highlights in the non life insurance sector
are periodically incorporated when dynamics in that
subsector are perceived to have a noticeable impact on
the system.
The Financial Services Act (FSA) is the umbrella law which
aims to provide for the consolidation of the supervisory
responsibility for the financial sector in a single agency,
which for the foreseeable future is the Reserve Bank of
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Malawi and whereby the Governor of the RBM is the
designated Registrar of Financial Institutions in Malawi.
2.2.2

Recent Legislative Developments in the Insurance
Sector
With the passing of the Financial Services Act in June
2010, the Insurance Act 2010, which replaces the
Insurance Act 1957, is now operational. The Insurance Act
2010 is a modern Act that captures all the changes that
have taken place in the market as well as covering
loopholes that were observed in the Insurance Act of
1957.

Insurance Sector Capital

The enactment of the FSA has empowered the RBM
through the Department of Pension and Insurance
Supervision with the necessary legislative tools to
supervise and regulate the industry. A number of
directives have been gazetted following the passing of the
Insurance Act including the Risk Management Directive,
which aims to set minimum standards for risk
management of insurance companies, as well as
promoting corporate self-discipline in the management of
insurance companies. The Fit and Proper Requirements
Directive, aims to ensure that insurance companies and
brokers are managed and overseen by competent
personnel at board level, management level and
independent advisory level. This should promote
corporate self-discipline in the management of insurance
companies and brokers. The Capital and Solvency
Requirements Directive for General Insurers lays out the
minimum capital and solvency requirements for general
insures, and the Corporate Governance Requirements
Directive aims to set the minimum standards for good
governance of insurance companies.
2.2.3 Assessment of Soundness of the Insurance Sector
The capital of life assurance market players is rated as
adequate. Life assurance companies in Malawi have a
statutory requirement to maintain a minimum capital of
K75.0 million and all the four companies are in
compliance with this requirement. There has been a
substantial increase in capital from the second half of
2010.
The asset mix of the life assurance industry shows the
concentration levels of the industry’s investment assets.
Over 83 percent of assets held by the life insurance
companies are in equity, fixed deposits and government
securities in descending order.
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Asset Structure of the Insurance Industry

The remaining 17 percent consists of investment property,
fixed and other assets, which include insurance
receivables, cash and bank balances, loans and
debentures. The major concern highlighted previously has
been the high concentration of assets in the stock market.
During the review period, a slight shift out of the market
was noticed as shown by a decrease to 52.8 percent, with
most of the investments shifting to fixed deposits. This
was a vast improvement from the consistently high levels
of above 65.0 percent that were registered since
September of 2008. It should be highlighted that currently
there are limited investment channels in Malawi and as
such the asset mix was not expected to change
significantly in the short term.

Liabilities to Assets Ratio (percent)

In the medium to long term, expectations point towards
more long-term financial instruments emerging on the
Malawi investment scene. This is as a result of the huge
inflows triggered by the mandatory pension scheme which
has been enacted into law. It is envisaged that this will
trigger the issuance of bonds and other financial
instruments by the large corporations or assemblies to
take advantage of the long-term nature of the pension
funds, which in turn will provide alternate investment
channels, hence reduce the concentration risk in Equities.

Premium Growth (Percent)

The liability to asset ratio is an indicator of the liquidity
of the insurance industry. A ratio lower than 100 percent,
indicates that there are sufficient assets to cover the
liabilities of the industry, hence, the lower the ratio the
better the financial position. The ratio has remained
relatively static, standing at 78.2 percent as at September
2011, from 78.8 percent as last reported at the end of the
second half of 2010. This is an indication of the prudent
manner in which the industry is operating, which in the
short to medium term will result in stability.
The life insurance industry registered a slight
deterioration in gross premium for the period under
review with growth slowing down by 53.6 percent from
the previous corresponding period, as well as 72.5 percent
from the preceding 6 month period. It can however be
deduced from the graph that premiums are cyclical in
nature, with the bulk of premiums registered in the
period from October to March, while less premium is
collected during April to September. This is because
renewals mainly in group life policies usually take place
towards the end of the year, and hence any outstanding
premiums are squared off, as well as on account of the
fact that payment of new premiums is made at the
beginning of the year for renewed policies.
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Gross Premium (K’Thousand)

In the short to medium term, we expect to see a
substantial rise in the premium growth, with premiums
remaining at these higher levels for the long term, as
employers comply with the requirement of the Pension
Act 2010 which now makes life insurance cover mandatory
for every employee. This is also expected to have a
noticeable impact on the insurance penetration ratio
which has remained one of the lowest in the region with
premiums written at 1.52 percent of Gross Domestic
Product.
2.2.4 Risks to the Insurance Sector
The insurance sectors’ major risks are concentration risk
and reinsurance risk. Reinsurance risk is becoming
noticeable in the market mainly as a result of the foreign
exchange crunch. Insurance companies insure some of the
risk on their books with reinsurance companies as a way
of spreading their risk. This process is termed reinsurance
and in essence reinsurance companies are insurers of
insurance companies. Currently there is only one
reinsurance company in Malawi, MalawiRe, which cannot
reinsure the whole insurance market. As a result foreign
reinsurance companies are used and this necessitates the
payment of reinsurance premiums in foreign currency, a
situation that is very challenging due to the current
foreign exchange shortages.

2.2.5 Remedial measures
On the reinsurance risk, a number of foreign based
reinsurers’ have opened accounts locally to enable
insurers to pay their reinsurance premium in Malawi
Kwacha, however these are few and far between. The
authorities need to look at ways to prioritise reinsurance
payments to ensure that the insurance industry is not
exposing itself to more risk than it can accommodate.
On the concentration of assets in equity, it is expected
that the country’s capital markets will develop at a faster
pace, triggered by the passing of the Pension Act 2010,
which is envisaged to stimulate capital market
development particularly in the area of long-term
investments. This will in turn improve the risk-taking
capacity of the market since pension fund members, as
long-term investors, are able to tolerate short-term
volatility. However authorities need to ensure that there
is an enabling environment for the capital markets to
broaden and deepen, as the process will not occur
automatically.
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BOX 2: IMPLICATIONS OF THE PENSION BILL

Indications are that Malawians are not saving consistently for their retirement. Government
employees are provided for by way of an unfunded defined benefit arrangement, and though
private sector pension funds exist, they are not particularly widespread. The Pension Act which
makes pension mandatory in Malawi was assented into law on 1st April 2011. It envisages that
eventual contribution rates of 10 percent of earnings by the employer and 5 percent by the
employee, with administration fees and the costs of compulsory life insurance separately
covered by the employer, will result in a significant increase in current levels of household
saving.
Increased household saving through the pension funds may be expected to stimulate a
number of economic benefits:


it increases the pool of investible capital, reducing the economic dependence on
foreign direct investment and perhaps reducing the volatility of the terms on which
capital is available to Malaŵi from outside the country;



it stimulates capital market development and does so particularly in the area of
long-term investments, in turn improving the risk-taking capacity of the market
since pension fund members, as long-term investors, are able to tolerate short-term
volatility;



capital market development is likely to improve employment in the financial
services industry and the profitability of and hence tax revenues from this industry;
additionally, capital market development should also stimulate foreign direct
investment as it increases the range of financial vehicles available to foreign
investors for managing their capital;



It may improve labour market productivity by addressing a specific source of risk
and directing attention to a commonly under-recognised need, the need for longterm income security, and its more frequently recognised counterpart, the need for
benefits on the death of the employee.

While the most obvious benefit of the pension system may seem to be the economic benefit of
the stimulation provided by increase in investible assets, the system seeks as well to meet the
fundamental social security objective of long-term provision while addressing simultaneously
the immediate need for insurance against the event of death before retirement.
The Pension Act mandates the regulation of the pension industry to the Reserve Bank of Malawi,
which will be responsible for overseeing the sound management of pensions in Malawi
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BOX 3: CITIZEN INSURANCE COMPANY

In November 2011, the Reserve Bank in its capacity as regulator of financial institutions
petitioned the high court of Malawi to wind up Citizen Insurance Company, following a two
month period where Citizen was placed under statutory management. The company had failed
to meet the minimum criteria as set out in the Capital and Solvency Directive for general
insurers.
Citizen is currently the second smallest general insurer in terms of assets. Its total assets
account for 2.4 percent of total general insurance assets. In terms of gross premium, Citizen
accounts for 6.4 percent of general insurance premiums. Its main line of business was motor
insurance where it was heavily involved in third party cover for minibuses. Having not
diversified or penetrated the other insurance sector products, the effects of closing down
Citizen Insurance are localized mainly in the Minibus motor subsectors. However, due to its
size, and lack of complexity and systemic interconnectedness, it is envisaged that there will
be no contagion effects on the other players in the market.
The Capital Adequacy and Solvency Directive clearly stipulates that all insurance companies
must operate with adequate levels of capital and solvency. Failure to do so is a breach of
statutory requirements and insurance firms are given a grace period to remedy their position if
they fall below the stipulated minimums. Failure to do so results in the registrar closing
insurance firms in order to safeguard policyholder interests and the financial stability of the
insurance industry in general. This ensures that only financially stable insurance companies are
operating in the market and thus safeguarding policyholder funds.
The actions taken by the RBM on Citizen Insurance have been made possible by the passing of
the Insurance Act 2010, as well as the Financial services Act, 2010. Prior to the passing of
these two Acts, the RBM relied on moral suasion to carry out its mandate. However, the new
Acts give powers to the RBM Governor, as Registrar of Financial Institutions, to properly
supervise and regulate the Insurance market. The latent effect of the action taken on Citizen
is that the insurance market has felt the presence of the regulator who has the full backing of
the law. It is envisaged that there will be higher levels of compliance to regulations and
directives as remedial measures can now be fully enforced.
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Main Message
The capital markets’ role in the Malawi
financial sector is still limited as few
companies have listed on the stock
exchange and trading volumes are still
relatively low. The fall in value of most
securities listed on the MSE in 2009 and
2010 resulted in loss of confidence by
investors. During 2011, however, the
market rallied and most stocks listed on the
exchange registered positive gains.

Malawi All Share Index (MASI)

Domestic share Index (FSI)

2.3

THE CAPITAL MARKET

2.3.1 Overview of the Stock Exchange
The Malawi Stock Exchange (MSE) was established in 1994
and has four member firms namely: Stockbrokers Malawi
Limited; FDH Stockbrokers Limited; African Alliance
Securities Limited; and CDH Stockbrokers Limited.
Currently, the following fourteen companies are listed on
the exchange after Packaging Industries Malawi Limited
was de-listed on 30th September 2011 following a buyout
of all minority shareholders by Transmar Ltd, the majority
shareholder:
1. NICO Holdings Limited listed on 11 November, 1996
2. Blantyre Hotels Limited listed on 25 March, 1997
3. Illovo Sugar Malawi Limited listed on 10
November,1997
4. Standard Bank Limited listed on 29 June, 1998
5. Press Corporation Limited listed on 9 September,
1998
6. Old Mutual plc listed on 12 July, 1999
7. National Bank Of Malawi listed on 21 August, 2000
8. Sunbird Tourism Limited listed on 8 December,
2002
9. National Investment Trust Limited listed on 21
March, 2005
10. First Merchant Bank listed on 19 June, 2006
11. NBS Bank listed on 27 June, 2007
12. Malawi Properties Investment Company Limited
listed on 12 November, 2007
13. Real
Insurance
Company
listed
on
29
September,2008
14. Telekom
Networks
Malawi
listed
on
3
November,2008

2.3.2 Stock Exchange Market Developments
There has been no new listing on the MSE since November
2008. This has been due to the bearish level at which the
market was performing in 2009 and 2010. The period was
characterised by the poor performance of share prices
due to the effects of the global financial crisis and loss of
confidence by investors. The market has however been
recovering slowly over the past year.
The Malawi All Share Index (MASI) rose by 2.86 percent
from 4899 points in October 2010 to 5039 points in
September 2011. The 150 points gain was mainly due to the
recovery of the Foreign Share Index (FSI) as Old Mutual PLC
shares rose by 62.1percent from K2.56 per share in October
2010 to K4.15 per share in September 2011. Apart from the
Malawi Stock Exchange, Old Mutual Plc is also listed on the
London Stock Exchange, the Johannesburg Stock Exchange,
and the Namibia Stock Exchange. The rise in the Old Mutual
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Foreign Share Index (FSI)

share price was an indication of the recovery of the
international markets following the Global Financial
Crisis.
On the other hand, the recovery of the domestic share
index (DSI) has been slow and unsteady. The DSI rose from
3881 points in October 2010 to 3963 in February 2011 then
fell to 3842 points in March 2011 before recovering to
3975 in September 2011.
Since the foreign listed company (Old Mutual) accounts for
a larger percentage of market capitalization (92percent),
the rise in the FSI led to an increase of 125.0 percent in
market capitalization from K1,185.8 billion in October
2010 to K2,666.1 billion in September 2011.

Market Capitalisation (K’million)

The return to growth in the market in the year under
review shows that confidence in the market is slowly
returning, although it may take some time before full
confidence is finally restored. The growth, in turn, is
expected to attract prospective issuers to issue new
securities on the market. It is therefore important to
intensify efforts to sensitize prospective issuers and
investors of the merits of the capital market. In addition,
the newly passed Securities Act makes provision for the
establishment of a Securities Stabilization Fund aimed at
compensating investors for loss occasioned by any default
of a licensed investment broker, dealer, investment
adviser, portfolio manager, operator of a collective
investment scheme or any other licensee3. This provision
is aimed at building investor’s confidence in the market.

Market Capitalisation

2.3.3 Collective Investment Schemes (CISs)
Collective Investment Schemes (CIS), also called Unit
Trusts, sell their own shares or trust units to the public
and use the proceeds to invest in financial instruments,
shares and other investment opportunities. CISs offer
investors a way to pool resources and diversify their
investments.
Old Mutual Unit Trust Limited became the first open-end
unit trust in Malawi when it launched in September 2011.
There is one closed-end unit trust, National Investment
Trust Limited listed on the MSE. The introduction of unit
trusts on the market offers investors one more investment
vehicle and therefore improves competition in the capital
and money markets.
2.3.4 The Pension Act, 2011 and the Capital Market
The introduction of a mandatory pension regime in Malawi
under the Pensions Act 2011, is anticipated to revitalise
the capital market. Researchers such as Eduardo Walker,

3

Section 50 to 56 of the Securities Act (2010)
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Funds under Management (K’Billion)

and Fernando Lefort (January 2000) in their paper
“Pension Reform and Capital Markets: Are There Any
(Hard) Links?” have shown that reforms that introduce
funded and privately managed pension systems have
resulted in significant positive effects on the capital
markets in countries such as Chile. These benefits are
mostly determined by regulations on pension funds’
investment limits. An IMF Policy Discussion Paper on
Pension Reform, Investment Restrictions, and Capital
Markets adds that “Pension funds, as well as other
institutional investors, provide means of risk pooling for
smaller individual investors, thus providing diversification
and enhanced risk-return opportunities for end-investors.
Their superior capacity to absorb and process information,
and their ability to transact in large volumes, lowers the
cost of intermediation and benefits investors and issuers
alike. In addition to providing better risk management and
lower transaction costs, their long-term liabilities allow
pension funds to invest in and contribute to the
development of longer-term securities markets. Finally,
they also contribute to better transparency and
governance, as well as to the improvement of market
microstructure and the adoption of innovative financial
products.”
However, it should be noted that rapid growth in assets
under management and limitation of foreign investment
can also result in asset bubbles and high concentration of
risk. It is therefore imperative that policy makers strike a
balance between the desire to grow the domestic capital
market and macroeconomic policies.

2.3.5

Risks to the growth of the capital market

2.3.6

Remedial options for the capital market

The main risk facing the capital market in Malawi is low
consumer confidence. The depressed prices on the stock
market as well as unrealised expectations of instant gains
during Initial Public Offers (IPOs), has resulted in many
investors staying away from the stock market.
The consumer financial education initiatives being
planned by the Reserve Bank of Malawi and other
stakeholders is one of the tools that will help demystify
the stock market and give investors the tools to make
informed decisions. In addition, the establishment of the
Securities Stabilisation Fund is expected to go a long way
in building investor’s confidence in the capital market.
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BOX 4: Main Provisions of the Securities Act, 2010
The Securities Act, 2010, repealed the Capital Market Development Act (CMDA) of
1990 and introduces new legislation that adapted to the developments that occurred
in the capital market sector in Malawi over the years since its inception. The main
objective of the Act is to provide for the regulation of capital and securities markets,
persons transacting business thereto, and the conduct of capital and securities
markets in Malawi.
The Act gives the Registrar, who is the Governor of the Reserve Bank of Malawi, power
to ensure that the Act is complied with. It further gives the registrar power to license
and supervise the activities of stock exchanges, brokers, dealers, investment advisers,
portfolio managers, collective investment schemes and securities market
intermediaries and their respective securities representatives and to direct the
licensing of depositories. Conducting business as any of the above without a license is
prohibited, and amounts to an offence. In addition, the registrar may issue directives
necessary for the implementation of the Act.
Persons seeking to establish and operate a stock exchange should make an application
in writing in accordance with the provisions of the Financial Services Act. The
application will be accompanied by a prescribed fee specified by the Registrar.
Management of the stock exchange shall comprise of a board whose members shall be
elected in accordance with the articles of association of the stock exchange. The
Registrar may issue directives to a stock exchange were it deems necessary and may
order its closure, after consultation with the Minister of Finance. The stock exchange
shall work in liaison with the Registrar in order to protect the interests of investors
and for the fair administration of the activities of the stock exchange.
An applicant for a license to operate as a broker, dealer, investment advisor, portfolio
manager or a securities representative and securities market intermediary shall send
an application form, accompanied by a fee, to the Registrar. The Registrar may refuse
to grant, revoke or suspend a license if an applicant or holder provides insufficient
information or is not operating in accordance with the provisions of the Act. Licensees
are required to maintain accounting records and records of securities in their
beneficial ownership and to supply the Registrar with information on the same.
Securities of companies listed on the stock exchange are to be registered with the
Registrar, by submitting a registration statement accompanied by a prospectus and
prescribed fee. The content of the registration statement may be specified by the
Registrar by way of written notice or directive. Issuers of securities shall keep the
public well informed at all times, of matters which affect the value of the securities.
Pertaining to the conduct of securities business, every licensee and any other person
licensed under the Act, shall effect transactions only in compliance with it, and no
trading shall take place outside the stock exchange. They are required to maintain at
all times such capital, liquid assets and reserves in the manner and amounts that the
Registrar specifies. All persons who might have an interest in or be part of the activity
in the trading of any securities are prohibited from false trading and manipulations,
use of deceptive statements, fraudulent activities, giving misleading statements and
insider trading. Penalties are in order for anyone who contravenes the sections that
provide for the above prohibitions.
A Securities Stabilisation Fund shall be established which shall consist of monies
recovered from penalties and all other monies accruing thereto. The purpose of the
fund is to compensate persons who suffer loss as a result of default by licensees. A
Stabilisation Fund Committee will be established and will be responsible for the
administration and operation of the stabilisation fund as regards settlement of claims
made against it, however with liability limited to such amount as the Registrar may
issue. The committee’s membership composition is stated in the Act.
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3.0

STRESS TESTING

3.1
INTRODUCTION TO STRESS TESTING
Stress testing generally is used as a generic term for the
assessment of the vulnerability of individual financial
institutions or the financial system to shocks. One of
the key objectives of financial stress tests is to capture
the impact of severe (yet plausible) shocks on the
whole financial system. It focuses on capturing the
impact of “large, but still plausible events”; and
understanding the overall risk profile in a coherent and
consistent framework, including impact analysis on
earnings, solvency and liquidity of the financial system.
Stress tests have become an integral tool for banks’ risk
management practices as well as for financial stability
assessments by central banks. The increased interest in
stress testing on an individual bank level started in
early 90s because of the role played by regulators in
allowing greater use of banks’ own risk assessments;
and the scope widened with the advent of Basel II.
However, on a system-wide level, the initiation of
Financial Stability Assessment Programmes (FSAPs) by
the International Monetary Fund (IMF) and the World
Bank in 1999 brought stress tests to the forefront of
financial stability modeling.
Most major central banks in the world now have their
own financial stability stress testing models or are in
the process of developing one. Central Banks use stress
tests to guide their policy making decisions; for
example, when judging the relative importance of
different financial stability vulnerabilities. Stress tests
can also feed into the supervisory decision making
process, and be used as an additional off-site
supervisory tool, which can be used internally and
externally; for example, when deciding where to focus
supervisory
attention
or
when
engaging
a
banking/financial institution in supervisory dialog.
There seems to be a broad agreement that the value
added from stress tests is derived from “an integrated
forward looking perspective, a focus on the financial
system as a whole and a uniform approach to the
assessment of risk exposures across institutions”
3.2
RBM AND STRESS TESTING
The Reserve Bank of Malawi with Technical Assistance
(TA) from the IMF and Norges Bank is currently in the
process of building capacity in the area of stress testing
both for financial stability and prudential supervisory
purposes. As part of the capacity building process, end
December 2010 data for 11 banking institutions was
subjected
to
a
number
of

25

shocks. Emphasis was put on trying to establish relevant
links between the macro shocks and the variables in the
stress testing spread sheet. In addition to shocks
affecting single risk types (e.g. credit risk and foreign
exchange risk), shocks were combined in order to look
at the combined effects on the banks’ financial
positions, mainly their Tier 1 ratios. Both the results for
the individual banks and the whole banking sector were
analyzed and the results are as discussed below.
In general, the single largest risk to most of the banks
in Malawi is the concentration risk related to large
borrowers. A shock to the agricultural sector is also
likely to affect the banks’ credit risk to a significant
degree. This shock might also affect the banks’ income,
in particular income from foreign exchange trading. The
agricultural shock assumed in this exercise, showed that
three banks would have a negative Tier 1 ratio while
two other banks would have Tier 1 ratios around or
below the minimum regulatory ratio of 6 percent set by
RBM.
The effect of shocks to the banks’ net interest income
and income from foreign exchange trading activities on
their return on assets (ROA) were also analyzed and
discussed. The results revealed that the shocks have a
large effect on most of the banks’ ROA. Four banks
would have a negative ROA mainly on account of the
banks’ strong dependence on income from foreign
exchange trading.
The results further indicated that some banks are
considerably more exposed to the liquidity risk than
others. For example, if there was a sudden withdrawal
of 20 percent of the banks domestic demand and time
deposits, and a 5 percent withdrawal of their foreign
currency demand deposits, one bank would be illiquid
after only one day4.
More detailed results of the stress tests are provided
below. However, the exact identities of the banking
institutions have been intentionally ommitted. For
discussion of weaknesses/limitations of the model and
data used in the stress tests please refer to Boxes 6 and
7.
3.2.1 Large exposure concentration risk
Risk concentration towards large loan exposures is
probably the single largest risk exposure of the banks in
4

This result may have been influenced by the starting date, the last
banking day of the year.
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Malawi. As per chart 1, there is a considerable
decrease in the Tier 1 ratio even if only the largest
exposure in each bank becomes a non performing loan
(NPL) and the loan loss provision is 50 percent. Two
banks would have a negative Tier 1 ratio if only two or
three, respectively, of their loans to their borrowers
become NPL.
The following assumptions were made:
-The 1st largest borrower fails.
-The 1st and 2nd largest borrowers fail.
-The 1st, 2nd and 3rd largest borrowers fail.
-The 1st, 2nd, 3rd and 4th largest borrowers fail.
-All the five largest borrowers fail.
3.2.2 Liquidity risk
As per chart 2, the results show that one bank will be
illiquid, i.e. the net cash outflow from the assumptions
is larger than the cash available from the assumptions,
already after day 1. After day 2, three banks will be
illiquid. By the end of day 5, only three banks remain
liquid.
The following assumptions were made:
- A withdrawal of 20% of both the domestic
demand deposits and time deposits each day for
five days
- That only 5% of the foreign currency deposits are
withdrawn as a result of the shock.
- 80% of the liquid assets assumed to be available
the first day.
- That the banks do not use the “discount
window” or other funding alternatives to
compensate for the lost deposits.
3.2.3 Foreign Exchange Risk
A bank might be exposed to both direct and indirect
foreign exchange risk. The direct risk reflects the net
open exposure of all foreign currency positions, while
the indirect risk reflects the risk a bank faces from loan
customers who have borrowed in a foreign currency.
Chart 3 shows the direct and indirect effects of the
shock on all banks. As one can see, the banks in total
will actually benefit slightly even if the NPL on foreign
exchange loans is 30 percent and the loan loss provision
is 50 percent.
The following assumptions were made:
-Banks are exposed to both direct and indirect foreign
exchange rate risk.
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The direct risk reflects the net open exposure of all
foreign currency positions, while the indirect risk
reflects the risk a bank faces from loan customers who
have borrowed in a foreign currency.
-A 50 percent depreciation of the Malawi Kwacha (MK).
-That 30 percent of the banks’ foreign exchange loans
become NPL and that the loan loss provision on these
loans is 50 percent.
3.2.4 Interest rate risk
The results indicate that six banks will benefit while
the remaining five banks will be negatively affected as
a direct result of a 4 percentage point increase in the
RBM’s interest rate. Tier 1 ratio of the most negatively
affected bank would drop from 23.0 percent to 18.0
percent. The results for all banks are shown in chart 4.
The following assumptions were made:
-An increase in the RBM’s interest rate of 4 percentage
points.
-That there is a parallel increase in the interest rates of
banks, i.e. a given increase is identical for all interest
bearing assets and liabilities.
3.2.5 Equity risk
The banks’ holdings of shares and bonds are rather
small. This implies that even large shocks to the value
of locally held stock will not affect the banks’ Tier 1
ratio to a critical extent, although the banks’ profits
will deteriorate to some extent. Chart 5 shows the
effect of a 50 percent decline in the value of locally
held stocks. The assumption of a reduction of 50% in
the value of domestic stocks and bonds is employed.
3.2.6 Shock to net income
The banks’ net income would be reduced by an increase
in NPL, reduction in new lending and a fall in the
foreign exchange trading income due to foreign
exchange shortage. For some banks the direct effect of
the income shocks is relatively large. Two banks would
have a post-shock Tier 1 ratio slightly below the
regulatory minimum of 6%. The effects of the shock to
net income on all banks are shown in chart 6.
There is an assumption of a decrease in the banks’ Tier
1 ratio as a result of decrease in net income due to 50%
and 5% fall in FX trading income and net interest
income, respectively.
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3.2.7 Shock to interest income and exchange income
Chart 7 shows the effects on all the banks’ ROA of
decreases in net interest income and income from
foreign exchange trading of 5% and 50%, respectively.
Four banks would be severely affected and would have
negative ROA. The main reason for this is their strong
dependence on income from foreign exchange trading.
A decrease in the banks’ ROA as a result of decreases in
net interest income and income from foreign exchange
trading of 5 percent and 50 percent, respectively is
assumed.
3.2.8 Combination of agricultural shock and other shocks
In the stress tests above, it is assumed that the effects
of the shocks are deducted directly from the Tier 1
capital, keeping all other factors constant. This is a
“static” approach, in which it is assumed that the banks
do not carry on with their activities during the stress
testing period.
The effect of combined shocks is that three banks are
particularly hard hit with their Tier 1 ratios turning
negative. Two banks also have their Tier 1 ratios below
the regulatory minimum. The effects of the combined
shocks on all banks are shown in chart 8.
The following assumptions were also made:
- Same assumptions as for the agricultural shock
under the credit risk in Box 5 below.
- A reduction of 50 % in the banks’ income of
foreign exchange trading activities
- A reduction of 5 % in the banks’ net interest
income
- An increase of 4 percentage-points in interest
rates (policy response)
- A reduction of 50 % in the value of domestic
shares and bond
- Real GDP growth of 2%
- Tobacco earnings down 80%
- Increase in fuel and energy shortage
- Increase in foreign exchange shortage
- Increase in infrastructure problems
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Box 5 -ASSUMPTIONS (Macro shocks and credit risk)
Agricultural shock
The following assumptions were made:
- As a result of a serious drought, the agricultural output decreases by 30 percent
compared to last year’s output.
-

This is assumed to affect all producers of agricultural products (both individuals and
companies) to some extent. Some are likely to be seriously affected, as a large part
of their income will disappear while the production cost may remain at almost the
same levels. Hence, it is not unreasonable to assume that a relatively large part of
the loans to companies and individuals directly engaged in agriculture will become
NPL.

-

The recorded overall high of NPL of 21.0 percent in 2002 was to a large extent a
result of a serious drought. Although a sectoral break-down of the NPL data was not
available at that time, it is not unreasonable to assume that the NPL of the
agricultural sector was well above 21.0 percent as this was the sector most severely
affected.
Sectors more or less indirectly involved in agriculture are also likely to be affected,
in particular trade, which to a large extent depends on agricultural products.
Manufacturing is also likely to be relatively seriously affected both as a result of a
loss of agricultural input and/or higher prices of agricultural raw materials as
demand might outstrip supply.

-

-

-

The indirect effect of lower foreign exchange earnings as a result of the decrease in
agricultural products may also spill over to other sectors including manufacturing.
The following new levels of NPL were discussed and agreed upon:1
o Agriculture: 30.0 percent, up from existing level of 0.7 percent
o Trade: 20.0 percent, up from existing level of 5.3 percent
o Other: 30.0 percent, up from existing level of 4.8 percent1
o Manufacturing: 30.0 percent, up from existing level of 4.9 percent
o Construction: 30.0 percent, up from existing level of 11.4 percent
o Tourism: 15.0 percent, up from 10.4 percent
o Non-bank financial institutions: 2.0 percent, up from existing level of 0.1
percent.
That loan loss provisions would increase to 50.0 percent, up from the existing total
average of 36.0 percent. This reflects among other things that the value of the
banks’ collateral is likely to decrease in a crisis situation. It may also take longer for
the banks to realize the collateral, and hence may lead to higher operating costs.
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Box 6 -MODEL ISSUES
For the purpose of this stress testing project it was decided to use the stress testing
model developed by Mr. Martin Cihàk of the IMF as a starting point. 1 The model has been
modified and adapted at various stages in order to incorporate the particular aspects of
the economy and banks of Malawi. The modified version includes a function for stress
testing equity risk and shocks to the banks’ net income from foreign exchange trading. A
function for combining shocks to the banks’ net interest income and/or net foreign
exchange income with other shocks is also included in the modified version. In its
present form, the stress testing spreadsheet only allows analysis of the effect of the
various stress testing scenarios on one measure of capital adequacy. The Tier 1 capital
ratio is chosen. However, other types of capital adequacy may be selected, e.g. Tier 1
and 2 ratio, Total equity / Risk weighted assets or Total equity / Total assets.
Furthermore, it is also worth mentioning that stress testing results based on this
spreadsheet might miss the next shock or crisis situation as it is based on the last
(relevant) available historical data, and hence may not capture changes in the future
risks should the banks change behavior and strategy. For example, if the banks enter
into new activities or start selling new financial products, this will not be captured by
stress tests based on historical data. Finally, many types of stress tests, including the
ones conducted using this spreadsheet, do not take account of any second round or
feed-back effects in the banking sector. For example, in real life it is reasonable to
assume that banks will change their behavior in a shock or crisis situation (reduce
lending, inject new capital, sell off assets, etc).
Lack of relevant historical data and a more sophisticated model framework meant that
this process to a large extent was relying on subjective and qualitative judgments. In
order to compensate for this, a range of alternative scenarios were conducted for each
risk type and combinations of risks and macro shocks. An advantage of using a subjective
and qualitative approach is that one may then be more able to capture “new” shocks
and the effects of these shocks. Even advanced stress testing models may not be able to
capture such shocks because they are usually estimated on historical data.
It would also be useful to make a more detailed sectoral division of the loan exposures.
For example, in the category “Other”, both loans to individuals, mining and transport
companies are included. These two categories would have to be separated from the
category “Other”.
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Box 7 - DATA ISSUES
Some data gaps and mismatches were discovered, particularly related to the banks’ sectoral
exposures. Nevertheless, the data work and controls indicate that in general the quality of
the data is acceptable for the purpose of this stress testing exercise. However, this does not
necessarily imply that all the individual data items are of good or acceptable quality. It is
difficult to evaluate the true quality of the data items without a thorough on-site inspection,
and even then it is difficult. This particularly relates to the non-performing loans and loanloss 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.
The quality of the sectoral loan exposures can be questioned, one reason being some sectors
might be overrepresented and some underrepresented by the fact that a loan customer
normally only has one sector code. For example, a customer might be involved in
agriculture, manufacturing and trade. But because it is difficult or impossible for the bank to
make a distinction between the various activities, it has to choose one sectoral code. This
problem is difficult to avoid, although it might be worthwhile to make an effort to
differentiate between the various sector activities of the largest loan customers, for which
this problem is usually most serious.
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4.0

BANK LENDING SURVEY

4.1
OBJECTIVES OF THE SURVEY
The lending survey is undertaken by the Research
Department of the Reserve Bank of Malawi bi-annually,
end March and end September. The main objectives of
the survey are to:


Supplement statistics on credit market conditions
derived regularly from the monthly balance sheets
of the commercial banks in order to broaden the
assessment
of
monetary
and
economic
developments as an input into monetary policy
decisions.



Enhance RBM’s assessment of the usage of private
sector credit in order to ascertain whether the
bulk of the credit is being channelled to
productive
avenues
i.e.
consumption
or
production.



Facilitate the preparation of economic forecasts
as information regarding expected changes in
credit conditions could enhance the precision of
economic projections.



Bolster the assessment of systemic risks through
acquisition
of
information
regarding
the
commercial banks’ pricing of risk.

4.2
RESPONSE RATE
Questionnaires were sent to eleven commercial banks
and all of the commercial banks responded, yielding an
overall response rate of 100 percent5.
4.3
CREDIT DEVELOPMENTS MARCH – SEPTEMBER 2011
Between March – September 2011, gross extensions of
credit amounted to K22.6 billion while recoveries were
lower at K7.8 billion. Subsequently, credit to the
private sector increased by 8.6 percent or K13.1 billion
to K165.2 billion. Overall, 8 out of the 12 banks
recorded net extensions whilst 4 banks actually
registered net repayments. The bulk of the credit
extension related to normal support for corporations
working capital demands coupled with market
penetration by a new depository corporations.

5

Two commercial banks submitted the questionnaire with a
considerable lag.
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Chart 1: Changes in Factor Contributing to
Credit Standards as applied to the approval of
loans or credit to enterprises
Apr-11

Dec-11

80
60

40
20

0
-20
-40

-60
-80
-100
Capital

Liquidity

Securities

Competition Perception of
risk

4.4
DEVELOPMENTS IN CREDIT STANDARDS
Lending activity survey for December 2011 showed that
the net tightening of banks’ credit standards as applied
to the approval of loans to corporations was maintained
as in the previous survey. The net percentage of banks
reporting a further tightening of credit standards stood
at 54.5 percent. The tightening was applied largely to
long-term loans with a maturity of more than 12
months. Regarding the net tightening of standards to
the Small and Medium Enterprises (SME), banks
reported broadly unchanged standards.
The tightening of standards reflected deteriorating
expectations regarding the general economic activity as
reported by 90.9 percent of the survey respondents.
Against a background of worsening external
environment and a weakening of internal demand,
pessimism regarding robust economic activity came to
the fore. In particular, fragilities pertaining to a poor
tobacco season, fuel supply and foreign exchange
shortages contributed to a worsening economic outlook
and cautious lending by the banks. Subsequent risk
assessments on collateral demanded as well as
creditworthiness of consumers also led to tightening of
standards at 63.4 percent of the banks.
The contribution of industry-specific outlook also
appeared to be larger at 90.9 percent reflecting in part
the developments in the tobacco and foreign exchange
markets which are pivotal to income. Investments in
government securities also contributed to tightening of
standards to corporations as the search for a yield
overshadowed credit considerations. The contribution
of costs related to the banks’ capital position declined
to 27.3 percent in December 2011 compared to 50.0
percent in March 2011. However, at all of the banks,
pressures from competition were largely nonaligned to
the tighter credit standards.
The positive value refers to credit standards easing or
that the factor has impacted the easing of credit
standards while the negative balance refers to credit
standards tightening or that the factor has affected the
tightening of credit standards.
Aligned with the perception of risk vis-à-vis the
economic outlook, the net percentage of banks
reporting unchanged credit standards as applied to the
approval of loans and advances to households increased
considerably. In particular, credit policy for mortgage
loans remained unchanged at 81.8 percent of the
respondents whilst almost five banks tightened
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Chart 2: Factors Affecting Demand for
loans by corporations
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4.5
DEVELOPMENTS IN DEMAND FOR LOANS
The net demand for loans by corporations maintained
its momentum as the net percentage of banks reporting
to have perceived a higher demand stood at 81.8
percent during the December 2011 survey. Small and
medium corporations’ demand remained high at about
81.8 percent whilst large firms demand stood at 63.6
percent. Loan demand was broadly spread across both
short-term and long-term tenures. With regards to the
categorisation by the purpose of loan use, inventory
accumulation and working capital demands were
assessed as pivotal to the increase at all of the
commercial banks.
The positive balance shows an increase of the demand
or that the factor has contributed to increased demand,
while the negative balance reveals a fall of demand or
that the factor has contributed to decreased credit
demand.
Pertinently, the survey omitted the extent to which the
current and expected macroeconomic situation could
influence the demand for credit, a consideration which
could be explored in subsequent submissions.
Credit experts assessed that the demand for mortgage
loans by households remained virtually unchanged
whilst demand the net demand for loans for consumer
credit and other lending increased by 90.9 percent. The
major thrust for accessing the facilities related to nonhousing related consumption expenditure. This outturn
was premised on a stable interest rate environment
pegged at 2010 levels which left the opportunity cost of
accessing new credit broadly constant. Secondly, the
poor tobacco marketing season as well as intermittent
availability of strategic materials led to higher
transactional demand for facilities.
4.6
PROSPECTS FOR OCTOBER 2011 – MARCH 2012
Looking ahead to March 2012, the expectations for the
loan demand indicate that the net percentage of banks
anticipating a further increase in demand by
corporations albeit not considerably stood at 81.8
percent. Against a backdrop of unfavourable
macroeconomic environment marked by slowing activity
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and incipient inflationary pressures, most of the
corporations’ profit margins were adversely affected.
Hence, banks anticipate large firms to demand more
credit lines to bridge raw materials costs and poor sales
revenue for 2011. For SMEs, the tough economic
climate compromised their ability to earn the requisite
income to finance existing loans hence their demand
was expected to be moderate.
The banks’ experts assess that credit standards applied
on loans to households and corporations shall be
tightened further in the period October 2011 to March
2012. This assessment was premised on several factors:
Firstly, in the run-up to September 2011, most banks
had adopted a conservative approach to the approval of
loans spurred largely by the economic environment and
associated effects on the loans serviceability. At most
of these banks, mention was made that the stance was
to be maintained for the foreseeable future until
prospects for the economy improve. Secondly, foreign
exchange unavailability was expected to continue
affecting the extension of foreign exchange
denominated facilities. Thirdly, in the absence of a
functional credit reference bureau and amid a culture
of limited or no exchange of information by banks,
credit standards as applied to the approval of loans
were expected to remain tight.
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Main Message
Main Message
Overall monthly average throughput values
in MITASS have steadily risen from K294.9
billion in the month of March 2011 to
K309.9 billion in the month of September
2011, representing a 5 percent increase.
However, there has been a slight decrease in
the proportion of transactions processed
through FSIs from 70.14% recorded in
March 2011 to 69.19% in September 2011.
Nevertheless, the proportion of MITASS
transactions settled through FSIs is expected
to pick up on account of continued NPS
oversight activities as well as MITASS Users
Training Workshops conducted during the
period.
On average, the MITASS system was
available for a total of 98.97 percent of the
total business hours during the period. It
can therefore be concluded that the system
has been stable given an availability target
of 96 percent.

5.0

FINANCIAL INFRASTRUCTURE AND REGULATION

5.1
ROLE OF PAYMENT SYSTEM IN FINANCIAL STABILITY
A national payment system (NPS) is normally defined in
terms of the systems, mechanisms, institutions,
agreements, procedures, rules and laws that come into
play from the moment an end user, using a payment
instrument, issues an instruction to pay another person
or a business, through to the final interbank settlement
of the transaction in the books of the central bank. The
NPS therefore enables transacting parties to exchange
value and conduct business efficiently.
Financial instability such as bank failures, intense assetprice volatility, liquidity problems and any systemic risk
primarily manifest themselves in the payment and
settlement system. RBM’s interest in payment systems
stems not only from the need to create an orderly,
efficient and secure transfer of financial values in the
economy, but also from the need to minimise the
contagion effect of liquidity and credit risks inherent in
the national payments and settlement infrastructure. A
robust NPS infrastructure is crucial for attainment of
financial stability in an economy. Both liquidity and
credit risks have the potential of becoming systemic. To
the extent that interbank settlement and clearing takes
place in reserve accounts domiciled at the RBM, the
demand for reserves and credit to cover shortfalls in
settlement positions becomes very important.
5.2

MANAGEMENT AND MITIGATION OF FINANCIAL AND
OPERATIONAL RISKS

5.2.1 Role of MITASS6
RBM strives to implement policies designed to ensure
the safety and efficiency of the NPS by inter alia
adopting strategies that are meant to minimise or avoid
distortions that can affect the stability of the financial
sector. One such effort was the introduction of the
MITASS, a real time gross settlement system, in March
2002. Establishment of MITASS was based on the
standards promoted by the Committee on Payment and
Settlement Systems (CPSS) of the Bank for International
Settlements (BIS). The CPSS standards are further
reflected
in
the
6

Malawi Interbank Funds Transfer and Settlement System
(MITASS) is owned and operated by RBM, which is also responsible
for the system’s daily management and administration. The system is
categorized as a systemically important payment system (SIPS) in
the Oversight Policy document of the country’s payments, clearing
and settlement of 2008.
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Gross vs. Bulk Settlement (K’billions)

BIS’s Core Principles for Systemically
Payment Systems (Core Principles)7.

Important

5.2.2 MITASS and Financial Risks
Being a credit-push based system, the possibility of
credit risk is almost non-existent in MITASS.
Furthermore, transactions are settled in real time with
finality and irrevocability through a highly secure
proprietary network thereby further promoting
efficiency (through speed and fraud minimisation) as
well as safety (through highly secure network link and
non-repudiation of transactions).

Trend in Real Time Transactions
(Gross as a percentage of throughput)

5.2.3 Composition of MITASS Throughput
Three types of transactions are settled in MITASS, these
are: real-time (gross) based fund settlement
instructions (FSI), Electronic Cheque Clearing House
(ECCH) batch and Smartcard Payment Clearing House
batch transactions. A High proportion of FSIs imply a
low level of settlement risk/uncertainty. FSIs minimise
risks such as fraud or delayed transfer of value usually
associated with transactions that are settled on a
deferred/bulk basis such as cheque and smartcard
payments. Therefore, RBM recommends that system
participants transact more using FSIs than cheques and
smartcards.
The chart Gross vs. Bulk Settlement shows the
magnitude of real time transactions in MITASS
throughput during the period under review. Overall
monthly average throughput shows a steady increase
from K294.9 billion in the month of March 2011 to
K309.9 billion in the month of September 2011. The
chart also shows that variations in total throughput
values are greatly affected by movements in gross FSI
transactions. On the other hand bulk (cheques and
smartcard) transactions have remained below the K100
billion range.
Nonetheless, the trend in real time transactions chart
shows a slight decrease in the overall monthly average
share of transactions settled on gross basis (i.e. real
time/ FSIs) from 70.14 percent recorded in March 2011
to 69.19 percent in September 2011. However, the
proportion of real time transactions in MITASS
throughput is expected to pick up on account of NPS
7

The Core Principles are intended for use as universal guidelines to
encourage the design and operation of safer and more efficient
systemically important payment systems worldwide. All systemically
important payment systems must comply with the Core Principles.
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MITASS DOWNTIMES
(January – September 2011)

oversight activities as well as MITASS Users Training
Workshop conducted by the Bank in July and August
2011.
5.3

MITASS AND OPERATIONAL RISKS

5.3.1 Availability And Reliability of MITASS
MITASS downtime (i.e. system failure or unavailability)
is a key indicator of operational risk in terms of system
stability and reliability (or lack of it). Operational risk
in MITASS and related infrastructure can result from
hardware and software failures, human errors or fraud,
telecommunications infrastructure failures or even
external events such as power outages, pandemics,
sabotage or natural disasters. Persistent operational
disruptions have the potential to negatively affect daily
settlement operations and the ability of participants to
settle payment obligations, and this may trigger
liquidity and other financial risks.
The main objective of operational risk management is
thus to ensure that MITASS is available, reliable and
resilient enough to allow settlement to take place
safely and timely, and for contingency arrangements to
be in place for serious disruptions.
On a normal day, MITASS is open for transactions
processing up to a total of 9 hours and RBM’s
availability target is 96 percent of total business hours.
However, between March and September 2011, MITASS
was not available for transaction processing for a total
of 13 hours. This represents an average monthly downtime of 1.85 hours. The chart shows that the system
was 100 percent available during the months of July
and August 2011. Overall, the system was available for
an average of 98.97% of the total business hours during
the period under review. It can therefore be concluded
that the system has been stable, given an availability
target of 96%.
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5.4
LEGISLATION AND
PAYMENT INFRASTRUCTURE

OVERSIGHT

OF

NATIONAL

5.4.1 Legislation
Currently there is no law to guide and enforce payment
system initiatives in Malawi. The RBM’s payment system
oversight role is based on its legal mandate as outlined
in the RBM Act of May 1, 1989. The combination of its
statutory responsibility for promoting a safe and sound
payment system and its general supervisory power to
collect statistical information enables RBM to perform a
wide range of oversight tasks. The draft National
Payment System Bill is yet to be tabled in parliament
for possible enactment. Nonetheless, guidance and
discipline is attained through bilateral, multilateral as
well as service level agreements that MITASS
participants and other technical service providers are
bound to. The service level agreements clearly outline
the roles and responsibilities of each participant in
terms of management and administration of MITASS.

5.4.2 Oversight of national payment system
In addition to the various agreements binding system
participants and other technical service providers, the
RBM in its capacity as overseer of the national payment
system, introduced for adoption the Oversight Policy for
the country’s Payment, Clearing and Settlement
systems in January 2008.
During the period under review, RBM continued to carry
out its oversight role as stipulated in the Oversight
Policy of January 2008. Inter alia, oversight is aimed at
mitigating systemic risk arising from credit, liquidity,
legal and operational anomalies or threats.
The
operational activities of MITASS are monitored
continuously to ensure that daily settlement processes,
liquidity usage and participants settlement flows take
place. Disruptions are logged and recorded for followups by appropriate technical and operational experts.

5.4.3 MITASS Users Training
In a bid to promote efficiency in terms of operational
understanding of the system, RBM conducted MITASS
User Training workshops in July and August 2011.
It is expected that the performance of the MITASS, will
reflect improved compliance to the set rules and
procedures of the system.
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5.4.4 Establishment of NPCs Contingency Committee on
Financial Infrastructure (CCFI)
The National Payments Council (NPC) has recently
established a Contingency Committee on Financial
Infrastructure (CCFI) whose primary objective is to
coordinate disaster recovery and crisis management
issues. Other responsibilities of the CCFI include
identification of potential areas that can cause crises in
the financial infrastructure; design and implementation
of measures to prevent and resolve crisis situations that
may severely disrupt the financial infrastructure;
formulating roles of various players during problem
resolution including a hierarchy for problem
management and escalation of responsibilities.
CCFI membership is drawn from both the banking
industry as well as from relevant service providers.
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