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GENERAL NOTES
The Reserve Bank of Malawi’s Financial Stability Report (FSR), is published bi-annually on the Reserve
Bank of Malawi (RBM) website www.rbm.mw. In this Financial Stability Report, the Reserve Bank of Malawi
assesses vulnerabilities and risks in the domestic financial system for the period between January and June
2020, and points to measures that can contribute to financial stability.
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THE RESERVE BANK OF MALAWI AND FINANCIAL STABILITY
One of the RBM’s primary mandates is to ensure that the financial system is stable. The FSR provides an
overall assessment of risks to the financial system and also describes the system’s resilience to risks. The
analysis in the FSR is therefore one of the tools used by the RBM to fulfill its mandate of ensuring that the
financial system is stable.
The RBM considers financial stability as a condition represented by a sound financial system, capable of
withstanding shocks to the economy; one that is able to allocate savings into investments, facilitate
settlement of payments efficiently and manage risks in a satisfactory manner.
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GOVERNOR’S FOREWORD
The Malawi financial system continued to remain sound and resilient
during the six-month period to June 2020 amidst the Coronavirus disease
(Covid-19) outbreak. On a global front, the global economy was projected
to significantly shrink in 2020, the worst economic downturn since the
1930 Great Depression, mainly on account of the Covid-19 pandemic.
Meanwhile, global financial conditions eased in the first half of the year as
central banks implemented accommodative monetary policy measures to
contain the effects the Covid-19 on the global economy. Given the
foregoing, global financial system vulnerabilities and risks heightened
during the period under review.
In terms of the domestic economy, growth slowed down mainly due to
disruptive effects of the Covid-19 pandemic. Growth is expected to remain relatively weak in the next six months
period to December 2020, on account of uncertainties surrounding the evolution of the pandemic and its
containment measures. This notwithstanding, inflationary pressures were subdued following the consistent
decline in the country’s headline inflation as both food and non-food inflation fell and the kwacha remained
broadly stable albeit registering marginal depreciations during the review period.
Despite the Covid-19 outbreak, the banking sector remained resilient and sound during the first half of the year
2020. The sector continued to be well capitalized, profitable and liquid. However, asset quality weakened as the
sector’s NPL ratio was above acceptable benchmark. With an effort of enhancing banking sector’s stability and
resilience, the Registrar of Financial Institutions put in place the Covid-19 measures to minimize the impact of
the pandemic on the financial system. Further, the Registrar of Financial Institutions introduced weekly liquidity
monitoring of all banks during the Covid-19 pandemic.
The insurance sector was sound during the six-month period to June 2020. Going forward, the Registrar will
continue undertaking prudential surveillance of the sector to monitor and address any other emerging risks to
ensure entrenched stability of the sector. The pension sector continued to grow and remained fairly sound during
the period under review. However, increased levels of contribution arrears continue to pose a significant threat to
the growth of pension sector. In view of this, the Registrar will continue to carry out compliance inspections and
enforcement actions on non-complying employers to curb levels of pension contribution arrears. Meanwhile,
Malawi’s capital market was bearish as reflected by the decrease in the Malawi All Share Index (MASI) during
the six-month period to June 2020. The development was due to share price losses, as investors responded to 2019
financial performance results registered by the listed companies. Notwithstanding the foregoing, the equity market
recorded one entrant on the primary market in January 2020.
The microfinance industry remained fairly sound during the review period, although high levels of NPLs
persisted. In view of this, efforts will continue to be made to enforce compliance of the relevant directives in order
to uphold the soundness of the sector. In terms of the country’s financial market infrastructure, the Malawi
Interbank Transfer and Settlement System (MITASS), remained stable and available for transaction processing
during the period under review. Going forward, efforts will continue to be made to ensure that the country has a
robust and resilient financial system.

DR. WILSON T. BANDA
GOVERNOR
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ASSESSMENT OF FINANCIAL STABILITY
Malawi’s financial system was generally sound and resilient to both domestic and external shocks during
period under review. At a global level, the global economic activity shrunk during the first half of the year.
This outcome was mainly on account of the Covid-19 pandemic which is expected to have a more negative
impact on economic activity in the first half of 2020 than earlier anticipated. Meanwhile, financial stability
risks were elevated owing to eased financial conditions that are aimed at supporting global economic
growth in face of the Covid9-19 outbreak. More specifically, global financial stability risks and
vulnerabilities emanated from a number of factors which include; the weaker-than-earlier anticipated
global and regional economic growth following Covid-19 outbreak; increased external financing leading
into a further build-up of debt; and increased risk taking. On the domestic front, macroeconomic risks
arising from domestic developments were mixed in the review period. In particular, inflationary pressures
were subdued following the consistent decline in the country’s headline inflation and this was further
supported by broadly stable kwacha exchange rate thus supporting the domestic financial stability. On the
other hand, the country’s economic growth was subdued following the Covid-19 outbreak hence weighing
negatively on the country’s financial stability.
The banking sector remained sound and resilient for the six months period to June 2020, as capital
remained adequate, earnings increased and liquidity was sufficient. This notwithstanding, the sector’s
asset quality weakened as the NPL ratio remained a supervisory concern as it was above the acceptable
benchmark. Meanwhile, the June 2020 stress testing results indicated that the banking sector was resilient
to some shocks and vulnerable to other shocks during the period under review. Furthermore, results from
the June 2020 Bank Lending Survey showed that most banks perceived demand for loans and credit lines
to have generally increased in the first half of 2020. Additionally, most banks reported to have generally
maintained tight credit standards and conditions for approval of loans.
The general insurance sub-sector was fairly sound over the six months period to June 2020, as it remained
profitable and registered some improvements in capital and solvency thresholds. However, the sector
continued to face credit and liquidity risks due to high levels of insurance receivables. The life insurance
sub-sector remained fairly sound as all insurers met minimum paid and core regulatory capital
requirements during the six-month period to June 2020. Furthermore, the sub-sector was fairly liquid,
generally profitable and registered improvements in capital levels. Likewise, the pension sector remained
sound due to growth in pension assets and investment income during the six months period to June 2020.
Increased levels of contribution arrears continued to pose a significant threat to the growth of pension
assets.
The performance of both microfinance and SACCO sub-sectors remained generally fair in the period under
review. This was evidenced by adequate capital, satisfactory liquidity and earnings. However, asset quality
remained a concern as the ratio of NPLs to gross loans increased and was above acceptable benchmark in
the first half of 2020.
The Malawi capital markets relatively weakened during the period under review. This outturn was
reflected by the decrease in the MASI following share price losses as investors responded to 2019 financial
performance results registered by the listed companies. Trading activity also dropped when compared to
the previous review period. This notwithstanding, the equity market recorded one entrant on the primary
market in January 2020. Meanwhile, the country’s financial infrastructure was operationally stable and
facilitated smooth flow of payments, clearing and settlements of transactions, hence efficiently supported
financial system stability during the six months period to June 2020.
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1.0 MACROECONOMIC AND FINANCIAL
DEVELOPMENTS

This outcome was on account of the Covid-19
pandemic which is expected to have a more
negative impact on economic activity in the
first half of 2020 than earlier anticipated.
This represents a slowest pace of global
growth since the 1930 Great Depression.

1.1 Overview of Global Developments
The June 2020 World Economic Outlook
(WEO) update projects the global economy
to significantly contract in 2020 mainly due
to the effects of Coronavirus disease (Covid19) outbreak.

The pandemic has weighed negatively on
private consumption and investment which
reflects, among others, a combination of a
large adverse aggregate demand shock from
social distancing and lockdowns as well as a
rise in precautionary savings. Furthermore,
investment is expected to be subdued as
firms defer capital expenditures amid high
uncertainty surrounding the Covid-19
evolution. For 2021, global growth is
projected at 5.4 percent, a 0.4 percentage
point lower than the April 2020 WEO
projections. Overall, this would leave 2021
GDP some 6.5 percentage points lower than
the pre-Covid-19 projections of January
2020. Projections for 2021 assume gradual
growth, the pandemic fades way and
lockdowns ease further in the second half of
2020.

Meanwhile, the June 2020 Global Financial
Stability Report update (GFSR) points to a
further easing of global financial conditions
in the first half of 2020 compared with the
second half of 2019. The outturn was largely
on account of the rebound in prices of risk
assets relative to the beginning of the year.
This was further supported by swift and bold
actions taken by most central banks to
address severe market stress in face of the
Covid-19. However, financial system
vulnerabilities such as refinancing risks and
debt vulnerabilities have been elevated by
the Covid-19 pandemic threatening global
financial stability.
1.2 Global Economic Conditions
The June 2020 WEO update projects the
global economy to shrink by 4.9 percent in
2020, representing 1.9 percentage points
below the April 2020 WEO Covid-19 forecast
and 8.2 percentage points below the January
2020 WEO Pre-Covid-19 forecast (Chart 1,1).

Generally, the advanced economies are
projected to be worst hit by the virus relative
to other economic blocks as they deployed
full scale Covid-19 containment measures.
Growth in advanced economies is projected
at minus 8.0 percent, representing 1.9
percentage points downward revision from
the April 2020 forecast. Most of the advanced
economies are projected to contract by
varying margins with the United States,
Germany, France, Japan, the United Kingdom
expected to contract by 8.0 percent, 7.8
percent, 12.5 percent, 5.8 percent, and 10.2
percent respectively. Meanwhile, the
advanced economies are projected to grow
by 4.8 percent in 2021.

Chart 1.1: World Economic Growth
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risk appetite in the first half of the year 2020.
Policy rates in a number of countries have
been cut further and investors expect
interest rates to remain at very low levels for
several years. Balance sheets of advanced
economies’ monetary authorities have
swelled following new rounds of asset
purchases, liquidity support for the banking
system, US dollar swap lines, and other
facilities intended to sustain the flow of
credit to the economy.

projected at negative 3.0 percent in 2020,
which is 2.0 percentage points below the
April 2020 WEO forecast. In this group,
domestic economic activity disruptions and
spill-overs from weaker external demand are
expected to outweigh the improvement in
financial market sentiments. However, there
are substantial differences across individual
economies, reflecting the evolution of the
pandemic, the effectiveness of containment
strategies and variation in economic
structure. In 2021, growth is projected to
strengthen to 5.9 percent, largely reflecting
the rebound forecast for China.

Fiscal and financial authorities have also
bolstered market confidence through a
series of policies, including government
credit guarantees, support for the
restructuring of loans, and encouraging
banks to use available capital and liquidity
buffers to support lending. Further, investor
sentiments towards emerging market
economies have also improved notably.
Portfolio flows to these economies have
stabilized following the historic outflows
earlier this year.

In Sub-Saharan Africa (SSA), growth is
projected at minus 3.2 percent for 2020,
representing
1.6
percentage
points
downgrade from the April 2020 WEO. This
outturn reflects a weaker external
environment and measures to contain the
Covid-19 outbreak, which have resulted into
larger-than anticipated disruption to
domestic activity. Regional growth is
projected at 3.4 percent in 2021, which is 0.6
percentage points below the April 2020
projection. The downgrade for SSA’s growth
for both 2020 and 2021 also reflects the
Covid-19 effects.

However, the bullish sentiments among
investors are predicated on strong policy
support amid huge uncertainties about the
extent and speed of the economic recovery.
Recent economic data as projected in the
June 2020 WEO, however, suggest a deeperthan-expected downturn. This disconnect
between markets and the real economy
raises the risk of another correction in risk
asset prices should investor risk appetite
fade, posing a threat to the recovery.

1.2.1 Global Risks to Financial Stability
The June 2020 GFSR shows that global
financial conditions eased in the first half of
2020. This outturn has been characterized by
the combination of a marked fall in interest
rates and a strong rebound in risk asset
market valuations.

Given the eased financial conditions, global
financial stability may face elevated risks and
vulnerabilities. Firstly, corporate and
household debt burdens could become
unmanageable for some borrowers in the
impending severe economic contraction.
Secondly, increasing holdings of riskier and
more illiquid assets by institutional investors
following the eased financial conditions also
threatens financial stability. In addition,
greater reliance on external borrowing by

The swift and unprecedented central bank
measures following the Covid-19 outbreak
contributed to the market recovery in the
first half of 2020. In the US and most
developed economies the turnaround in risk
asset prices occurred following the
announcement of fiscal stimulus and
accommodative monetary policy. Generally,
the actions by central banks boosted investor
2

emerging and frontier market economies
would also compromise global financial
stability. And finally, some emerging and
frontier markets are facing high external
refinancing requirements as they run a
greater risk rolling over debt at a higher cost.

1.2.2.1

External Developments and
Malawi’s
Macro-Financial
Performance
The contraction in global and regional
economies due to the effects of Covid-19
pandemic weighed negatively on the
external demand for the Malawi economy
and dampened growth prospects for the
country. The sectors that have been strongly
affected by reduced external demand
include;
wholesale
and
retail,
accommodation and food services, transport
and storage.

In view of the prevailing environment,
authorities need to strike the right balance in
their policy response to the pandemic. In an
environment of difficult policy trade-offs,
authorities need to continue to support the
recovery while ensuring the soundness of
financial institutions and preserving
financial stability.

On a positive note, the easing of global and
regional financial conditions is expected to
support the financing and resilient growth in
face of the on-going Covid-19 pandemic for
Malawi.

1.2.2 Financial Stability in Sub-Saharan
Africa
Just like in other regions, financial stability
conditions generally eased during the first
six months of 2020. Policy measures by
domestic fiscal and monetary authorities
strengthened
market
confidence
as
characterized by introduction of credit
guarantees, support for the restructuring of
loans, and encouraging banks to use
available capital and liquidity buffers to
support lending. This development was
further supported by more accommodative
monetary policy in advanced economies as
characterized by interest rates cuts resulting
into capital flowing to developing economies
including SSA.

1.3 Domestic Developments and their
implications on financial stability
1.3.1 Domestic Developments
1.3.1.1 Real GDP Growth
The Covid-19 pandemic has negatively
affected the 2020 domestic growth
prospects. Preliminary data suggest that real
GDP growth is projected to fall sharply to 1.9
percent in 2020, compared with a growth of
5.1 percent anticipated prior to the Covid-19
pandemic (Chart 1.2). Meanwhile, the IMF
projects the Malawi economy to grow by 1.0
percent in 2020 following the Covid-19
outbreak. Analysis shows that the pandemic
is expected to have significant effects on
some sectors namely tourism and
accommodation; transportation and storage
services; agriculture, forestry and fishing;
wholesale
and
retail
trade;
and
manufacturing activities. Given that the
pandemic is fast spreading, there is great
likelihood of further downward revisions in
growth projections for the year. For 2021,
GDP is expected to rebound and grow by 4.5
percent.

In view of the foregoing developments, risks
to financial stability in SSA are expected to
heighten. Specifically, policy uncertainties
associated with evolution of the Covid-19;
increased reliance on external financing
which may heighten debt vulnerabilities;
increased investor risk appetite in face of
declined interest rates; weaker growth than
expected; more accommodative monetary
policy and fiscal interventions may threaten
the region’s financial stability.
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However, these projections may change
depending on the evolution of the Covid-19.
The modest domestic growth prospects are
expected to threaten the financial stability in
the medium term to long term.

The decrease in overall inflation implies that
financial stability risks arising from
movements in inflation were contained
during the period under review. However,
inflation is seasonally projected to pick up in
the coming months and this may further be
exacerbated by the Covid-19 effects. This
development is expected to exert upward
pressure on financial stability risks arising
from inflation dynamics.

Chart 1.2: Gross Domestic Product (GDP)
Growth
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5
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1.3.1.3 Interest Rates
Despite the Policy Rate being unchanged at
13.5 percent, financial stability risks
emanating from interest rates developments
marginally heightened during the review
period. This outturn was mainly explained by
an increase in reference rate to 13.40 percent
in June 2020 from 12.5 percent as at end
December 2019 (Chart 1.4). Meanwhile, the
overnight Interbank Market Rate (IBR) was
marginally above the Policy Rate at 13.60
percent as at end June 2020, compared to
13.70 percent recorded as at end December
2019 (Chart 1.4). This development reflected
liquidity conditions in the banking system
during the period under review.

1,9
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Source: Reserve Bank of Malawi, National Statistics Office,
Ministry of Finance, Economic Planning and Development

1.3.1.2 Inflation
Risks to financial stability from inflation
developments were subdued as at end June
2020, following consistent decline in
headline inflation since December 2019.
Headline inflation significantly dropped to
8.5 percent at the end of June 2020 from 11.5
percent recorded at the close of the second
half of the year 2019. This development
followed a significant decrease in both food
and non-food inflation during the review
period. Food and non-food inflation dropped
to 13.4 percent and 4.5 percent in June 2020
from 19.3 percent and 4.9 percent,
respectively as at end December 2019.
(Chart 1.3).

Chart 1.4: Interest Rates (%)
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1.3.1.4 Liquidity Conditions
The banking system liquidity tightened
further during the first half of 2020
compared with the last half of 2019 as
evidenced by decrease in daily average unborrowed excess reserves to minus K7.9
billion from K1.4 billion (Table 1.1).

14
9
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Table 1.1: IBR (end period, %) and Banking
System Liquidity (Daily Averages, K’bn)
QRT 3
2019

QRT 4
2019

QRT 1
2020

QRT 2
2020

70.5

72.4

86.0

60.1

53.9

55.2

56.4

46.7

16.6

17.3

29.7

13.4

Daily Average Unborrowed Excess Reserves

9.0

1.4

17.3

-7.9

Daily Average Lombard
Facility Access

7.6

15.8

12.4

21.3

Daily Average Inter-Bank
Market Trading

7.6

7.0

9.5

9.2

Inter-bank Market Rate
(End Period, Percentage)

10.00

13.70

13.75

13.60

(K’bn)
Daily Average Total
Reserves
Daily Average Required
Reserves
Daily Average Excess
Reserves

the Euro, during the review period. Although
the local unit lost 0.57 percent in value
against the US dollar, the depreciation was
gradual throughout the review period.
Hence, the kwacha largely remained stable.
The kwacha stood at K743.0485 per US
dollar in June 2020 compared to K738.8732
per US dollar in December 2019 (Table 1.3).
The stability of the kwacha exchange rate
against the US dollar aided in enhancing
financial system stability.
Table 1.3: Actual Trade Weighted
Telegraphic Transfer (TT) Mid Rates
Exchange Rate

Source: Reserve Bank of Malawi

USD/MWK

1.3.1.5 Treasury bill yields
In view of tightening liquidity conditions,
monthly average Treasury bill yields
increased during the review period across all
tenors. Compared to December 2019, the 91days tenor recorded 133 basis points gain by
the June 2020. Likewise, the 182-days and
364-days tenors gained 427 and 255 basis
points, respectively. Therefore, the all-type
Treasury bill recorded 272 basis points gain
(Table 1.2).

G BP/MWK
EUR/MWK
ZAR/MWK

91-days

Mar-2019

10.58

9.74

10.50

11.50

Jun-2019

9.48

8.95

9.48

10.00

Sep-2019

9.64

9.13

9.77

10.03

Dec-2019

8.03

6.21

7.33

10.55

Mar-2020

9.09

7.50

9.11

10.66

Jun-2020

10.75

7.54

11.60

13.10

738.8732
969.1947
825.6477

Mar 2020

Jun 2020

741.0166

743.0485

916.1649

924.1249

819.9242

845.2454

41.6166

44.0214

52.4345

Source: Reserve Bank of Malawi

1.3.1.7

Implications
of
Developments to
Stability

Domestic
Financial

Risks to financial stability arising from
macroeconomic developments were mixed
during the period under review. On one
hand, the kwacha remained relatively stable
and headline inflation declined during the
period, hence supporting the country’s
financial stability. On the other hand, the
country’s GDP growth for 2020 was marked
down from earlier projections, and further
interest rate risk as measured by reference
rate heightened during the review period,
thus posing threat to the country’s financial
stability.

Table 1.2: Treasury Bills Yields (%)
All Type

Dec 2019

182-days 364-days

Source: Reserve Bank of Malawi

1.4 Conclusion
Global financial conditions eased in the first
half of 2020, largely on account of the swift
and unprecedented central bank measures
to support the economy in response to the
effects of Covid-19 outbreak. This outturn
was characterized by a combination of a
marked fall in interest rates and a strong

1.3.1.6 Exchange Rate
Financial stability risks from exchange rate
developments were largely subdued during
the six-month period to June 2020. The
Malawi kwacha appreciated against the
British pound and the South African rand
while depreciated against the US dollar and
5

rebound in risk asset market valuations.
However, the ease of financial conditions
also encouraged more financial risk-taking, a
further build-up of debt and other related
financial vulnerabilities.

and growth for many SSA countries including
Malawi, which would be an impetus for
growth.
On the domestic front, financial stability
risks were mixed during the period under
review. On one hand, inflationary pressures
were subdued following the consistent
decline in the country’s headline inflation as
well as broadly stable kwacha exchange rate,
thus supporting financial system stability. On
the other hand, the country’s economic
activity slowed down due to the Covid-19
outbreak and reference rate increased
thereby weighing negatively on the country’s
financial stability.

In the second half of 2020, risks to global
financial stability are expected to emanate
from the weaker-than-earlier anticipated
global and regional economic growth;
increased external financing as well as risk
taking following eased financial conditions.
This development is expected to weigh
negatively on the global financial stability
and development.
On a positive note, subject to the fiscal space
available to public and private sectors, eased
global financial conditions could result into
increased financing
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2.0 BANKING SECTOR
Overall, the banking sector remained sound
and resilient for the six months period to
June 2020 as capital remained adequate,
earnings increased and liquidity was
sufficient. This notwithstanding, asset
quality weakened as the NPL ratio was above
acceptable benchmark.

period. The growth in liabilities was largely
as a result of an increase of 168.7 percent to
K44.7 billion in borrowings from affiliates;
an increase of 6.1 percent to K1, 176.2 billion
in total deposits; and a growth of 23.9
percent to K43.0 billion in liabilities to other
banks.
2.1.2 Banking Sector Soundness

2.1 Banking Sector Developments

a. Capital Adequacy
The banking industry remained adequately
capitalized as both core and total capital
ratios were above the regulatory
benchmarks of 10.0 percent and 15.0
percent, respectively. As at June 2020, core
and total capital ratios stood at 18.8 percent
and
22.0
percent,
indicating
an
improvement from 17.0 percent and 21.0
percent registered in December 2019.
(Appendix Table 1). Thus, the industry had
surplus capital buffer of 8.8 percent and 7.0
percent, above the regulatory core and total
capital ratios, respectively.

2.1.1 Growth of the Banking Sector
Total assets for the sector1 grew by 7.9
percent to K2, 036.4 billion as at end June
2020 (Table 2.1), which was slower than a
growth of 8.4 percent recorded in the
preceding period. The increase in total
assets was largely explained by growth in
securities and investments by 9.7 percent to
K868.1 billion; growth in gross loans and
leases by 3.0 percent to K653.5 billion and
growth in balances with RBM by 85.2
percent to K44.7 billion.
Table 2.1: Banks’ Assets and Deposits
(MK’ Billion)
Assets
Securities
and
Investments
Gross loans
of which
NPLs
Liabilities
Deposits:
of which
Kwacha
Demand
Savings
Term
Forex

Dec-18

Jun-19

Dec-19

Jun-20

1,670.54

1,744.12

1,890.15

2,036.4

680.3

699.0

791.7

868.1

513.0

578.2

637.3

653.5

31.4

27.5

40.3

43.0

1,088.13

1,132.84
879.30

1,175.3
951.4

1,248.2
1,017.3

419.7
190.5
269.2
253.5

460.7
216.7
274.0
223.9

507.7
210.0
299.3
230.9

854.75
405.9
183.2
265.6
233.4

In absolute terms, both core and total capital
increased by 16.0 percent and 9.7 percent to
K249.8 billion and K292.3 billion,
respectively. Risk weighted assets also
increased, however with a proportionately
lower percentage of 4.6 percent to K1, 326.8
billion as at end June 2020.
b. Asset Quality
Asset quality for the industry decreased
slightly as measured by the NPL ratio which
was above the acceptable limit of 5.0
percent. As at end June 2020, the industry
registered an NPL ratio of 6.6 percent, an
increase from 6.3 percent reported in
December 2019. The increase in the ratio
was attributed to growth in level of NPLs by
6.9 percent to K43.0 billion while gross loans

Source: Reserve Bank of Malawi

Similarly, total liabilities increased by 8.5
percent to K1, 707.2 billion in June 2020,
which was slightly higher than 8.1 percent
growth registered in the preceding reporting

1

Banking sector comprised eight banks as at June 2020
following the integration of Nedbank and MyBucks
Banking Corporation.
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and leases only grew by 3.0 percent to
K653.5 billion in June 2020. Notably,
Restaurants and hotels sector reported the
highest growth in NPLs by 254.9 percent to
K1, 853.9 million in June 2020.

respectively, from 2.8 percent and 21.2
percent in June 2019.
d. Liquidity
Liquidity was considered sufficient as
measured by a liquidity ratio above the
prudential requirement of 25.0 percent. As
at end June 2020, liquid assets at K869.6
billion, represented an increase of 13.9
percent, while total deposits and short-term
liabilities increased by 11.7 percent to K1,
447.9 billion in June 2020. Consequently, the
liquidity ratio increased to 60.1 percent in
June 2020 from 58.9 percent in the previous
period. This notwithstanding, review of
liquidity gap analysis indicated a high
dependency on short-term sources of funds
to finance longer term assets. This was
evidenced by negative liquidity gaps in the
period up to one-month and between one
and three months of K645.3 billion and
K165.0 billion, respectively.

As regards to sectoral credit concentration,
53.3 percent of gross loans and leases was
distributed among the top three dominant
sectors namely; wholesale and retail sector
with 21.4 percentage share, agriculture
sector with 18.0 percentage share and
manufacturing sector with 13.8 percentage
share. Conspicuously, 69.5 percent of NPLs
were also concentrated in three sectors
namely wholesale and retail sector,
electricity, gas, water and energy sector and
other sectors2 with 33.9 percentage share,
23.8 percentage share and 11.8 percentage
share respectively.
c. Earnings
Performance of earnings was considered
satisfactory as measured by profit after tax,
ROA and ROE ratios of the sector. Profit after
tax increased by 29.9 percent year-on-year
to K38.4 billion, as at end June 2020. The rise
in profits was largely as a result of higher
growth in income compared to growth in
expenses. Interest income grew by 11.2
percent to K116.7 billion and non-interest
income rose by 23.5 percent to K62.6 billion.

2.1.3 Assets, Deposits and Market share
The banking sector continued to be
dominated by two banks in both assets and
deposits. As at end June 2020, the two banks
accounted for 43.9 percent and 47.6 percent
of the sector’s total assets and total deposits,
respectively. This was a slight increase from
a contribution of 43.7 percent and 46.1
percent registered in December 2019.

Table 2.2: Trends of ROE, ROA and Net Profit
after Tax
Variable
ROE (%)
ROA (%)
Profit after
tax (MK’
Billion)

Dec18
17.4
2.3

June19
21.2
2.8

Dec19
20.5
2.7

Jun20
23.6
3.2

46.5

29.5

61.3

38.4

As regards to composition of total assets,
investments and securities continued to
contribute the largest share at 42.6 percent,
followed by gross loans and leases at 32.1
percent as at end June 2020. Comparative to
the December 2019 position, securities and
investments contributed 41.9 percent while
gross loans and leases contributed 33.7
percent.

Source: Reserve Bank of Malawi

While interest expenses and non-interest
expenses grew by 10.3 percent and 7.9
percent to K29.6 billion and K87.2 billion,
respectively. Consequently, ROA and ROE
improved to 3.2 percent and 23.6 percent,
2

On the funding side, deposits remained the
largest source of funding, accounting for 73.1
percent of total liabilities from 74.6 percent
in December 2019, seconded by derivative

Constitutes sectors that are not currently classified.
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liabilities at 6.9 percent from 8.0 percent in
December 2019.

c. Liquidity Risk
Liquidity risk posed some level of concern
following the investment of short-term
liabilities into longer term assets. A high
demand to withdraw short-term liabilities
could strain the industry.

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

Dec-18
1,670.5

Jun-19
1,744.1

Dec-19
1,890.2

Jun-20
2,036.4

768.4

819.6

826.7

894.8

46.0%

47.0%

43.7%

43.9

902.2

924.6

1,063.4

1,141.6

54.0%

53.0%

56.3%

56.1%

1,132.8

1.175.3

1,248.2

502.4

558.8

541.9

594.3

46.2%

49.3%

46.1%

47.6%

585.7

574.1

633.3

653.9

53.8%

50.7%

53.9%

52.4%

1,088.1

d. Covid-19 Pandemic
Covid-19 pandemic posed concern to the
stability of the industry largely as a result of
reduced economic activity. There is high risk
for increased non-performing loans, high
cost of preventative measures and reduction
in revenues and profits among other things
which may in turn affect capital and
profitability of the sector.
2.3 Remedial measures
The Registrar of financial institutions
continues to closely monitor the financial
condition of individual banks within the
industry through onsite examinations and
offsite surveillance in order to ensure sound
risk management practices. The Registrar of
Financial Institutions introduced weekly
liquidity monitoring of all banks, particularly
during the Covid-19 pandemic.

Source: Reserve Bank of Malawi

2.2

Banking Sector Risks

a. Credit concentration risk
Credit concentration risk remained a threat
to the sector’s stability as gross loans and
leases continued to be concentrated in
wholesale and retail sector, agriculture
sector and manufacturing sector. This meant
that a downturn in any of these sectors
would cause a high proportion of bank’s
outstanding loans to become nonperforming.

The Registrar also annually reviews Internal
Capital Adequacy Assessment Programs of
banks, in order to ascertain that banks are
reserving sufficient additional capital above
the regulatory benchmarks that is in tandem
with all the risk exposures including credit
concentration risk. Particularly for liquidity
risk management, the Registrar continues to
review liquidity contingency plans and test
reports to ensure the availability of liquidity
from sources indicated by banks during
liquidity squeezes. Finally, the Registrar
introduced several measures to mitigate the
impact of Covid-19 pandemic on the sector
(Box 2.1).

b. Single-name credit concentration
risk
Single-name credit concentration also posed
a threat to the stability of the sector,
following the presence of huge exposures to
single clients by banks (Stress Testing,
Section
2.5.1).
Ultimately,
adverse
classification of any of these exposures has
the potential to deteriorate the asset quality
of the industry, leading into a high
proportion of the bank’s book to be nonperforming.
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2.4 Conclusion
Overall, the banking industry was sound and
resilient within the six months’ period to
June 2020. This was evidenced by adequate
capital, sufficient liquidity and improved
earnings performance in the industry,
although asset quality declined slightly and
was above the acceptable benchmark as
measured by the NPL ratio.

Looking forward, growth in intermediation
is likely to slowdown in view of the impact of
the Covid-19 pandemic on the economy.
Nevertheless, the sector is expected to
remain resilient throughout the second half
of 2020, supported by measures adopted by
the Registrar to mitigate the impact of the
Covid-19 pandemic on the financial sector.
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2.5 Stress Testing
The Registrar of Financial Institutions
conducted stress testing using six months
data to June 2020. The objective of the
exercise was to assess the vulnerabilities of
the banking sector as well as the resilience of
banks to various shocks both at an individual
bank level and sector wide. The exercise
covered all eight banks and focused on four
main sources of vulnerabilities, namely;
credit risk, liquidity risk, income risk, and
interest rate risk. The scenarios chosen were
informed by both historical observations on
key financial soundness indicators and
macro-economic forecasts. Further, adverse
adjustments were made in consideration of
the impact of the Covid-19 pandemic.

scenarios was applied progressively from
minor to moderate and major shocks (Table
2.4 and 2.5).
Table 2.4: Credit Shocks (% growth in
NPLs) by Economic Sector
Sector
Minor Moderate
Agriculture,
forestry, fishing &
25
35
hunting
Mining & quarrying
15
20
Manufacturing
40
60
Electricity,
gas,
15
20
water & energy
Construction
25
35
Wholesale & retail
40
60
trade
Restaurants
&
40
60
hotels
Transport, storage
25
35
& communication
Financial services
15
20
Community, social
and
personal
25
35
services
Real estate
15
20
Other sectors
25
35
Assumed
Provisional
rate
50
50
(%)
Impact
on
100
100
RWA/capital (%)
Source: Reserve Bank of Malawi

Overall, the sector pre-shock positions for
capital and liquidity were deemed adequate
as depicted by a core capital ratio of 20.2
percent and a prudential liquidity ratio of
57.9 percent as at end June 2020. Similarly,
the sector was also profitable (refer to
section 2.1.3 under earnings) as evidenced
by Return-On-Assets (ROA) of 3.9 percent as
at end June 2020.
Review of the stress testing results indicated
that the sector was resilient to some shocks
on income, interest rates and prudential
liquidity requirement. Conversely, the sector
was vulnerable to shocks on credit (both
shocks on economic sectors and largest
borrowers) and liquidity risk in terms of
number of days the banks would stay afloat
in a deposit run scenario.

Major

45
25
80
25
45
80
80
45
25
45
25
45
50
100

Both shocks assumed a 50.0 percent
provision; and the corresponding impacts
were measured against the industry core
capital ratio in all scenarios.
(a) Effects of an increase in NPLs per
sector
The stress testing revealed vulnerability of
the banking sector to increases in NPLs in
various sectors of the economy. The sector
became undercapitalized in the moderate
and major shock scenarios as evidenced by
the deterioration in the Tier 1 ratio to 8.4
percent and 3.9 percent, respectively (Chart
2.1). Conversely, core capital ratio remained
above the regulatory benchmark only in the
minor shock scenario with the ratio falling to
12.4 percent.

2.5.1 Credit Risk
Credit risk shocks were applied with the aim
of assessing the impact of deterioration in
asset quality on the capital adequacy of the
sector. The exercise assumed two scenarios
namely; increase in non-performing loans
(NPLs) per sector and successive default of
top five borrowers. The severity of the stress
11

On an individual bank basis, most banks
were vulnerable to the shock except for two
banks which maintained a core capital ratio
above the regulatory minimum even after a
major shock. Notably, five banks were
resilient to minor shock, of which four were
also resilient to a moderate shock.

largest exposures which was registered at
8.7 percent (Chart 2.2).
At an individual bank level, four banks
survived successive default of the top five
largest borrowers shock simulation. The
four banks were able to withstand the stress
scenario as they were least concentrated in
single names large exposures. However, one
bank became susceptible after successive
default of the top two banks, three banks
after successive default of top three
borrowers and four banks after the
successive default of top four exposures.

Distinctly, wholesale and retail sector,
restaurants and hotels sector and
manufacturing sector were subjected to
most severe shocks among the sectors in all
shock scenarios in order to assess the
imminent impact of view of the Covid-19
pandemic.

Chart 2.2: Effects of Largest Borrowers
becoming non-performing

Chart 2.1: Effects of Sectoral Shocks on
Core Capital Ratio

Source: Reserve Bank of Malawi

Source: Reserve Bank of Malawi

2.5.2 Liquidity Risk
In order to assess the resilience and
sufficiency of liquidity within the sector, a
stress test was applied on both asset and
liability sides of the sector’s balance sheet.
On the asset side, haircuts were applied on
the liquid asset portfolio while a deposit run
scenario was simulated on the liability side
(Table 2.5). These scenarios were in turn
assessed through the impact of the shock on
the liquidity ratio and number of days the
banks would survive a deposit run,
respectively. The severity of the shocks was
applied progressively on shock scenarios for
both bank specific and system wide shocks.

(b) Effect of Large Borrowers Defaulting
The second credit risk shock simulated a
successive default of the top five largest
borrowers, with an assumed provisioning
rate of 50.0 percent on new NPLs. The shock
was aimed at assessing the vulnerability of
the banking sector to credit concentration on
largest borrowers.
Results of the test revealed that the sector
was resilient to the successive default of the
top four borrowers as core capital remained
above the regulatory benchmark at 10.2
percent. Core capital ratio eventually
dropped below the regulatory benchmark
after the successive default of the top five
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Table 2.5: Liquidity Risk Stress Scenarios
(Assumed haircuts and rate of deposit
withdraw)

the prudential benchmark even after the
simulation of a major shock scenario.
2.5.2.2 Impact of the Deposit Run
A second liquidity risk shock simulated a
bank run with the aim to assess the impact of
a sudden withdrawal of customer deposits
on the ability of the industry to withstand a
liquidity drain. The survival period was
measured against a benchmark of five days.
The scenarios simulated a daily deposit run
of 10.0 percent, 20.0 percent and 30.0
percent on full liquid assets (pre-haircut
position), and then on encumbered liquid
asset as indicated in the minor, moderate
and major shock scenarios (Table 2.5).
Chart 2.4: Effect of System Wide and Bank
Specific Shocks-Liquid Days Afloat

Source: Reserve Bank of Malawi

2.5.2.1 Impact of the Hair Cut on
Liquidity Ratio
Results of the exercise revealed that the
sector would maintain a liquidity ratio above
the prudential requirement of 25.0 percent
in all scenarios. This was evidenced by a
sector liquidity ratio of 44.4 percent after a
major system wide shock was applied (Chart
2.3).
Chart 2.3: Effect of System Wide and Bank
Specific Shocks on Liquidity Ratio
Source: Reserve Bank of Malawi

As per Chart 2.4 above, the sector was
resilient to a minor system wide and bank
specific shock as it was able to meet the
system demand for eight days in both
scenarios. This notwithstanding, the sector
failed to meet recommended five days in
moderate and major scenarios for both
systemic and bank specific shocks.
Individually, all but three of the banks were
able to meet customer demand for deposits
in the minor system wide shock. Overall,
only one bank was able to persist a deposit
run in the moderate and major shock
scenarios for both bank specific and system
wide cases.

Source: Reserve Bank of Malawi

Similarly, on an individual bank basis, six out
of eight banks withstood the liquidity shocks
and maintained liquidity ratios well above
13

2.5.3 Income Risk
The test assumed a direct shock on the
banking sector’s revenue, by simulating a
decline in both interest income and noninterest income. The effects were measured
against both the industry’s core capital and
Return-On-Assets ratios, to assess resilience
of both capital and profitability.

2.5.3.2 Effect on ROA after Shocks to
Interest and non-interest Income
The impact of the income shocks was further
evaluated against the industry ROA ratio.
The pre-shock average sector wide ratio for
ROA was satisfactory at 3.9 percent as at end
June 2020.
Chart 2.6 ROA after Shocks to Interest and
Forex Income

The simulation in this case assumed declines
of a 10.0 percent and 15.0 percent in net
interest income and non-interest income in
the minor shock scenario; 15.0 percent and
20.0 percent in the moderate shock scenario;
and 20.0 percent and 25.0 percent in the
major shock scenario, respectively.
2.5.3.1 Effect on Core Capital after Shocks
to Interest and non-interest Income
The sector remained resilient to income
shocks as core capital ratio remained above
the regulatory benchmark of 10.0 percent in
all three shock scenarios (Chart 2.5).

Source: Reserve Bank of Malawi

Chart 2.5: Effects on Core Capital Ratio
after Shocks to Interest and Non-Interest
Income

The stress testing results indicated that the
sector would maintain ROA of 2.2 percent in
the minor shock, 1.4 percent in the moderate
shock and 0.7 percent in the major shock
(Chart 2.6). Individually, seven banks
maintained ROA above the acceptable ratio
of 2.5 percent in the minor shock scenario,
five in the moderate shock scenario and only
two in the major shock scenario.
2.5.4 Interest Rate Risk
To assess the industry’s resilience to
volatilities in the interest rate, an interest
rate risk shock was applied to the net
interest rate sensitivity gap of the sector
balance sheet. The shock scenarios
simulated shifts in interest rates both
upwards and downwards by 3.0 percentage
points in the minor shock, 5.0 percentage
points in the moderate shock and 7.0
percentage points in the major shocks.

Source: Reserve Bank of Malawi

Notably, in a major shock scenario, core
capital ratio only declined to 17.5 percent
which was still above the regulatory capital
benchmark. Similarly, an individual bank
analysis indicated that all banks would
withstand income shocks in all the scenarios.
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Chart 2.7: Direct Effects of increase in
Interest Rates

On an individual basis, six out of eight banks
progressively decreased their core capital
ratio while two banks increased as the
interest rates rose. Conversely, the six banks
also progressively increased their core
capital ratio while the two banks’ core
capital ratio declined as interest rates
decreased. Nonetheless, all banks indicated a
core capital ratio above regulatory
benchmark in all shock scenarios, except for
one bank whose ratios breached the
regulatory benchmark in the major shock
scenario as interest rates increased.

The results showed that the sector at large
was skewed towards interest rate-sensitive
liabilities such that an increase in interest
rates resulted in a decline in the industry
core capital ratio to 19.5 percent in the
minor shock through to 18.4 percent in the
major shock (Chart 2.7). On the other hand,
a decline in interest rates led to an increase
in the industry core capital ratio to 21.0
percent in the minor shock and 22.0 percent
in a major shock scenario (Chart 2.8).

2.5.5 Combination of Shocks
The stress test exercise also simulated a
combined shock scenario in order to
evaluate the impact of multiple shocks
occurring simultaneously on the sector’s
soundness and stability. This was done in
order to account for the non-exclusive
nature of shock events, and subsequently
three shocks scenarios were adopted
namely; the credit shock (successive default
of top five large exposures and NPL increase
in sectoral exposures), interest rate shock
(an assumed increase in rates) and an
autonomous shock to income (interest and
non-interest income).

Chart 2.8: Direct Effects of decrease in
Interest Rates

Chart 2.9 Effects of Combination of
Shocks on Core Capital

Source: Reserve Bank of Malawi

Source: Reserve Bank of Malawi

Source: Reserve Bank of Malawi
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Notably, the combined shock was also
simulated with varying severity of minor,
moderate and major shock scenarios. The
combination of shocks assumed profits
made by an institution would be used to
counter the effects of the shocks. The
combination of shocks revealed that the
sector would only survive the minor shock as
evidenced by a core capital ratio of 13.5
percent. Thereafter, the sector would breach
the regulatory benchmark in the moderate
and major shock scenario (Chart 2.9).

The exercise revealed that successive default
of the top five borrowers of a bank, effects of
shocks on various economic sectors and
number of days afloat after a deposit run
were the most severe risks to the sector. This
was evidenced by the sector and individual
banks only being able to survive shocks in
the minor shock scenarios as opposed to
moderate and major case scenarios.
It was further observed that, in the combined
shock scenario, credit risk shock had the
largest impact on the capital position of the
banking industry while interest rate risk and
income risk shocks had a minimal impact.

A review of the results for individual banks
indicated that five banks would remain
resilient in a minor shock scenario, four
banks in a moderate shock scenario, and one
bank after a major shock in the combination
of shocks scenario.

The Registrar of Financial Institutions shall
therefore continue to undertake stress
testing exercises at both sector and
individual bank level to inform policy and/or
require remedial actions from banks, where
necessary.

2.5.6 Conclusion
Overall, the stress testing exercise provided
insight on the resilience and vulnerabilities
of the banking sector to adverse movements
in the macro-financial fundamentals.
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Box 2.1 POLICY DEVELOPMENTS
Effective 1st January 2020, banks were required by the Registrar of Financial Institutions to
maintain a core capital of not less than K10.0 billion in order to enhance capacity to absorb losses.
This was a revision from a previous benchmark of not less than the equivalent of USD5 million.
The Registrar of Financial Institutions also took measures to minimize the impact of the Covid19 pandemic on the financial system to ensure the stability of the sector as follows:
(i).
Reduced the Liquidity Reserve Requirement on domestic currency deposits by 125 basis
points to 3.75 percent in order to release additional liquidity to banks to directly support
borrowers distressed as a result of the pandemic.
(ii). Reduced Lombard Rate margin by 50.0 percent to decrease the cost of accessing funds
from the Central Bank and enable banks to pass on the benefit to borrowers.
(iii). Activated the Emergency Liquidity Assistance Facility to help banks on a case by case
basis.
(iv). Approved the recapitalization plan under the Prompt Corrective Action (PCA) Directive
beyond 90 days in the unlikely event of a bank breaching the Prudential Capital Requirement
Directive as a result of Covid-19.
(v).
Granted relief to banks on the provisioning of restructured loans and facilities on
moratorium due to Covid-19.
(vi). Directed banks to reduce fees and charges related to internet banking, mobile payments
and any other related services by 40.0 percent, except for POS, visa and master card related
payments in order to encourage usage of electronic payment transactions.

BOX 2.2: MARKET DEVELOPMENTS
MyBucks Banking Corporation fully integrated with Nedbank Malawi within the period under
review and started reporting financial statements as one organization.
BOX:2.3: STRESS TESTING MODEL ISSUES
The RBM used the stress testing model developed by Mr. Martin Cihàk of the IMF. The model has
been modified and adapted at various stages in order to incorporate particular aspects of the
economy and the banking sector. In its present form, the stress testing spread sheet only allows
analysis of the effect of the various stress testing scenarios on one measure of capital adequacy.
In this case, the Core Capital ratio was chosen. However, other measures of capital adequacy may
be selected, e.g. Total equity/Risk weighted assets or Total equity/Total assets (Leverage ratios).
In the model, banks and authorities are assumed not to take an action to mitigate the shock. The
RBM will continue to periodically review the model to enhance the stress testing process.
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3.0 THE INSURANCE SECTOR

a. Capital Adequacy
The sector was marginally capitalized as the
as reveled by sector’s solvency ratio of 23.6
percent, which was above the minimum
regulatory requirement of 20.0 percent and
an improvement from 18.4 percent
registered in December 2019 (Chart 3.1).
The development was largely attributed to
growth of K3.5 billion in the sector’s capital
to K22.6 billion following recapitalization of
one insurer and growth in retained profits in
majority of insurers. Six of the eight insurers
with a combined gross premium written
share of 74.4 percent in the sector, reported
solvency ratios above the minimum
regulatory requirement as of June 2020.
High capital and solvency level enhance
insurers’ resilience to absorb business and
economic shocks.

3.1 General Insurance
Overall, financial soundness of the general
insurance sector was fair over the six-month
period to June 2020. The sector was
profitable and registered improvement in
capital adequacy as majority of insurers met
prescribed minimum capital and solvency
thresholds as of June 2020. Nevertheless,
vulnerabilities in liquidity and asset quality
persisted as a number of insurers registered
low liquidity as well as high insurance
receivables3. In the ensuing months,
solvency shortfall in two insurers, high
insurance receivables, and effects of Covid19 are likely to be the key threats to
soundness of the sector.
3.1.1 Growth of the General Insurance
Sector
The sub-sector’s assets grew by 10.7 percent
to K61.4 billion, a higher growth compared
to 3.6 percent growth recorded in the
preceding six months to December 2019.
This translates to 14.6 percent year- on- year
growth. On the other hand, gross premium
written grew by 10.2 percent to K30.8 billion
as of June 2020, largely driven by premium
growth in fire, motor and miscellaneous
classes of business of 24.1 percent to K6.0
billion, 10.2 percent to K17.1 billion, and
42.8 percent to K2.7 billion, respectively.
This was, however, lower than 21.8 percent
growth registered in June 20194. Notably,
amidst the 2020 presidential elections
uncertainties and Covid-19 effects, the subsector registered modest growth.

Chart 3.1: Capital and Solvency
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0,0
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Source: Reserve Bank of Malawi
b. Asset Quality
Asset quality for the sector was deemed
weak as reflected by an insurance receivable
to total assets ratio of 25.7 percent as at end
June 2020, which remained above the
desired ceiling of 25.0 percent, albeit an
improvement5 (Chart 3.2).

3.1.2 General Insurance Sector
Soundness

3

Insurance receivables comprises unpaid insurance
premiums and claim recoveries from other parties.
4
There was notable drop in other non-motor classes of
business of 6.7 percent to K2.4 billion, 31.1 percent to
K1.2 billion and 9.6 percent to K1.0 billion in accidents,
engineering and liability classes, respectively, as well as

slow growth in the other classes that depressed overall
growth.
5
The modest improvement (drop) in the ratio largely
reflected growth in other asset classes, particularly cash
holdings and money market investments (Chart 3.4)
resulting from proceeds from recapitalization of one
insurer as well as premium collections.
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c. Liquidity
Liquidity for the general insurance sector
improved during the review period. The
sector’s liquidity ratio rose to 85.4 percent
from 78.9 percent reported in December
2019 but remained below recommended
minimum benchmark of 100.0 percent
(Chart 3.3). The weak liquidity was largely
due to high insurance receivables in the
insurers’ asset portfolio. On the other hand,
the improvement was largely on account of
the capital injection and premium
collections, which resulted in 16.9 percent
growth of liquid assets to K30.2 billion as of
June 2020.

Chart 3.2: Insurance Receivables to Total
Assets (%)
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Insurance receivables covered 69.7 percent
of the sector’s entire capital as of June 2020
against a recommended maximum limit of
50.0 percent. Further, 48.1 percent of the
receivables were 90 days past due.

Chart 3.3:
Insurance
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Table 3.1: General Insurance Sector’s
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Four general insurers, with a combined
gross premium share of 58.5 percent,
reported
liquidity
ratios
above
recommended minimum of 100.0 percent.
Adequate liquidity enhances insurers’
capacity to timely honour insurance and
other
financial
obligations
thereby
maintaining confidence of the insuring
public in the sector.

Four of the eight insurers, with combined
41.5 percent of the sector’s gross premium
written as of June 2020, registered high
insurance receivables exceeding both 25.0
percent of their total assets and 50.0 percent
of their capital. High insurance receivables
increase the sector’s exposure to credit and
liquidity risks. This notwithstanding, overall
asset composition of the sector remained
fair as it was largely dominated by
investment assets (Table 3.1).
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d. Reinsurance
The sector’s premium retention remained
largely stable as indicated by retention ratio
of 73.1 percent in June 2020 compared to
72.5 percent in December 2019 and 72.3
percent in June 2019 (Table 3.2). Overall,
reinsurance support was assessed to be
adequate as retention ratio remained within
recommended range of 50.0 percent to 75.0
percent.

Jun20
20.7
96.2
70.3
36.3
62.4
78.6
56.9
72.
5

Source: Reserve Bank of Malawi

The modest rise in premium retention
reflected insurers’ increased appetite to
retain risks in majority of non-motor classes
of business as indicated by increasing
premium retention ratio in these classes of
business (Table 3.2 above) amidst slow
premium growth. Overall, the sub- sector’s
premium retention was assessed to be
satisfactory as it remained within
recommended range of 50.0 percent to 75.0
percent.
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Table 3.2: Premium Retention
Class
Dec Jun- Dec
-18 19
-19
Fire
27.9 20.4 21.9
Motor
96.2 97.4 96.9
Accidents
69.7 69.2 59.1
Engineering
34
19.9 34.9
Marine
67.4 78.1 70.2
Liability
65.4 74.6 56.7
Miscellaneou 40.4 42.2 50.8
s
Industry
74.0 71.7 72.0

attributed to 16.9 percent annual growth in
underwriting surplus to K7.6 billion in June
2020 underpinned by 6.0 percent increase in
earned premiums to K19.9 billion as well as
drop in claims expenses in majority of
classes of business as reflected by the
decrease in claims ratio6 to 56.3 percent
(Chart 3.4). Nevertheless, the sector
continued to incur high management
expenses as reflected by the high
management ratio of 36.8 percent compared
to the recommended maximum limit of 30.0
percent.

Claims ratio
Mgt expense ratio
Return on assets
Combined ratio

Source: Reserve Bank of Malawi

This notwithstanding, the sector’s combined
ratio of 98.6 percent recorded in June 2020
compared to 101.9 percent in the same
period last year, remained within the
recommended maximum benchmark of
110.0 percent. This outturn indicated that
the sector generated fairly adequate
premium income to cover technical and
operating expenses. On the other hand, net
investment income dropped by 3.8 percent
to K1.4 billion largely due to losses on equity

e. Earnings and Profitability
Earnings performance of the sector
improved as reflected by an annual increase
in return on assets ratio of 0.9 percentage
points to 6.0 percent as of June 2020 (Chart
3.6). The performance improvement was
6

Claims incurred dropped in all classes of business
except liability and accidents pushing down aggregate

claims incurred to K11.2 billion in June 2020 from
K11.5 billion in June 2019.
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investments and low interest yields on
money market investments. Overall, the
sector posted pre-tax profit of K1.8 billion
compared to K1.3 billion made in June 2019.
Six out of the eight insurers were profitable
during the period.

Thus, adverse developments in these two
insurers may negatively affect other insurers
due to significant interconnectedness in the
sector through reinsurance and subrogation
arrangements.
3.1.4 Remedial measures
The Registrar will continue with efforts to
enforce best risk management practices and
compliance
with
relevant
statutory
provisions to manage emerging risks. The
Registrar’s office will, in particular, continue
enforcing strict adherence to the Insurance
(Premium Payments to General Insurance
Companies) Directive 2011 in order to reduce
the high insurance receivables; and engaging
Board of Directors and shareholders of
insurers with insufficient margin of solvency
in order to recapitalise affected institutions.

3.1.3 General Insurance Risks
a. Covid-19
Covid-19 has disrupted service delivery,
business activities and other economic
fundamentals. In particular, the slowdown in
business activities may impact premium
income while restrictions on movements
and social distancing and workplace
decongestion measures may likely heighten
income and operations risks to the sector. In
addition, movements in inflation, exchange
rates and other economic fundamentals due
to Covid-19 will have a bearing on insurance
pricing, claim servicing costs and investment
returns. This calls for insurers to deploy
sound risk management strategies to
contain effects of the risks on operations and
financial soundness of their institutions.

3.1.5 Conclusion
The general insurance sector was fairly
sound as majority of insurers registered
capital and solvency levels above minimum
requirements as well as positive earnings.
The sector maintained positive growth
amidst effects of covid-19 and the recent
fresh presidential elections. Nevertheless,
vulnerabilities arising from high insurance
receivables and inadequate solvency in some
insurers persisted. Going forward, it is
expected that the sector’s financial
soundness will continue to improve on
account of expected political stability post
elections period and continued supervisory
efforts by the Registrar’s office to address
identified and emerging risks.

b. Credit and liquidity risks
In view of high insurance receivables
coupled with the risks posed by Covid-19 on
business and incomes of the insuring public,
credit and liquidity risks may heighten as
clients may find it difficult to pay premiums
on time.
c. Systemic risk
Two insurers, with a combined gross
premium written share of 25.6 percent, had
insufficient solvency margin as at end June
2020.
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3.2 Life Insurance
The life insurance sector was fairly sound in
the six-month period to June 2020. The
sector’s capital adequacy improved during
the period with all five life insurers meeting
minimum paid up and core capital
requirements. However, operational risks
emerged due to challenges associated with
the Covid-19 pandemic and asset
concentration risk remained high.

Chart 3.5 Assets- Life Insurance
(excluding
deposit
administration/guaranteed funds)

Life insurance sector registered an increase
in the insurance penetration ratio as well as
growth in assets. In the period under review,
insurance penetration ratio increased to
0.66 percent as of June 2020 from 0.60
percent in December 2019. The upward
trend indicates an increase in the uptake of
insurance as well as relative growth of the
sector.
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Measured in relation to the size of the
domestic economy assets of the life
insurance sector were estimated at 11.4
percent of nominal GDP in June 2020. The
sector remained resilient despite the Covid19 pandemic and is expected to continue on
a growth path both in terms of premiums
and assets.
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Table 3.3 Penetration ratio
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3.2.1 Growth of the Life Insurance Sector
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Total assets of the sector grew by 3.8 percent
to K759.5 billion; excluding deposit
administration/guaranteed funds total
assets grew by 8.0 percent (Chart 3.5 and
Chart 3.6)
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Jun-20

June 2020. Despite the concentration in
equity market, the sector remained stable as
the market did not experience adverse price
movements.

3.2.2 Financial Soundness Conditions
a.
Capital Adequacy and Solvency
Overall, capital levels for the life insurance
sector were satisfactory. Capital of the
industry increased to K62.7 billion in June
2020 from K57.8 billion in December 2019
(chart 3.8). All life insurers continued to
meet minimum core and paid up
requirements. Life insurers adopted a
conservative approach in retaining the
distributable reserves by withholding
payment of dividend in the period under
review. This contributed to the growth of
retained earnings and consequently an
increase in capital.
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Furthermore, the outstanding premiums to
total assets ratio remained at 0.30 percent in
June 2020 unchanged from December 2019,
implying that the threat from Covid-19 to
increase insurance debtors had not yet
materialized although the threat still
remains.
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Further, asset quality as measured by level of
outstanding debtors remained stable in the
period under review, despite a marginal
increase. Insurance receivables increased to
K2.2 billion as of June 2020 from K2.1 billion
in December 2019.
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In the six months period under review, life
insurers exhibited no significant change in
solvency position despite the Covid-19
shock. The sector’s whole company solvency
ratio on aggregate dropped marginally to
175.1 percent in June 2020 from 176.8
percent in December 2019. 7
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b. Asset Quality and Composition
Overall, investment asset composition for
the
sector
remained
comparatively
unchanged (Chart 3.8). Equity shares and
government securities accounted for largest
portion of total assets recorded at 51.4
percent and 34.5 percent, respectively as of

Alternative indicators of asset quality are
investment counter party default risks. Life
insurers had K36.9 billion invested in a
combination of corporate bonds, asset
backed securities and policyholder loans.
Allocation of these loans decreased in the

7

Drop as result of increases in debtors overdue over 90
days that are inadmissible for solvency purposes.
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period to 4.86 percent of total assets as of
June 2020, from 6.01 percent in December
2019. There was no record of increased
default ratios in the categories of loans
stipulated in the period, thereby minimizing
credit risk in the loan portfolio for the sector.

Chart 3.10: Risk Retention Ratio-Life
Insurance
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c. Liquidity
Liquidity for the sector was rated fair. The
ratio of current assets to current liabilities
increased to 66.4 percent in June 2020 from
52.5 percent in December 2019, but
remained
below
the
recommended
benchmark of 100.0 percent (Chart 3.9).
Nonetheless, cash balances amounting to
K3.7 billion were adequate to meet
outstanding claims of K2.4 billion as of June
2020.
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e. Earnings
Earnings performance of the sector was
satisfactory. Profit after tax was recorded at
K4.8 billion as of June 2020 which was
higher than K1.8 billion earned by June
2019. Consequently, the Return on Equity
(ROE) for the sector increased to 18.7
percent in June 2020 from 7.5 percent in
June 2019 (Chart 3.11). The profitability
trend was not reflective of performance of
small life insurers as some insurers did not
post shareholder profits in the period under
review.
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The retention ratio on group life business
increased by 170 basis points to 91.6 percent
in June 2020. However, the retention rate on
Individual Life class of business remained
stable at 97.4 percent, which implies that
there was no change in the risk profile of the
life insurers. The retention level was
considered satisfactory, given that a
majority of the life insurers were adequately
capitalized.
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The rate of surrender of policies in the
individual life class of business remained
constant at 42.5 percent of gross written
premium as at June 2020 from December
2019 period. Stable surrender rate signifies
no change in cash flow needs to satisfy
premature withdraw of life insurance
policies.
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Small life insurers’ profitability declined in a
bid to maintain solvency of the policyholder
funds. The insurers transferred back
shareholder’s profits to policyholder funds
as prescribed by the Insurance (Minimum
Capital and Solvency requirements for Life
insurers Directive), 2017.

d. Reinsurance
Reinsurance
retention
levels
were
satisfactory. The sector’s premium retention
ratio grew slightly to 96.8 percent in June
2020 compared to 96.5 percent in December
2019 (Chart 3.10).
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continuously monitored as their failure may
pose significant risks to the sector.

Claims experience in the period under
review was favourable. Overall, net claims
ratio declined slightly to 51.5 percent in June
2020 from 51.7 percent in December 2019.

c. Covid-19 pandemic
i. Business risk

Management expenses trend remained low
in the period under review with a record of
12.1 percent of net premiums as of June
2020 (December 2019:12.5 percent).

Given the reliance on face-to-face selling by
financial advisors and customers’ preference
for reduced contact, coupled with other
initiatives of introducing premium holiday
and life cover reduction, life insurers may
experience a decline in new business as well
as premiums. This may have a significant
effect on income and consequently other
financial indicators including asset quality.

Chart 3.11: Earnings and Profitability
Ratios
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Since the onset of the Covid-19 outbreak,
some insurers have arranged for staff to
operate from home and have made changes
to operational processes mostly moving to
digitized platforms for managing sales,
underwriting and claims processes. The
arrangement has had its challenges
including delays in claim processes, internet
cost, internet connectivity and difficulties to
appropriate alternatives to hard copy
documents for new business and claims.
Furthermore, home based operation may
lead to exposure to some emerging risks
such as cyber security risk and fraud.
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3.2.3 Life Insurance Risks
a. Concentration Risk
Concentration of assets in equities remained
a concern as there was a prevailing risk that
a fall in stock market prices may have a
negative impact on life insurers’ earnings
performance. This is arising from the fact
that 51.4 percent of the life insurance assets
were invested in listed equities. Life insurers
must therefore manage the investments and
diversify their portfolio in order to limit
their exposure to equity price changes.

However, full implementation of such plans
by other life insurers is still work in progress
and impact on costs has not yet been
profiled.
3.2.4 Remedial Actions
The Registrar will continue with efforts to
enforce the Insurance (Minimum Capital and
Solvency Requirements for Life Insurers)
Directive 2017 and the Insurance (Operation
of Insurance Life Fund) Directive 2018 to
ensure that life insurers have enough capital

b. Systemic risk
Systemic risk is also noted within the sector
where two life insurers have a combined
market share of 87.0 percent of gross
premium written. From a macro prudential
perspective, these insurers ought to be
25

to absorb risks as well as diversify their
investments to minimize concentration risk.

Further, the sector remained fairly liquid,
generally posted profits and registered
improvements in capital levels.

In addition, ongoing prudential surveillance
of the sector will continue to monitor and
address any other emerging risks.
3.2.5 Conclusion
The life insurance sector remained sound,
with all insurers meeting the minimum paid
and core regulatory capital requirements
during the six-month period to June 2020.
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BOX 3.1: REGULATORY DEVELOPMENTS
In June 2020, the Registrar of Financial Institutions embarked on a stress testing project for
insurers with technical assistance from the IMF. The main aim was to assess the impact of Covid-19
on the insurance sector and to simulate potential losses in the short to medium term period. A
questionnaire was sent to all insurers on sector-specific aspects of the Covid-19 impact on five main
risk areas; Credit risk,Insurance risk, Operational risk, Market risk and Liquidity risk. The Registrar
is yet to simulate the results from the project.
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4.0 THE PENSION SECTOR
The pension sector was resilient with
notable growth in assets amidst low interest
rates and Covid-19 pandemic in the period
under review. Growth was largely supported
by continued pension contributions and
investment income, despite an increase in
pension contribution arrears. However,
contributions dropped compared to the
preceding period while investment income
was also reported to be less than what was
earned in the previous corresponding
period.

Chart 4.2: Investment Assets composition
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4.1 Pension Sector Soundness
a. Trend and Composition in Total
Assets

b. Investment Income
Investment earnings rose to K47.3 billion
from K33.5 billion reported for the second
half of 2019. However, these earnings
dropped significantly by 35.3 percent when
compared to the corresponding period in
2019. Deviant from the trend in previous
periods, a majority of the investment income
resulted from interest revenues and not
unrealised gains. (Chart 4.3). As a positive
development,
annualised
return
on
investments of 11.1 percent was above the
trending inflation rate at end of June 2020.

Total assets of the sector grew by 7.1 percent
to K945.5 billion during the six months’
period (Chart 4.1) due to pension
contributions and investment income.
Chart 4.1: Pension Assets (MK’ Billion)
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Listed equity constituted the largest share of
investment assets at 49.0 percent in June
2020, marginally increasing from 48.8
percent in December 2019. Government
securities accounted for 31.4 percent; fixed
deposits 6.1 percent; private debt 5.5
percent; and property 3.9 percent (Chart
4.2).

Interest

Dividend

Rental Income

Unrealised gains/losses

Source: Reserve Bank of Malawi

c. Pension Contributions
A total of K55.6 billion was recorded as
pension contributions during first half of
2020, registering a K5.9 billion decrease
compared to the preceding six months
ending in December 2019 (Chart 4.4).
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Chart 4.4: Pension Contributions (MK’
Billion)
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The negative return of the MASI on the MSE
adversely affected performance of the
pension industry during the first half of
2020. About 49.0 percent of pension assets
was invested in listed equities.
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4.2.3 Covid-19 risk
The Covid-19 crisis has resulted in a number
of employers laying off staff due to lack of or
reduced business opportunities and this
may likely continue. Consequently, pension
funds face funding risk in form of reduced
contributions. In addition, unemployment
levels will increase and likely lead to a surge
in the number of members accessing
pension benefits earlier than expected. The
latter may also adversely affect the
investment income and liquidity in the
sector.
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The pension funds were negatively impacted
by growth of outstanding pension
contributions which rose to K24.4 billion in
the period under review from K20.2 billion
in December 2019.

4.3 Remedial measure
The Registrar will implement a number of
measures to curb levels of pension
contribution arrears. Such measures will
include: carrying out compliance inspections
and enforcement actions on non-complying
employers; and publishing list of
noncomplying employers. Similarly, the
Registrar’s will continue to engage
stakeholders to facilitate structured
alternative investments.

4.2
Pension Sector Risks
4.2.1 Counterparty risk
The pension sector faced significant
counterparty risk from some employers who
failed to remit pension contributions in line
with statutory requirements, as reflected in
the rise in pension contribution arrears. In
the light of the Covid-19 Pandemic, the risk
remains high as arrears are expected to
increase further. In addition, with respect to
investments in private debt, possible failure
by private entities to settle debts represents
counterparty risk.

4.4 Conclusion
The pension sector remained sound during
the period under review as a reflected by
continued growth in assets. However,
increased levels of contribution arrears pose
a significant threat to the growth of pension
assets. Impact of the Covid-19 outbreak on
revenue generation capacity and market risk
will continue to be monitored.

4.2.2 Market risk
Due to substantial exposure of pension funds
in listed equities, market risk arose from
volatility of asset prices.
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5.0 THE MICROFINANCE SECTOR
Performance of the microfinance industry
during the six months period to June 2020
was fair. Total assets increased by 25.2
percent to K54.1 billion as at June 2020. This
was mainly due to increase in gross loans
from K31.4 billion as at December 2019 to
K38.5 billion during the review period.
Liquidity for both deposit and non-deposit
taking
subsectors
was
satisfactory.
However, earnings were fair while asset
quality was unsatisfactory as the ratio of
NPLs to gross loans increased significantly
during the review period.

ratios thus remained above the regulatory
benchmarks of 10.0 and 15.0 percent,
respectively.

On the other hand, the SACCO sector
remained resilient despite the prevalence of
the Covid-19 pandemic as it recorded
growth in total assets and remained
profitable during the review period.
However, the delinquency ratio remained
above recommended maximum benchmark,
albeit marginal improvement from the
preceding period. Additionally, three
SACCOs were still under statutory
management due to undercapitalisation
during the review period.

c. Asset Quality
Asset quality as measured by the level of
NPLs was unsatisfactory during the review
period. NPLs for deposit taking institutions
increased to K1.9 billion as at June 2020
from K616.9 million as at December 2019
and K459.6 million in June 2019. The
deterioration in asset quality was due to high
level of defaults on loan repayments, partly
as a result of reduced economic activity due
to Covid-19. Consequently, NPLs as a
percentage of gross loans, significantly
increased to 15.5 percent as at June 2020
from 4.3 percent as at December 2019. The
ratio was above the acceptable regulatory
ceiling of 5.0 percent.

b. Liquidity
Liquidity of the deposit taking subsector
remained sound during the review period.
The sub-sector’s liquidity ratio increased to
44.2 percent in June 2020 from 24.1 percent
in
December
2019,
against
the
recommended benchmark of 20.0 percent.
The development was due to comparatively
higher increase in liquid assets than short
term liabilities.

5.1 Microfinance Sector Soundness
5.1.1 Deposit Taking
a. Capital Adequacy
Capital levels in deposit taking subsector
remained satisfactory as all institutions
surpassed the minimum regulatory capital
requirement of K250.0 million. Total equity
in the subsector increased to K6.7 billion as
at June 2020 from K6.0 billion as at
December 2019, mainly due to a new entrant
in the subsector thereby increasing the
number of institutions from two to three
during the review.

d. Profitability and Sustainability
The deposit taking subsector recorded a loss
of K414.3 million as at June 2020 from a
profit of K256.6 million recorded in at June
2019. The loss was largely on account of a
decrease in interest income as a result of
increase
in
non-performing
loans.
Consequently, ROA and ROE for deposit
taking microfinance decreased to -2.0
percent and -6.2 percent as at June 2020
from 2.0 percent and 6.0 percent as at June
2019, respectively.

Tier I and tier II capital ratios for the deposit
taking sub sector increased from 24.1
percent and 30.7 percent in December 2019
to 28.6 percent and 36.0 percent,
respectively in June 2020, on account of
comparatively higher increase in equity
capital than in risk weighted assets. The

5.1.2 Non-Deposit Taking
a. Capital Adequacy
Capital adequacy in the non-deposit taking
institutions was fair. However, two out of the
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eight non-deposit taking institutions did not
meet the minimum regulatory capital of
K200.0 million during the review period.
This was mainly due to accumulated losses
in the two institutions.

5.2 Financial Cooperatives (SACCOs)8
Soundness
a. Capital Adequacy
The financial cooperatives sector was
adequately capitalised during the period
under review. Capital adequacy ratio for the
SACCO sector improved to 19.3 percent as at
June 2020 from 18.2 percent in December
2019. This was above the minimum
regulatory requirement of 10.0 percent
(Chart 5.1). Despite the adequate
capitalisation of the sector, three SACCOs
were undercapitalised and remained under
statutory management.

b. Liquidity
Liquidity ratio for the non-deposit taking
microfinance
subsector
remained
satisfactory despite decreasing to 45.6
percent in June 2020 from 63.0 percent as at
December 2019. The decline was due to
relatively higher increase in short term
liabilities than liquid assets.
c. Asset Quality
Asset quality for the sub-sector weakened as
NPLs increased to K3.8 billion as of June
2020 from K1.5 billion as at December 2019.
The significant deterioration in asset quality
was on account of high level of defaults on
loan repayments, partly as a result of
reduced economic activity due to COVID-19.
Consequently, the ratio of NPLs to gross
loans increased to 14.7 percent as at June
2020 from 9.3 percent as at December 2019.

Chart 5.1:
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d. Profitability and Sustainability
Profitability in the non-deposit taking sub
sector improved during the period under
review. The sub sector recorded a profit of
K445.6 million as at end June 2020 from a
loss of K6.1 million in the corresponding
period of June 2019. This was largely due to
increase in interest income as a result of
improved collections mechanisms by payroll
lenders who mostly collect loan repayments
direct from salaries, a source which
remained relatively stable during the review
period. Consequently, ROA and ROE for the
non-deposit taking microfinance subsector
improved to 1.5 percent and 3.9 percent as
at June 2020 from -0.02 percent and -0.05
percent as at June 2019, respectively.
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b. Liquidity
Liquidity for the sub sector declined as
reflected by the decrease in liquidity ratio to
15.7 percent in June 2020 from 16.9 percent
in December 2019 (Chart 5.2). This
remained above the 10.0 percent required
regulatory minimum threshold. Average
external borrowing ratio was at 3.1 percent
in June 2020, which was lower than 4.5
percent recorded in December 2019.

Savings and Credit Cooperatives
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The ratio was, however, within the
maximum tolerance limit of 5.0 percent of
total assets, indicating low dependence on
borrowed funds for SACCO operations.

Table 5.1: Number of MFIs and SACCOs
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Chart 5.2: Liquidity Ratio for SACCOs
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c. Asset Quality
Asset quality for the sub sector slightly
improved in the period under review as the
non-performing loans ratio decreased to 5.4
percent as at June 2020 from 5.6 percent in
December 2019. Nonetheless, the ratio
remained above the maximum acceptable
limit of 5.0 percent. On a positive note, the
sector continued to register growth as total
assets grew to K28.8 billion in June 2020
from K25.3 billion reported in December
2019. Loans to members stood at K19.3
billion in June 2020 compared to K16.9
billion as at December 2019.

5.3 Microfinance Sector Risks
High levels of NPLs and undercapitalisation
in some institutions remain key risks to the
sector. The ratio of NPLs to gross loans for
deposit taking microfinance sector was
above the recommended regulatory ceiling.
Similarly, delinquency for the SACCOs was
above the recommended regulatory
maximum of 5.0 percent.
5.4 Remedial measures
As highlighted above, two non-deposit
taking microfinance institutions and three
SACCOs were undercapitalized during the
review period. The non-deposit taking
microfinance institutions have been given
time frames to recapitalise while the SACCOs
were placed under statutory management.

d. Profitability
Overall, the subsector reported a surplus of
K748.0 million as at end June 2020
compared to K690.0 million recorded in the
corresponding period in 2019. The surplus
was mainly on account of an increase in
interest income due to improved credit
management practices which resulted in
collection of K2.6 billion as at June 2020
compared to K2.1 billion collected during
same period in 2019.
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5.5 Conclusion
The industry remained fairly sound during
the review period, although some challenges
persisted. Non-deposit taking microfinance
and SACCO subsectors recorded profits
while the deposit subsector posted a loss.

Overall, high levels of NPLs remained a
challenge particularly in the microfinance
sector and may weigh negatively on the
stability of the sector, should the Covid-19
further worsen.
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6.0 CAPITAL MARKETS
The Malawi capital market generally
registered an increase in activity on the
primary market and decrease on the
secondary market. The equity market
recorded one entrant on the primary market
in January 2020 and a decline in both activity
and index on the secondary market during
the review period. No activity was observed
on the corporate debt market.

losses being registered on five domestic
counters. On the other hand, the FSI
decreased to 1,757.8 points as at end June
2020 from 4,024.9 points recorded in
December 2019. The decrease was on
account of share price losses registered on
the two foreign counters.
The MASI return on investment9 was
negative1.6 percent during the six-month
period under review, a decline from 2.0
percent registered in the last half of 2019,
while the dividend yield moved up to 3.0
percent from 2.0 percent in December 2019.
The decline in MASI return on investment
was due to an increase in the number of
counters that registered share price losses,
as well as the magnitude of the losses, when
compared to the last half of 2019. The return
on equities was lower than the return on
money market investments10 during the
review period.

6.1. Industry Performance
6.1.1 Stock Market
The primary stock market listed one
company, Airtel Malawi plc (AIRTEL) in
January 2020, bringing the total number of
companies on the Malawi Stock Exchange to
15. AIRTEL plc become the second
telecommunication company on the Malawi
Stock Exchange, after TNM plc.
The secondary stock market registered
mixed performance, with eight of the 15
counters gaining value while the remaining
seven counters registered share price losses.
The newly listed counter was the highest
gainer. However, the impact of the share
price losses in the rest of the counters
outweighed the impact of the share price
gains which resulted in the Malawi All Share
Index (MASI) dropping 467.5 points to close
at 29,784.7 points as at end June 2020.

Chart 6.1: Trends in MASI, DSI and FSI
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The MASI declined to 29,784.7 points in June
2020 from 30,252.2 points in December
2019 (Chart 6.1), on account of a drop in the
Foreign Share Index (FSI) which outweighed
an increase in the Domestic Share Index
(DSI). The DSI increased to 25,117.9 points
as at end June 2020 from 23,599.8 points as
at end December 2019. This was on account
of share price gains registered on eight
domestic counters, despite share price
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b. Market Capitalization
Total Market Capitalization (TMC) increased
by 8.2 percent to K1, 546.6 billion (US$2.1
billion) at the end of June 2020. The increase

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

10

Yields on Treasury bills averaged 12.5 percent while
the headline inflation averaged 10.2 percent.
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in TMC was due to share price gains
registered on the eight counters as well as
the additional market capitalization brought
in by the listing of AIRTEL counter. Domestic
Market Capitalization rose by 19.1 percent to
close at K1, 444.3 billion at the end of June
2020. The increase in Domestic Market
Capitalization was also due to increases in
share prices on the eight domestic counters
as well as the listing of one new domestic
counter.

6.1.2 Debt Market
On the bond market, only one Treasury Note
of K5.0 billion nominal value paying a
coupon rate of 10.0 percent matured in
January 2020. No debt instruments were
listed during the review period. The
corporate debt market recorded no activity.
6.1.3. Market Intermediaries
Market intermediaries remained sound
during the review period. As at June 2020, all
four stockbrokers, five portfolio managers
and the operator of unit trust complied with
their respective regulatory minimum net
capital requirements.

On the other hand, Foreign Market
Capitalization declined by 52.7 percent to
K102.3 billion at the end of June 2020. This
was due to the share price losses registered
on the foreign counters.

6.2 Conclusion
Malawi’s capital market was bearish during
the six-month period to June 2020, as
reflected by the decrease in the all share
index. The decrease was due to share price
losses, as investors responded to 2019
financial performance results registered by
the listed companies. Trading activity also
dropped when compared to the previous
review period. Going forward, activity is
expected to pick up as investors respond to
the release of half year results by listed
companies.

c. Market Turnover
There was a decrease in trading activity
during the period under review. The number
of shares traded decreased to 250.2 million
from 766.4 million traded in the last half of
2019, representing a decrease of 67.4
percent. The decrease in activity was largely
due to the listing of AIRTEL plc counter, as
most investors channeled their funds
towards the initial public offer (IPO).
Similarly, following the drop in activity, the
value of shares traded declined by 49.7
percent to K8.6 billion during the six-month
period to June 2020.
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7.0

FINANCIAL
MARKET
INFRASTRUCTURE
The Malawi Interbank Transfer and
Settlement System (MITASS), the country’s
backbone of financial market infrastructure,
remained stable during the period under
review. This was evidenced by smooth
payment, clearing and settlement processes
for interbank financial transactions thereby,
among others, supported implementation of
monetary policy and financial stability
initiatives in the economy.

percent to K20.5 trillion during the same
period.
On average, this performance therefore
translated into K7.1 million per transaction
which is an increase of 26.8 percent from an
average value of K5.6 million per transaction
recorded during the previous period. This
outturn implies that most of the transactions
processed during the period were of high
values compared to the second half of 2019.
Significant movements were observed in the
first half of 2020 as the volume and value
increased by 6.2 percent and 39.2 percent,
respectively. This trend shows that the
system continued to be of national
importance as it supports processing high
value interbank transactions which in turn
helps in the implementation of monetary
policy and other financial stability
initiatives.

7.1
Financial Infrastructure and
Financial Stability
The stability of the MITASS is assessed based
on its availability for transactions processing
and it’s resilient to handle increased
volumes of transactions on daily basis. The
RBM therefore continued to monitor the
operations of MITASS and other widely used
payment systems in order to reduce
systemic risk in the entire national payments
system.

Chart 7.1: Total MITASS Throughput
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there were no any system-wide downtimes.
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MITASS Utilisation

In terms of transaction categories, the real
time gross settlement (RTGS) module of
MITASS which settles large value interbank
transactions processed 88.4 percent of the
total value of transactions, while cheques
and EFTs contributed 6.3 percent and 5.3
percent, respectively (Chart 7.2). Improved
utilisation of MITASS during the period
under review reflects the efficiency and
stability of the system to timely process and

There was mixed performance in
transactions processed through MITASS
during the first half of 2020. Relative to the
second half of 2019, the total volume of
transactions processed declined by 8.6
percent to 2.9 million during the period.
However, the corresponding value of these
transactions recorded an increase of 15.9
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settle transactions. This may in turn reduce
any systemic risks that may arise in the
system due to settlement delays.
Chart 7.2: Composition
Throughput
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and resilient to withstand any potential
disruptions to its smooth functioning.
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7.4 Remedial measures
The Bank will continue to enforce
application of appropriate risk mitigating
measures such as maintenance of backup
power and network arrangements for
MITASS and regularly test the effectiveness
of disaster recovery arrangements that have
been employed. Meanwhile, other service
providers are also encouraged to maintain
adequate risk mitigation measures that
would ensure business continuity when
there is a disruption to the institutions’ main
operating environments.

7.1.1 Performance of Digital Financial
Services
Digital financial services (DFS) utilization
continued to show an upward trend during
the period under review as the volume of
transactions rose by 12.5 percent to 190.5
million whereas the value of transactions
increased by 8.8 percent to K2.9 trillion. This
outturn could mean that more people are
aware and appreciates the convenience as
well as other benefits of using DFS for
purchases of goods and services. It is
however worthwhile to note that although
DFS platforms may not be systemically
important, they may still bring risks to the
financial system at large owing to the
existing integrations with and amongst
various payment services providers and
therefore they need close monitoring.

7.5 Conclusion
The major payment system infrastructure
remained stable and available for
transaction processing during the period
under review. The Bank, through its
oversight activities, will continue to closely
monitor the systems to ensure the status quo
remains.

7.2 Oversight of the Financial Market
Infrastructure
The oversight activities over the financial
infrastructure during the period uncovered
no issues that could potentially bring
financial instability into the payments space.
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8.0 BANK LENDING SURVEY

conditions to remain tight over the next sixmonth period to December 2020. In terms of
NPLs developments, the survey findings also
showed that most banks perceived NPLs to
have generally increased across all economic
agents between January and June 2020,
similar to the December 2019 findings, but
contrary to the June 2019 findings where
NPLs were perceived to have decreased.

8.1 Introduction
The recent Bank Lending Survey (BLS) was
conducted in June 2020, covering six-month
period to June 2020. The survey was
conducted using a qualitative questionnaire
that comprised; rating, ranking and openended questions. The survey questionnaire
was administered to all eight banks and the
response rate was 100.0 percent.
Overall, the June 2020 survey results
revealed that banks perceived an increase in
demand for loans and credit lines between
January and June 2020.These results are
generally in line with what the market had
earlier on projected in the December 2019
survey. In terms of the loan demand
composition, most banks reported that the
perceived increase in demand emanated
from both new and existing customers
during the review period. With regards to
loan tenure, most banks reported that there
was a reversal in demand for loans shifting
back to short-term view from the long-term.
The reversal in the loan tenure could be due
to heightened macroeconomic uncertainty
arising from political instability experienced
in the past 12 months coupled with the
Covid-19 outbreak, which has disrupted
economic activity. Meanwhile, the loan
demand outlook is positive as most banks
expected an increase in demand for loans
and credit lines across all economic agents in
the subsequent six-month period to
December 2020.

8.2 Developments in Demand for Loans
Generally, the June 2020 survey results
showed that most banks perceived an
increase in demand for loans and credit lines
in the first half of 2020 compared to the
second half of 2019. These results are similar
to the December 2019 survey findings (Chart
8.1). The perceived increase in demand for
loans demand was largely by the households
and SMEs sectors. However, banks’
perception regarding demand for loans by
large enterprises was mixed. Overall, five out
of eight banks in June 2020 survey perceived
increased demand for loans compared to
eight out of nine banks in the December
2019 survey. The findings further revealed
that two banks reported that demand for
loans declined while one bank indicated that
demand for loans remained virtually
unchanged during the first half of 2020. The
actual data supports banks’ loan demand
perception as demand for loans marginally
increased by K19.2 billion to K653.5 billion
during the six-month period to June 2020.
This is however comparably lower than
K56.1 billion increase recorded in the
previous survey period.

The June 2020 survey results also revealed
that most banks largely maintained tight
credit standards and conditions for both
short- and long-term loan approvals, similar
to the preceding two surveys findings. This
outturn was mainly on account of the
banking system’s general low risk tolerance,
political instability and the negative effects
of the Covid-19 pandemic, which relatively
weakened the general business and
economic environment. Meanwhile, most
banks expected credit standards and

With respect to households, most banks
indicated that demand for loans increased
between January and June 2020, unchanged
from the previous survey findings. Precisely,
seven out of eight banks reported an
increase in the demand for loans during the
survey period compared to eight out of nine
banks that reported an increase in the
demand for loans by households in the
December 2019 survey. Most banks
reported that the key drivers for the
perceived increase in the demand for loans
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by the household sector included: reduced
interest rate which led to lower cost of
borrowing, the Covid-19 outbreak which
forced households to resort to borrowing as
a survival strategy, reliable employerbacked guarantees, asset acquisitions such
as land, houses and vehicles, improved credit
reference bureau (CRBs) reports and
deliberate strategies put in place by some
banks to grow the households’ loan book.

banks perceived a decline in demand for
loans during the same period. The mixed
perception regarding loan demand by large
enterprises was partly explained by
prolonged political instability that led to
most enterprises to continue to adopt a waitand-see approach and the Covid-19
restriction measures which dampened the
business environment. However, this was
offset by increased need for working capital
and continued low interest rates.

Chart 8.1: Demand for loans by Sector

8.2.1 Composition of Demand for Loans
Generally, both existing and new customers
contributed to the perceived increase in
demand for loans between January and June
2020, similar to the preceding survey
findings (Chart 8.2). In particular, the
perceived increase in demand for loans
mainly emanated from the households and
SMEs. Meanwhile, most banks reported that
demand for loans by large enterprises from
existing borrowers was unchanged while
demand for loans from new borrowers
exhibited mixed trend during the period
under review.
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Demand for loans by small and medium
enterprises (SMEs) continued to increase
during the review period as perceived by all
eight banks, similar to the previous survey
period. The perceived increase in loan
demand by SMEs was reported to have
mainly risen from growth in working capital
needs, low and stable interest rates,
restructuring of existing loan portfolios by
the borrowers in face of Covid-19 and need
for payment of salaries as business balance
sheets continue to suffer from the negative
effects of the pandemic.

With respect to households, six out of eight
banks reported that the perceived increase
in demand for loans was due to new
customers during the first half of 2020,
compared to eight out of nine banks in the
previous survey. Similarly, five banks
reported that the increase in demand
emanated from existing customers during
the review survey period compared to six
banks that reported the same in the previous
survey.
In terms of SMEs, six banks unchanged from
the previous survey period, attributed the
increase in demand for loans to new
customers and another six banks attributed
the perceived increase to existing customers.
However, for large enterprises the
perception for loan demand was mixed for
new borrowers as three banks reported that
loan demand was unchanged, another three
banks reported that demand for loans
decreased while the remaining two banks

However, perception for demand for loans
by large enterprises was mixed during the
June 2020 survey period. Specifically, three
out of eight banks reported that demand for
loans by large enterprises remained
unchanged during the period under review
while other three banks perceived a
marginal increase in demand for loans by
large enterprises and the remaining two
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perceived increased demand for loans by
new borrowers.

The reversal of lending tenure back to shortterm view could be due to an increased
uncertainty arising from prolonged political
instability and the negative effects of Covid19 outbreak, particularly in the final three
months of the first half of 2020, which
resulted into scaling down of capital
expenditure and long-term investments.
Majority of respondents indicated that going
forward the Covid-19 pandemic is expected
to affect the overall macroeconomic stability
which has been anchoring long-term
demand for loans.

Chart 8.2: Contribution to demand for
loans
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The majority of banks expected an increase
in demand for loans across all economic
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8.2.2 Demand for Loans by Duration
In terms of demand for loans by duration,
most banks perceived increased demand for
short-term loans while banks’ perceptions
were divided on the direction of demand for
long-term loans (Chart 8.3). Specifically,
three banks perceived a decrease and
another three banks perceived an increase in
the demand for long term loans. This is
contrary to the December 2019 survey
findings where majority of banks perceived
an increase in demand for both short- and
long-term loans.

8.3 Developments in Credit Supply
Conditions
Overall, most banks reported to have broadly
maintained tight credit standards and conditions
for approval of loans in the first half of 2020,
similar to the December and June 2019 survey
results. This outturn was largely attributed to
the relatively weakened credit market
conditions due to the economic slowdown
following the Covid-19 outbreak. In general,
five out of eight banks during the June 2020
survey compared with six out of nine banks in
the previous survey indicated that credit
standards and conditions for approval of loans
remained tight (Chart 8.4). Meanwhile, three
banks against two banks in the previous survey
period, reported that credit approval standards
and conditions for loans were further tightened.

Chart 8.3: Demand for loans by sector
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have maintained tight credit standards and
conditions in the June 2020 survey period.
Furthermore, four banks reported that
credit approval standards and conditions
remained tight during the December 2020
survey period while seven banks in the June
2019 survey period also revealed that credit
approval
standards
and
conditions
remained tight.

unchanged from the previous survey results. In
particular, four out of eight banks compared to
seven out of nine banks in the previous survey
reported to have maintained tight credit
standards and conditions for approval of loans
to households in the June 2020 survey.
The majority of the banks reported that credit
approval standards and conditions continued to
remain tight towards SMEs during the June
2020 survey period, broadly unchanged from
the December and June 2019 survey periods. In
particular, one group of three banks reported to
have further tightened credit approval standards
and conditions, and another group of three
banks indicated to have maintained tight credit
approval standards and conditions during the
period under review (Chart 8.4). This is similar
to the December 2019 survey findings where
four banks reported that credit approval
standards and conditions remained tight and
other four banks revealed to have further
tightened the credit standards and conditions for
approval of loans.

8.3.1 Factors affecting credit supply
conditions by sector
Overall, the continued tight credit approval
standards and conditions were mainly due to
banks’ general low risk tolerance, political
instability and negative effects of the Covid-19
pandemic which relatively weakened the
general business and economic environment. In
addition, in terms of bank specific factors, most
banks reported that tight credit standards and
conditions for approving loans were explained
by banks margin on riskier loans, size of the
loan or credit line, costs related to banks capital
position and maturity of the loans, among
others (Chart 8.5).

Chart 8.4: Credit Supply Conditions
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Similarly, most banks revealed that they
maintained tight credit approval standards
and conditions for large enterprises during
the June 2020 survey period, largely
unchanged from the December 2019 survey
findings. Specifically, a similar number of
banks (three) that reported to have further
tightened credit standards also reported to

8.3.2 Developments in supply conditions
by duration
Banks reported to have continued to
maintain tight credit standards and
conditions for approval of both short and
long-term loans, this was unchanged from
the December and June 2019 survey results.
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The short-term credit standards and
conditions remained tight in the period
under review, similar to those of the
December (Chart 8.6) and June 2019 survey
results. Likewise, credit standards and
conditions for approval of long-term loans
remained tight during the survey period,
unchanged from the December 2019 survey
results (Chart 8.6). Overall, this development
forced banks to generally maintain and even
further tighten their credit standards and
conditions for approval of loans regardless
of the tenure given the uncertain economic
environment.

Chart 8.7: Prospects for credit supply
conditions
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8.4 Developments in NPLs
Overall, most banks perceived an increase in
non-performing loans (NPLs) across all
economic agents during the period under
review. This was unchanged from the
December 2019 survey results. In line with
banks’ perceptions, quantitative data also
showed that the level of NPLs in the banking
system increased to K43.0 billion as at end
June 2020 from K40.3 billion in December
2019.
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Most banks perceived NPL levels in the
household sector to have increased during
the survey period whilst the perception was
rather mixed during the December 2019
survey period (Chart 8.8). Six banks
perceived NPLs to have increased in the
household sector between January and June
2020. In terms of the SMEs, six out of the
eight banks reported that NPLs held by SMEs
increased during the survey period,
unchanged from the December 2019 survey
findings. Similarly, most banks reported
perceived increase in NPLs in the large
enterprises sector during the June 2020
survey period, unchanged from what most
banks indicated in the preceding survey
period

8.3.3 Prospects for Credit Supply
Conditions
Overall, survey findings revealed that most
banks are expected to maintain tight credit
standards and conditions in the next sixmonth period to December 2020, similar to
the December 2019 survey findings (Chart
8.7).
Generally,
banks’
expectations
regarding credit standards and conditions,
among others, were based on the
uncertainty surrounding the effects of the
Covid-19 pandemic on the banking system
and credit risk management, banking
industry
competition
and
general
macroeconomic uncertainty regarding the
evolution and exact impact of the Covid-19.
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but this was contrary to the June 2019
findings in which most banks responded that
NPLs had slightly declined.

billion out of the total NPLs of K40.0 billion
registered in December 2019.
8.5 Conclusion
The June 2020 survey findings showed that
most banks generally perceived demand for
loans and credit lines to have increased
between January and June 2020, consistent
with the December and June 2019 findings.
The increase in demand for loans was
observed across all economic agents with
exception of large enterprises where banks
reported mixed perceptions. The increase in
demand for loans by households was mainly
due to a number of factors, which among
others, included; low interest rate that
implied lower cost of borrowing, the Covid19 outbreak which forced households to
resort to borrowing as a survival strategy,
reliable employer-backed guarantees and
asset acquisitions such as land, houses and
vehicles. The increase in demand for loans
by SMEs as reported by banks, was largely
on account of increased working capital
needs, low and stable interest rates and
restructuring of existing loan portfolios by
the borrowers in face of Covid-19. Whereas,
mixed perception for large enterprises’
demand for loan was on account of political
instability that led to most enterprises to
continue adopting a wait-and-see approach,
lockdowns in key trading partners’ countries
due to the Covid-19 which dampened the
business and overall demand for loans,
however this was offset by increased need
for working capital and continued low
interest rates which somehow supported
demand for loans by large enterprises.

Generally, banks revealed that the perceived
increase in NPLs by all economic agents
during the survey period was mainly on
account of slowdown in economic activity
owing to Covid-19 pandemic, which has
among other things, resulted into massive
retrenchments by companies, coupled with,
political instability in the first half of the
year. The foregoing factors resulted into
deterioration in loan repayment capability
by most borrowers across all economic
agents.
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Further analysis of economic sectoral NPL
composition showed that most banks
reported that the highest levels of NPLs were
held by the wholesale and retail sector;
followed by the community, social and
personal services sector; construction
sector; agriculture sector, and transport
sector. Similar to actual data, the wholesale
and retail sector has been reported to be
holding the largest proportions on NPLs
during the past three years and the situation
is likely to worsen going forward as it is one
of the sectors worst hit by the pandemic.
Quantitative statistics show that NPLs for
the wholesale and retail sector continued to
be the highest at K14.6 billion out of the total
NPLs of K43.0 billion recorded as at end June
2020, relatively unchanged from K14.0

Further analysis revealed that both existing
and new customers accounted for the
perceived increase in demand for loans
during the survey period, unchanged from
the December and June 2019 survey
findings. The prospects for demand for loans
point to an expected increase in demand for
loans across all economic agents in the next
six-month period to December 2020. The
positive prospects, among others, assumed
easing out of the Covid-19 restrictions
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towards the later part of the year, political
stability after fresh general elections,
improved access to banking services and
continued working capital needs.

forward, banks perceived credit standards
and conditions to remain tight over the next
six-month period to December 2020.
The June 2020 survey findings also showed
that most banks perceived an increase in
NPLs across all economic agents;
households, SMEs and large enterprises
during the six-month period to June 2020.
The perceived increase in NPLs was partly
on account of general economic slowdown
and massive retrenchment owing to the
negative effects of Covid-19 pandemic, as
well as political instability that prolonged
during the first half of 2020. Economic
sectoral analysis showed that the highest
NPLs continued to be held by wholesale and
retail sector, followed by community, social
and personal services sector, construction
sector, agriculture sector and transport
sector, in that order.

In terms of credit supply, most banks
reported that credit standards and
conditions for loan approval were perceived
to have remained broadly tight during the
June 2020 survey period, relatively
unchanged from the previous survey results.
This development was largely attributed to
the relatively weakened credit market
conditions following somewhat deteriorated
general macroeconomic environment due to
political instability in the earlier months of
the year and the Covid-19 pandemic in the
later part of the period under review.
Further, most banks reported to have
continued to maintain tight credit standards
and conditions for approval of loans for both
short- and long-term tenures. Going
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BOX 8.1: BANK LENDING SURVEY
The Bank Lending Survey (BLS) is a bi-annual exercise conducted by the Reserve Bank of Malawi
with the primary objective of assessing the prevailing credit market conditions as well as soundness
of the banking system. The findings of the survey assist in broadening the assessment of the
developments in the banking sector and inform financial stability policy and monetary decisionmaking processes.
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APPENDIX TABLE 1: SELECTED KEY FINANCIAL SOUNDNESS INDICATORS
Key Ratios (%)
Capital Adequacy
1. Core Capital to risk
weighted assets
2. Total Capital to risk
weighted assets
Asset Quality
1. Non-performing loans to
Gross loans
2. Specific provisions to
NPLs

Benchmark

Dec-18

Mar-19

Jun-19

Sept-19

Dec-19

Mar-20

Jun-20

>10.0

15.4

17.2

16.4

16.2

17.0

18.5

18.8

>15.0

18.8

20.7

20.4

20.1

21.0

22.5

22.0

<5.0

6.1

6.1

4.8

4.3

6.3

6.9

6.6

>20.0

41.5

48.7

55.0

48.6

38.6

42.1

35.6

>2.5

2.3

1.9

2.8

2.6

2.7

3.7

3.2

> inflation

16.6

14.6

21.2

19.3

20.5

27.0

23.6

N/A

51.8

53.0

52.0

51.7

51.8

47.3

48.6

>25.0

63.3

61.4

59.1

54.5

58.9

57.5

60.1

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