Reserve Bank of Malawi

Financial Stability Report
June 2014

i

Table of Contents
GENERAL NOTES

IV

FOREWORD

V

1. MACROECONOMIC AND FINANCIAL
1.1.

ENVIRONMENT

1

GLOBAL DEVELOPMENTS ............................................................. 1

1.1.1. Global Financial Stability ........................................................................ 1
1.1.2

Risks to Global Financial Stability .............................................................. 2

1.1.3

Potential Impacts on Malawi's Financial System and Policy Responses .................. 2

1.2. REGIONAL DEVELOPMENTS - SUB SAHARAN AFRICA (SSA)

3

1.2.1

Macroeconomic Developments .................................................................. 3

1.2.2

Financial Market Developments ................................................................ 4

1.2.3

Risks to the Macro-Financial Environment in SSA ........................................... 5

1.2.4

Policy Options for Malawi ........................................................................ 5

1.3 DOMESTIC DEVELOPMENTS
2. FINANCIAL INSTITUTIONS

6
10

2.1.1

Growth of the Banking Sector .................................................................. 10

2.1.2

Financial Soundness Conditions ................................................................ 10

2.1.3

Assets and Deposits for Banks .................................................................. 11

2.1.4 BANKING SECTOR RISKS AND REMEDIAL MEASURES

13

2.2 STRESS TESTING ......................................................................... 14
2.3 THE INSURANCE SECTOR

21

2.3.2

Insurance Sector Risks ........................................................................... 24

2.3.3

Insurance Sector Remedial Measures .......................................................... 24

2.4 PENSION SECTOR ........................................................................ 26
2.4.1

Soundness of the Pension Sector ............................................................... 26

3. THE CAPITAL MARKET

31

3.1 STOCK MARKET PERFORMANCE ...................................................... 31
3.1.1

Malawi All Share Index (MASI) .................................................................. 31

3.1.2

Market Capitalization ............................................................................ 32

3.1.3

Market Turnover .................................................................................. 32

3.1.4 Stock Market Liquidity ............................................................................ 32

ii

3.2 FINANCIAL PERFORMANCE OF CAPITAL MARKET INTERMEDIARIES............. 32
3.2.1

Capital Adequacy ................................................................................. 32

3.2.2

Liquidity ............................................................................................ 32

3.2.3

Funds Under Management ....................................................................... 32

4.0 NATIONAL PAYMENTS SYSTEM

34

4.1 MITASS AND FINANCIAL STABILITY ................................................... 34
4.2 OVERSIGHT OF THE NATIONAL PAYMENTS SYSTEM INFRASTRUCTURE ....... 36
4.3 NATIONAL PAYMENTS INFRASTRUCTURE & REGULATORY REFORMS .......... 37
5.0 APPENDIX 1: REPORT ON BANK LENDING SURVEY MAY 2014

39

iii

GENERAL NOTES
This report is published bi-annually in June and December on the Reserve Bank of Malawi website
www.rbm.mw
The Bank acknowledges the support from Ministry of Finance, and Economic Planning and Development
in the preparation of this report.
The Reserve Bank of Malawi considers financial stability as a condition represented by a strong financial
system capable of withstanding shocks to the economy; one that is able to allocate savings into
investment opportunities, facilitate the settlement of payments efficiently and manage risks in a
satisfactory manner. Presented in this report are financial system stability developments covering the
six months period October 2013 to March 2014.
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FOREWORD
Malawi’s Financial Stability Report (FSR) analyses the risks and vulnerabilities in Malawi’s financial
system. The FSR also assesses the resilience of the financial system to these risks and vulnerabilities.
Based on the analyses and assessment of resilience of the financial system to risks, the FSR recommends
preventive and mitigating measures of risks. The analysis in the FSR, is premised on the Reserve Bank of
Malawi’s mandate “to ensure price and financial stability”.
The June 2014 FSR reveals that the financial system remained sound and stable over the October 2013
to March 2014 review period. Macroeconomic risks to financial stability have largely been moderating
following favourable real GDP growth for 2013 and 2014. Similarly, market and liquidity risks remained
low on account of availability of liquidity in the banking system. Fiscal risks, arising from Government
borrowing remained unchanged. Credit risk also persisted as evidenced by increasing non-performing
assets.
Despite weak links between Malawi’s financial system and that of the rest of the world, developments
in the external world affect Malawi’s economy through trade links and international commodity prices.
Against this background, the June 2014 FSR, has provided a snapshot of developments in the global and
regional (Sub Saharan Africa) arena. Assessment of developments in the global financial system shows
that financial stability has improved in advanced economies and deteriorated somewhat in emerging
market economies. In the Sub Saharan Africa region, financial systems remained generally stable despite
some financial markets, notably those in Zambia and Ghana facing significant fiscal risks.
In the ensuing months, it is expected that Malawi’s financial system will remain healthy and sound. The
expected outcome is on account of favourable macroeconomic prospects and the continued
implementation of best practice risk management policies. Malawi’s economy has recuperated from the
economic stress that prevailed in 2011 and 2012, with real GDP growth significantly improving in 2013
and projected to continue increasing in 2014. Inflation outlook for the months ahead is also favourable,
largely on account of an expected drop in food prices and a relatively stable exchange rate.
In order to prevent and minimise the impact of threats to the financial system, the Reserve Bank of
Malawi (RBM) and the Malawi Government will continue to implement policies aimed at achieving and
sustaining macroeconomic and financial stability in Malawi.

C.S.R. CHUKA
GOVERNOR
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EXECUTIVE SUMMARY
The June 2014 FSR consists of four main chapters. The first chapter discusses the macro-financial
environment in the global and, regional (Sub-Saharan Africa) economy as well as Malawi’s economy. The
second and third chapters provide an assessment of financial system stability developments with a focus
on Malawi’s financial institutions and the capital market. The fourth chapter assesses Malawi’s financial
system stability centering on developments in the payments and settlements infrastructure.
In advanced economies, financial stability improved over the review period. The positive outturn was
largely on the backdrop of decreasing credit risks. Credit risks in the global banking system eased
somewhat owing to continued deleveraging and improved capital buffers especially in the Euro area.
Emerging market risks, however, intensified over the review period as a result of further tightening of
the external environment as advanced economies pursued gradual unwinding of unconventional
monetary policies.
On the regional front, some Sub Saharan Africa financial markets in 2013 experienced a reduction in
capital inflows and exchange rate depreciations following tighter financial conditions in the global
financial system. In January 2014 currencies in some of the Sub Saharan African economies weakened
due to a renewed bout of volatility in global financial markets. Consequently, some bond markets in
2013 such as Nigeria and South Africa experienced an increase in yields, whilst other bond markets
experienced net equity and bond outflows.
On the domestic front, real GDP growth prospects for 2014 are favourable. The economy in 2014 is
projected to expand by 6.3 percent compared to 6.1 percent in 2013. During the review period, inflation
remained high and posed a threat to Malawi’s financial system stability. Inflation stood at 24.0 percent
in March 2014 compared to 21.7 percent in September 2013. Inflation increased from 22.2 percent in
October 2013 to 25.9 percent in January 2014, before reversing the trend in February 2014 to 24.6
percent.
Overall, the banking sector remained sound over the review period. This was on account of favourable
macroeconomic developments and effective/improved banking practices. With the view of enhancing
soundness and stability of the financial system, in January 2014, Malawi implemented Basel II as a guiding
tool for operations of the banking sector. Implementation of Basel II, resulted into an upward revision
of minimum regulatory capital ratios, thereby enhancing capital buffers and consequently financial
stability. Tier 1 and total capital requirement ratios were revised to 10.0 percent and 15.0 percent from
6.0 percent and 10 percent, respectively. The banking system remained profitable over the review
period. Return on equity (ROE) declined to 31.9 percent from 38.7 percent in the period to March 2014.
Despite a decline in ROE, Return on Assets (ROA) ratio increased to 5.3 percent from 5.0 percent over
the period to March 2014. On the other hand, credit risk in the banking system remained high with the
ratio of NPLs increasing to 15.7 percent in March 2014 from 13.6 percent in September 2013.
Analysis of the insurance sector’s performance shows that the sector remained healthy over the review
period. Capital buffers for both the life and general insurance companies were adequate. However,
solvency and liquidity risks persisted. During the period under review, most of the insurers adjusted
their prices in line with inflation. This adjustment helped to reduce liquidity and solvency risks.
The pension sector remained profitable and continued to register growth in assets. In order to enhance
the performance of the sector and to increase investment options, a number of strategies are currently
being developed aimed at developing and deepening the capital market in Malawi.
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The microfinance sector remained sound over the review period. A number of these institutions acceded
to the new licensing requirements and were issued registration certificates by the Registrar of Financial
Institutions. However, like the banking sector, the major risk in the microfinance sector was credit risk.
In addition, liquidity in financial cooperatives was significantly low (2.75 percent) owing to nonremittance of payroll deductions. In order to anchor the soundness of the sector, the Registrar will
enhance supervision of Microfinance Institutions and SACCOs so as to improve lending standards and
promote efficient market conduct.
Performance of the stock market was relatively satisfactory during the period under review, on the
backdrop of positive financial performance in some of the listed companies in 2013 and lower money
market rates. However, Malawi’s stock market remains shallow. Therefore in order to deepen Malawi’s
capital market, there is need for establishment of a bond market as an alternative source of raising
capital. The market also requires investor awareness programs. In an effort to address the challenges
facing the capital market in Malawi, a strategy has been prepared to develop the Capital Market. Further,
investor awareness programmes are already underway.
The payments system remained stable during the period under review as no major system disruptions
were experienced. Payment, clearing and settlement of transactions therefore proceeded smoothly.
Malawi Interbank Transfer and Settlement System (MITASS) availability in the review period stood at 99.7
percent. The Reserve Bank remains committed to carrying out oversight activities with the aim of
sustaining the stability and modernization of the payments infrastructure.
Given the above, the assessment of Malawi’s financial system stability in this FSR shows that Malawi’s
financial system remained sound owing to favourable macro developments and appropriate macroprudential policies put in place by authorities.
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1.

MACROECONOMIC AND FINANCIAL
ENVIRONMENT
Main Message

On its path to greater stability, the global
financial system continued to face a number of
challenges. In advanced economies, financial
stability has improved while it has deteriorated
somewhat in emerging market economies.
Overall macroeconomic, market and liquidity
risks remained unchanged. Emerging market
risks have intensified and monetary and financial
conditions have tightened. Meanwhile, risk
appetite conditions also remained unchanged.

1.1. GLOBAL DEVELOPMENTS1
Economic activity in advanced economies
improved in 2013 and is projected to increase to
2.25 percent in 2014/2015, 1 percentage point
higher than growth recorded in 2013. Notable
drivers of this growth are a reduction in fiscal
tightening
(except
Japan)
and
highly
accommodative monetary conditions. Unlike the
advanced economies, growth in emerging market
economies is projected to pick up gradually from
4.7 percent in 2013 to about 5 percent in 2014
and further to 5.25 percent in 2015. Growth in
emerging market economies will be supported by
external demand from advanced economies.
1.1.1. Global Financial Stability2
Financial stability has improved in advanced
economies and deteriorated somewhat in
emerging market economies.
Macroeconomic risks to global financial stability
remained unchanged between October 2013 and
April 2014 (Figure 1.1). Most advanced economies
recuperated from the stress that persisted prior
to the six months period to September 2013.
Growth in the Euro area and the United States
improved and is projected to remain favourable
on account of recovery in advanced economies
and increased domestic demand, respectively.
However, the more favourable developments
observed in the advanced economies were partly
1

The analysis is based on World Economic Outlook April
2014

offset by a relatively lower rate of growth in
emerging market economies. As a result, overall
macroeconomic conditions and risks to global
financial stability have remained unchanged.
Figure 1.1 Global Financial Stability Map

Source: Global Financial Stability Report April 2014

Emerging market risks intensified from levels
indicated in the previous financial stability report
(Figure 1.1). This has resulted from a further
tightening of the external environment as
advanced
economies
pursue
gradual
normalization of their monetary conditions. The
unconventional monetary policies and low
interest rates that prevailed in advanced
economies between 2009 and 2013 accelerated
the increase in global portfolio allocations to
emerging market economies, where interest rates
were relatively high.
Market and liquidity risks remained largely
unchanged (Figure 1.1). Market volatility eased
following the effective monetary communication
from the Federal Reserve Bank regarding the
normalization of the U.S. monetary policy. In
addition, banks’ access to market funding for
banks and nonfinancial corporations improved.

2

The analysis is based on Global Financial Stability Report
(IMF) April 2014

1

Risk appetite for financial assets in emerging
market economies decreased over the review
period. However, demand for credit instruments
and other risk assets remained constant. Thus,
despite the decline in appetite for assets in
emerging market economies, overall risk appetite
remained unchanged (Figure 1.1).
On the whole, monetary and financial conditions
tightened (Figure 1.1). This was on account of a
slowdown in monetary stimulus by the Federal
Reserve Bank following the economic recovery.
Monetary and financial conditions have tightened
further in emerging markets as real interest rates
have increased.
Despite remaining at high levels, overall, credit
risks in the global banking system eased
somewhat (Figure 1.1). The decreasing credit
risks were on the backdrop of the continued
deleveraging and improved capital positions
especially in the Euro area.
Nonetheless,
challenges in the credit market persisted. The
loan book showed that the quality of credit to the
corporate bodies deteriorated somewhat.
However, corporate spreads narrowed down.
Thus overall, the adverse developments in credit
trends to the corporate sector were outweighed
by the positive developments in banks’ better
practices through deleveraging and improved
capital buffers.
1.1.2 Risks to Global Financial Stability
The global financial system continues its recovery
process. However, significant fragilities still
persist, notable ones being emerging market risks
and credit risks.
Following transitions to a less accommodative
monetary policy stance by the USA, global
financial conditions are tightening. This has given
rise to new challenges and vulnerabilities in some
emerging market economies. These challenges
have a risk of contagion and therefore have
potential to spill-over to other economies
including the advanced economies.

In turn, this can result in further financial
turmoil. Therefore, a successful transition from
policy
accommodation
to
self-sustaining,
investment-driven growth while minimizing
spillovers that threaten financial stability is
paramount to global financial stability.
Despite a general improvement in banking
conditions in the stressed euro area countries,
banks are still burdened by the large and growing
stock of nonperforming loans that resulted from
corporate debt overhang and the economic
slowdown. This has been stressing profitability in
banks and banks’ capacity to provide credit.
1.1.3 Potential Impacts on Malawi's Financial
System and Policy Responses
The

level

of

interconnectedness

between

Malawi’s financial systems to the external
financial markets has not changed from the
December 2013 position. Like most developing
countries, Malawi has weak links with the
financial systems in advanced and emerging
market economies.
Therefore, the favourable developments in the
global financial system are unlikely to directly
impact Malawi’s financial system.
However, Malawi has relatively significant trade
and aid links with the Euro area countries and
other emerging market economies, especially the
South African economy. In particular, the Kwacha
has continued to appreciate against the
depreciating rand, worsening Malawi's trade
imbalance while dampening imported inflation.
However, the economic recovery in previously
stressed Euro area countries may have a positive
impact on demand for Malawi’s commodity
exports.
In view of the foregoing, it is still imperative that
Malawi should continue implementing policies
aimed at guarding the domestic financial system
stability against internal and any possible
external shocks.

2

1.2.

DEVELOPMENTS3

REGIONAL
SAHARAN AFRICA (SSA)

- SUB

Main Message
Macroeconomic risks to financial system
stability in SSA remained low. Real GDP
growth expanded in 2013 and is projected to
continue expanding in 2014. Regional average
inflation remained subdued. However,
adverse developments in the fiscal and
external sector were a source of concern. In
addition, due to tight conditions in global
financial system liquidity, a number of bond
markets in the SSA region in 2013 saw an
increase in yields, while others experienced
net equity and bond outflows.

1.2.1 Macroeconomic Developments
Macroeconomic risks to financial system stability
in SSA continued to remain subdued. Economic
output expanded by 4.9 percent in 2013 and is
expected to pick up to 5.4 percent in 2014, (Table
1.1). The outturn was on account of favorable
developments in a large number of countries in
the region, including most oil exporting countries
and several low-income countries and fragile
states. Key drivers of the economic outturn were
higher agricultural production and investment in
natural resources and infrastructure.
Growth prospects in Nigeria are favorable as the
economy is projected to expand following the end
of the supply disruptions that had prevailed. The
South African economy is expected to improve
modestly, following stronger demand in its
advanced country trading partners.
Overall, inflationary pressures on financial
stability in the SSA region continued to remain
relatively low in 2013. The outturn was on the
backdrop of prudent monetary policies, bumper
crop yields and more stable international food

and fuel prices. Inflation declined to a regional
average of 5.9 percent in 2013 from 7.7 percent
in 2012. In 2014, annual average inflation for the
region is projected to slightly rise to 6.2 percent
and is expected to decline again to 5.8 percent in
2015, (Table 1.2). The slightly higher inflation in
2014 is likely to be a result of inflationary
pressures in South Africa and Malawi. Further,
inflationary pressures may arise from effects of
recent and planned wage increases in Tanzania
and from abundant liquidity or rapidly rising
private sector credit in Mozambique.
Table 1.1: SSA Real GDP Growth (%)

2012

2013

2014*

2015*

SSA excluding
South Africa

5.8

5.9

6.5

6.5

SSA Total

4.9

4.9

5.4

5.5

of which: Oilexporting
countries

5.2

5.7

6.6

6.5

Of which: South
Africa

2.5

1.9

2.3

2.7

Low-income
countries

6.2

6.8

6.9

6.8

Fragile states

7.5

6.0

7.1

7.1

World economic
growth

3.2

3.0

3.6

3.9

SSA resourceintensive
countries

4.8

4.1

4.9

5.0

SSA frontier and
emerging market
economies

4.8

4.4

5.0

5.2

Memorandum
item:

Source: Regional Economic Outlook (SSA) April 2014
*
projections

3Analysis is based on that from the Regional Economic Outlook
(IMF) April 2014
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Table1.2 SSA Inflation
2012

2013 2014* 2015*

Chart 1.1 SSA: Equity Flows to Emerging
Market and Frontier Economies
(Millions of U.S. dollars, cumulative since June 2004

SSA Total

7.7

5.9

6.2

5.8

of which: Oilexporting
countries

9.9

6.4

6.5

6.2

Middle
Income
Countries

6.0

6.0

6.6

5.8

Of which:
South Africa

5.7

5.4

6.3

5.6

Low-income
countries

8.5

5.8

6.1

5.5

Fragile states

4.7

2.6

3.2

4.1

World

3.8

3.3

3.7

3.5

Source: Regional Economic Outlook (SSA) April 2014
*projections

Unlike the favorable developments in growth and
inflation, the fiscal and external sectors were a
source of concern in the SSA. Overall, fiscal and
external current account deficits worsened. The
oil exporting countries experienced relatively
weaker fiscal revenue. In addition, from June
2013, economies such as South Africa experienced
currency depreciations, reflecting capital
outflows as global monetary conditions tightened.
1.2.2 Financial Market Developments
Global financial system liquidity tightened in
2013. This largely contributed to a reduction in
capital inflows to and exchange rate
depreciations in some SSA frontier markets in
2013. Currencies weakened again in January
2014, following a renewed bout of volatility in
global financial markets. As a result, a number of
bond markets in 2013 such as Nigeria and South
Africa, saw an increase in yields, whilst other
bond markets experienced net equity and bond
outflows, Chart 1.1 and 1.2.

Source: Regional Economic Outlook (SSA) April 2014

Chart1.2 SSA: Bond Flows to Emerging Market
and Frontier Economies
(Millions of U.S. dollars, cumulative since June 2004)

Source: Regional Economic Outlook (SSA) April 2014
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1.2.3 Risks to the Macro-Financial
Environment in SSA
Risks to the macro-financial environment in SSA
are largely two fold; internal and external.
On the internal front, a number of countries
including Ghana and Zambia have faced rising
fiscal vulnerabilities reflected in high fiscal
spending. In addition, countries with high debt
levels, such as Cape Verde, The Gambia and
Seychelles have relatively limited room to
maneuver in the face of shocks. The increasing
political instability and deteriorating security in
the Central African Republic and South Sudan are
likely to result into a sharp markdown in their
growth prospects, with adverse spillovers to trade
flows for countries such as Kenya and Uganda.
On the external front risks are expected to
continue arising from both the emerging market
and advanced economies.
Relatively weaker growth in emerging market
economies is likely to cause adverse impact (low
demand for) on economies with high levels of
exports in form of natural resources. In addition,
financial conditions for some emerging market
economies, including China are tightening. The
tighter financial conditions in China are likely to
suppress financing for governments (aid) for SSA.
This in turn has potential to cause an increase in
borrowing costs and also adversely affect FDI.

The advanced economies like the USA are
transitioning from a loose monetary policy stance
to tighter monetary policy conditions. These
recent tighter conditions are likely to cause a
further reversal in capital flows for the SSA
region, largely the frontier market countries with
weak fundamentals. As a result, the frontier
market economies will be faced with pressures on
asset prices, interest rates and exchange rates. In
turn, these pressures could strain some banks and
financial systems and reignite inflation.
1.2.4 Policy Options for Malawi
As indicated in the previous FSR, many countries
in SSA including Malawi have witnessed
strengthening links with the emerging market
economies, like China largely through inter alia,
aid in the form of infrastructure development.
However, in view of the on-going reforms
(tightening) of financial conditions in emerging
market economies, including China, which is
likely to result in reduced support for
infrastructure development, Malawi needs to
intensify efforts to find alternative sources of
revenue. The Malawi Government remains
committed to maximizing domestic revenue
collection in order to address this challenge.
Overall, Malawi should continue implementing
policies aimed at enhancing the domestic
economy and safeguarding it from external
shocks.

5

1.3 DOMESTIC DEVELOPMENTS

Main Message
The financial system largely remained sound
over the period to March 2014. Macroeconomic
risks to financial stability eased. The economy
registered a significantly higher growth in
2013 and is expected to continue expanding in
2014. However, credit risk persisted and
exacerbated
non-performing
loans.
In
addition, inflation remained high during the
review period. Nonetheless, the financial
system remained healthy and sound.

1.3.1 Macroeconomic Risks
Macroeconomic risks to financial stability
declined since publication of the previous FSR.
Table 1.3: Selected Economic Indicators
Sep 12 Mar
13

Sep 13 Mar 14

Inflation*

28.3

36.4

21.7

24.0

Gross
Official
Reserves**
(Million
US$)

178.5

185.4

429.3

466.7

Import
Coverofficial
(months)

0.9

Exchange** 299.0
Rate
(Kwacha/US
$)

1.0

405.2

2.3

371.5

2.4

410.2

* Monthly inflation, **End-month figures;
Source: Reserve Bank of Malawi, National Statistics Office (NSO)

a) Real GDP Growth
Real GDP growth prospects for 2014 are
favorable. The economy in 2014 is projected to
expand by 6.3 percent compared to 6.1 percent
in 2013. Growth is to be supported by all sectors
of the economy, except, the mining sector. The
mining sector is expected to contract on account

of the suspension in production at Kayerekera
amidst imminent losses due to the rock-bottom
uranium prices on the world market. Agriculture
is expected to remain the major driver of growth
in 2014. Though increasing only by a small margin
in 2014, the projected real GDP growth remains
significantly high.
b) Inflation and Interest Rates
During the review period, inflation remained high
and posed a threat to Malawi’s financial system
stability. The outturn was a contrast to inflation
developments reported in the previous FSR,
where inflationary pressure on financial system
stability receded. Inflation stood at 24.0 percent
in March 2014 compared to 21.7 percent in
September 2013. From October 2013, inflation
started increasing and reached a peak during the
review period in January 2014 (25.9 percent)
before reversing the trend in February 2014 to
24.6 percent. The outturn in inflation was largely
due to seasonal factors following the beginning of
the lean food season in November/December
2013.
Pressure from interest rates on financial system
stability remained largely unchanged. Banks’
prime lending rate slightly decreased to 37.13
percent in March 2014 from 37.60 percent in
September 2013. High interest rates exert
adverse pressure on financial system stability by
exacerbating borrowers’ ability to service loans,
hence increasing non-performing loans.
c) The Exchange Rate
Overall, the foreign exchange market was under
pressure following the depreciation of the
Kwacha over the review period. This development
was in contrast to the outturn reported in the
previous FSR over the period to September 2013.
The Kwacha depreciated by 10.0 percent
between September 2013 and March 2014 (Chart
1.3). The exchange rate of Malawi Kwacha to
United States dollar stood at K410.20 in March
2014 from K371.4727 in September 2013. On an
annual basis, the Kwacha depreciated by 1.0
percent as it traded at K405.1815 in March 2013.
However, Malawi’s import cover improved to 2.4
months (US$466.7 million) in March 2014 from 2.3
months (US$429.3 million) in September 2013. In
March 2013, Malawi’s gross official reserves and

6

import cover stood at US$185.4 million and 1.0
months, respectively.
Despite the overall depreciation over the review
period, Malawi’s local currency appreciated
between December 2013 and March 2014. In
December 2013, Malawi’s local currency traded at
K435.2288. This appreciation was unlike the
previous/normal periods in which Malawi’s local
currency appreciates from the month of March,
largely due to seasonal factors, notably the onset
of the tobacco selling season. The earlier
appreciation of the Kwacha in the review period
was partly attributed to tightening of monetary
policy, which restrained credit further and in turn
dampened further import demand.

Government indebtedness. This notwithstanding,
the impact of Government’s borrowing on yields
continued to ease over the period to March 2014.
The All Type Yield for treasury bills decreased to
14.65 percent in March 2014 from 18.58 percent
in September 2013. The downward trend in the
yields was largely on the back of availability of
liquidity in the banking system. Consequently, the
indicative yield curve for Government securities
shifted downwards as shown in Chart 1.4
signifying relatively low repayment pressure on
Government debt.
Chart 1.4: Indicative
Government Securities

Yield

Curve

for

Chart 1.3: Exchange Rate (Kwacha/US$)

Source: Reserve Bank of Malawi

Source: Reserve Bank of Malawi

1.3.2 Fiscal Risks
On the whole, risks arising from the fiscal sector
remained unchanged on account of high levels of

1.3.3 Liquidity and Market Risks
Liquidity risk in the banking system showed a
mixed trend over the review period as banking
system liquidity kept on fluctuating. Between
September and December 2013 banking system
liquidity remained relatively tight with excess
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reserves standing at K4.21 billion in September
2013 before dropping to K3.28 billion in October
2013. In November 2013, excess reserves rose
again to K5.02 billion before decreasing again to
K4.12 billion in December 2013. The situation
improved significantly from January to March
2014, as liquidity conditions started easing.
Excess reserves increased from K9.26 billion in
January 2014 to K15.00 billion in February 2014,
before receding to K11.61 billion in March 2014.
While no bank accessed the Lombard facility4 in
September 2013, recourse to the Facility reached
K1.96 billion in November 2013. However, in
December 2013, recourse to the Lombard Facility
decreased to K0.40 billion and no bank accessed
it in February and March 2014.

Chart 1.5 Credit to the Private Sector

1.3.4 Credit Risks
Credit risks to financial system stability over the
review period increased from the position
reported in the previous FSR. Non-performing
assets in the banking system as a ratio of gross
loans and leases increased to 15.7 percent in
March 2014 from 15.4 percent in December 2013
and 13.6 percent in September 2013. The outturn
is partly due to high interest rates that have been
prevailing in the banking system over the review
period and have undermined borrowers’ abilities
to repay loans. In March 2013, nonperforming
loans as a percentage of gross loans and leases
stood at 11.6 percent.
1.3.4.1 Private Sector Credit by Holder
Credit to the private sector continued to increase
over the review period. In March 2014, total
credit from the banking system to the private
sector amounted to K264.9 billion compared to
K230.2 billion in September 2013. In March 2013,
banking system credit to the private sector stood
at K229.1 billion.
Chart 1.5 shows that the corporate sector
(commercial and industrial) was the largest
holder of private sector credit (47.6 percent of
total credit to the private sector). Credit to the
agricultural sector was at 1.8 percent while credit
to individuals was at 29.2 percent in March 2014.

4

Lombard facility is a facility provided to authorized dealer banks,
with appropriate collateral, allowing them to borrow funds from the

Source: Reserve Bank of Malawi

1.3.5

Monetary Conditions

Monetary conditions remained tight with the bank
rate at 25.00 percent. However, monetary
conditions tightened further in January 2014,
following introduction of a Lombard rate at a
level of 200 basis points above the ruling Bank
rate. Commercial banks revised upwards their
average base lending rate in January 2014 to
40.19 percent from 37.75 percent in December
2013. However, banks revised the prime lending
rate downward again to 38.56 percent and 37.13
percent in February and March 2014,
respectively.
1.3.6 Outlook
The financial system is expected to remain
healthy and sound in the ensuing months. This is
premised on the favourable macroeconomic
prospects and the continued implementation of
risk based practices in the banking system.

RBM at a rate set at a spread of 2 percentage points above the Bank
rate
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Macroeconomic risks are expected to decline
further in the ensuing months owing to favourable
growth prospects and declining inflation. The
outlook for inflation points to a decreasing trend,
largely on account of an expected drop in food
prices and exchange rate stability. Low and stable
inflation not only supports the performance of
business entities in the economy, but also
enhances purchasing power of economic agents
and their ability to service loans borrowed from
the financial institutions. However, in the foreign
exchange market, pressure on exchange rate may
arise at the closure of tobacco marketing season.
This notwithstanding, the RBM is likely to try to
smoothen the exchange rate.

Liquidity and market risk is expected to decline.
Banking system liquidity is projected to increase
due to expansion in activity mainly from the
agriculture sector. Consequently, trading on the
interbank market is likely to be reduced and
access on the Lombard facility is likely to be low.
Additionally, the interbank rate (IBR) is expected
to decline significantly.
Following the favourable outlook for inflation,
monetary and financial conditions are expected
to ease in the ensuing months. NPLs ratios are
also likely to decline as authorities are likely to
pursue a more accommodative monetary policy
stance on account of declining inflation.
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2.

FINANCIAL INSTITUTIONS

Main Message
Over the six month period to March 2014, the
banking sector remained sound. However, a
few banking institutions still faced challenges
with credit risk, liquidity risk and capital
positions. The sector remained dominated by
two banks, namely National Bank of Malawi
and Standard Bank of Malawi.

Table 2.1: Growth in Banks’ Assets and Deposits
March
2013

In January 2014, Malawi adopted the Basel II
capital framework as a guiding tool for operations
of the banking sector. Implementation of Basel II
necessitated a revision in calculation of a
significant number of minimum regulatory
requirements for banking soundness. Notably,
until December 2013, determination of capital
adequacy considered capital charge for credit
risk, while from January 2014, under Basel II,
capital charges for credit risk, market risk and
operational risks will now be taken into account
in determining capital adequacy. Further, the
revision in calculation of capital adequacy ratios
resulted into an upward revision of the minimum
regulatory requirements for tier 1 and total
capital. Tier 1 and total capital ratios were
revised upwards to 10.0 percent and 15.0 percent
from 6.0 percent and 10 percent, respectively.
This notwithstanding, Malawi’s banking sector
remained sound over the review period.
2.1.1 Growth of the Banking Sector
Over the period to March 2014 the banking sector
grew by 14.3 percent, slightly lower than the 14.8
percent growth attained over the period to
September 2013, Table 2.1. The slower growth
was partly due to a lower increase in the
consolidated deposit base. The consolidated
deposit base grew by 12.2 percent between
October 2013 and March 2014 compared to a
growth of 17.3 percent between April and
September, 2013.

March
2014

513.4 589.5

673.6

14.8

14.3

363.1 426.0

478.1

17.3

12.2

278.2 325.5

353.5

17,0

8.6

84.9 100.5

124.6

243.4 246.6

287.4

1.3

16.5

Assets
MK’Bn
Growth Rates (%)

Deposits
MK’Bn

2.1 The Banking Sector in Malawi

Sept
2013

Growth Rates (%)

Of which: Kwacha
deposits (MK’Bn)
Growth Rates (%)

Forex

Deposits

(MK’Bn)
Loans
Amount (MK’Bn)
Growth Rates (%)
Source: Reserve Bank of Malawi

2.1.2 Financial Soundness Conditions
a) Capital Adequacy
Capital positions for the banking system over the
review period point to a sound banking sector.
The tier 1 capital ratio of the banking industry at
14.7 percent (Basel II) declined slightly from 16.2
percent (Basel I) recorded in September 2013.
However, the ratio was still above the new
minimum capital regulatory requirement of 10.0
percent. Similarly, the ratio of total capital
against risk weighted assets decreased to 18.3
percent (Basel II) from the September 2013
position of 19.0 percent (Basel I). At this level,
the ratio was above the minimum regulatory
requirement of 15.0 percent. The decline in the
capital ratios is largely on account of the change
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in the capital adequacy measurement, following
the adoption of Basel II, in January 2014.

however, was still above the minimum regulatory
liquidity ratio of 30.0 percent.

b) Asset Quality
The banking sector loan book significantly
increased by 16.5 percent over the six month
period to March 2014 compared to a growth of 1.3
percent over the six month period to September,
2013 (Table 2.1). The outturn was on account of
relatively low availability of high yielding
investment avenues following the decrease in
interest rates on Treasury bills. Thus the fall in

Individual analyses, however, indicate that a few
banks still face liquidity challenges. The liquidity
challenges at the banking institutions are directly
related to high levels of non-performing loans.

treasury Bills yields caused a shift in banks’
investment in treasury bills to loans.
Consequently, banks’ investment in Government
securities, shares and other instruments
increased by only 2.5 percent over the six months
to March 2014, compared to 49.2 percent growth
in the previous six months to September 2013.
Nevertheless, the quality of the banking sector
loan book over the six months period to March
2014 deteriorated as evidenced by an increase in
the NPLs to gross loans and leases ratio to 15.7
percent from 13.6 percent in September 2013.
c) Earnings
During the six months period to March 2014, the
banking sector made profits. The return on assets
(ROA) ratio, which is a measure of deposit-takers’
efficiency in using assets of the banking
institutions, registered an increase to 5.3 percent
from 5.0 percent over the previous six month
period.
However, the sector registered a decline in return
on equity (ROE) to 31.9 percent in the six months
period to March 2014 from 38.7 percent. This was
due to an increase in equity relative to increase
in profits. ROE reflects the banking institutions’
efficiency in using capital and over time, it
provides information on sustainability of deposittakers’ capital positions.
d) Liquidity
The liquidity position of the banking system as
measured by the prudential liquidity ratio
declined marginally as evidenced by a decrease in
the liquidity ratio to 57.1 percent as at March
2014 from 58.1 percent in September 2013. This

The banking sector has started registering an
increasing trend in the lending ratio (total loans
and leases to total deposits), which indicates the
sector’s preference for non-liquid assets (loans
and leases) than investing deposits in liquid
assets. The lending ratio, increased to 60.1
percent in March 2014, from 57.9 percent in
September 2013. From a liquidity point of view
this is not a good development, however it is not
a cause of concern at this level.
2.1.3 Assets and Deposits for Banks
The banking sector remains dominated by two
banks (National Bank and Standard Bank). As at
March 2014, their combined assets and deposits
accounted for 51.1 percent and 51.6 percent of
the entire sector, respectively. This position is
not very different from the September 2013,
when their dominance stood at 51.5 percent and
52.6 percent, respectively.
Table 2.2: Assets and Deposits for Large and
Other Banks (Billions of Kwacha)
Mar
2013

June
2013

Sept
2013

Dec
2013

Mar
2014

513.4

534.6

589.5

653.0

673.6

Of
which 253.2
Large Banks

268.2

303.4

337.3

344.5

Of
which 260.2
Other Banks

266.4

286.1

315.7

329.1

Deposits
Amount

363.1

381.5

426.0

475.7

478.1

Large Banks

182.6

193.0

224.0

251.3

246.7

Other Banks

180.5

188.5

202.0

224.4

231.4

Assets
Amount

Source Reserve Bank of Malawi
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Box 2.1: Selected Key Financial Soundness Indicators
Key Ratio

QTR END
31 Mar 13

QTR END
30 Jun 13

QTR END
30 Sept 13

QTR END
31 Dec 13

QTR END
31 Mar 14

1. Tier 1

17.6

16.1

16.2

16.2

14.7

2. Total Capital

21.1

19.4

19.0

19.1

18.3

1. Non-performing loans
to Gross loans

11.6

12.6

13.6

15.4

15.7

2. Specific provisions to
Non-performing loans

27.1

30.5

27.6

29.1

30.3

1. ROA

5.3

4.7

5.0

4.8

5.3

2. ROE

40.5

36.2

38.7

37.5

31.9

3. Non-Interest expenses
to Total Income

37.6

37.8

38.0

39.6

43.9

1. Liquid assets to
deposits & short-term
liabilities

48.9

48.6

58.1

59.1

57.1

2. Gross loans to Total
deposits

67.0

64.8

57.9

56.6

60.1

Capital Adequacy

Asset Quality

Earnings

Liquidity & Funds
Management

BOX 2.2: BASEL II AND FINANCIAL STABILITY, UPDATE ON BASEL II IMPLEMENTATION
The Registrar of Financial Institutions as the regulatory and supervisory authority of banks in Malawi, in
consultation with all banking institutions took a policy decision to implement Basel II by 1st January 2014.
The Basel II framework is expected to promote the adequate capitalization of all banks and encourage
improvements in risk management, thereby strengthening the stability of the banking system. As per the
implementation plan, adoption of Basel II was duly completed on 1st January 2014. The Registrar formally
communicated to all banks on the official migration to Basel II in November 2013, giving banks failing to
fully meet all the Basel II requirements by 1st January 2014 an extension to 30th June 2014.
After implementing Basel II during the first quarter, it has been observed that four banks are yet to meet
new capital requirements. The process of recapitalisation of these banks is already underway and is
expected to be completed by 30th June 2014.
Furthermore, it was noted that all banks except for three are yet to acquire Management Information
Systems (MIS) which are appropriate for Basel II reporting. The Registrar is in constant contact with the
banks to ensure successful transition to Basel II.
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2.1.4 Banking Sector Risks and Remedial
Measures
Concentration risk remained one of the major
risks of the banking sector. This continued to arise
from extension of large credit to a specific
economic sector or activity. In this regard, it is
necessary to closely monitor loan concentrations
in the corporations and individual and household
sectors. Concentration risk has the potential of
translating into credit risk in the banking sector
in the wake of increasing levels of non-performing
loans. Credit risk meanwhile leads to challenges
in liquidity and capital positions.

In this vein, the Registrar took a position of
sanctioning only waivers on applications for large
exposures that are above 25.0 percent of a
banking institution’s core capital in exceptional
cases. This considered the financial condition of
the concerned banking institution.
Following the migration of the banking sector
from Basel I to Basel II since January 2014, the
Registrar is in continuous dialogue with banks to
ensure problems of capital shortfall are
addressed. This is critical for the facilitation of a
smooth transition.
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2.2 Stress Testing
Stress testing is used as a generic term for
assessment of the vulnerability of individual
financial institutions or the entire financial
system to shocks. Stress testing involves
problematic identification of low frequency but
high severity events, identification of expected
and unexpected losses. Stress testing is about
understanding the overall risk profile in a
coherent and consistent framework and analysis
of its impact on earnings, solvency and liquidity.

of weaknesses/limitations of the model and data
used in the stress tests please refer to Boxes 2.3
and 2.4.
a) Credit Risk
Loan portfolio was stressed to assess the effect of
non-performing assets on performance of banks,
primarily on capital adequacy ratios. This
measures the resilience of banks' capital to credit
risk in general.

2.2.1 Stress Testing March 2014
The RBM conducted stress tests on 11 banking
institutions based on data as at end December
2013. Emphasis was put on trying to establish
relevant links between the macro-economic
shocks and the variables in the stress testing
spread sheet. In addition to shocks affecting
single risk types (e.g. credit risk and foreign
exchange risk); shocks were combined in order to

i. Effects of Shocks to Various Sectors
The performance of various economic sectors was
stressed against further increase in the level of
non-performing assets per sector. The stress
scenarios for growth in NPLs per sector are as
outlined in Table 2.3 categorized between major
and minor shocks. This was based on the observed
historical growths within the sectors. Banks that
have high credit concentrations in particular
sectors would therefore be expected to be highly
exposed to this shock.

look at the combined effects on the banks’
financial positions, mainly their tier 1 ratios.

Table 2.3 Percentage increase in NPLs by
Economic Sector

The results showed that, in general, the single
biggest risk of the banking sector arises from
credit risk (credit risk in general and
concentration risk related to large borrowers).

Sector Shocks

Major (%) Minor (%)

Agriculture, forestry, fishing
and hunting
50

40

Mining and quarrying

50

40

Manufacturing

50

40

Electricity, gas, water and
energy
20

15

banks’ tier 1 capital and ROA.

Construction

5

2

The results further showed that some banking
institutions are considerably more exposed to
liquidity risk than others. For example, three
banking institutions would have survived a deposit
run for only 1 day during a major shock; and five
banking institutions would have survived the
deposit run coupled with haircuts on liquid assets
for only 1 day during a major shock. Additionally,
two banking institutions would have failed a
major shock as their liquidity ratios were 22.8
percent and 29.3 percent (i.e. the liquidity ratios
were below the minimum regulatory requirement
of 30.0 percent), respectively. Detailed results of
the stress tests are provided below. For discussion

Wholesale and retail trade

50

40

Restaurants and hotels

50

40

50

40

20

15

5

2

Real estate

5

2

Other sectors

30

20

The effect of shocks to the sector’s net interest
income and income from foreign exchange trading
activities on the tier 1 capital and return on assets
(ROA) were also analyzed. The results revealed
that the shocks have a large effect on most of the

Transport,
storage
communications

and

Financial services
Community,
social
personal services

and

Source: Reserve Bank of Malawi
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The banking sector’s tier 1 capital ratio declines
from 16.0 percent to 9.3 percent and 6.7 percent
in scenario 1 (minor) and scenario 2 (major),
respectively, as indicated in Chart 2.1. Two
banking institutions’ tier 1 ratios (i.e. 5.1 percent
and -4.7 percent) fall below the regulatory
minimum of 6.0 percent in scenario 1.
Scenarios 1 and 2 are assuming provisioning rates
of 50.0 percent each and impact of RWA/Impact
on capital of 100.0 percent.

respectively. Two banks’ tier 1 ratios fall (from
8.7 percent to 2.0 percent; and from 9.4 percent
to 2.2 percent, respectively) after their largest
borrowers default. Tier 1 ratios of three banks
would fall below the regulatory minimum when
five largest borrowers defaulted.
Chart 2.2: Effects of Increasing NPLs (profits not
used for defense)

Chart 2.1: Effects of Sectoral Shocks on Tier 1
Ratio (profits not used for defense)

Source: Reserve Bank of Malawi

Source: Reserve Bank of Malawi

ii. Effect of Large Borrowers’ Defaulting
This stress test assesses the effect of credit
concentrations on capital. The level of
concentration exposes the banks to concentration
risk as failure of an individual client would lead
to a decline in capital levels. The test is iterative
and gauges the impact of the largest exposure
defaulting, followed by the two largest etc.
As indicated in Chart 2.2, the banking sector’s tier
1 ratio declines from 16.0 percent to 12.2 percent
and 6.1 percent when the largest borrower
defaults and when all five borrowers default,

b) Liquidity Risk
The stress test assumes three different scenarios
of minor, moderate and major shocks. Stress
scenarios are applied on a systemic as well as
individual bank basis.
• Deposit runs are 10.0 percent for minor
shock, 20.0 percent for moderate shock
and 30.0 percent for major shock.

•

The shocks were applied on both the asset
and liability side of the balance sheet to
assess the effect of movement on sources
of liquidity on liquidity positions in the
banking sector.

•

The asset side is stressed on the basis of
available liquid assets which would help
the bank to meet its short-term
obligations as they fall due. On the other
hand, the liability side is assessed on the
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basis of panic deposit withdrawals from
the bank in the event of liquidity stress.
The result in Chart 2.3 shows that the liquidity
ratio of the banking sector declined from 49.0
percent (pre-shock) to 47.4 percent, 45.7 percent
and 44.1 percent for minor shock, moderate
shock and major shock, respectively. At this level,
the liquidity ratio was above the minimum
regulatory requirement of 30.0 percent for all
three shocks. However, three banking institutions
failed the minor shock as their liquidity ratios
were 23.6 percent, 21.7 percent and 26.3
percent, respectively.

survival period of the bank. This is further
reviewed on both systemic and bank-specific
stress scenarios.
Chart 2.4: Effect of System Wide (SW) and Bank
Specific (BS) Shocks- Liquidity Days Afloat (DA)

Chart 2.3: Effect of System Wide and Bank
Specific Shocks on Liquidity Ratio

Source: Reserve Bank of Malawi

Source: Reserve Bank of Malawi

This shock is focused on the liquidity from the
liability side, assessing the number of days the
bank would survive in light of the assumed run on
the deposits of the bank (and/or the system) for
the three categories of stress scenarios.
The stress results show the effect of projected
deposit runs on the baseline position and the

The result as indicated in Chart 2.4 shows that the
banking sector would survive the deposit run for
7 days, 3 days and 2 days during minor, moderate
and major shocks, respectively. On the other
hand, the banking sector would have survived the
deposit run coupled with haircuts on liquid assets
for 6 days, 3 days and 2 days during minor,
moderate and major shocks, respectively. Only
one banking institution would have survived
deposit run for only 1 day during the moderate
shock.
c) Income Risk
This is a combined shock on the income of banks
assuming a combined shift in net interest income
and foreign currency income. The minor scenario
assumes 5.0 percent and 50.0 percent decline in
net interest income and foreign exchange income
respectively; the major scenario assumes 10.0
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percent and 60.0 percent decline in net interest
income
and
foreign
exchange
income,
respectively.

Chart 2.6 ROA After Shocks to Interest and
Forex Income

Chart 2.5: Tier 1 Ratio After Shocks to Interest
and Forex Income (profits not used for defense)

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

As indicated in Chart 2.5, the banking sector’s tier
1 ratio declines from 16.0 percent to 11.8 percent
and 10.4 percent in scenario 1 and scenario 2,
respectively. Two banks have tier 1 ratios decline
from 12.9 percent and 9.4 percent to 4.7 and 3.1
percent, respectively in scenario 2.
d) Effect on Return on Assets (ROA)
This is a combined shock on the income of banks
assuming a combined shift in net interest income
and foreign currency income on Return on Assets
(ROA). A positive ROA ratio is preferred to a
negative ratio, which indicates that the bank is
making losses. Scenario 1 assumes 5.0 and 50.0
percent decline in net interest income and
foreign exchange income respectively; scenario 2
assumes 10.0 percent and 60.0 percent decline in
net interest income and foreign exchange
income, respectively.

The banking sector’s ROA declines from 3.0
percent to -0.1 percent and -1.0 percent in
scenario 1 and scenario 2, respectively as
indicated in Chart 2.6. One institution’s pre-shock
ROA was negative. Eight banking institutions’
ROAs turn negative in scenario 2. This shock
highlights the banks’ dependence on foreign
exchange income. However, three banks have
their ROAs still positive in scenario 2.
e) Foreign Exchange Risk
The foreign exchange rate shock assumes shifts in
the exchange rate of the Malawi kwacha against
major foreign currencies. The minor shock
assumes a shift in foreign exchange rates by 20.0
percent upwards and downwards, and the major
shock assumes a 50.0 percent depreciation of
Malawi Kwacha. A bank might be exposed to both
direct and indirect foreign exchange risk. The
direct risk reflects the net open exposure of all
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foreign currency positions, while the indirect risk
reflects the risk a bank faces from loan customers
who have borrowed in a foreign currency.

Chart 2.8 Direct Effects of Increases in Interest
Rates (profits not used for defense)

Chart 2.7: Forex Risk of Appreciation and
Depreciation of the Kwacha

Source: Reserve Bank of Malawi

The results in Chart 2.8 indicate that the banking
Source: Reserve Bank of Malawi

As shown in Chart 2.7, the banking sector’s tier 1
ratio would increase by 0.5 percentage point and
1.7 percentage points following depreciation of
the Malawi Kwacha by 20.0 percent and 50.0
percent, respectively. Two banks would stand to
benefit by 3.0 percentage points in their tier 1
ratios following the depreciation of the Malawi
Kwacha by 50.0 percent.
f)

Interest Rate Risk

The interest rate shock assumes a 5 percentage
points shift in interest rates in both directions as
the minor shock. The major shock is an increase
in interest rates by 10 percentage points. A
further assumption is that there is a parallel
increase in the interest rates of banks, i.e. a given
increase is identical for all interest bearing assets
and liabilities.

sector’s tier 1 ratio declines to 15.2 percent in the
event of an increase in interest rates by 5
percentage points. Whereas, the decrease in
interest rates by 5 percentage points would lead
to tier 1 ratio increase of 0.7 percentage points
and increase by 10 percentage points in interest
rates would lead into tier 1 ratio to decrease by
2.4 percentage points. However, two banks would
have their tier 1 ratios increase with the increase
in interest rates and vice-verse because their
balance sheets have more rate sensitive assets
than rate sensitive liabilities.
g) Combination of Shocks
The scenario combines credit risk sector shocks
(Table 2.3), interest rate risk shocks with
increasing interest rates of 5 percentage points
and 10 percentage points respectively, shocks to
foreign exchange of a depreciation of 20 percent
and 50 percent, respectively and income shocks
(minor 5.0 and 50.0 percent in net interest
income
and
foreign
exchange
income,
respectively, major 10.0 percent and 60.0
percent in net interest income and foreign
income, respectively).
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Box 2.3: 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
banks of Malawi. The modified version includes a function for stress testing equity risk and shocks to the
banks’ net income from foreign exchange trading. A function for combining shocks to the banks’ net
interest income and/or net foreign exchange income with other shocks is also included in the modified
version. In its present form, the stress testing spread sheet only allows analysis of the effect of the
various stress testing scenarios on one measure of capital adequacy. In this case, the Tier 1 capital ratio
was chosen. However, other types of capital adequacy may be selected, e.g. Tier 1 and 2 ratio, Total
equity/Risk weighted assets or Total equity/Total assets.
Furthermore, it is also worth mentioning that stress testing results based on the current spread sheet
might miss the next shock or crisis situation as they are based on the last (relevant) available historical
data, and hence may not capture changes in the future risks should the banks change behaviour and
strategy. For example, if the banks enter into new activities or start selling new financial products, this
will not be captured by stress tests based on historical data. Finally, many types of stress tests, including
the ones conducted using the current spread sheet, do not take into account any second round or feedback effects in the banking sector. For example, in real life it is reasonable to assume that banks will
change their behaviour in a shock or crisis situation (reduce lending, inject new capital, sell off assets,
etc.).
Lack of relevant historical data and a more sophisticated model framework meant that the current RBM
stress testing process to a large extent relies on subjective and qualitative judgments. In order to
compensate for this, a range of alternative scenarios were conducted for each risk type and combinations
of risks and macro shocks. An advantage of using a subjective and qualitative approach is that one may
then be more able to capture “new” shocks and the effects of these shocks. Even advanced stress testing
models may not be able to capture such shocks because they are usually estimated on historical data.

Box 2.4: DATA ISSUES
Some data gaps and mismatches were discovered in the stress testing process, particularly related to
the banks’ sector exposures. Nevertheless, the data work and controls indicate that in general the quality
of the data is acceptable for the purpose of this stress testing exercise. However, this does not
necessarily imply that all the individual data items are of good or acceptable quality. It is difficult to
evaluate the true quality of the data items without a thorough on-site inspection, and even then it is
difficult. This particularly relates to the non-performing loans and loan-loss provisions, which are of
crucial importance in stress testing. There is a considerable element of subjective evaluation of future
events related to these items, and the “correct” answer is only known in retrospect, if at all.
The quality of the sector loan exposures can be questioned. One reason is that some sectors might be
overrepresented and some underrepresented by the fact that a loan customer normally only has one
sector code. For example, a customer might be involved in agriculture, manufacturing and trade. But
because it is difficult or impossible for the bank to make a distinction between the various activities, it
has to choose one sector code. This problem is difficult to avoid, although it might be worthwhile to
make an effort to differentiate between the various sectors’ activities of the largest loan customers, for
which this problem is usually most serious.
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As shown in Chart 2.9, the banking sector’s tier
1 ratio declines from 16.0 percent to 2.2 percent
and -1.5 percent after scenario 1 (moderate
shock) and scenario 2 (major shock),
respectively. Four banks have tier 1 ratios

Chart 2.9 Effects of Combination of Shocks on
Tier 1

turning negative, and seven banks’ tier 1 ratio
falls below the regulatory minimum of 6.0
percent after scenario 1. However, three banks
demonstrate unusual characteristics in that their
tier 1 ratios increase after scenario 2. This is due
to the resultant effect gained after the interest
rate risk shock and the depreciation of the
kwacha.

Source: Reserve Bank of Malawi
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2.3 The Insurance Sector

Main Message
The insurance industry remained stable over the
six month period to March 2014. On a
consolidated basis life and general insurance
companies were adequately capitalized. The
major risk for the life insurance sector related
to asset concentration mainly due to limited
long-term investment avenues in the country.
For the general insurance sector, the main risk
was solvency and liquidity risk. The sector was
also exposed to reinvestment and interest rate

Life insurance sector’s total capital continued to
increase as it grew from K14.9 billion in
September 2013 to K17.9 billion in March 2014
(Chart 2.11). The improvement was on account
of retained earnings which increased by 28
percent from September 2013 to March 2014.
Chart 2.11 Life Insurance Capital

riski.in view
of the
fact that most of the insurers’
Capital
Adequacy
investments were in the money market.
2.3.1 Soundness of the Insurance Sector
The general insurance sector registered an
improvement in the capital adequacy position as
indicated by net premium to capital ratio, which
decreased from 214.0 percent in September
2013 to 74.1 percent in March 2014. The position
was reinforced by decreased re-insurance
activity demonstrated by an increase in risk
retention ratio to 80.2 percent in March 2014
from 71.9 percent in September 2013. Six of the
seven general insurance companies met the
minimum capital requirement of K50.0 million as
well as solvency requirement of 20.0 percent of
net written premium. On a consolidated basis,
the capital position for general insurance stood
at K6.6 billion in March, 2014 compared to K5.5
billion in September, 2013 (Chart 2.10).
Chart 2.10: General Insurance Capital

Source: Reserve Bank of Malawi

Source: Reserve Bank of Malawi

ii. Asset Quality
The ratio of receivables to gross premiums
improved during the period under review from
90.8 percent in September 2013 to 58.0 percent
in March 2014. This was attributed to a decrease
in receivables from K6.2 billion in September
2013 to K4.0 billion in March 2014. During the
review period, general insurers wrote off
policies that were still outstanding as at 31st
December 2013 hence the reduction in
receivables. Total assets for general Insurance in
March 2014 stood at K19.2 billion compared to
K16.5 billion in September 2013. Fixed deposits,
insurance dues and securities constituted the
largest asset classes with 38.7 percent, 18.2
percent and 14.4 percent of total assets
respectively.
During the review period, total assets for life
insurance consisted of investments in equities,
fixed deposits and government securities with
54.3 percent, 20.4 percent and 13.0 percent
respectively as at March 2014. Investments in
real estate stood at 7.7 Percent (Chart 2.13).
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Chart

2.12:

Asset

Composition–General

Insurance

at 31st March 2014 from 80.0 percent in
September 2013. This indicated that insurers had
a strong current asset base to support their
liabilities (Chart 2.14).
Chart 2.14: Current Ratio - General Insurance

Source: Reserve Bank of Malawi

Chart 2.13: Asset Composition– Life Insurance
Source: Reserve Bank of Malawi

Similarly, the life insurance sector also
maintained a higher liquidity ratio. The current
ratio increased from 116.7 percent in September
2013 to 187.4 percent in March 2014. The
outturn entails that the sector was able to meet
short term liabilities as they fell due (Chart 2.15)
Chart 2.15: Current Ratio - Life Insurance

Source: Reserve Bank of Malawi

The asset mix indicated that slightly over half of
the portfolio was invested in equities, which
posed a concentration risk as the insurers were
directly exposed to shocks on the stock market.
Investments for life insurers should have higher
concentration in long term assets considering
the long-term nature of the business.
iii. Liquidity
The current asset to current liability ratio
(current ratio) measures the liquidity of the
insurance sector with a higher ratio signifying a
better position. The current ratio for the general
insurance sector increased to 110.0 percent as

Source: Reserve Bank of Malawi
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iv.

Reinsurance

Reinsurance measures the sectors’ risk retention
appetite. Retention ratio indicates the amount
of insurance risk that an insurance company
retains rather than pass on to reinsurers.
Retention ratio is measured as a ratio of net
premiums (net of reinsurance) to gross
premiums. The general insurance sector
retained 80.4 percent of the risks underwritten
in the period from 71.9 percent recorded in
September 2013 (Chart 2.16). With the
satisfactory capital position for the sector the
risks retained were deemed to be adequately
supported by the capital.

Chart 2.17: Risk Retention Ratio - Life
Insurance

Chart 2.16: Risk Retention Ratio - General
Insurance
Source: Reserve Bank of Malawi

v. Earnings and Profitability
During the period under review the general
insurance sector registered a slight improvement
in the combined ratio of 53.5 percent in March
2014 down from 64.0 percent in September
2013. Combined ratio compares expenses and
net claims to net premiums written to determine
the insurers’ ability to make profits. The
performance was mainly on account of a
reduction in management expenses and net
claims paid over the period. (Chart 2.18)
Chart 2.18: Earnings and Profitability Ratios General Insurance

Source: Reserve Bank of Malawi

The life insurance sector retained 94.0 percent
of gross premiums for life insurance written
during the quarter as compared to 79.1 percent
in the previous corresponding period. The
improvement in the retention rate shows
increasing capacity to underwrite life insurance
risks (Chart 2.17).

Source: Reserve Bank of Malawi
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In the life insurance sector, return on equity
decreased slightly from 26 percent recorded in
September 2013 to 21 percent in March 2014
(Chart 2.19). The decrease in the ratio was a
result of decline in income from unrealized gains
on equity investments.
Chart 2.19: Return on Equity Ratio - Life
Insurance

not expected to significantly change in the short
to medium term.
The general insurance sector’s major risks
remained solvency and liquidity risk. The
solvency risk relates to the ability of an insurer
holding sufficient capital resources to
underwrite various insurance policies while
liquidity risk relates to the ability of an insurer
to meet its policyholder obligations as and when
they fall due. While there has been an increase
in insurers’ capital position, the solvency risk
remained high considering that insurers were
spending a lot of funds to settle claims, which
may impact on the capital position.
The liquidity risk was considered fair due to
strong current asset base reported over the
review period. Exchange rate risk was still an
area of concern especially on the reinsurance
front where insurers were expected to reinsure
as a means of mitigating the risk on its books.

Source: Reserve Bank of Malawi

2.3.2 Insurance Sector Risks
The life insurance sector continued to face
concentration risk in both assets as well as
insurers’ market share. With two insurers
accounting for over 95 percent of the total
assets and premiums written, the sector’s
performance was closely linked to the
performance of the two leading insurers.
Concentration of assets in equities continued to
be an area of concern. However with the long
term nature of the life insurers’ liabilities and
the limited investment avenues, the situation is

Since insurers collect premiums in local currency
while they remit the same for reinsurance in
foreign currency, the sector was exposed to
depreciation of kwacha.
2.3.3 Insurance Sector Remedial Measures
With the strict implementation of the premium
payment directive, the sector’s level of liquidity
and solvency risks were on the decrease. The
decline in solvency risk was due to the fact that
insurers were able to generate profit from
investment returns. Further, during the period
most of the insurers adjusted their prices in line
with inflation. The adjustment helped to reduce
liquidity and solvency risks.
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Box 2.5: Selected Malawi Insurance Sector Indicators

31-June-12 30-Sep-12

Capital Adequacy

1. Capital to total
asset

Non
Life

NonLife

Life

Life

31-Dec-12

30-Mar-13

30-Sep-13

30-Mar-14

NonLife Life

NonLife Life

NonLife Life

NonLife Life

28.2 22.1

29.9

10.7

30.0

11.6

31.7

11.3

30.0

10.3

35.9

10.0

2. Equity to total
assets

17.5 10.1

21.0

10.7

26.0

11.6

28.1

11.3

24.6

10.3

30.7

10.0

3. Receivables to
Gross premium
plus reinsurance
recoveries

79.3 39.0

94.7

35.1

44.3

38.2

70.7

31.7

34.3

37.0

58.9

58.0

4. Risk retention
ratio (net premium
to gross premium) 77.3 97.7

98.2

70.6

97.0

69.9

94.4

88.3

99.1

71.6

94.0

80.4

Asset Quality

Reinsurance

Earnings

and

profitabilit
y

5. Expense ratio
(expense to net
premium)

48.0 29.7

49.4

29.0

9.2

31.0

23

16.3

5.0

23.0

2.7

16.4

6. Return on
Equity

12.8 12.4

24.6

30.9

23

53.0

36

79.7

26

60.7

21

89.9

43.9 144.3

38.5

164

53.5

189

71.0

117

80.0

151

110.0

Liquidity
7. Liquid assets to
current liabilities

86.0
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2.4 Pension Sector

Chart 2.21: Asset composition

Main Message
The pension sector continued to register
growth in assets as a result of higher
contributions flowing in with total assets
registered at K202 billion. The main risk of
the sector remained concentration risk due to
limited long term investment options.
Mismatch of assets and liabilities also posed a
risk as a sizable amount of investments were
in short term instruments whilst liabilities
were of a long term nature.
2.4.1 Soundness of the Pension Sector

Source: Reserve Bank of Malawi

a) Assets
Net assets of the pension sector registered 16
percent growth from K174 billion recorded in
September 2013 to K202 billion recorded at the
close of the review period. The growth was
attributed to an increase in pension contribution
and income from investments (Chart 2.20).
Chart 2.20: Pension Assets

b) Investment Income
Investment income stood at K34.8 billion
representing income to investment assets ratio
of 18 percent. The main source of investment
income was unrealized gains from fair valuation
of property and equity investments which
accounted for 82 percent of the total income.
Income from interest revenue contributed K5.3
billion translating to 15.29 percent of the total
investment income (Chart 2.22).
Chart 2.22: Investment Income

Source: Reserve Bank of Malawi

Investment in equity represented the highest
share of pension fund assets at 59 percent
followed by government securities and fixed
deposits at 17 percent and 13 percent
respectively. There was a decrease in holdings
of government securities and fixed deposits in
favour of equities. This was attributed to the
sound performance of the stock market.
Concentration of investment assets in equities
continued to pose a significant risk in the
pension sector. This was largely due to limited
options of long term investment instruments,
(Chart 2.21).

Source: Reserve Bank of Malawi

c) Pension Contributions
Pension contributions continued to improve as
the average monthly contributions increased
from K2 billion in the previous quarter to K2.6
billion in the period under review. This was
attributed to the increase in pensionable
emoluments normally expected at the beginning
of each year as well as more employers
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complying with the provisions of the Pension
Act.
Chart 2.23:
Contributions

Monthly

Average

Pension

d) Pension Sector Risks
The main risk of the sector remained
concentration risk due to limited long term
investment options. Mismatch of assets and
liabilities also posed a risk as investments which
were in short term instruments did not match
the liabilities which were of a long term nature.

e) Pension Sector Remedial Measures
The RBM is in the forefront of formulating
strategies for the development of the capital
market in Malawi. The objective is to deepen the
market to increase investment options which
will also benefit the pension sector.

Source: Reserve Bank of Malawi
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2.5 The Microfinance Sector

Main Message
The microfinance sector remained sound over
the review period despite a drop in the loan
repayment rate due to a combined impact from
lean agriculture marketing season and persistent
non-remittances of payroll deductions. A
number of institutions formalized their
existence by obtaining the licenses and
registration certificates from the Registrar.
There were no concerns of instability in the
microfinance sector over the period to March 2014.
Table 2.4: Growth of MFIs
March
2013

Sept
2013

Mar
2014

16.5

13.9

15.5

(15.7)

11.5

38

40

Microcredit
4
Agencies (MCA)

9

11

NDTIs

5

9

9

Licensed DTIs

0

0

0

Banks
with 3
microfinance
window

3

3

Not classified

28

17

17

of 46

45

49

Provisionally
licensed

37

42

45

Fully licensed

0

0

0

Not
provisio- 9
nally licensed

3

7

2.5.1 Growth of the Microfinance Industry
The industry reported an 11.5 percent increase in
overall assets which closed the period under
review at K15.5 billion from K13.9 billion in
September 2013, (Chart 2.24). The increase is
mainly due to growth in the loan portfolio and
entry of new institutions into the sector that
commenced reporting to the Registrar.
In the absence of appropriate directives, the
licensing of Deposit Taking MFIs (DTIs) has not
commenced yet. The number of provisionally
licensed SACCOs increased from 42 to 45 as at end
March 2014, (Table 2.4). All SACCOs currently
with provisional licenses are required to obtain or
to submit applications for full licenses by March,
2015.
Chart 2.24: The MFI’s Total Sector Assets

Assets
(K’bn)
Growth
(%)

Rates 10.0

Number of MFIs 40
Of which

Number
SACCOs

Source: Reserve Bank of Malawi

Source: Reserve Bank of Malawi

1.1.2. Financial Soundness Conditions
a) Capital Adequacy
The regulatory minimum capital requirement for
NDTIs is at K75 million. Out of the 9 licensed
institutions, 3 were marginally below the
regulatory threshold which was also the case as at
Sept 2013. Out of the 19 SACCOs supervised by
Registrar, only 11 SACCOs met the minimum
capital adequacy of not less than 10 percent of
total assets as at end March, 2014 registering a 10
percent increase from the figure registered in
September, 2013. Total industry capital stood at
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K2.9 billion in March 2014 down from K3.4 billion
in September 2013 due to a reduction in the
retained earnings as a result of the losses MFIs
registered within the 6 months to March 2014.The
debt to equity ratio increased to 4.6 percent
during the period up to March, 2014 from 1.2
percent registered at end September, 2013
indicating an increase in leverage for the sector.
b) Liquidity
The current ratio for the sector closed at 1.57
percent as at end March 2014 with the cash ratio
at 0.71 percent. Most MFIs remained fairly liquid
with access to alternative sources of liquidity via
shareholding and debt financing. However,
financial cooperatives continued to experience
poor liquidity levels in the period under review
due to a deteriorated repayment rate and nonremittances of payroll deductions. The liquidity
ratio for financial cooperatives stood at 2.75
percent in March 2014 a decrease from 6.43
percent as at September 2013. MFIs however
recorded a slight increase in liquidity ratio at 81.5
percent as at March 2014 from 80.5 percent
recorded in the previous six months.
c) Asset Quality
The sector recorded deterioration in the quality
of the portfolio during the review period. Yield on
the gross portfolio dropped to -1.0 percent as at
March 2014 from 1.7 percent in September 2013
mainly on account of the losses reported by most
NDTIs and MCAs in the six months to March 2014.
Provisions as a percentage of gross loans declined
to 7.9 percent from 11.2 percent recorded in the
previous six months period.
d) Profitability and Sustainability
The sector reported a sharp drop in profitability
in the period under review. Profits decreased
significantly from K1.1 billion to a loss of K0.91
billion mainly on account of losses recorded by
MFIs at K111.3 million in March 2014 down from
K1.1 billion in September 2013. The losses were
mainly on account of a drop in the gross income
from money lending due to the lean period after
most clients who include farmers had spent funds
on the purchase of agricultural inputs. Profits
recorded by SACCOs also dropped to K19.8 million
in March 2014 from K104.3 million in September
2013 mainly on account of non- remitted payroll
deductions from civil servants. This led to a drop

in return on assets and equity to -0.6 percent and
-3.3 percent from 7.4 percent and 28.90 percent
respectively.
2.5.3 Regulatory Framework
The sector is regulated and supervised by the
Registrar using the following financial services
laws: Financial Services Act, 2010; Microfinance
Act, 2010; and the Financial Cooperatives Act,
2011. Seven financial cooperatives directives
came into force in December, 2013 while seven
deposit taking directives are yet to be issued.
The introduction of laws and regulations to
govern the sector, as was projected during the
previous period, has led to an increase in the
number of NDTIs and MCAs from 9 to 11 over the
6 months to March 2014. The two new entrants to
the sector were FEDOMA and Fountain
Microfinance. The number of SACCOs also
increased from 45 to 49 over the same period.
This development is likely to enhance
competition amongst players in the sector due to
an increase in the number of market players.
2.5.4 Risks in the Microfinance Sector
a) Liquidity Risk
The sector experienced a mixed outturn in
liquidity levels. While liquidity in the MFIs was
fairly good, averaging 81.5 percent; that of the
financial cooperatives stood at 2.75 percent, as a
result of increased non-remittance of payroll
deductions.
b) Credit Risk
The sector still remains characterized by high
default rates. As predicted in the previous report,
the average repayment rate for the sector
dropped from 78.7 percent in September 2013 to
61.2 percent period in March 2014 on a combined
account of non-remittances and the agricultural
lean period.
2.5.5 Remedial Measures
In order to anchor the soundness of the sector,
the Registrar will enhance supervision of MFIs and
SACCOs whose stability is substantially affected
by non-performing loans. This will ensure high
lending standards and efficient market conduct
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which will eventually lead to improved repayment
rates.
Furthermore, the Registrar has embarked on
consultations with relevant stakeholders, to
institute appropriate measures that will compel
employers to remit payroll deductions on time to
improve the liquidity levels.

•
•
•

2.5.6 Outlook of the Microfinance Sector
In the coming six months period to September
2014:
• More MFIs and SACCOs are likely to
formalize their businesses in readiness for
full licensing, which is expected to
commence in March, 2015. This is
expected to improve market conduct and
confidence in the sector.
• The introduction of deposit taking
directives, expected to take place within
a six months period to September 2014,
is likely going to attract several MFIs
wishing to graduate into deposit taking
business.
• Shareholders are expected to increase
their stakes in a bid to meet anticipated

•

•

Minimum regulatory requirements for
deposit taking institutions.
Wholesale lending is also likely to increase
as the banks will be dealing with
regulated entities.
The sector will continue to register an
increase in assets and savings as newly
established SACCO and MFIs commence
operations, however, the aggregate
effect may be dampened should nonremittance of pay roll deductions and high
delinquency by members continue.
The sector will register an improvement
in the repayment rate leading to improved
liquidity levels as the harvesting and
marketing season for agricultural crops
commences; and as efforts to improve on
non-remittances of payroll deductions are
enhanced.
Profitability for the sector is expected to
improve as gross income is projected to
increase during the harvesting and
marketing period.
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3. THE CAPITAL MARKET

Main Message
The stock market performed relatively well
in the period under review mainly due to the
positive financial performance of listed
companies in 2013 and lower money market
rates.
3.1 Stock Market Performance
Over the six months period to March 2014, the
stock market registered strong performance
compared to the period ending September 2013.
The Malawi All Share Index (MASI) registered a
20.54 percent growth due to gains in both the
Domestic Share Index (DSI) and Foreign Share
Index (FSI), (Chart 3.1).
Chart 3.1: Trends in MASI, DSI and FSI

3.1.1 Malawi All Share Index (MASI)
The period under review witnessed an increase
in share prices which translated into the MASI
registering a significant gain of 2,178.01 points
to close off at 12,782.98 in March 2014 from
10,604.97 in September 2013 (Table 3.1). The
gain in the MASI was mainly due to rising share
prices evidenced by the 1,701.33 points gain in
the DSI from 8,349.65 points in September 2013
to 10,050.98 points in March 2014 as well as a
412.88 points gain in the FSI from 1,296.46 in
September 2013 to 1,701.34 by March 2014,
(Chart 3.1).The gain in the FSI was mainly due to
the high demand for Old Mutual plc shares and
realignment due to exchange rate movements.
The increase in the DSI was mainly caused by
rising domestic share prices, which were driven
by positive financial results among the listed
companies. The reduction in money market rates
from an average of 19.19 percent in September
2013 to an average of 14.31 percent in March
2014 also compelled an increase in demand for
shares on the stock market.
Table 3.1: Growth of the Capital Market
March
2013
MASI

March
2014

6344.58

10604.9

12,782.98

14

14

14

Market Cap in 11,019.5 14,873.9
million US$

17,544.7

Listings

Source: Reserve Bank of Malawi

Sept
2013

Total Value of
Trades
to
Market
Capitalisation
(TVT/MCAP)

4.4096

2.3304

0.6847

Value of
Trades to GDP
(TVT/GDP)

0.8760

0.5634

0.1989

Source: Reserve Bank of Malawi
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3.1.2 Market Capitalization

3.2.1 Capital Adequacy

Total market capitalization increased by 30.9
percent to K7, 191.9 billion in March 2014 from
K5, 492.1 billion recorded in September 2013.
The outturn was due to increases in share prices.
In dollar terms, total market capitalization
closed off higher at $17,544.7 million in March
2014 compared to $14,873.9 million in
September 2013.

The
minimum
regulatory
net
capital
requirement
for
Portfolio
Managers,
Broker/dealers and Operator of Unit Trust is at
K50 million, K25 million and K15 million
respectively. As at 31st March 2014, all six
Portfolio Managers and the only operator of unit
trust (Operator Company) complied with the
minimum regulatory net capital requirement.
However one broker/dealer failed to meet the
minimum net capital requirement set at K25.0
million. The total capital for Portfolio Managers
sector stood at K667.1 million in March 2014,
from K630.8 million in September 2013 due to
the retained earnings registered within the 6
months to March 2014.Total capital for
stockbrokers sector stood at K293.1 million in
March 2014, from K211.2 million in September
2013 due to the retained earnings registered
during the review period.

3.1.3 Market Turnover
A total of 425.0 million shares (earning K6,359.5
million) were transacted during the six month
period up to March 2014 compared to 1,912.6
million shares (earning K4,822.0 million)in the
comparable 6 months period up to September
2013. Dividend yields for individual stocks across
the market averaged 3.05 percent while average
TB yields slightly decreased to a range of 11.71
percent and 17.99 percent from a range of 14.92
percent and 22.48 percent in September 2013.
The decline in yields on the money market
compelled some activity on the stock exchange
during the review period.
3.1.4 Stock Market Liquidity
The turnover velocity measured by the ratio of
Total Value of Trades to Market Capitalisation
(TVT/MCAP) in the quarter ending March 2014
was recorded at 0.68 percent, lower than 2.33
percent registered in quarter up to September
2013. This signalled declining liquidity in the
stock market as investors held onto most of their
investments. The liquidity ratio as given by Total
Value of Trades to Gross Domestic Product
(TVT/GDP) was recorded at 0.20 percent in the
review period compared to 0.56 percent in the
period up to September 2013, (Table 3.1). The
trend depicts declining liquidity level.
3.2 Financial Performance of Capital Market
Intermediaries

3.2.2 Liquidity
Average industry liquidity of portfolio managers
increased from 3.55 registered in September
2013 to 3.69 registered in March 2014.The
liquidity level for stockbrokers sector remained
at 1.04. The ratios indicate that the companies
would be able to settle their current liabilities
when they fall due.
3.2.3 Funds Under Management
The funds under Management held by Portfolio
Managers significantly increased by 23.8 percent
from K244.4 billion in September 2013 to K302.4
billion during the review period (Chart 3.2). This
is a result of increased contributions from
pension funds and good returns from
investments.
The funds held by Unit trust also increased
during the period. The fund registered a 10.7
percent growth (Chart 3.3) during the review
period.
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Chart 3.2 Portfolio Managers Fund Growth

Chart 3.3 Unit Trust Fund Growth

Source: Reserve Bank of Malawi

3.2.3 Profitability
Brokers registered a 129.3 percent increase in
profits during the review period. The total
profit-after-tax generated in the sector
increased from K18.6 million during the six
months period to September 2013 to K42.7
million during the six months to March 2014. The
fund management sector registered a 26.5
percent increase from K182.3 million registered
during the six month period to September 2013
to K248.2 million recorded during the six month
period to March 2014.

Source: Reserve Bank of Malawi

3.3 Remedial Options
Despite the good performance, the market
remains shallow. There is need for more
activities on the stock market. An active
corporate bond market may act as an alternative
source of raising long term capital. There is also
need to enhance investor awareness programs.
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4.0

NATIONAL PAYMENTS SYSTEM

Main Message
The financial infrastructure remained stable
during the period under review as no major
system
disruptions
were
experienced.
Payment, clearing and settlement of
transactions therefore proceeded smoothly.
The payments infrastructure was largely stable
in the period under review facilitating
uninterrupted
payments,
clearing
and
settlement of financial transactions. The RBM
also
continued
to
implement
various
infrastructural and regulatory reforms to
improve the safety and efficiency of the national
payments system. Among the key infrastructural
reform
activities
were
the
on-going
modernisation of the Real Time Gross
Settlement (RTGS) and interoperability of retail
payments through implementation of the
Automated Transfer System (ATS) and National
Switch projects. Regulatory reform activities
included finalisation of the Payments Systems
Bill, E-money Regulations and signing of a
memorandum of understanding (MOU) with the
Malawi Communications Regulatory Authority
(MACRA) on regulatory cooperation of mobile
financial services.

4.1

risk, which may adversely affect commercial
banks’ ability to honour their payment
obligations timeously, thereby leading to
financial losses or material inconveniences for
them or end-users.
MITASS availability in the review period stood at
99.7 percent (Chart 1). This was slightly lower
than 99.8 percent attained in the previous six
months period, but above the minimum
availability target of 96.0 percent. MITASS was
down for a total of 3 hours in the period under
review compared with downtime of 1.5 hours in
the previous six months period. However, the
overall system availability of 99.7 percent during
the review period indicates that the system was
fairly stable.

Chart 4.1: MITASS Availability in 2013 – 2014

MITASS and Financial Stability

The Malawi Interbank Transfer and Settlement
System (MITASS), which is designated as a
systemically important payment system (SIPS),
was closely monitored by RBM to ensure that all
risks affecting the system are mitigated. Three
key aspects namely (a) system availability, (b)
the degree of utilisation and (c) system

Source: Reserve Bank of Malawi

participants’ capability to settle their obligations

4.1.2 MITASS Utilisation

were the main focus of RBM’s oversight
activities. These issues represent the main
operational and financial risks that could
adversely affect MITASS and potentially
culminate into systemic crisis.

Optimal utilization of MITASS is normally
measured in terms of the increase in the volume
and value of transactions processed during a
particular period. More specifically, an increase
in the share of single funds settlement
instructions (FSIs) in the total value of
transactions processed is an indication of
improvements or efficiency gains in MITASS
utilization.

4.1.1 MITASS Availability
In order to ensure an uninterruptible settlement
process, MITASS needs to be available to all
participants during the entire business day.
Frequent or prolonged system downtime is
undesirable and is a key indicator of operational

(a)

Volume and Value of MITASS Throughput
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As illustrated in Chart 4.2, the volume of
transactions processed in MITASS in the period
under review increased to 116,500 from 114,300
recorded in the previous six months period,
representing an increase of 1.9 percent.

were processed through bulk transactions in the
system during the review period as compared to
the previous six months.
Chart 4.3: Percentage Composition of MITASS
Throughput

Similarly, the system’s total value of throughput
increased to K3,641.8 billion from K3,580.7
billion over the same period, translating into an
increase of 1.7 percent.
Chart 4.2: MITASS Throughput

Source: Reserve Bank of Malawi

In addition, there was a slowdown in interbank
money
markets
and
discount
window
transactions due to liquidity improvement in the
banking system during the period under review
(Chart 4.4).
Source: Reserve Bank of Malawi

Furthermore, on average, daily value of
throughput increased by 3.3 percent to K28.7
billion in the 6 month period to March 2014 from
K27.8 billion recorded in 6 months period to
September 2013. The increase in the value of
MITASS throughput in the review period may
reflect an improvement
economic activity.
(b)

in

the

Chart 4.4: Interbank and Discount Window
Transactions

country’s

Ratio of FSIs to Total Throughput

As indicated above, an increase in the ratio of
FSIs to total value of transactions reflects
efficient usage of MITASS. Chart 4.3, shows that
the share of FSIs in total throughput as at March
2014 was at 70.4 percent, down from 72.8
percent recorded in September 2013. This was
below the required target of 75 percent. FSI
value decreased by 0.2 percent from K2,640.0
billion to K2,635.1 billion over the same period.
This suggests that more (high value) cheques

Source: Reserve Bank of Malawi
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4.1.3 MITASS Settlements
In view of the fact that settlement in MITASS is
based on credit push principle, any temporary
liquidity shortfalls or settlement delays on the
part of system participants may lead to payment
defaults. This can have a negative impact on the
entire settlement process and may cause
widespread disruption within the financial
system.
(a) Values per Settlement Window
The MITASS settlement schedule is split into four
processing windows. Being a high value real time
settlement system, MITASS participants are
urged to settle their interbank obligations as
early as possible to prevent liquidity gridlock in
the system. To encourage early settlement of
transactions by participants in the system, RBM
offers a 50 percent discount on processing costs
for Window 1 which is the first settlement
window and levies a surcharge of 50 percent for
all transactions settled in Window 3 and Position
Window which are the late settlement windows.
Chart 4.5 shows that MITASS participants
processed more transaction value (52.9 percent)
during late settlement windows (i.e., 32.0
percent in Window 3 and 20.9 percent in Position
Window) in the six months period to March 2014,
compared to 54.7 percent processed during the
previous six months to September 2013.

In order to contain liquidity or settlement risk in
MITASS, the RBM provides discount window
accommodation as a lender-of-last resort.
Notwithstanding availability of this RBM facility,
there were some settlement defaults in the
period under review. The frequency of
settlement defaults in the period under review
increased by 11.1 percent to 10 cases as opposed
to 9 incidences in the previous six months.
However, the total value of defaults decreased
by 10.1 percent to K4.4 billion from K4.9 billion
over the same period. Chart 4.6 shows that 80.2
percent of the default incidences in the review
period were due to insufficient funds to cover
for individual/single settlement instructions.
The remaining 19.8 percent were due to
insufficient liquidity to cover for cheque and
smart card transactions.
The decrease in the value of settlement defaults
in MITASS reflects the improvement in banking
system liquidity, which is further manifested by
a reduction in borrowing from the discount
window.
Chart 4.6: Frequency of Defaults in MITASS

Chart 4.5: MITASS Values per Settlement
Window

Source: Reserve Bank of Malawi

4.2 Oversight of the National Payments
System Infrastructure
4.2.1 Onsite and Offsite Oversight Activities
Source: Reserve Bank of Malawi

(b)

Participants’ Settlement Capability

During the review period, under its mandate on
oversight of the payments system infrastructure,
RBM carried out off and on-site oversight
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activities involving both large value and retail
payment systems.
(a)

Oversight of MITASS

The oversight activities involved monitoring and
assessing performance of participants in MITASS
in order to gauge adherence to system rules and
procedures. Each participant’s performance
profile was then discussed during bilateral
meetings to agree on ways of mitigating
operational and settlement risks as well as
promoting efficiency in MITASS.
(b)

Oversight of Mobile Payments

RBM also conducted on-site inspection of trust
accounts for mobile payments, which are held
with commercial banks. The inspections were
aimed at assessing whether or not management
of the trust accounts are in line with relevant
clauses in the Mobile Payments System
Guidelines (2011) which provide for protection
of customer funds, among others. Based on the
findings of the inspection, RBM has made some
recommendations which mobile payments
providers are expected to implement by June
2014 to improve administration of trust
accounts.
4.3
National Payments Infrastructure &
Regulatory Reforms
4.3.1 Domestic Infrastructure Modernisation
(a)

Implementation of the (ATS) and Central
Securities Depository (CSD)

During the period under review, the banking
community led by RBM made tangible progress in
the implementation of the ATS and CSD Projects.
The ATS will replace the current RTGS and
Electronic Cheque Clearing House (ECCH)
systems. The CSD, which will be integrated with
the ATS, will be the first automated securities
clearing and settlement system in the country.
Apart from RBM and commercial banks, the ATS
and CSD will also connect the Malawi Revenue
Authority (MRA) and Ministry of Finance (MoF) as
direct
participants
but
with
limited
functionality.
During the period, the ATS and CSD project
successfully completed key milestones. These
were the Initial Study and Report which paved
the way for the project to enter the design

phase. Similarly, contract negotiations with
Montran Corporation, which is the selected
supplier of the ATS and CSD, and project signingoff,
were
also
completed.
Actual
implementation of the project also commenced
in January 2014. The ATS is expected to go live
by December 2014.
(b)

The National Switch Project

The National Switch Project, which will be
owned and operated by commercial banks, will
be rolled out in phases. The first phase will
involve attaining interoperability of auto-teller
machines (ATMs) and point of sale (POS) devices
currently owned and operated by different
institutions in the country. The second phase of
the project will involve rolling out of switching
services to support internet and mobile banking,
international payment cards (such as Visa and
Master Card) and microfinance transactions. The
National Switch will also be linked to the ATS for
settlement of ATM and POS transactions.
By December 2013, contract negotiations and
design for the switch, which will be supplied by
BPC in partnership with a local company,
Business Computer Solutions (BCS), had been
finalised. Procurement and installation of
hardware had also been successfully completed.
The National Switch is expected to be rolled out
by December 2014.
4.3.2 Integration
Infrastructure
(a)

with

Cross-border

SADC Integrated Regional
Settlement System (SIRESS)

Electronic

The pilot phase of the SIRESS Project was carried
out in 2013 and involved countries in the
Common Monetary Area (CMA), these included
South Africa, Namibia, Lesotho and Swaziland.
During the period, Malawi has been preparing for
the implementation of the second phase of the
SIRESS Project as most commercial banks in the
country had successfully conducted integration
tests in readiness for connectivity to SIRESS. As
such, Malawi was among the three non-CMA
countries in SADC (others being Tanzania and
Zimbabwe) to join SIRESS in April 2014 during
Phase II of implementation.
iii.

COMESA Regional Payment and Settlement
System (REPSS)
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Malawi went live on REPSS on 19th November
2013. This made Malawi the fourth country, after
Mauritius, Rwanda and Swaziland, to get
connected to REPSS. The system is expected to
improve regional trade and investment for
COMESA member states as more countries are
expected to get connected in 2014.
4.3.3 Progress
on
Payments
Regulatory Reforms

(a)

Payment Systems
Regulations

Bill

and

System

E-Money

During the period under review, RBM held a
workshop with the Legal Affairs Committee of
Parliament to sensitize its members on the draft
Payments Systems Bill. Comments and
observations from the Committee have since
been incorporated in the Bill. The Bill was
submitted to Government for presentation to
Cabinet before consideration by Parliament.
Once enacted, the Payment Systems Act is
expected to provide clarity and transparency to
oversight arrangements not only for electronic
payments but more broadly for the country’s
payments system and payments providers,
bringing Malawi in line with international best
practices in the regulation of payment systems.
In addition, RBM took a leading role in the
preparation of E-Money Regulations in
consultation with key stakeholders.

The E-Money Regulations will govern all e-money
operations, including requirements for entities
involved in the issuing and storing of funds and
operating the payments systems for transferring
e-money. The Regulations are expected to
replace the Mobile Payment Systems Guidelines
(2011) and are scheduled for implementation in
2014.
(b) MOU on Regulatory Cooperation between
RBM and the Malawi Communications
Regulatory Authority (MACRA)
Innovations in mobile financial services (MFS)
have introduced some regulatory challenges
since mobile network operators (MNOs) are now
able to leverage on their technological platforms
to provide financial products such as mobile
money services to their subscribers. This has led
to overlapping regulatory responsibilities
between the telecommunications regulator and
the central bank as the two regulatory agencies
are responsible for oversight of different aspects
of MFS delivery, namely the telecommunication
business by the telecommunications authority
and the oversight of MFS by the central bank.
To address this challenge RBM and MACRA signed
an MOU in December 2013 aimed at improving
interagency cooperation between the central
bank and the telecommunications regulator to
enable timely interventions and stop any
innovation which may bring unnecessary risks in
the market. Development of the MOU included a
rigorous consultation process involving all key
stakeholders at MACRA and RBM.

38

5.0 Appendix 1: Report on Bank Lending Survey May 2014
5.1Introduction to the Bank Lending Survey (BLS)
The Reserve Bank of Malawi (RBM) conducts the BLS bi-annually; usually in April and October. The main
objectives of the survey are to:
i.

Supplement statistics on credit market conditions in order to broaden the assessment of
monetary and economic developments as an input into monetary and financial stability
policy decisions.

ii.

Enhance RBM’s assessment of the usage of private sector credit in order to ascertain
whether the bulk of the credit is being channeled to productive avenues.

iii.

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

iv.

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

This document presents a report of the BLS that was conducted in May 2014.
5.2 Response Rate
Questionnaires were administered to eleven banks and all banks responded, yielding a response rate of
100.0 percent.
5.3 Credit Developments October 2013- March 2014
During the period under review, October 2013 to March 2014, private sector credit grew by 21.0 percent
compared to a growth of 8.1 percent in the six months from April 2013 to September 2013. All sectors
contributed to the increase except the agriculture sector which recorded a repayment of 81.4 percent
following an increase of 24.9 percent in the previous period.
5.4 Developments in Credit Standards
Results of the survey indicate that, overall supply conditions for credit remained unchanged (tight) from
their levels as reported in the previous BLS.5 Banks’ approval of credit to both large enterprises and SMEs
remained tight. The findings of the survey show that 73 percent of the respondents’ approval of loans to
large enterprises and SMEs, on a net basis, remained basically unchanged (tight). The tight conditions
were on loans for house purchase, consumer credit, short term and long terms loans. The findings
indicate that 18 percent of the responding banks’ credit conditions tightened considerably while 9
percent of the banks reported that supply conditions tightened further.
Banks reported that perception of risk was the largest factor that contributed to the prevailing tight
supply conditions. The survey revealed that 72 percent of the respondents perceive that the industry or
firm specific outlook, was not favourable and hence, the lenders restricted lending to prospective
borrowers. Similarly, 72 percent of the reporting institutions indicated that quality of collateral led to
limited approval of loans to borrowers. The findings show that 64 and 36 percent of the banks indicated
that they maintained tight supply conditions due to perception of creditworthiness of borrowers and
5

In the previous BLS (October 2013) banks reported that supply conditions for credit were tight
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expectations regarding the general economic activity, respectively. Consequently, banks continued to
exercise cautious lending based on overall perception of risk in the credit market.
Chart 5.1Developments in Supply Conditions for Loans

Source: Reserve Bank of Malawi

The other notable driver of tight supply conditions on the credit market was the cost of funds. The
findings indicate that 64 percent of the responding institutions reported that costs related to individual
bank’s capital positions caused banks to restrain lending to borrowers. While 36 percent of the lenders
attributed the tight conditions to factors associated with liquidity of banks.
Banks reported that pressure from competition had little influence on tight credit supply conditions.
Only 9 percent of the respondents reported that competition from other banks and market financing
caused lenders to restrict credit to borrowers. The survey findings show that 55 percent of responding
banks reported that competition from other banks had no impact on tighter credit supply conditions,
while 27 percent indicated that competition from other banks resulted into their easing credit
conditions.
Chart 5.2: Credit Standards

Source: Reserve Bank of Malawi
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The positive value refers to credit standards easing or that the factor has impacted the easing of credit
standards while the negative balance refers to credit standards tightening or that the factor has
affected the tightening of credit standards
Overall, non-performing loans (NPLs) in the banking sector remained high. The findings show that 55
percent of the responding banks, on average experienced growth in NPLs. However, the current response
rate (55 percent) of banks reporting that NPLs continued to grow is less compared to 64 percent of the
reporting banks, who indicated that NPLs continued to grow in the previous BLS. Growth of NPLs was
high in SMEs category as 64 percent of banks reported an increase in NPLs to SMEs. The current response
rate of 64 percent compares to 82 percent of participating banks in the previous BLS, which reported
that NPLs in the SME sector increased over the review period. The results of the survey show that 18
percent of the banks in the current survey compared to 45 percent in the previous survey reported that
NPLs in large enterprises registered growth. The findings of the survey show that 45 percent of
respondents compared to 64 percent in the previous survey, experienced growth of NPLs in the household
sector.
In terms of economic sectors, the wholesale and retail sector continued to experience the highest level
of NPLs. The findings of the survey revealed that 64 percent of the banks experienced an increase in
NPLs in the wholesale and retail trade sector. This was however, lower than 73 percent of the
respondents, who indicated that they experienced a growth in NPLs in the Wholesale and retail sector
in the previous BLS. Banks reported that NPLs in all other sectors (agricultural, mining and quarrying,
information and communication, manufacturing and construction), remained basically unchanged.

5.5 Developments in Demand for Loans
The findings of the survey revealed that overall demand for loans continued to increase. Unlike in the
previous survey, the results of the current survey show that demand for new loans had an equal influence
as demand for loans for enhancement of existing facilities on the increase in demand for loans. The
survey show that 45 percent of the respondents reported that in the large corporations, demand for new
loans significantly contributed to growth in demand for loans. Similarly, 45 percent of respondents
reported that demand for loans for extension of loan limits in the SME sector contributed to growth in
overall demand for loans. The results of the survey show that 55 percent of respondents reported that
in the SME sector, new loans also contributed to the overall increase in demand for loans, while 36
percent of respondents said that demand for loans for extension of existing loans influenced an increase
in the overall demand for loans.
In terms of duration, the results of the survey show that demand for short term loans (0-12 months)
increased more than demand for long term (more than 12 months). Sixty four (64) percent of respondents
reported that they experienced an increase in demand for short term loans while 34 percent reported
that they experienced an increase in demand for long term loans.
Like in the previous survey, inventories and working capital were the major factors that led to an
increase in demand for loans and credit. The results of the survey show that 64 percent of respondents
reported that a significant amount of demand for loans was from demand for funding inventories.
However, this was less compared to a response rate of 100 percent of the reporting banks, which
indicated that inventories and working capital significantly contributed to the increase in demand for
loans and credit in the previous survey. Fixed investments also caused an increase in demand for loans.
The findings of the survey show that 45 percent of the respondents in the current survey compared to
36 percent in the previous survey, reported that fixed investments was another notable driver of an
increase in demand for loans and credit.
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Chart 5.3: Factors Affecting Demand for Loans

Source: Reserve Bank of Malawi

The positive balance shows an increase of the demand or that the factor has contributed to increased
demand, while the negative balance reveals a fall in demand or that the factor has contributed to
decreased credit demand.

5.6 Prospects for April 2014 – September 2014
Banks expect the demand for loans and credit to increase in the six months period to September 2014.
This was evidenced by a response from 91 percent of the participating banks, which are projecting that
overall demand for loans will increase. The results of the survey show that 82 percent and 64 percent of
the respondents expect that demand for loans by SMEs and large corporations, respectively will increase.
While 100 percent and 45 percent of the reporting banks indicate that short term and long term loans,
respectively, will increase.
In terms of supply conditions, banks reported that they will maintain tight conditions. The findings of
the survey show that 73 percent of the reporting banks indicated that their credit policy as applied to
approval of loans both for house purchase and consumption will remain unchanged (tight). The findings
of the survey also indicate that 64 percent of the banks reported that they will continue restricting
lending to SMEs and large corporations while 73 percent indicated that they will continue tight conditions
in extending short term loans.
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