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GENERAL NOTES
The Reserve Bank of Malawi’s Financial Stability Report (FSR), is published bi-annually in June and
December on the Reserve Bank of Malawi website www.rbm.mw The FSR December 2014 presents the
financial system stability developments covering the six months period between April and September
2014.
The Bank acknowledges the support from Ministry of Finance, Economic Planning and Development in
the preparation of this report.

iii

THE RESERVE BANK OF MALAWI AND FINANCIAL STABILITY
As set out in the Reserve Bank of Malawi Act, financial stability is one of the Reserve Bank of Malawi’s
mandates. The FSR provides an overall assessment of risks to financial system stability. The FSR also
describes the resilience of the financial system to risks. The analysis in the FSR is therefore a tool used
by the Reserve Bank of Malawi to fulfil its mandate of ensuring that the financial system is stable.
The Reserve Bank of Malawi considers financial stability as a condition represented by a sound financial
system capable of withstanding shocks to the economy; one that is able to allocate savings into
investment opportunities, facilitate the settlement of payments efficiently and manage risks in a
satisfactory manner.
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FOREWORD AND SUMMARY OF FINANCIAL STABILITY ASSESSMENT
The FSR December 2014 shows that Malawi’s financial system was sound and stable between April and
September, 2014. The financial stability assessment was based on; macroeconomic, financial system and
payment systems infrastructure developments.
Domestic macroeconomic developments were supportive of financial system stability. The economy in
2014, was expected to expand by 6.3 percent compared to 6.1 percent in 2013. Nonetheless, inflationary
pressures remained high over the review period.
The banking sector remained stable over the review period. Overall the banking sector was profitable
and compliant to Basel II. Tier 1 and total capital ratios were above the minimum requirements of 10.0
percent and 15.0 percent, respectively. However, credit risk continued to affect the quality of banks’
assets as non-performing assets remained high.
The insurance and pension sectors remained stable over the review period. All insurance companies met
the minimum regulatory capital requirements. The major risk in the insurance sector was concentration
risk. The pension sector’s asset level improved. However, a large proportion of early withdrawals in
payment of benefits posed a challenge in meeting objectives of the Pension Act. Furthermore, pension
funds’ investments remained relatively low in long term investments compared to traditional
investments.
The performance of the microfinance sector was fairly satisfactory over the review period. The outturn
was mainly on account of an improvement in repayment of loans following the improved cash-flows from
the harvesting and marketing season.
On account of positive developments in the secondary market, the performance of the capital markets
largely improved between April and September 2014. The Malawi All Share Index increased to 14,017.58
points from 12,782.98 points. Similarly, Total Market Capitalisation improved to K7,384.3 billion at the
end of September from K7,191.9 billion recorded in March 2014.
The payments infrastructure remained stable throughout the period under review. The Malawi Interbank
Transfer and Settlement System (MITASS) processed all payments, clearing and settlement of
transactions smoothly. In view of the critical role of the MITASS, the Reserve Bank remains committed
to ensure that operational reliability of MITASS is maintained.
This edition of the FSR, predicts a favourable outlook for Malawi’s financial system stability. On the
macroeconomic front, the favourable financial system stability is premised on strong growth prospects.
Risk based supervision in all financial institutions will also contribute positively to financial system
stability in the ensuing months. In a bid to improve the performance of the payments infrastructure, the
Reserve Bank is undertaking modernization of the Real Time Gross Settlement.

C.S.R. CHUKA
GOVERNOR
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1.

MACROECONOMIC AND FINANCIAL
ENVIRONMENT1

Main Message
On the path to recovery, the global economy has
heavily depended on accommodative monetary
policies. This has resulted into a trade-off
between the upside economic benefits and the
downside financial stability risks. A balanced
economic and financial stability gain from the
accommodative monetary policies is therefore
critical to sustainability of both the global
economic recovery and financial stability.
1.1 GLOBAL MACROECONOMIC AND FINANCIAL
DEVELOPMENTS
Accommodative monetary policies in advanced
economies have played a critical role in
enhancing global economic recovery. These
policies have supported demand, encouraged
corporate investment and facilitated balance
sheet repair. However, these policies have
encouraged excessive financial risk taking
through increased portfolio allocation to riskier
assets. Accommodative monetary policies have
therefore caused a trade-off between upside
economic benefits and the downside financial
stability risks.

Consequently,
global
economic
growth
projection for 2014, has been revised downwards
to 3.3 percent from an earlier projection of 3.7
percent.
Figure 1.1 Global Financial Stability Map

Source: Global Financial Stability Report October 2014

Macroeconomic, Credit, Emerging market
developments and Monetary and Financial
conditions were not a source of concern to global
financial stability between April and October
2014. However, the prevailing accommodative
monetary policies in advanced economies caused
an increase in risk appetite, which in turn
resulted into a rise in market risks (figure 1.1).

Emerging
market
risks
have
remained
unchanged. This is on account of availability of
favorable external financing aimed at addressing
domestic imbalances in Ukraine, Russia and the
Middle East. In addition, despite some current
accounts remaining in deficit, there has been an
improvement in external imbalances in some
emerging markets. Improvements in inflation
expectations for some emerging markets have
provided monetary policy space. The decline in
global interest rates has enhanced performance
of emerging market assets in 2014.

Macroeconomic risks remained unchanged from
the levels reported in the previous Financial
Stability Report. Global economic recovery has
been slow. Growth prospects in the United
States are more favourable on account of a
better investment outlook. However, recent
macro-economic data for the Euro area and
other advanced economies show that economic
activity has been slower than expected.

Market and liquidity risks intensified. This was
due to a rise in risk appetite following the
prevailing accommodative monetary policies in
advanced economies. Accommodative policies
have caused too much financial risk taking
reflected in increasing riskier portfolios. In
emerging markets, strong investor risk appetite
has fueled corporate borrowing at low spreads,
while bond issuance continues to grow rapidly.

1

The analysis is based on World Economic Outlook (WEO) and
Global Financial Stability Report (GFSR) October 2014
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Overall, in the absence of a large adverse shock,
leverage is not at critical levels across
companies in emerging markets, but corporate
vulnerabilities are more pronounced in China.
Credit risks in the global financial system eased.
This was on account of improved market funding
and improved asset quality for banks and
nonfinancial corporations.

Banks’ capital has also improved compared to
the levels at the onset of the financial crisis in
2008. This was partly on account of a response
to regulatory initiatives.
Global monetary policies and financial
conditions have remained accommodative. It is
expected that they will continue to be
accommodative in order to support and sustain
economic recovery.
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1.2 REGIONAL DEVELOPMENTS - SUB SAHARAN
AFRICA (SSA)2

Main Message
Macroeconomic developments in SSA have
been favourable. The SSA region’s economy is
expected to continue expanding in 2014
through to 2015. Average inflation for the
region has remained within single digits.
However, fiscal operations have been
expansionary, resulting into widening fiscal
balances.

remain low at 1.4 percent in 2014 and 2.3 percent
in 2015.
Economic activity in Guinea, Liberia and Sierra
Leone, is expected to continue experiencing
adverse impact from the Ebola outbreak. The
Ebola outbreak has significantly affected the key
economic sectors such as agriculture, mining and
services sectors across the affected countries.
Table 1.1: SSA Real GDP Growth (%)
2012

1.2.1 Macroeconomic Developments
Growth prospects for SSA remain favourable with
real GDP growth estimated at about 5.0 percent
and 5.75 percent in 2014 and 2015, respectively
(Table 1.1). Thus SSA remains the second fastest
growing region after emerging and developing
Asia. Major drivers of the expected growth in the
SSA are a rebound in agricultural production,
favourable performance of the services sector
and increased demand following a rise in
infrastructure projects.
Overall, low-income and fragile states are
expected to register positive growth while the
outlook for middle income and oil exporting
countries is mixed.
In the low income countries, growth prospects are
likely to be supported by increased production of
electricity/improved infrastructure in the energy
sector. 3 Significant political stability in Central
African Republic, improved transport services in
Ethiopia and Niger are also anticipated to
enhance economic growth. Among oil exporting
countries, Nigeria’s economy is projected to
expand by 7.0 percent and 7.25 percent in 2014
and 2015, respectively. The expected growth is
on account of favourable performance in both oil
and non-oil sectors, which have outweighed the
adverse effects on growth from the security lapse
in the northern part of the country. However, in
Angola production of oil is projected to decrease.
In South Africa economic growth is projected to

2

Analysis is based on that from the Regional Economic Outlook
(IMF) October 2014

2013 2014*

2015*

SSA Total

4.4

5.1

5.0

5.8

Of which Oil
exporting
countries

3.7

5.7

6.0

6.9

Middle Income
Countries

3.5

3.1

2.4

3.1

Low income
Countries

6.3

6.7

6.7

6.9

Fragile States

7.3

5.5

6.0

6.2

Source: Regional Economic Outlook-SSA October 2014 *projections

In 2014, inflation in SSA is expected to rise (Table
1.2). In Nigeria and South Africa, increasing food
prices are projected to be the major drivers of
inflation while in Ghana, Madagascar and Zambia
high fuel prices are expected to cause an increase
in inflation. The pass-through from past exchange
rate depreciation are likely to drive up inflation
in Ghana, South Africa and Zambia.
Despite favourable economic growth prospects in
SSA, the fiscal policy remains expansionary. The
overall fiscal balance is estimated to widen to
-3.3 percent of GDP from -3.1 percent of GDP in
2013. The larger fiscal deficit has largely arisen
from higher capital spending in many countries
such as Mali, Uganda and Niger and lower
revenues in countries such as Angola,
Mozambique and Ghana.

3

Countries, which will experience improvements in the energy
sector are: Uganda, Rwanda, Ethiopia, Mozambique and Tanzania
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Table1.2 SSA Other Macroeconomic Indicators
2012
Inflation

2013 2014* 2015*

8.2

6.1

7.3

6.7

Fiscal
balance (% of
GDP)

-1.8

-3.1

-3.3

-3.3

Of which:
excluding oil
exporting
countries

-3.9

-4.4

-4.5

-4.3

Current
Account
Balance

-2.0

-2.4

-2.6

-3.2

Of which:
excluding oil
exporting
countries

-7.5

-7.8

-8.2

-8.1

Source: Regional Economic Outlook-SSA October 2014
*projections

1.2.2 Risks
to
Environment in SSA

the

Macro-Financial

In spite of the favourable growth prospects in the
SSA region, the economy remains exposed to
significant risks. These risks are likely to arise
from both internal and external sources.

Internally; if the Ebola epidemic is not contained,
it will result into larger spillovers, which may in
turn adversely affect economic activities in many
countries within the region. Specifically, the
following areas can be adversely affected; trade,
investment, transport and tourism.
If not addressed, security lapses in Central
African Republic, South Sudan, Northern Nigeria,
Northern Mali and Coast of Kenya are likely to
negatively affect trade flows and investment
decisions, thereby diverting public resources from
other productive sectors toward tight security
related activities.
Externally: The increased geopolitical tensions in
countries such as Ukraine, the larger than
expected slowdown in emerging markets, and the
faster than anticipated normalization of
monetary policy in the United States have a
potential of causing an increase in risk premiums
and volatility in global financial markets. This
would in turn adversely affect activities in
countries within the SSA, which rely more on
external market funding.
The SSA also remains exposed to the risk of
reduced demand for commodity exports following
the persisting lower growth in emerging market
economies. This is likely to be exacerbated by a
further drop in commodity prices such as those of
coal, platinum, copper, gold and iron ore.

4

1.3

borrowers to repay loans. Thus commercial banks’
profits and asset quality are expected to continue
improving in tandem with the positive economic
development.

DOMESTIC DEVELOPMENTS

Main Message
Over the six months period to September 2014,
domestic macroeconomic developments were
largely supportive of financial system stability.
Real GDP growth prospects remained strong.
However, inflationary pressures remained high.
This notwithstanding, the financial system
remained resilient as evidenced by no cases of
distress.

b) Inflation and Interest Rates
Inflationary pressures remained high over the
review period. Inflation registered a small
decrease to 23.7 percent in September 2014 from
24.0 percent in March 2014, Table 1.3. The
outturn was largely explained by high food
inflation, reflecting depletion of food stocks as
the lean season approached.

Risks arising from macroeconomic developments
to financial system stability remained largely
unchanged since publication of the previous FSR.

The Reserve Bank reduced the Policy rate in July
2014 from 25.0 percent to 22.50 percent.
Consequently, commercial banks reduced their
average lending rate to 35.10 percent in July 2014
from 37.13 percent through March and June 2014.

Table 1.3: Selected Economic Indicators

Lower lending rates enhance borrowers’ loan
repayment and therefore enhance financial

1.3.1 Macroeconomic Risks

Inflation*

Sep
12

Mar
13

Sep
13

Mar
14

Sep
14

28.3

36.4

21.7

24.0

23.7

Exchange** 299.0 405.2 371.5 410.2 412.7
Rate
(Kwacha/U
S$)
Import
Coverofficial
(months)

0.9

1.0

2.3

2.5

2.4

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

a) Real GDP Growth
Real Gross Domestic Product growth estimate for
2014 remains at 6.3 percent as reported in the
previous FSR. The growth will largely be driven by
the agriculture, wholesale and utilities industries.
The projection for 2015 has also not changed at
5.8 percent. Over the review period, the
estimated growth of 6.3 percent, was supportive
of financial stability by improving ability of

stability by improving the quality of lenders’ loan
books.
c)

The Exchange Rate

Financial stability risks arising from the foreign
exchange market remained low between April
and September 2014. The Kwacha remained
relatively stable against the United States dollar
(Chart 1.3) as it traded within a range of K399.18
as at end April and K398.58 as at end August 2014.
The Kwacha registered a significant depreciation
as at end September 2014 as it traded at K412.70
against the United States dollar (Table 1.3). On
an annual basis, the Kwacha depreciated from
K371.50 in September 2013 on account of
seasonal effects as well as a speculative attack on
the currency given lower donor inflows and a stop
in foreign exchange flows from the market.
Import cover remained largely stable over the
review period (Table 1.3). As at September, 2014,
the import cover stood at 2.4 months, slightly
lower that the import cover of 2.5 months
recorded in March 2014.

5

Chart 1.3: The Kwacha Against the US Dollar
Exchange Rate, Monthly Percentage Change

12
10
8
6
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2
0
-2
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1.3.3 Credit Risks
Risks in the credit market remained high. The
ratio of non-performing assets to gross loans and
leases stood at 15.6 percent as at end September
2014 compared to 15.9 percent and 16.0 percent
in March and June 2014, respectively.
1.3.4 Outlook
The outlook for financial system stability points
to a sound and stable financial system, despite
the expected mixed impacts from macroeconomic
developments. The favourable real GDP prospects
for 2014 are anticipated to enhance financial
system stability.

Source: Reserve Bank of Malawi

1.3.2 Banking System Liquidity
The banking system remained sufficiently liquid
over the review period as reflected by high
liquidity levels and minimal access to the
Lombard Facility. The daily average excess
reserves increased to K8.65 billion in September
2014 from K8.31 billion in April 2014 (Table 1.4).
Table 1.4: Banking System Liquidity
Period Interbank-Rate (%)
(K’bn)
Apr May June July
2014 2014 2014 2014
Total
Reserves 54.0 51.2 49.1 54.0
Required
Reserves 45.7 45.4 45.4 45.6
Excess
Reserves 8.31 5.81 3.71 8.39
Interbank
trading
3.14 2.15 3.97 3.38
Lombard
Facility
0.00 0.43 0.65 0.44
Interbank
8.53 15.7 15.2 10.7
Rate

Just like in April 2014, there was no access to the
Lombard facility in September, 2014. The
interbank market rate decreased to 7.08 percent
in September, 2014 from 8.53 percent in April
2014.

and End
Aug Sept
2014 2014
51.7 56.0

However, the outlook for inflation points to an
increasing trend in the ensuing months largely on
account of seasonal food shortages and the
depreciating exchange rate.
High and unstable inflation erodes purchasing
power and disrupts business operations. In order
to address the expected high inflation, monetary
and financial conditions are likely to tighten. This
notwithstanding, the overall financial system is
expected to remain resilient largely due to
positive impacts from strong economic growth
and risk based practices in financial institutions.

46.7 47.4
5.02 8.65

2.56 2.82
0.25 0.00
10.0

7.08

Source: Reserve Bank of Malawi
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2.0

FINANCIAL INSTITUTIONS
2.1 THE BANKING SECTOR4

Main Message
The banking sector remained sound and stable
between April and September 2014. Capital for the
banking sector remained adequate and the loan book
moderately grew by 3.5 percent. However, credit
risks persisted.
2.1.1 Growth of the Banking Sector
The banking sector registered a lower growth rate
in assets of 3.3 percent over the six months to
September 2014 compared to a growth rate of 14.3
percent over the six months to March 2014 (Table
2.1).
Table 2.1: Growth in Banks’ Assets and Deposits
March
2013
Assets MK’Bn

513.4

Sept March
2013
2014
589.5

673.6

Sept
2014

The lower growth in assets was on account of
combined lower growth in the consolidated
deposit base and capital account of 0.7 percent
and 11.2 percent, respectively compared to
growth of 12.2 percent and 30.6 percent for the
consolidated deposit base and capital account,
respectively, over the six months period to
March 2014.
The banking sector loan book moderately grew
by 3.5 percent compared to a growth rate of
16.5 percent in the six months period to March
2014. The outturn followed a slowdown in
lending by banks largely on account of high
levels of non-performing loans that have
persisted in the system. Thus, banking
institutions were preferring to invest more in
Government securities and investments 5 than
loans and leases. This is evidenced by growth in
the securities and investments by 17.0 percent
over the six months to September 2014
compared to growth of 2.6 percent over the six
months to March 2014.

696.07

2.1.2 Financial Soundness Conditions
Growth Rates (%)
Deposits MK’Bn

363.1

Growth Rates (%)
Of which: Kwacha

278.2

14.8

14.3

3.3

426.0

478.1

481.55

17.3

12.2

0.7

325.5

353.5

361.1

17,0

8.6

2.1

100.5

124.6

120.47

18.4

24.0

-3.3

246.6

287.4

297.18

1.3

16.5

3.5

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

84.9

Deposits (MK’Bn)
Growth Rates (%)
Loans

Amount

243.4

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

4

The banking system in Malawi is made up of 11
banks and 1 Leasing and Finance Company.

a. Capital Adequacy
Under Basel II, the minimum regulatory capital
requirements for total and core capital ratios are
15.0 percent and 10.0 percent, respectively.
Over the review period, capital for the banking
sector remained adequate, despite slight
decreases from the previous levels. Core capital
ratio stood at 14.3 percent as at end September
2014 compared to 14.8 percent recorded in
March 2014. Similarly, the total capital ratio
against risk weighted assets decreased to 17.5
percent as at end September 2014 from the
March 2014 position of 18.3 percent. The decline
in the capital ratios was on account of higher
growth in risk weighted assets of 9.0 percent
compared to growth of 5.6 percent and 4.4
percent, in core capital and total capital
respectively. On a bank by bank basis, two banks
failed to meet the minimum capital adequacy
requirements in the period under review.

5

Securities and investments include: TBs, Promissory
Notes, Money Market Deposits, Shares, Local Registered
Stocks, Interbank loans
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b. Asset Quality
The asset quality of the banking sector over
the six months period to September 2014,
slightly improved. The ratio of nonperforming assets to gross loans and leases
declined to 15.6 percent from 15.9 percent
in March 2014 (Box 2.1). This is on account
of the downward adjustment of the Policy
Rate (from 25.0 percent to 22.5 percent) in
July 2014.
c. Earnings
The banking sector registered a slight
decline in the return on equity (ROE) to 30.9
percent in the six months period to
September 2014 from 31.9 percent in the
previous six months period. ROE reflects the
banking institutions’ efficiency in using
capital and over time, it provides
information on the sustainability of deposittakers’ capital positions. However, the
return on assets (ROA) ratio, which is a
measure of deposit-takers’ efficiency in
using assets of the banking institutions,
registered a slight increase to 4.6 percent
from 4.5 percent over the six months period.
Overall, the banking sector remained
profitable despite a decline in ROE ratio.
However, it is worth noting that one bank
posted losses in the period under review.
d. Liquidity
Banking system liquidity was strong over the
reporting period as evidenced by an increase
in the regulatory liquidity ratio to 58.4
percent as at September 2014 from 57.1
percent as at March 2014. This was above the
minimum regulatory liquidity ratio of 30.0
percent. The strong liquidity position was
attributed to banks’ preference for investing
more in securities and investments than to
loans and leases. Despite the overall banking
system liquidity being sufficient, one bank
failed to meet the minimum regulatory
liquidity ratio over the review period.

2.1.3 Assets and Deposits
National Bank and Standard Bank of Malawi
continued to dominate the banking sector with
slightly less than half of the sector’s total assets
and deposits (Table 2.2). As at September 2014,
their combined assets and deposits accounted for
48.9 percent and 49.2 percent of the entire
sector, respectively. This position is not very
different from the March 2014, when their
dominance stood at 51.1 percent and 51.6
percent, respectively.
Table 2.2: Assets and Deposits (Billion
Kwacha)
Sept 2013

Mar 2014

Sept 2014

Assets
(MK)

589.5

673.8

696.0

Large
Banks

303.5

344.4

340.5

Other
Banks

286.1

329.3

355.6

Deposits
(MK)

426.0

478.1

481.5

Large
Banks

223.9

246.7

236.9

Other
Banks

202.0

231.4

244.6

Source: Reserve Bank of Malawi

8

BOX 2.1: SELECTED KEY FINANCIAL SOUNDNESS INDICATORS
Key Ratios (%)
Capital Adequacy
1. Tier 1
2. Total Capital
Asset Quality
1. Non-performing loans to Gross loans
2. Specific provisions to Nonperforming loans
Earnings
1. ROA
2. ROE
3. Non-Interest expenses to Total
Income
Liquidity & Funds Management
1. Liquid assets to deposits & shortterm liabilities
2. Gross loans to Total deposits

Benchmark

Sept 13

Dec 13

Mar 14

Jun 14

Sept 14

>10.0
>15.0

16.2
19.0

16.2
19.1

14.8
18.3

14.9
18.3

14.3
17.5

<5.0
>20.0

13.6
27.6

15.4
29.1

15.9
29.7

16.1
28.3

15.6
30.5

>2.5
> inflation
N/A

5.0
38.7
38.0

4.8
37.5
39.6

4.5
31.9
43.9

4.9
33.5
43.2

4.6
30.9
42.9

>30.0

58.1

59.1

57.1

57.6

58.4

N/A

57.9

56.6

60.1

62.0

61.7
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BOX 2.2: UPDATE ON BASEL II IMPLEMENTATION
(a) Management Information Systems
All banks were required to provide an update on the acquisition of Management Information Systems
(MIS) appropriate for Basel II reporting. The indications show that most banks will finalise the
acquisition of appropriate MIS between the fourth quarter of 2014 and second quarter of 2015.
However, two banks have fully acquired the required MIS. The banks which are lagging behind in
the acquisition of MISs have been requested to update the Registrar on a monthly basis on the
progress made.
(b) Pillar II Implementation
All banks have conducted their Internal Capital Adequacy Assessment Processes (ICAAP) in 2014 and
submitted their ICAAP documents to the Registrar. Following the submission of ICAAP documents,
the Registrar conducted Supervisory Review and Evaluation Processes (SREP) in form of ICAAP
examinations at three banks.
The SREPs revealed the need to further strengthen the
implementation of ICAAPs in banks.
(c) Call Reports Submissions
All banks submitted Basel II Call Reports in the first, second and third quarter of 2014. The indication
is that the submission of call reports has so far stabilised.
(d) Publication of Market Disclosures
All banks were supposed to publish the 2014 semi-annual Pillar III disclosures. However, only two
published the Pillar III disclosures. These two banks made comprehensive disclosures and followed
almost all principles outlined in the Market Disclosures Guidelines. The following strategies are
planned to motivate the implementation of Pillar III:
1. Conduct refresher courses on Pillar III for banks in 2015;
2. Review the Pillar III (Market Disclosures) Guidelines and align them to the Directive on Disclosure
of Information by Banks;
3. Publish a press briefing in the local press advising the public that all banks are obligated to make
Pillar III disclosures for their information and action. The press briefing should also advise the clients
on how best they can use the published disclosures;
4. Invoke penalties under the Directive on the banks which continue failing to publish the Pillar III
disclosures.
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2.2 STRESS TESTING AUGUST 20146
The RBM conducted stress tests on 11 banks
based on data as at end June 2014. The overall
aim was to establish the impact of

showed that three banks’ tier 1 ratios (7.7 percent,
6.7 percent and 1.5 percent) fell below the
regulatory minimum requirement of 10.0 percent in
the scenario 1. However, two of the three banks
had their pre-shock tier 1 ratios below the
regulatory minimum.

macroeconomic shocks on banks’ conditions.
The tests were conducted at two levels, firstly,
on the impact of a shock on a specific area for
instance, on foreign exchange income on tier 1
capital, secondly, at the impact of a
combination of various shocks on banks’ position
such as tier 1 capital.
Overall, the results of the stress tests show that
credit risk is a major threat to the banking
system. In addition, the results indicated that
shocks to net interest income and income from
foreign exchange trading have a large effect on
most of the banks’ tier 1 capital and ROA. The
results further revealed that some banks are
considerably more exposed to liquidity risk.
2.2.1 Credit Risk
In order to test the resilience of the banking
sector’s capital to credit risk, the loan portfolio
of the banking sector was stressed. Specifically,
this was aimed at assessing the impact of nonperforming assets/loans (NPLs) on performance
of the sector’s capital adequacy.
(a) Effects of Shocks to Various Sectors of
the Economy
The performance of various sectors of the
economy was stressed based on incremental
growth in NPLs. The stress scenarios (minor and
major shocks) are outlined in Table 2.3.
The results showed that with the minor and major
shocks, the banking sector’s tier 1 capital ratio
declined from 14.2 percent to 11.1 percent and 8.1
percent respectively (Chart 2.1). The results also

Table 2.3 Percentage Increase in NPLs by
Economic Sector

Sector Shocks

Minor

Major

Agriculture,
forestry,
fishing and hunting

25

40

Mining and quarrying

10

15

Manufacturing

20

30

Electricity, gas, water
and energy

10

15

2

5

25

40

Restaurants and hotels

25

40

Transport, storage and
communications

25

40

Financial services

25

40

Community, social and
personal services

25

40

Real estate

20

30

Other sectors

20

30

Assumed
rate (%)

50

50

100

100

Construction
Wholesale
trade

and

retail

provisioning

Impact on RWA/Impact
on capital (%)
Source: Reserve Bank of Malawi

6

Refer to Box 2.3 for weaknesses/limitations of the model
and data used in the stress
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Chart 2.1: Effects of Sectoral Shocks on Tier 1
Ratio (profits not used for defense)

Chart 2.2: Effects of Largest Borrowers
becoming non-performing (Profits not used
for defense)

16.0
14.2
14.0

16.0
14.2
11.1

14.0

10.0

12.0

8.1
8.0

Tier 1 Ratio (%)

Tier 1 Ratio (%)

12.0

6.0
4.0
Source: Reserve Bank of Malawi

10.0

11.3
9.7
8.6
7.6

8.0

6.7

6.0

2.0
4.0
0.0
Tier 1 ratio,
pre-shock

Minor

Major

2.0
0.0

Source: Reserve Bank of Malawi

(b) Effect of Large Borrowers’ Defaulting
This stress test assessed 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
decline in capital levels. The test is iterative and
gauges the impact of the largest exposure
defaulting, followed by the two largest etc.
The results showed that the banking sector’s tier 1
ratio declined from 14.2 percent to 11.3 when the
largest borrower defaulted and that tier 1 ratio
fell to 6.7 percent when all five borrowers
defaulted. Three banks’ tier 1 ratio fell (from 11.1
percent to 9.8 percent, 8.9 percent to 3.2 percent
and from 6.5 percent to 3.0 percent, respectively)
after their largest borrowers defaulted. Tier 1
ratios of nine banks would fall below the
regulatory minimum requirement when five
largest borrowers defaulted.

Source: Reserve Bank of Malawi

2.2.2 Liquidity Risk
This test was conducted under three scenarios
of minor, moderate and major shocks. Deposit
runs were 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 statement of financial
position to assess the effect of movement on
sources of liquidity on liquidity positions. The
asset side was stressed on the basis of available
liquid assets which would help the bank to meet
short-term obligations. On the other hand, the
liability side was assessed on the basis of panic
deposit withdrawals from the bank in the event
of liquidity stress.
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The stress scenarios were applied on a systemic
and also on individual bank basis. The result in
Chart 2.3 show that the liquidity ratio of the
banking sector declined from 55.5 percent (preshock) to 49.4 percent, 46.7 percent and 44.5
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, only one banking
institution failed the minor shock as its liquidity
ratio was 23.6 percent.
Chart 2.3: Effect of System Wide and Bank
Specific Shocks on Liquidity Ratio
60.0%

55.5

50.2

48.7

47.2

40.0%

The results (Chart 2.4) showed that the banking
sector would survive the deposit run for 9 days,
8 days and 8 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 5 days, 4 days and 4 days during
minor,
moderate
and
major
shocks,
respectively. Two banks would have survived
deposit run for only 1 day during the minor
shock.
Chart 2.4: Effect of System Wide (SW) and
Bank Specific (BS) Shocks- Liquidity Days
Afloat (DA)
10

30.0%

9

20.0%
10.0%
0.0%

9
8

8

8
7

Days Afloat

Liquidity Ratio

50.0%

The stress results show the effect of projected
deposit runs on the baseline position and the
survival period of the bank. This is further
reviewed on both systemic and bank-specific
stress scenarios.

6
5

5

4
3

4

4
3

2

3

2
1
0

Source: Reserve Bank of Malawi

2.2.3 Days the Bank is afloat
Under this test, liquidity from the liability side
is shocked in order to assess 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. A bank is assessed as fit, if can
remain afloat for five days following a liquidity
shock.

Source: Reserve Bank of Malawi

2.2.4 Income Risk
The income risk shock is a combined shock on
banks income that assumed that there is a

13

combined shift in net interest income and
foreign currency income. The minor scenario
assumed a 5.0 percent and 50.0 percent
decline in net interest income and foreign
exchange income respectively. The major
scenario assumed a 10.0 percent and 60.0
percent decline in net interest income and
foreign exchange income, respectively.
As indicated in Chart 2.5, the banking sector’s
tier 1 ratio declined from 14.2 percent to 12.5
percent and 11.9 percent in scenario 1 and
scenario 2, respectively. One bank had tier 1
ratio decline from 11.1 percent to 7.7 percent
after scenario 1.
Chart 2.5: Tier 1 Ratio After Shocks to
Interest and Forex Income (profits not used
for defense)
14.5

14.2

interest income and foreign exchange income
respectively; scenario 2 assumed a 10.0 percent
and a 60.0 percent decline in net interest
income and foreign exchange income,
respectively.
The banking sector’s ROA declines from 1.5
percent to 0.2 percent and -0.2 percent in
scenario 1 and scenario 2, respectively as
indicated in Chart 2.6. One banking
institution’s pre-shock ROA was negative. Five
banking institutions’ ROA turned negative in
scenario 1. This shock highlights the banks’
dependence on foreign exchange income.
However, five banks had their ROA still
positive in scenario 2.
Chart 2.6 ROA After Shocks to Interest and
Forex Income
1.8
1.6

13.5

1.4

13.0

1.2
12.5
11.9

12.0

1.5

1.0

12.5

ROA (%)

Tier 1 ratio (%)

14.0

0.8
0.6
0.4

11.5

0.2

0.2

11.0

0.0
10.5
Tier 1 ratio, Net int.
Net
pre-shock inc.-5% & interest
FX inc.-50% inc.-10% FX
inc -60%
Source: Reserve Bank of Malawi

2.2.5 Effect on Return on Assets (ROA)
Under this test, the impact of a combined shift
in net interest income and foreign currency
income on ROA was assessed. Scenario 1
assumed a 5.0 and a 50.0 percent decline in net

-0.2
-0.2

-0.4

ROA, pre- Net int. inc.- Net interest
shock
5% & FX inc.- inc.-10% FX
50%
inc -60%
Source: Reserve Bank of Malawi

2.2.6

Foreign Exchange Risk

The foreign exchange rate shock assumed shifts
in the exchange rate of the Malawi kwacha
against major foreign currencies. For minor
shock, the assumption was of a shift in foreign
exchange rates by 10.0 percent upwards and
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20.0 percent downwards. In the major shock it
was assumed that there was a 30.0 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 foreign currency positions,
while the indirect risk reflects the risk a bank
faces from loan customers who have borrowed
in a foreign currency.
Chart 2.7 shows that the banking sector’s tier 1
ratio would remain constant following
depreciation of the Malawi Kwacha by 20.0
percent and 30.0 percent, respectively. One
bank would stand to benefit by 0.8 percentage
points in its tier 1 ratio following the
depreciation of the Kwacha by 30.0 percent.
Chart 2.7: Foreign Exchange Risk of
Appreciation and Depreciation of the Kwacha
17
16.5

16.5

The interest rate shock assumed a 500 basis
point shift in interest rates in both directions
as the minor shock. The major shock was an
increase in interest rates by 1000 basis points.
A further assumption was that there was a
parallel increase in interest rates of banks, i.e.
a given increase is identical for all interest
bearing assets and liabilities.
The results in Chart 2.8 indicate that the
banking sector’s tier 1 ratio declined to 13.4
percentage points in the event of an increase
in interest rates by 500 basis points. Whereas,
the decrease in interest rates by 500 basis
points would lead to tier 1 ratio increase of 0.8
percentage points and increase by 1000 basis
points in interests would lead into tier 1 ratio
to decrease by 1.6 percentage points.
However, two banks would have their tier 1
ratios increased with the increase in interest
rates and vice-verse because their balance
sheets had more rate sensitive assets than rate
sensitive liabilities.
Chart 2.8 Direct Effects of Increases in
Interest Rates (profits not used for
defense)

16
15.5
15.5

15.5
14.5
14.5

15.0

15.0

15
14.2

14
13.5

14.2

Tier 1 Ratio

Tier 1 Ratio

2.2.7 Interest Rate Risk

14.2

14.0
13.5
13.0

13.4
12.6

12.5
12.0
11.5

13

Source: Reserve Bank of Malawi

11.0

Source: Reserve Bank of Malawi
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The scenario combined credit risk sector
shocks, interest rate risk shocks with
increasing interest rates of 500 basis points
and 1000 basis points respectively, shocks to
foreign exchange of a depreciation of 20
percent and 30 percent, respectively and
income shocks.
As shown in Chart 2.9, the banking sector’s
tier 1 ratio declined from 14.2 percent to
6.4 percent and 1.4 percent after scenario
1 and scenario 2, respectively. Two banks
had tier 1 ratios turning negative and eight
banks’ tier 1 ratios fell below the regulatory
minimum of 10.0 percent after scenario 1.
Four banks had tier 1 ratios turning negative
after scenario 2; and only one bank had tier
1 ratio still above the regulatory minimum
after scenario 2.

Chart 2.9 Effects of Combination of Shocks
on Tier 1
16.0

14.2

14.0
12.0

Tier 1 ratio (%)

2.2.8 Combination of Shocks

10.0
8.0

6.4

6.0
4.0
1.4

2.0
0.0
Tier 1 Moderate
ratio, pre- shock
shock

Major
shock

Source: Reserve Bank of Malawi

16

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.

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.
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2.3

The Insurance Sector

Main Message
The insurance industry remained stable over the
six month period to September 2014. On a
consolidated basis life and general insurance
companies were adequately capitalised. All
companies met the minimum regulatory capital
requirements.
Main
risks
related
to
concentration risks in equity investments for
life insurance and concentration in motor
business for general insurance.

Chart 2.10: General Insurance Core Capital
K' Million
9,000
8,000
7,000
6,000
5,000
4,000
3,000
2,000
1,000
Sep-12

Mar-13

Sep-13

Mar-14

Sep-14

Source: Reserve Bank of Malawi

a. Capital Adequacy
The general insurance sector registered an
improvement in capital adequacy position as
indicated by net premium to total capital ratio7,
which decreased from 75.7 percent in March
2014 to 65.6 percent in September 2014. The
improvement is attributed to earnings retention
following satisfactory earnings performance over
the period under review. All general insurance
companies
met
the
minimum
capital
requirement of K50.0 million. However, six out
of the seven insurance companies met the
minimum solvency requirement of 20.0 percent
of net written premium. On a consolidated basis,
the core capital position for General insurance
stood at K7.9 billion in September, 2014
compared to K6.7 billion recorded in March,
2014. (Chart 2.10).

The total capital of life insurance sector on the
other hand, declined slightly on account of
dividends payment. Total capital decreased by
8.2 percent to K16.9 billion in September 2014
from K17.9 billion in March 2014 (Chart 2.11).
The composition of capital was heavily skewed
to two life insurance companies which share 96
percent of the total capital for the sector.
Chart 2.11 Life Insurance Capital
18
16
14

In K'billion

2.3.1 Soundness of the Insurance Sector

12
10
8
6
4
2
0
Mar. Sept. Mar. Sept. Mar. Sept.
2012 2012 2013 2013 2014 2014

Source: Reserve Bank of Malawi

7

The greater the premium written relative to shareholders’
funds, the greater the risk being taken with the Capital
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b. Asset Quality
The ratio of receivables to gross premiums
registered an improvement to 33.1 percent in
September 2014 from 58.0 percent in March
2014. The improvement was attributed to the
industry’s efforts in collecting premium debts in
line with the Premium Payment Directive. Total
assets for general insurance sector increased to
K25.1 billion as at end September 2014, from
K22.9 billion reported as at end March 2014.
Fixed deposits, insurance dues and Government
securities constituted the largest asset classes
with 22.6 percent, 23.8 percent and 18.7
percent of total assets respectively (Chart 2:12).

Chart 2.12: Asset Composition – General
Insurance

Chart 2.13: Asset Composition – Life Insurance
K' bn
250.0
200.0
150.0
100.0
50.0
0.0
Mar. 2013

Sept. 2013

Equities
Fixed Deposits
Policyholder receivables
Other Assets

Mar. 2014

Sept. 2014

Real Estate
Government Securities
Loans

Source: Reserve Bank of Malawi

c. Liquidity
The current ratio for the general insurance
sector marginally decreased to 155.3 percent as
at 30th September 2014 from 156.73 percent
registered at end March 2014. Despite the
marginal decrease in the current ratio, general
insurers had adequate current assets to enable
them settle current liabilities when they fell due
(Chart 2.14).
Chart 2.14: Current Ratio - General Insurance
160%
155%
150%
Source: Reserve Bank of Malawi

145%
Total assets for life insurance sector grew by
14.2 percent from K180.5 billion recorded in
March 2014 to K206.2 billion as at end
September 2014 mainly from contributions by
pension funds (Chart 2.13). Investment in
equities constituted 60 percent of the total
assets, followed by fixed deposits at 20 percent.

140%
135%
Sept. Mar. Sep. Mar. Sep.
2012 2013 2013 2014 2014

Source: Reserve Bank of Malawi
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The Life insurance sector registered a favorable
liquidity position, where liquid assets grew by
12.8 percent to K72.1 billion in September 2014
from K63.9 billion in March 2014. The current
ratio for the life insurance sector improved from
151.2 percent in March 2014 to 159.8 in
September 2014, which demonstrated the ability
of the sector to meet its obligations as they fell
due (Chart 2.15).

Chart 2.16: Risk Retention Ratio - General
Insurance

Chart 2.15: Current Ratio (%) - Life Insurance
200
190
180
170

Source: Reserve Bank of Malawi

160

Similarly the life insurance sector recorded
slight movement in retention rate by retaining
93.3 percent of total gross premiums written as
at end September 2014 as compared to 94.0 by
end March 2014 (Chart 2.16).
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Chart 2.17:
Insurance
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Source: Reserve Bank of Malawi

d. Reinsurance
The general insurance sector retained 78.8
percent of the risks underwritten as at end
September 2014. This was 1.1 percentage points
lower than 79.9 percent recorded as at end
March 2014 (Chart 2.16).The reduction could be
attributed to the market’s acceptance of new
large non-motor accounts which ordinarily
require heavy reinsurance. With the satisfactory
capital position for the sector the risks retained
were deemed to be adequately supported by the
capital.

Retention
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Ratio-Life

94.0

93.3

Mar.
2014
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2014
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110

Risk

Sept.
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Source: Reserve Bank of Malawi
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e. Earnings and Profitability
During the period under review the general
insurance sector continued to register a
decreasing trend in the combined ratio, with
98.5 percent recorded in September 2014 from
100.1 percent in March 2014. The combined ratio
compares management and underwriting
expenses, commission expenses and net claims
to net premiums written to determine the
insurers’ ability to make profits. Overall,
however, the sectors profitability remained
moderate on account of satisfactory returns on
investment assets (Chart 2.18).
Chart 2.18: Earnings and Profitability Ratios General Insurance
120%

100%

The Life Insurance sector recorded sound
performance in profitability. Profit after tax
increased from K1.0 billion in March 2014 to K4.5
billion in September 2014 due to increase in
total income particularly from investments. Net
claims registered slight growth of 6.7 percent
from K867 million in June 2014 to K925.7 million
in September 2014.
2.3.2 Insurance Sector Risks
a. Reinvestment risk
With the emerging risks outlined in section 3.3
below, there might be increase in money market
interest rates. As a result life insurance
companies are likely to face reinvestment risk as
investors will shift their investments from the
stock market to government securities to earn
higher returns.
b. Pandemic Risk
Pandemic risks affecting the globe could
adversely increase potential liabilities. The
Ebola Pandemic is a threat to the region and
should the pandemic reach Malawi, the life
insurance sector has higher potential liability
arising from claims.

80%

60%

2.3.3 Insurance Sector Remedial Measures

40%

a) The Government initiative to issue listed
bonds will offer an alternative
investment opportunity for insurers.
Effectively, this will ease concentration
of investments in listed equities.

20%

0%
Sept.
2012

Mar. 2013 Sept.2013 Mar.2014

Sept.
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Loss Ratio

Expense Ratio

Combined ratio

Investment returns on equity

Source: Reserve Bank of Malawi

b) The proactive efforts by the health
authorities of sensitizing the public on
Ebola as well as the screening of visitors
and returning residents in all ports of
entry should continue to ensure that any
outbreaks are contained with minimal
casualties
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Box 2.3: Selected Malawi Insurance Sector Indicators
30-Sep-12
Capital Adequacy
1. Capital to total asset

NonLife

Life

31-Mar-13

30-Sep-13

NonLife

Life

NonLife

Life

31-Mar-14
NonLife

30 Sep-14

Life

NonLife

Life

29.9

10.7

31.7

11.3

30

10.3

35.9

10

35

8.2

21

10.7

28.1

11.3

24.6

10.3

30.7

10

10

8.2

94.7

35.1

70.7

31.7

37

34.3

58.9

58

33.1

59.2

70.6

98.2

88.3

94.4

71.6

99.1

78.4

94

78.8

93.3

5. Expense ratio
(expense to net
premium)

113

49.4

95

23

43.1

5

38.9

2.7

39.0

1.6

6. Return on Equity (ROE)

30.9

24.6

79.7

36

60.7

26

89.9

21

51.5

26.8

38.5

144

71

189

80

117

79.3

151

71.8

159

Asset Quality
2. Equity to total assets
3. Receivables to Gross
premium plus
reinsurance recoveries
Reinsurance
4. Risk retention ratio
(net premium to gross
premium)
Earnings
and
profitability

Liquidity
7. Liquid assets to current
liabilities
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2.4 Pension Sector

Main Message
The pension sector was generally stable over the
review period. Assets registered an increase of
13.3 percent while average monthly contribution
remained relatively constant at K2.6 billion.
However, a large proportion of early withdrawals
in the payment of benefits amounting to K2.7
billion posed a challenge in meeting the main
objectives of the Pension Act.

25 percent from 17 percent in March 2014 (Chart
2.20).

Chart 2.20: Asset composition
59%

51%

25%
17%
13%

2.4.1 Soundness of the Pension Sector
a. Assets
The sector recorded an increase in assets to K229
billion in September from K202 billion in March
2014, representing a 13.3 percent increase
(Chart 2.19). The increase was largely attributed
to a rise in investment income and pension
contributions. The sector however recorded K2.7
billion in early withdrawals which slowed down
the accumulation of assets.

Chart 2.19: Pension Assets
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Source: Reserve Bank of Malawi

b. Investment Income
Investment income during the review period was
recorded at K38 billion representing income to
investment assets of 17 percent. The main
source of the investment income was unrealized
gains from fair valuation of property and equity
investments, which accounted for 49 percent of
the total income. Income from interest revenue
contributed K14.5 billion translating to 38
percent of the total investment income (Chart
2.21).

Chart 2.21: Investment Income
Rentals
2%
Interest
38%

Dividend
s
11%

Unrealised
gains
49%

Source: Reserve Bank of Malawi

Investments in equity constituted the largest
share of pension fund investment assets at 51
percent from 59 percent recorded in March 2014.
Investments
in
Government
securities
constituted the second largest market share at

Source: Reserve Bank of Malawi
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c. Pension Contributions
The industry collected pension contributions
amounting to K23.5 billion as at end September
2014, translating into an average monthly
contribution of K2.6 billion, which had been
constant since March 2014. The monthly average
pension contributions increased from K2.0
billion in December 2013 to K2.6 billion in March
2014 (Chart 2.22).

2.4.2 Pension Sector Risks

Chart 2.22:
Contributions

b) Pandemic Risk
Pandemic risks like Ebola could also affect the
industry in terms of increased death benefit
payments which would negatively impact the
liquidity and solvency of the pension funds.

Monthly

Average

K' bn

Pension

a) Investment risk
The industry is susceptible to investment risk in
that most of the assets are in the stock market.
Therefore, should interest rates increase on the
money market, investors are likely to move their
investments from the stock market to money
market resulting in a decrease in performance of
the stock market.
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2.4.3 Pension Sector Remedial Measures
a) Issuance of listed bonds by Government
would help pension funds to spread their
investments. Effectively, this would
mitigate investment risks that the industry
faces.

b) The proactive efforts by the health

authorities of sensitizing the public on
Ebola as well as the screening of visitors
and returning residents in all ports of entry
should continue to ensure that any
outbreaks are contained with minimal
casualties.

Source: Reserve Bank of Malawi
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Box 2.4: Legislative Developments
1. New Directives for Insurance Sector
The following three directives for insurance sector were gazetted in August 2014:
1. Insurance Placement of Business Outside Malawi Directive:
The directive aims at encouraging insurers to build capacity to underwrite bigger and complex
insurance risks arising in Malawi, as well as minimizing the unnecessary loss of foreign exchange
through externalization of insurance business.
2. Claims Management Directive:
The directive aims at ensuring that legitimate claims are settled in a fair and timely manner, as
well as enhancing the image of the industry through prompt settlement of claims.
3. External Auditors and Related Matters for Insurance Business Directive:
The directive aims at promoting the accuracy and reliability of financial statements issued by
insurers for supervisory purposes as well as ensuring that persons appointed as external auditors
are fit and proper to carry out their duties.
The directives are expected to level the playing field in the insurance market and enhance soundness
of the sector as the running of insurance business would be directed towards best practice standards
as well as ensuring the credibility of data from the market, which would enable more sophisticated
and realistic risk based tools to be used when supervising the market.
2 New Directives for Pension Sector
The following three directives for the pension sector were gazetted in August 2014:
 Pensionable Emoluments Directive:
The directive aims at providing details as to what constituted pensionable emoluments, as well as
providing a basis for calculating pension contributions
 Payments of Benefits from Pension Fund Directive
The directive aims at providing procedures for payment of benefits from a pension fund
 Licensing and Registration of Pension Entities Directive:
The objectives of the directive are to set out requirements and prescribe a form of application for
licensing and registration of pension entities. The directive designates a pension services company as
a financial institution, a bank as custodian and portfolio managers as investment managers.
2.1 Guidelines
The following guidelines have been issued to the market, following the gazetting of the above
mentioned directives:
1. Fit and proper questionnaire;
2. Licensing and registration form;
3. Licensing guidelines for administrators of pension funds and pension services companies; and
4. Guideline for registration of pension funds and licensing of trustees
The directives and guidelines are envisaged to level the playing field in the pension sector by providing
the minimum benchmarks for each entity, as well as clarifying pension dues and how they could be
accessed.
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3 Amendment of the Pension Act
Sections 2, 7, 16, 48, 56 and 65 of the Pension Act were tabled for amendment in the just ended
sitting of parliament. The amendments shall come into operation on such a date as the Minister shall
appoint by notice published in the Gazette, once the president has assented to the changes. The
sections cover the following:
 2 – Extension of government grace period from 24 to 48 months;
 7 – Excludes assets of public pension scheme from administration of Pension Administrator;
 16 – removes the words “ has legal personality” ;
 48 – clarify on what specifically constitutes guaranteed wage s and other earnings;
 56 – adds “Registrars directive” after Exchange Control Act; and
 65 – removes clauses on employer and employee contributions.
The gazetted directives and amendments to the Pension Act would drastically mitigate against
reputation risk for the Registrar, as the noncompliance by government posed a serious compliance
risk for other private sector players to follow suite.
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2.5 The Microfinance Sector

2.5.1 Growth of the Microfinance Industry

Main Message
The performance of the microfinance sector
was stable over the six months to September,
2014. This was mainly on account of an
improvement in the repayment rate of loans
due to the commencement of the harvesting
and marketing season, which improved cash
flows for clients. Directives for Deposit taking
institutions were gazetted and licensing for
such institutions is expected to commence in
the first quarter of 2015.

The microfinance sector reported a 12.3 percent
increase in overall assets to K17.4 billion in
September, 2014 from K15.5 billion in March 2014
(Table 2.5). The increase was mainly attributable
to the growth in cash and cash equivalents and
short term investments, which increased from
K2.1 billion to K3.0 billion and K288 million to
K885 million respectively.
Chart 2.23: The MFI’s Total Sector Assets
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Table 2.5: Growth of Microfinance institutions
(MFIs)

Assets (K’bn)
Growth
(%)

Sept
2013
13.9

Rates (15.7)

Mar
2014
15.5

Sept
2014
17.4

11.5

12.3

16
14

Billons (MK)

The microfinance sector remained stable over the
six months period to September 2014.
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MCA increased from 11 to 15 over the 6 months to
September 2014. The four new entrants to the
sector were Citizen Microfinance, EPIK Finance,
ECORET and Green Gold Finance.
The total number of SACCOs also increased from
49 to 53 over the same period. The number of
provisionally licensed SACCOs rose from 45 to 49
as at end September 2014. All SACCOs are
required to obtain full licenses or to submit
applications for full licenses by March, 2015.
The number of banks with a microfinance window
remained 3. The sector recorded a decrease in
non-classified MFIs as 3 institutions were licensed
as MCAs. There was also a decrease in nonprovisionally licensed SACCOs as 3 institutions
were granted provisional licenses for SACCOs.
This development is likely to continue enhancing
the competition amongst players in the sector due
to an increase in the number of market players.
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2.5.2 Financial Soundness Conditions
a. Capital Adequacy
The regulatory minimum capital requirement for
Non Deposit Taking Institutions (NDTIs) is at K75
million. Out of the 9 licensed institutions, 1 was
below the regulatory threshold due to the fact
that it is a company limited by guarantee and by
law it is not required to have share capital. Out
of the 19 SACCOs supervised by the Registrar, only
11 SACCOs met the minimum capital adequacy of
not less than 10 percent of total assets as at end
September, 2014 due to losses, which eroded the
total capital positions. The institutions have been
advised to regularise their capital positions to
ensure that they meet the benchmark. Total
industry capital stood at K5.1 billion in
September, 2014 an increase from K4.1 billion as
at March, 2014. This is mainly on account of the
growth in the retained earnings reserves as a
result of the profits that MFIs reported during the
period under review. The debt to equity ratio
which is an indicator of gearing decreased to 2.8
percent during the six months period up to
September, 2014 from 3.1 percent as at end of
March, 2014 indicating a decrease in the leverage
for the sector.
b. Liquidity
The current ratio for the sector closed at 3.5
percent as at end of September 2014 up from 0.71
as at March 2014. Most MFIs continued to
experience poor liquidity levels in the period
under review due to a deteriorated repayment
rate and non-remittances of payroll deductions.
The liquidity ratio for financial cooperatives stood
at 10.09 percent in September 2014 (marginally
above the 10 percent benchmark) an increase
from 7.80 percent as at March 2014. NDTIs
however recorded a decrease in liquidity,
measured by the ratio, which stood at 62.0
percent as at end of September 2014 from 80.5
percent recorded as at end of March 2014 below
the recommended minimum ratio of 100 percent.
This is on account of a higher percentage growth
in short term liabilities compared to growth in
cash resources.

c. Asset Quality
The asset quality of the sector recorded an
improvement during the review period. Yield on
the gross portfolio, measured by comparing loan
income and the loan book, moved to 0.3 percent
as at September 2014 from 0.2 percent in March
2014 mainly on account of the profits reported by
most MFIs in the six months to September 2014.
Provisions as a percentage of gross loans also
dropped to 4.1 percent from 4.4 percent recorded
in the same period.
d. Profitability and Sustainability
The sector reported a general increase in
profitability in the period under review mainly on
account of the fact that most clients who include
farmers had harvested and sold their produce and
were able to repay their loans. Profits therefore
increased significantly from K78.9 million to
K533.4 million. Consequently, this led to an
increase in ROA and ROE to 3.0 percent and 16.9
percent from 0.5 percent and 1.9 percent
respectively.
2.5.3 Regulatory Framework
Seven directives on Deposit Taking Institutions
(DTIs)8 were gazetted in September 2014. These
directives are expected to address the liquidity,
credit and operational risks for DTIs. Licensing for
DTIs is therefore expected to commence during
the first quarter of 2015. In addition, corporate
governance directive for financial cooperatives
and DTIs and prudentially regulated NDTIs are
being drafted.
2.5.4 Risks in the Microfinance Sector
a. Liquidity Risk
Liquidity for the sector generally remained low
with some MFIs marginally meeting the required
benchmarks. The liquidity ratio for financial
cooperatives, which measures the level of cash
available to meet its obligations stood at 10.09
percent just above the required benchmark of 10

8

Asset classification, capital adequacy, corporate governance,
licensing and approval, prudential liquidity, financial reporting and
premises inspection directives
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percent. However, the liquidity ratio for MFIs
dropped to 62.0 percent in September 2014 from
80.5 percent recorded in March 2014. This was
below the recommended benchmark of 100
percent for short term obligations to be fully
covered by cash resources.
b. Credit Risk
The sector recorded an overall improvement in
the repayment rate during the period under
review. The average repayment rate for the
sector increased to 63.0 percent in September
2014 from 50.3 percent period in March 2014 on
account of harvesting and marketing season. The
sector may however record an increase in credit
risk in the coming months due to a reduction in
repayment rate on account of the procurement of
farm inputs by the clients who are largely
farmers.
2.5.5 Remedial Measures
The Registrar of financial institutions continued
to ensure that there is improvement in the
financial performance of the sector by holding
meetings with market players, where issues of
NPLs and capital inadequacy were tackled and
how these may be regularised. This is expected to
contribute in addressing the liquidity risk MFIs
face.

The Registrar also continued engaging various
stakeholders including concerned government
ministries to ensure that payroll deductions are
timely remitted to institutions in order to improve
the liquidity levels.
2.5.6 Outlook of the Microfinance Sector
In the coming six months period to March 2015:
 Profitability which is largely dependent on
amount of gross income is expected to
fall, ceteris paribus, as gross income is
expected to reduce during the farming
season
 Most SACCOs are likely to obtain their full
licenses by March, 2015 deadline. This is
expected to improve market conduct and
confidence in the sector.
 Wholesale lending to the institutions is
also likely to increase as the banks will
have confidence in the institutions as they
are regulated entities
 The sector may register a reduction in
repayment rate following a shift to
procuring farm inputs for the planting
season. This is likely to result into weak
liquidity levels as we approach lean
period.
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3. CAPITAL MARKETS
Main Message
In the 6 months period to September 2014,
the stock market was upbeat.
3.1. STOCK MARKET PERFORMANCE
The stock market recorded no new listings,
Table 3.1. This notwithstanding, the market
performed relatively well in the period under
review mainly due to the positive half year
financial performance of listed companies.
3.1.1 Malawi All Share Index (MASI)
During the period under review, the stock
market registered a relatively good performance
compared to period ending March 2014. The
(MASI) rose to 14,017.58 points from 12,782.98
points registering a return on index of 9.7
percent (Chart 3.1). The increase was attributed
to a rise in the Domestic Share Index (DSI) owing
to share price gains in eleven out of the thirteen
counters.

Chart 3.1: Trends in MASI, DSI and FSI
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The Foreign Share Index (FSI) also increased to
1,742.21 points from 1,709.34 points in March
2014 (Chart 3.1).
3.1.2 Market Capitalisation
Total Market Capitalisation (TMC) rose by 2.7
percent to K7,384.3 billion at the end of
September from K7,191.9 billion recorded in
March 2014. This was due to increases in share
prices. In US dollars, TMC increased to US$18.00
million from US$17.54 million. The Domestic
Market capitalisation was up by 10.6 percent to
K594.6 billion in September from K537.8 billion
in March 2014.
Table 3.1: Growth of the Capital Market
Sept
Mar
Sept
2013
2014
2014
MASI

10,604.97

12,783

14,017.6

14

14

14

Market CAP in
million US$

14,873.9

17,545

18,004.2

Value
of
Trades
to
Market
CAP
(TVT/MCAP)

2.3304

0.6847

0.5166

Listings

Source: Reserve Bank of Malawi

3.1.3 Market Turnover
The number of shares traded increased to
1,611.8 million for period ending September
2014 from 425.0 million for the six month period
ending March 2014. This was due to shares of low
value. The value of shares traded increased to
K8,505.2 million in six months period to
September from K6,395.5 million in March 2014.
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 September
2014 was recorded at 0.52 percent, lower than
0.68 percent registered in quarter ending March
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2014. This signaled declining liquidity in the
stock market as investors held on to their
investments (Table 3.1).

Chart 3.2 Growth of Portfolio Managers Fund
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3.2.1 Capital Adequacy
As at 30th September 2014, all portfolio
managers, brokers/dealers and the operator of
unit trust complied with the minimum regulatory
net capital requirement. The total capital for
portfolio managers stood at K1,049.8 million in
September 2014, from K667.1 million in March
2014. The increase was mainly due to retained
earnings registered within the reporting period.
Total capital for stockbrokers stood at K323.8
million in September 2014, from K293.1 million
in March 2014. This was attributed to retained
earnings registered during the review period.
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3.2.2 Liquidity
Average sector liquidity of portfolio managers
increased as evidenced by a rise in the ratio of
current assets to current liabilities from 3.7
registered in March 2014 to 9.5 registered in
September 2014. The liquidity level for
stockbrokers sector increased marginally from
1.0 registered in March 2014 to 1.2 registered in
September 2014. The ratios indicate that the
sectors would ably settle their current liabilities
when they fall due.

Source: Reserve Bank of Malawi

The funds held by unit trust also significantly
increased from K3.2 billion in March 2014 to K4.9
billion during the review period. The fund
registered a 52.8 percent growth (Chart 3.3).
Chart 3.3 Unit Trust Fund Growth
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3.2.3 Profitability
Brokers registered an increase of 81.3 percent in
profits during the review period. The total
profit-after-tax generated in the sector
increased from K42.7 million to K77.4 million
over the same period. The fund management
sector registered a 112.7 percent increase in
profits from K248.2 million to K387.8.
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3.2.4 Funds Under Management
The Funds under Management held by portfolio
managers increased from K302.4 billion in March
2013 to K354.3 billion in September 2014 (Chart
3.2). This is due to contributions from pension
funds and good returns from investments.

-

Source: Reserve Bank of Malawi
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3.3. EMERGING RISKS

b) The depressed stock market may affect
actions of investment managers of
pension funds who hold a significant
equity holding to realign their portfolios
towards money market instruments in
the short term should the situation
materialize.

In the event that the Government is not able to
raise adequate resources to finance its current
budget, it may be compelled to borrow heavily
at high interest rates. This is a likely scenario in
view of lack of donor support in the current
financial year. As a result;

3.4. Remedial Measures

a) There may be depressed activity on the
stock exchange which may affect
financial performance of capital market
players. Poor financial performance will
affect their ability to meet the minimum
net capital requirements.

The Government’s coupon bonds which are
expected to be issued to settle arrears owed to
the private sector need to be considered for
listing on the stock exchange. The bonds will
offer an investment opportunity for the market
players.
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4.0 FINANCIAL INFRASTRUCTURE

(b) the degree of utilisation and (c) system
participants’ capability to settle their
obligations as they fall due. These issues
represent the main operational and financial
risks that could adversely affect MITASS and
potentially culminate into systemic crisis.

Main Message
The financial infrastructure remained stable
during the period under review. There were
no major system disruptions. Hence, payment,
clearing and settlement of transactions
proceeded in a smooth manner.

4.1.1 MITASS Availability
Given its critical role in the settlement of
interbank transactions, MITASS infrastructure
needs to maintain extremely high levels of
operational reliability. The Reserve Bank of
Malawi therefore targets 96 percent availability
of the system to ensure smooth processing of
transactions throughout the business day.

The payments infrastructure remained stable
over the review period. In collaboration with
other key stakeholders, RBM undertook various
infrastructural and regulatory reforms to
improve the safety and efficiency of the national
payments system. Key infrastructural reform
activities included the modernization of the Real
Time Gross Settlement (RTGS) through
implementation of the Automated Transfer
System (ATS) which will interface with the
Automated Clearing House (ACH) and Central
Securities Depository (CSD). Another milestone
in the payments infrastructure reforms included
the implementation of the National Switch,
which is aimed at achieving interoperability of
Auto Teller Machines (ATM) and Point of Sale
(POS) terminals in the country. Regulatory
reform activities included pushing for enactment
of the long awaited Payments Systems Bill,
gazzetting of E-money Regulations and review of
the Bills of Exchange Act.

MITASS was stable over the review period, having
been available for 99.6 percent of its normal
operating hours, compared to 99.7 percent
achieved in the previous period (Chart 4.1).
Chart 4.1: MITASS Availability in 2014
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Interbank payments systems constitute the basic
financial infrastructures for the efficient
performance of modern economies. Malawi
Interbank Transfer and Settlement System
(MITASS) as the country’s Systemically Important
Payment System (SIPS) is essential to the
efficient flow of payments for goods and services
and is critical to ensure stability and confidence
in the financial system and the economy at
large. RBM, within its legal mandate, strives to
safeguard the stability of MITASS through
monitoring system participants and transactions
to promote safety and efficiency of the system.
RBM therefore carries out on and off-site
oversight assessments of MITASS operations to
identify the risks to which the system could be
exposed. The oversight activities mainly focus on
three key aspects namely (a) system availability,
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4.1.2 MITASS Utilisation
MITASS throughput is composed of single Funds
Settlement Instructions (FSIs), cheque and
smartcard transactions. Of these, FSIs are the
most efficient and secure way of making
payments as the transfer of value between
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parties is done in real time and is irrevocable.
Therefore the greater the percentage share of
FSIs to total throughput, the more efficient the
system is. Optimum utilization of the system is
measured by the increase in both the volume and
value of FSI transactions processed during a
particular period.

(b)

As indicated above, efficient usage of the system
is measured by the share of FSIs to total
throughput. Chart 4.3, shows that the share of
FSIs in total throughput in the period under
review was at 73.3 percent, up from 72 percent
recorded in the six months period to March 2014.
However, this was still below the minimum
required threshold of 75 percent for achieving
efficiency in the system. In absolute terms, the
FSI value increased by 9.5 percent to K2,885.2
billion from K2,635.1 billion over the same
period. Despite the increase in the value of FSIs,
the trend shows that the industry continued to
process more high value cheques in the system.
A policy intervention to implement a cheque
value cap could possibly improve the trend and
allow more values to be processed using FSIs.

Volume and Value of MITASS Throughput

The volume of transactions processed in MITASS
in the period under review increased to 122,883
from 116,500 processed during the previous six
months period. This represents a 5.5 percent
increase compared to an increase of 1.9 percent
registered in the previous period.
Similarly, the corresponding total value of
transactions increased by 9.0 percent to
K3,969.9 billion from K3,641.8 billion over the
same period as shown in Chart 4.2.
Chart 4.2: MITASS Throughput
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Furthermore, on average, daily value of
throughput increased by 9.1 percent to K31.3
billion in the six months period to September
2014 from K28.7 billion recorded in six months
period to March 2014. The increase in the value
of MITASS throughput may reflect an
improvement in the country’s economic activity

4.1.3 MITASS Settlements
Settlement in MITASS is done on prefunded
accounts and any temporary liquidity shortfalls
or settlement delays on the part of system
participants may lead to payment defaults. This
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can negatively affect the entire settlement
process and cause systemic disturbances in the
financial system.

(b)

Participants’ Settlement Capability

Each participant is required to make necessary
arrangement to prefund their accounts in order
to reduce settlement defaults. In cases where
the participant fails to borrow from the
interbank market, the Reserve Bank provides
lender of last resort assistance through the
Lombard facility where stressed banks can
borrow to fund their settlement obligations.

(a) Values per Settlement Window
MITASS settlement schedule is split into four
processing windows namely Window 1, Window
2, Window 3 and the Position Window. Being a
high value real time settlement system, MITASS
participants are encouraged to settle their
interbank obligations as early as possible
(preferably windows 1 and 2) to prevent liquidity
gridlock in the system.

In the period under review, there was a
reduction in borrowing from Lombard facility as
well as the number of defaults compared to the
previous six months period. This reflects an
improvement in liquidity in the banking system.
The frequency of settlement defaults in the
period under review decreased by 20 percent to
8 cases as opposed to 10 incidences in the
previous six months. However, total value of
defaults increased by 10.1 percent to K4.8
billion from K4.4 billion over the same period.

During the period under review, MITASS
participants processed more transaction value
during late settlement windows. 51.6 percent
was processed in window 3 while 11.2 percent
was processed in position window. Thus a total
of 62.8 percent of the settlements in the review
period, was processed in the late windows
compared to 52.9 percent processed in same
windows during the previous six months to March
2014 (Chart 4.4).

4.2 Oversight of the National Payments
System Infrastructure

Chart 4.4: MITASS Values per Settlement
Window

4.2.1 Onsite and Offsite Oversight Activities
Based on its mandate on oversight of the
payments system infrastructure, RBM continued
to carry out oversight activities involving both
large value and retail payment systems.
(a)

Oversight of MITASS

During the period under review, RBM assessed
performance of participants in MITASS which
revealed an improvement in the overall
performance when compared to the previous six
months period. This reflects implementation of
RBM recommendations made during on-site
oversight visits made during the previous review
period.
(b)

Oversight of Mobile Payments

During the period, RBM conducted pilot tests of
a new template for submitting mobile money
data to RBM by Mobile Network Operators
(MNOs). The new template will capture critical
mobile money payments and financial inclusion
indicators to improve RBM’s oversight of the
mobile money sector as well as measurements of
progress on financial inclusion in the country.

Source: Reserve Bank of Malawi
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4.3
National Payments Infrastructure And
Regulatory Reforms

Chart 4.5: SIRESS Performance (April -Sept 14)
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Significant progress has been made towards
implementation of the ATS and CSD project as
part of the modernisation initiatives in the
domestic payments system. During the period of
review, Montran, the suppliers of the new
system, conducted user training involving RBM,
commercial banks and other key stakeholders to
ensure that system users have the necessary
knowledge and expertise to run the system. In
addition, most key stakeholders successfully
completed integrating their core banking
systems to the ATS to achieve Straight Through
Processing (STP). The system is expected to go
live on 1st December 2014.
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4.3.3 Progress
on
Regulatory Reforms
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Payments
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Payment Systems Bill

During the period under review, RBM continued
to engage the Ministries of Finance and Justice
to ensure that the Payments Systems Bill is
enacted by 2015. Once enacted, the Bill 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.

Similarly, during the period of review,
implementation of the National Switch was at an
advanced stage, including user testing and other
system configurations. The National Switch is
expected to provide switching services to
support interoperability of retail payments,
including ATMS, POS, internet, mobile banking,
international payment cards (such as Visa and
Master Card). The project is expected to go live
in 2015.
with
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4.3.1 Domestic Infrastructure Modernisation

(b)

E-Money Regulations

In consultation with key stakeholders, RBM
successfully completed preparation of e-Money
regulations during the period under review.
These will provide for regulation of all e-money
operations in Malawi, 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 be implemented in 2015.

Cross-border

SADC Integrated Regional Electronic Settlement
System (SIRESS)
Since going live of SIRESS in April 2014,
transactions processed by Malawi in the system
have increased tremendously during the period
under review. The total volume of transactions
increased to 479 in September 2014 from 28 in
April 2014, representing 1610.7 percent
increase. Similarly, the corresponding value of
transactions increased to K3.2 billion (or
ZAR79.5 million) from K111.2 million (or ZAR2.9
million) over the same period. This trend is
expected to continue owing to growing
confidence in SIRESS amongst banks (Chart 4.5)
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