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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 (RBM) website www.rbm.mw. The June 2015 FSR analyses
the financial system developments covering the period between October 2014 and March/April 2015.
The RBM acknowledges the support from Ministry of Finance, Economic Planning and Development
in the preparation of this report.

iv

THE RESERVE BANK OF MALAWI AND FINANCIAL STABILITY
As set out in the RBM Act, financial stability is one of the RBM’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 RBM to fulfil its mandate of
ensuring that the financial system is stable.
The RBM considers financial stability as a condition represented by a sound financial system, capable
of withstanding shocks to the economy; one that is able to allocate savings into 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 analysis in the June 2015 Financial Stability Report (FSR), reveals that Malawi’s financial system
remained resilient between October 2014 and March 2015. The analysis was conducted on
developments in the banking sector, the non-bank financial institutions, the capital market and the
payment system.
On the domestic front, risks to financial stability from the macroeconomic and financial developments
remained moderate. The economy is estimated to grow by 5.4 percent in 2015 compared to a growth
of 6.0 percent in 2014. Inflationary pressures eased while the Kwacha exchange rate against the US
dollar stabilised in the first quarter of 2015. On the international market, the lower crude oil prices
partly contributed to the declining inflation in Malawi through lower domestic pump prices.
Overall, the banking sector remained sound and resilient. The sector registered a strong growth in
assets of 22.9 percent compared to a growth of 3.3 percent over the six months to September 2014.
All banks except two, remained adequately capitalized. At the macro level, the banking sector
recorded tier 1 and total capital ratios of 16.2 percent and 20.2 percent against minimum regulatory
capital requirements of 10.0 percent and 15.0 percent, respectively. Similarly, the banking system’s
asset quality improved slightly as the ratio of NPLs declined to 14.7 percent in March 2015 from 15.6
percent in September, 2014. In addition, all banks except one were adequately liquid.
However, results of the stress tests conducted on all banks using data as at December 2014, showed
that credit risk was a major threat to banking system stability. Further, the results revealed that
shocks to net interest income and income from foreign exchange trading had a large impact on most
of the banks’ tier 1 capital ratio and ROA. The results also showed that some banks were considerably
more exposed to liquidity risk. This notwithstanding, the banking system remained resilient.
The insurance and pension sectors were sound. All insurance companies met the minimum regulatory
core capital requirements. The companies also remained adequately liquid. The main risks of the
pension sector were concentration and interest rate risk. In addition, there was a risk that the
pension scheme might not achieve the potential coverage due to the increasing arrears.
Overall, microfinance institutions remained stable. However, the sector continued to face persistent
non-remittance of payroll deductions. The performance of Malawi’s capital markets was relatively
modest compared to the six months to September 2014. The outturn was largely on account of low
participation of most institutional investors, which opted not to take new positions in anticipation of
the release of financial statements between March and May 2015.
The payments infrastructure was stable. The availability of Malawi Interbank Transfer and
Settlement System (MITASS) stood at 99.6 percent. It was expected that availability of MITASS would
remain high in future following implementation of the new ATS, which is web-based and has
transaction messages running on the SWIFT network. The ATS and the SWIFT are less vulnerable to
network problems compared to the RTGS system, which ran on a virtual private network (VPN).
C.S.R. CHUKA
GOVERNOR
vi

1.

1.1.2 Risks to Global Financial Stability

MACROECONOMIC AND FINANCIAL
DEVELOPMENTS

Risks to global financial stability increased
between October 2014 and April 2015.
Emerging market financial stability risks
heightened. Persisting decreases in oil and
commodity
prices
adversely
affected
commodity exporting countries. Further,
companies which borrowed significantly from
the international markets faced balance sheet
strains following revaluation of foreign
currency liabilities. China faced disinflation,
reflected in property price declines. This had
an adverse impact on balance sheets for banks
and shadow banks. Consequently, global
financial markets experienced tensions
resulting into rising market and liquidity risks.

1.1 GLOBAL DEVELOPMENTS1
The outlook for global economic growth in
2015 remains favourable. This is explained by
improved economic conditions in advanced
economies. Meanwhile, overall risks to global
financial stability increased between October
2014 and April 2015.
1.1.1 Global Economic Conditions
The global economy is expected to register a
higher growth in 2015. The expected
expansion will largely be driven by a relatively
stronger growth in advanced economies.
Emerging market and developing economies,
on the other hand, are projected to experience
weaker growth. The outturn is on account of
subdued prospects for some large emerging
market economies, notably, China and other oil
exporting economies.

Chart 1.2: Oil Prices (Percentage Change)
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The heightened emerging market risks,
however were partly offset by macroeconomic
and
credit
market
developments.
Macroeconomic risks remained basically
unchanged. This was a reflection of benefits
from the lower oil prices, and additional
monetary accommodation, which outweighed
concerns from disinflation. Credit risks also
remained broadly unchanged, following a net
off between macroeconomic benefits of lower
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The analysis is based on World Economic Outlook (WEO) and
Global Financial Stability Report (GFSR) April 2015

1

2015 and 2016 are projections

energy prices on household balance sheets and
the immediate adverse credit impact on firms
in the energy sector.

environment. Notably, lower crude oil prices
are likely to have an effect on inflation through
the domestic pump prices. Reflective of lower
international crude oil prices, domestic pump
prices declined during the review period.

1.2 DEVELOPMENTS IN SUB SAHARAN
AFRICA (SSA)3
Despite economic challenges facing the oil
exporting countries in SSA, average
economic growth for the SSA region
remained robust. However, new financial
system stability risks are to emerge from
the adverse economic conditions in some
oil and non-oil exporting countries.

Developments in SSA could adversely affect
Malawi’s banking system, should the economic
challenges in both oil and non-oil exporting
countries persist and cause stress in their
banking systems. The presence of foreign
banks, (whose home countries have been
experiencing economic challenges) in Malawi
could be a channel through which banking
instability could arise.

1.2.1 Financial Stability in SSA

1.3 DOMESTIC DEVELOPMENTS

Following the declining crude oil prices on the
international market, oil exporting countries in
SSA are to face depreciating exchange rates
and high interest rates.

Financial stability risks from the domestic
macroeconomic and financial developments
remained moderate. Economic growth in 2015
will be relatively low compared to growth in
2014. Inflationary pressures decreased over
the review period. The exchange rate stabilised
against the US dollar in the first quarter of
2015.

In addition, countries whose banking systems
have a high concentration of loans in the
energy sector are at a high risk of facing
banking system instability. As reported in the
Global Financial Stability Report (GFSR) April
2015, Nigeria (out of 21 frontier and emerging
markets) had the highest such exposure by the
year 2014.

1.3.1 Real GDP Growth
The Malawi economy is estimated to register a
relatively lower GDP growth in 2015. The
outturn is largely explained by a slowdown in
the agricultural, manufacturing and wholesale
and retail trade sectors. In 2016, however, real
GDP growth is projected to rise again.

In response to the lower revenues from
decreased oil prices, oil exporting countries are
to implement fiscal adjustment. In turn, this is
likely to lead to a buildup of government debt
resulting into liquidity problems in their
banking systems.
1.2.2

The slowdown in the agriculture sector is on
account of adverse weather conditions,
reflected in late onset of rains, floods in some
parts of the country and the dry spells
experienced in most districts. In turn, the lower
agricultural production will adversely affect
other sectors, such as the manufacturing and
wholesale and retail trade owing to a strong
linkage between these sectors.

External
Macro-Financial
Developments and Malawi’s MacroFinancial Performance

The global developments have implications on
the domestic macroeconomic and financial

3

Analysis is based on the Regional Economic Outlook (IMF) April
2015
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Table 1.1: Real Output Growth by Selected
Type of Activity (at 2010 prices)4
Percent

2013

2014

2015*

2016*

6.2

6.0

5.4

6.5

GDP, 2010
constant prices
Agriculture,
forestry and
fishing
Manufacturing

inflationary pressures, the RBM raised the
Policy Rate on 30th October 2014.
Consequently, commercial banks increased
lending rates as reflected by a rise in the
average base lending rate in November and
December 2014.
Chart 1.4: Monthly Interest Rates
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35.0
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20.0
Mar-13

7.1

Wholesale and
retail
7.9
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5.3
7.7
* Indicates preliminary figures
Source: Reserve Bank of Malawi, National Statistics
Office, Ministry of Finance, Economic Planning and
Development
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Table 1.2: Interbank Rate (%) and Banking
System Liquidity (Daily Averages, K’bn)
2014

40

Total
Reserves
Required
Reserves
Excess
Reserves
Interbank
Trading
Lombard
Facility
Access

35
30
25
20

Sep-14

Mar-15

The interbank rate (IBR) decreased largely on
account of high banking system liquidity.
During this period, access on the Lombard
Facility was dominated by one bank.

Chart 1.3: Domestic Headline Inflation (%)

Mar-14

Sep-14

Source: Reserve Bank of Malawi

Inflationary pressures eased due to lower
prices on both food and non-food items and the
tight monetary policy stance. The outlook for
inflation in the medium term is mixed.
Contrary to the seasonal expectation, food
prices in the coming months, might not drop
significantly due to low yield.
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As at October 2014, analysis revealed that
upside inflationary risks would continue
heightening. In order to manage the projected

Overall, Treasury Bill yields rose across all
tenors. Between October 2014 and February
2015, yields maintained an upward trend. The

4

Annual Percentage changes unless otherwise stated
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outturn was partly on account of higher
issuances compared to maturities. The upward
trend was reversed in March 2015. Despite
this, the yields as at March 2015 remained high
compared to yields recorded in October 2014.

Chart 1.5: Exchange Rate: Kwacha per US
Dollar (End Month Figures)
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Table 1.3: Treasury Bill Yields

All
Type

Oct14

Nov14

Dec14

Jan15

Feb15

Mar15

20.2

23.4

26.8

26.9

26.9

25.4
Source: Reserve Bank of Malawi

91
days

19.6

23.8

26.9

26.8

26.9

25.7

182
days

20.4

23.5

26.5

26.9

26.9

25.2

Appreciation of the Kwacha was partly aided
by issuance of three directives by the RBM and
the swap debt facility with Preferential Trade
Area Bank, (PTA), Box 1.1.

364
days
20.4
22.8
26.9 29.9
Source: Reserve Bank of Malawi

26.9

24.7

1.3.4 Outlook
Risks arising from the macroeconomic and
financial developments to financial stability
are expected to remain moderate. Domestic
growth prospects for 2015 remain relatively
low. The estimated lower food harvest is likely
to exert upward pressure on inflation. Despite
this, Malawi’s financial system is expected to
remain resilient owing to risk based
supervision of the financial institutions. In
addition high inflationary pressures from food
items are likely to be partly offset by prices of
non-food items.

1.3.3 The Exchange Rate
Risks to the banking sector from the foreign
exchange market remained low. Despite
depreciating in November 2014, the Kwacha
appreciated in December 2014. The Kwacha
continued to appreciate until March 2015. In
addition, between February and March 2015,
the Kwacha remained relatively stable.

4

BOX 1.1: APPRECIATION OF THE MALAWI KWACHA: DECEMBER 2014-MARCH 2015
The Kwacha began appreciating against the United States dollar in December 2014. This appreciation is largely attributed
to three main actions by the RBM: Preferential Trade Area Bank’s (PTA) K122.3 billion investment into the 3 year Treasury
Note, review of Guidelines for Foreign Exchange Trading Activities and amendments to the Liquidity Reserve
Requirement (LRR) Directive in the fourth quarter of 2014.
a)

PTA Bank Investment into a 3 year Treasury Note

The PTA Bank invested K122.3 billion into a 3 year Treasury Note issued by the Malawi Government in the fourth quarter
of 2014. By investing in the Treasury Note, the PTA Bank had to find Kwachas by selling its US dollars to ADBs in Malawi.
Eventually, RBM managed to buy these dollars from the ADBs.
b)

Review of Guidelines for Foreign Exchange Trading Activities

The RBM issued two directives under the Guidelines for foreign exchange and related trading activities. The directives are
as follows:
i. Valuation of Assets Directive: Under this directive, ADBs are required to use the reconciled actual trade-weighted
rates for end of day valuations. This is meant to encourage banks to take due diligence when setting up exchange rates
with their customers and avoid speculative purchases of foreign exchange at significantly higher prices than would
otherwise fundamentally be determined. Under this Directive, ADBs that engage in speculative purchases would be
registering valuation losses from the day of purchase onwards until the market trade-weighted exchange rate also
depreciates to equal or exceed the prices at which the respective banks’ purchased the foreign exchange portfolio under
valuation. In the process, if a bank quotes a higher exchange rate, the same bank will be required to record a higher
exchange rate risk position than the average player in the market, a situation which would need proper justification to
stakeholders.
ii.
Directive on Intra-day Traded Rates: This requires commercial banks to consider changing intra-day traded
rates only when the value of the transaction is at least US$250,000.00. This is intended to allow the market to filter out
noise as much as possible and allow fundamentals to determine the level and direction of the exchange rate. It must be
noted that this Directive does not in any way give monetary authorities direct control over the exchange rates. Banks will
continue to freely determine exchange rates in line with the current exchange rate regime by determining the magnitude
and direction of the exchange rate for all significant trades. Banks are still allowed to freely and competitively determine
the prices in line with the current exchange rate regime.
c)

The Liquidity Reserve Requirement (LRR) Directive:

This Directive requires all commercial banks to observe their LRR on foreign currency in its Kwacha equivalent. The
Directive was designed in such a way that banks had an added incentive to offload to the market part of the foreign
exchange reserves they were holding or would otherwise hoard in exchange for the Kwacha reserves. Therefore, any
increase in foreign currency deposit liabilities would translate directly into an increase in local currency reserve
requirements for the next LRR observance period, which in turn implied a liquidity squeeze on the banks. It was
envisioned that banks would notice the need and benefit on their part to release some of the foreign exchange they would
manage to offload from their books and allow the Kwacha to appreciate in the process or at least halt the then daily
observed depreciations. By reducing the noise and allowing market participants to consider the underlying fundamentals
in the process, encouraging banks to take due diligence when transacting with their customers especially when buying,
and stimulating the supply of foreign exchange to the market, which in turn mopped up local currency, the depreciation
of the Kwacha exchange rate was ably reversed and expectations also turned around at a time not seasonally expected.
Consequently, a momentum was created and it further elicited those that could offload their positions to the market to do
so before the foreign currencies had lost much value.
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2.0

FINANCIAL INSTITUTIONS

2.1 THE BANKING SECTOR
The banking sector remained sound and stable in
the six months to March 2015. Capital was
adequate and the loan book grew by 16.4 percent.
The sector also recorded a decrease in nonperforming loans (NPLs) to gross loans. 5

2.1.2 Financial Soundness Conditions
a. Capital Adequacy

2.1.1 Growth of the Banking Sector
The sector registered a higher growth in assets of
22.9 percent over the six months to March 2015
compared to a 3.3 percent growth over the six
months to September 2014 (Table 2.1).
Table 2.1: Banks’ Assets and Deposits (K’
billion)
Sept
2013

March
2014

Sept
2014

March
2015

Assets

589.5

673.6

696.1

855.2

Deposits

426.0

478.1

481.6

572

of which Kwacha:

325.5

353.5

361.1

431.3

of which forex:

100.5

124.6

120.5

140.7

Gross loans

246.6

287.4

297.9

346.0

33.6

45.8

46.2

50.9

Asset

14.8

14.3

3.3

22.9

Deposits

17.3

12.2

0.7

18.8

Kwacha

17.0

8.6

2.1

19.4

Forex deposits

18.4

24.0

-3.3

16.8

Gross loans

16.5

3.5

3.5

16.4

Of which NPLs

The growth in assets was largely due to a 34.4
percent increase in investments and
securities as they grew from K155.6 billion in
September 2014 to K209.1 billion in March
2015. However, the loan book continued to
comprise the largest portion of the total assets
at 40.5 percent as at March 2015.

Growth (%)

Source: Reserve Bank of Malawi

Capital adequacy for the banking system over
the review period remained sound. The
minimum regulatory capital requirements for
core and total capital ratios are 10.0 percent
and 15.0 percent, respectively. Both core
capital and total capital ratios increased from
September last year to March this year (Box
2.1). The increase in the capital ratios was on
account of higher growth in core and total
capital of 38.5 percent and 40.0 percent
respectively than the 21.5 percent growth in
risk weighted assets. However, two banks
failed to meet the minimum capital adequacy
requirements in the period under review.
b. Asset Quality

The sector’s NPLs remained high, at K50, 860.8
million in March 2015, up from K46, 229.6
million at end September 2014. At this level, the
NPLs comprised 14.7 percent of the sector’s
gross loans, compared to 15.6 percent in
September 2014. The decline in the NPLs to
gross loans ratio is attributed to a
proportionately higher growth in the loan book
(16.4 percent), than improved asset quality
over the review period.

5

As at March 2015 there were 12 banks and 1 Leasing and Finance
Company. However the data provided in this report is for 11 banks.

6

The above notwithstanding, it is worth noting
the slowdown in buildup of NPLs over the
review period, compared to the six months to
March 2014, which registered a 36.2 percent
growth rate. This is indicative of the gradual
stabilization of the sector, against the economic
stability so far noted.
c. Earnings

The sector registered a slight decline in earnings
as measured by the return on equity (ROE),
Table 2.2. Overall, banks remained profitable
despite a decline in the ROE ratio. However, it is
also worth noting that two banks posted losses
in the period under review.
Table 2.2: Trends of ROE, ROA and Net
Profit After Tax (MK’Billion)
Mar 2014

Sept 2014

Mar 2015

ROE (%)

31.9

30.9

28.1

ROA (%)

4.5

4.6

4.7

Net Profit
after tax

9,103

28,373

11,314

Source: Reserve Bank of Malawi

d. Liquidity

Banking system liquidity remained sufficient
over the reporting period. The liquidity ratio as
measured by liquid assets to total deposits plus
other short term liabilities, increased to 64.9
percent as at March 2015 from 58.4 percent in
September 2014. This was well above the
minimum regulatory ratio of 30.0 percent.
Individual analyses, however, indicated that
one bank still faced liquidity challenges. The
liquidity challenges were directly related to
high levels of NPLs.
2.1.3 Assets, Deposits and Market share
As at end March 2015 the loan book comprised
the largest portion of total assets, at 40.5

percent; seconded by securities and
investments at 19.9 percent of which 85.6
percent were held to maturity.
On the funding side, the deposit base was
moderately diversified, with demand deposits
comprising 34.3 percent of total deposits. These
were followed by foreign currency deposits at
24.6 percent.
The banking industry remained highly
concentrated as two banks accounted for 46
percent and 47 percent of the industry assets
and deposits, respectively. This position was
slightly lower than the September 2014
position.
Table 2.3:
(MK’Billion)

Assets

and

Deposits

Mar 2014

Sept 2014

Mar 2015

Assets

673.8

696.0

855.2

Two largest
Banks

344.4

340.5

392.5

Other Banks

329.3

355.6

462.7

Deposits

478.1

481.5

572.0

Two largest
Banks

246.7

236.9

268.1

Other Banks

231.4

244.6

303.9

Source: Reserve Bank of Malawi

2.1.4 Conclusion and Outlook
During the six months to March 2015, the sector
was sound and stable despite challenges faced by
some individual banks. Capital remained
adequate and the loan book grew. The sector also
recorded a decrease in the NPLs ratio.
In the ensuing six months, it is expected that the
sector will continue to register profits; sufficient
liquidity and NPLs will be contained.
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BOX 2.1: SELECTED KEY FINANCIAL SOUNDNESS INDICATORS
Key Ratios (%)
Capital Adequacy
1. Tier 1 to risk weighted assets
2. Total Capital to risk weighted assets
Asset Quality
1. Non-performing loans to Gross loans
2. Specific provisions to NPLs

Benchmark

Mar 14

Jun 14

Sept 14

Dec 14

Mar 15

>10.0
>15.0

14.8
18.3

14.9
18.3

14.3
17.5

13.7
17.3

16.2
20.2

<5.0
>20.0

15.9
29.7

16.1
28.3

15.6
30.5

14.9
31.0

14.7
33.0

>2.5
> inflation
N/A

4.5
31.9
43.9

4.9
33.5
43.2

4.6
30.9
42.9

4.4
29.1
44.4

4.7
28.1
45.2

>30.0

57.1

57.6

58.4

61.8

64.9

N/A

60.1

62.0

61.7

58.3

60.5

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

BOX 2.2: UPDATE ON BASEL II IMPLEMENTATION
(a)

Pillar II Implementation

All banks are currently conducting the 2015 Internal Capital Adequacy Assessment Process (ICAAPs). The RBM has
planned to conduct on-site Supervisory Review and Evaluation Processes (SREPs) during 2015. To enhance skills on
ICAAP SREP, the RBM had Technical Assistance from IMF East AFRITAC. The mission recommended the following:
(1) The RBM should introduce target capital ratios for monitoring banks.
(2) The RBM should include capital in its risk assessment matrix in order to arrive at net risk as a way of integrating
the ICAAP into the risk based reporting.
(b)

Publication of Pillar III (Market) Disclosures

As at end March 2015, only two banks had prepared their annual Pillar III disclosures for 2015. This indicates that
some banks are still finding difficulties with publishing Pillar III disclosures. The RBM plans to implement the
following strategies to motivate banks to comply with Pillar III;
(1) Review (simplify) the Pillar III (Market Disclosures) Guidelines and align them to the Directive on Disclosure of
Information by Banks.
(2) Publish a press briefing in the local press advising the public (especially corporate clients) that all banks are
obligated to make Pillar III disclosures for their information and rational decision making. The press briefings
should also advise the clients on how best they can use the published disclosures.
(3) Invoke penalties under the Directive on the banks which continue failing to publish the Pillar III disclosures.
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2.2

Table 2.4 Percentage Increase in NPLs by
Economic Sector7

STRESS TESTING MARCH 20156

The RBM conducts stress tests for banks twice a
year. The most recent stress tests were done
based on December 2014 data. The tests are
carried out to gauge resilience of banks to
possible internal and external shocks.

Sector Shocks
Agriculture, forestry, fishing and
hunting
Mining and quarrying
Manufacturing

The results of the recent stress tests revealed
that banks were most prone to credit risk.
Further, shocks to net interest income and
income from foreign exchange trading had a
significant bearing on most banks’ tier 1 capital
and ROA. The results also showed that some
banks were considerably more exposed to
liquidity risk.
2.2.1

Credit Risk

Minor
30
30
20

50
50
40
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The performance of the sector was stressed on
the basis of successive growth in NPLs and the
impact assessed on capital adequacy. This shock
on the banking sector assessed the resilience of
the sector’s capital to credit risk as relates to
NPLs. Stress scenarios were applied on
progressive severity from minor to major
shocks.

Major

Chart 2.1: Effects of Sectoral Shocks on
Tier 1 Ratio (profits not used for defense)
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12.8

12.0

(a) Effects of Shocks to Various Sectors of the
Economy

10.6

Tier 1 Ratio

10.0

When the minor and major shocks were applied,
the banking sector’s tier 1 capital ratio declined
from 12.8 percent to 10.6 percent and 7.0
percent, respectively (Chart 2.1). The results also
revealed that two banks’ tier 1 ratios (6.3
percent and 2.8 percent) fell below the
regulatory minimum requirement of 10.0
percent in the minor shock.

8.0

7.0

6.0
4.0
2.0
0.0
Tier 1 ratio,
pre-shock

In the case of the two banks in question, their
pre-shock tier 1 ratios were already below the
minimum regulatory requirement.

Minor

Major

Source: Reserve Bank of Malawi

6

7

Refer to Box 2.3 for weaknesses/limitations of the model and
data used in the stress

Shock is based on the increase in NPLs in respective economic
sectors.
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(b) Effect of Large Borrowers’ Defaulting
The shocks were applied on both asset and
liability sides to assess the impact on liquidity.
The asset side was stressed on the basis of
available liquid assets, which would help the
bank to meet short-term obligations. The
liability side was assessed on the basis of panic
deposit withdrawals from the bank in the event
of liquidity stress.

This shock aims at assessing the impact of
credit concentrations on banks’ tier 1 capital. It
shows how the banking sector is vulnerable to
failure of one client leading to decline in tier 1
capital ratio. The test is iterative and
determines the magnitude of the impact of the
largest exposure defaulting, followed by the
two largest etc.

The stress scenarios were applied on a systemic
and also on individual bank basis. The results in
chart 2.3 show that the liquidity ratio of the
banking sector declined from 58.5 percent (preshock) to 52.0 percent, 49.1 percent and 46.9
percent for minor, moderate and major shocks,
respectively. At this level, the liquidity ratio was
still above the minimum regulatory requirement
of 30.0 percent. However, one bank failed the
minor shock as its liquidity ratio was 26.6
percent.

The results revealed that the sector’s tier 1
capital ratio declined from 12.8 percent to 9.8
percent when the largest borrower defaulted
and that tier 1 ratio declined to 5.1 percent
when all five borrowers defaulted, Chart 2.2. In
addition, the tier 1 ratios of nine banks would
fall below the regulatory minimum
requirement if five largest borrowers
defaulted.
Chart 2.2: Effects of Largest Borrowers
becoming non-performing (Profits not used
for defense)
14.0

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

2.2.3

This test was conducted under minor, moderate
and major shocks scenarios and assumed
deposit run of 10.0 percent for minor shock, 20.0
percent for moderate shock and 30.0 percent for
major shock.

Days A Bank is Afloat

Under this test, liquidity from the liability side
was shocked in order to assess the number of
days a bank would survive in light of the
assumed run on the deposits of the bank (and/or
10

the system) for the three categories of stress
scenarios. A bank is assessed as fit, if it can
remain afloat for five days following a liquidity
shock.

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.

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.

As indicated in Chart 2.5, the banking sector’s
tier 1 ratio declined from 12.8 percent to 9.1
percent and 8.0 percent in scenario 1 and
scenario 2, respectively. One bank had tier 1
ratio decline from 12.7 percent to 3.3 percent
after scenario 1.

The results (chart 2.4) showed that the banking
sector would survive the deposit run for 8 days,
4 days and 3 days during minor, moderate and
major shocks, respectively. On the other hand,
the banking sector would survive the deposit run
coupled with haircuts on liquid assets for 7 days,
3 days and 2 days during minor, moderate and
major shocks, respectively. Two banks would
survive a deposit run for only 1 day during the
minor shock.

Chart 2.5: Tier 1 Ratio after Shocks to
Interest and Forex Income (profits not used
for defense)
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Chart 2.4: Effect of System Wide (SW) and
Bank Specific (BS) Shocks- Liquidity Days
Afloat (DA)
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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 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.

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
11

The banking sector’s ROA declined from 1.8
percent to -0.8 percent and -1.7 percent in
scenario 1 and scenario 2, respectively as
indicated in chart 2.6. Two banks 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, two banks had
their ROA still positive in scenario 2.

Chart 2.7 shows that the banking sector’s tier 1
ratio would increase to 16.5 percent through
depreciation of the Kwacha by 20.0 percent.
However, tier 1 ratio remains constant with
depreciation of 50.0 percent. Five banks would
stand to benefit by 0.9, 0.8, 0.7, 0.4 and 0.1
percent in their tier 1 ratios following the
depreciation of the Kwacha by 50.0 percent.
Chart 2.7: Foreign Exchange Risk of
Appreciation and Depreciation of the Kwacha

Chart 2.6 ROA after Shocks to Interest and
Forex Income

18.0
2.0

1.8

16.0
14.0

Tier 1 Ratio

1.5

ROA (%)

1.0
0.5
0.0

12.0

10.0
6.0
4.0

-0.5
-1.0

8.0

2.0
-0.8

0.0

-1.5
-2.0

-1.7
ROA, pre- Net int. inc.- Net interest
shock
5% & FX inc.-10% FX
inc.-50%
inc -60%

Source: Reserve Bank of Malawi

2.2.6

Source: Reserve Bank of Malawi

2.2.7

Foreign Exchange Risk

Interest Rate Risk

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 exchange rate shock assumed shifts in the
exchange rate of the kwacha against major
trading currencies. The assumption for minor
shock, was of a shift in foreign exchange rates by
20.0 percent upwards and 20.0 percent
downwards. In the major shock it was assumed
that there was a 50.0 percent depreciation of the
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 loans in a
foreign currency.

The results in Chart 2.8 indicate that the
banking sector’s tier 1 ratio increased to 14.0
percent with a decrease in interest rates by 500
basis points. Whereas, the increase in interest
rates by 500 basis points would lead to tier 1
ratio decrease by 1.3 percentage points and
12

increase by 1000 basis points in interests would
lead into tier 1 ratio to decrease by 2.3
percentage points. However, three 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 i.e.
sensitivity depends on the business model.

Three banks had tier 1 ratios turning negative
and nine banks’ tier 1 ratios fell below the
regulatory minimum of 10.0 percent after
scenario 1. Six banks had tier 1 ratios turning
negative after scenario 2; and only two banks
had tier 1 ratios still above the regulatory
minimum after scenario 2.
Chart 2.9 Effects of Combination of Shocks
on Tier 1

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

2.2.8 Combination of Shocks

The results of the stress tests revealed that the
banking sector remained resilient against all
individual shocks, except credit concentration
shocks both in single name exposures as well as
sectoral concentration.

This 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 50 percent,
respectively and income shocks.

A combination of shocks further revealed
vulnerability, mainly emanating from credit and
income shocks. Nevertheless, income shocks
results showed that the industry is no longer
predominantly dependent on foreign currency
trading income.

As shown in Chart 2.9, the banking sector’s tier 1
ratio declined from 12.8 percent to 4.3 percent
and -2.8 percent after scenario 1 and scenario 2,
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 the banking sector. 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 measures of capital adequacy may be selected, e.g. Tier 1 and 2 ratio, Total equity/Risk
weighted assets or Total equity/Total assets. In the model, banks and authorities do not take action to mitigate the shock.

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 remains difficult. This particularly relates to NPLS and loan-loss provisions, which are of crucial
importance in stress testing. There is a considerable element of subjective evaluation of future events related to these
items, and the “correct” answer is only known in retrospect, if at all.
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2.3

THE GENERAL INSURANCE SECTOR

Two companies failed to meet the minimum
solvency requirement. However, all seven
companies met the minimum core capital
requirement of K50.0 million. On a
consolidated basis, total capital for general
insurers stood at K10.7 billion in March, 2015
compared to K8.8 billion in September 2014.
The rise in capital was attributed to increased
profits by most companies.

Overall, the general insurance sector remained
adequately capitalized over the six months to
March 2015. However two of the seven
companies failed to meet the minimum
regulatory solvency ratios. The main risks in
the sector related to rising uncollected
premiums and concentration of investments in
the money market.
2.3.1 Financial Soundness Conditions

b.

a. Capital Adequacy
The general insurance sector registered a
slight decline in capital adequacy as indicated
by a drop in solvency ratio8 from 41.0 percent
to 38.6 percent, (chart 2.10).This was still
above the minimum solvency requirement of
20.0 percent. The decline was largely
attributed to growth in net premiums written,
reflecting increased risk acceptance by the
sector.

Asset quality deteriorated during the period.
Receivables to gross premiums ratio rose to
87.5 percent in March 2015 from 63.7 percent
in March 2014 signifying increased exposure
to potential asset quality risk (chart 2:11).

Receivables to gross premiums
written (%)

Chart 2.11: Receivables to Gross Premiums
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The increase was largely attributed to late
collection of premiums in the industry in
contravention of the Premium Payment
Directive (PPD). Total assets increased to
K28.6 billion as at end March 2015, from K25.1
billion reported as at end September 2014.
Money market investments and insurance

37
Mar-15
Solvency ratio

Source: Reserve Bank of Malawi

8

Solvency ratio measures adjusted net assets relative to net
premium written. The lower the ratio, the greater the risk taken.
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premium dues constituted the largest asset
classes making up 42.4 percent and 24.1
percent of total assets respectively (chart
2:12).

d.

The general insurance sector registered an
increase in risk retention in the review period.
Net Premium to Gross Premium ratio
increased from 77.3 percent in September
2014 to 83.0 percent in March 2015 (Chart
2.14).

Other
Equity
Investment

Chart 2.14: Risk Retention

Reinsurance
Recoveries due

Net premium to gross premium (%)

K'Billions

Chart 2.12: Asset Composition
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c.

Reinsurance

Liquidity

The general insurance sector saw improved
liquidity over the period under review. Liquid
assets to current liabilities ratio increased
from 68.6 percent in September 2014 to 72.6
percent as at 31st March 2015. Similarly, the
current ratio improved from 155.3 percent to
162.0 percent over the same period. Hence the
sector had adequate current assets to settle
current liabilities when they fell due (Chart
2.13).
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The increased retention is attributed to the
market’s increased risk appetite in all accounts
including non-motor business. Nevertheless,
with the satisfactory capital position for the
sector the risks retained are deemed to be
adequately supported by the capital.
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Chart 2.13: Liquidity - General Insurance

e. Earnings and Profitability
The general insurance sector’s profitability
improved during the period under review. The

Liquid assets to current liabilities
Source: Reserve Bank of Malawi
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combined ratio 9 improved from 98.5 percent
recorded in September 2014 to 94.5 percent in
March 2015, owing to a decrease in both claims
incurred and management expenses relative to
earned premium income. Consequently, the
sector’s overall return on assets slightly
increased from 18.3 percent in September
2014 to 20.6 percent in March 2015 (Chart
2.15).

interest rates may adversely affect investment
returns in the sector.
In order to address the rising levels of
uncollected premium, the RBM will enforce
compliance of PPD.
2.4
THE LIFE INSURANCE SECTOR
The life insurance sector remained stable over
the six months to March 2015. Companies were
well capitalized. However, concentration risk
remained a major challenge mainly due to the
dominance of two market players.
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2.4.1 Financial Soundness Conditions
a. Capital
The life insurance sector total capital increased
from K16.9 billion in September 2014 to K20.8
billion in March 2015 (chart 2.16).
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2.3.2 General Insurance Risks
15

a. Credit risk
10

The general insurance sector faced rising levels
of uncollected premiums. This may adversely
affect the sector’s liquidity and profitability if
the trend continues.

5
0
Mar-13 Sep-13 Mar-14 Sep-14 Mar-15

b. Concentration Risk

Source: Reserve Bank of Malawi

About 80 percent of general insurance sector’s
investments as at 31st March 2015 were in
money market instruments. As a result, a fall in

The improvement was largely on account of a
31.0 percent increase in retained earnings,
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Chart 2.18: Current Ratio (%) - Life
Insurance

which rose from K12.3 billion in September
2014 to K16.1 billion March 2015.
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During the review period, a major part of the
assets were invested in equities (53.5 percent),
fixed deposits (22.4 percent) and government
securities (15.5 percent), chart 2.17.
Chart
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Reinsurance measures the sector’s risk
retention appetite. The retention ratio
indicates the amount of insurance risk that an
insurance company retains rather than pass on
to reinsurers. It is measured as a ratio of net
premiums (net of reinsurance) to gross
premiums. Life insurance sector retained 99.0
percent of gross premiums for life insurance
written during the quarter as compared to 98.0
percent in September 2014, (chart 2.19).
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b.

Reinsurance

Liquidity

The current ratio for the sector increased to
162.6 percent as at 31 March 2015 from 158.9
percent in September 2014. This indicated that
insurers had a strong current asset base to
support payment of liabilities (chart 2.18).
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d.

Earnings and Profitability

2.4.2 Life Insurance Risks
The life insurance sector continued to face
concentration risk in terms of market share.
The industry is dominated by two companies
which account for over 98.0 percent of the total
assets and premiums written.

ROE decreased from 25.0 percent in
September 2014 to 19.0 percent in March
2015, chart 2.20. The decrease in ROE was as a
result of a decline in income from unrealized
gains on equity investments.
Chart 2.20: Return on Equity Ratio-Life
Insurance
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Box 2.3: Selected Malawi Insurance Sector Indicators
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securities and fixed deposits at 25 percent
and 10 percent, respectively, Chart 2.22.
However, investment in interest bearing
assets amounted to K90.3 billion
representing 35 percent of total
investments. The large investment in
interest bearing assets poses a risk that
any drop in interest rates will negatively
affect the incomes of pension funds.

2.5 THE PENSION SECTOR
The pension sector continued to register
growth in assets as a result of pension
contributions and investment income. The
main risks of the sector remained
concentration and interest rate risk. In
addition, there is a risk that the pension
scheme may not be able to achieve the
potential coverage due to the growing
amounts of early withdrawals.

Chart 2.22: Asset composition (%)
2.5.1 Soundness of the Pension Sector

Mar. 15

a. Assets

60

Assets of the pension sector registered a
13 percent growth from K229.0 billion in
September 2014 to K259.4 billion
recorded in March 2015 (Chart 2.21). The
growth was attributed to pension
contribution and investment income.
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Chart 2.21: Pension Assets
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b. Investment Income
0

Investment income stood at K8.9 billion
representing 3.44 percent of investment
assets. The main source of the investment
income was interest from Government
Securities and Fixed Deposits, which
together amounted to K5.5 billion
representing 61 percent of the total
investment income, (chart 2.23).

Source: Reserve Bank of Malawi

Investment in equity represented the
highest share of pension fund assets at 49
percent,
followed
by
government
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Chart 2.24: Average Monthly Pension
Contributions (Billion Kwacha)

Chart 2.23: Distribution of Investment
Income
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c. Pension Contributions

Pension contributions continued to
improve as average monthly contributions
increased from K2.6 billion in September
2014 to K3.0 billion in March 2015. This
was attributed to the increase in
pensionable
emoluments
normally
expected at the beginning of the year.
However, the industry had a total of K2.7
billion in contribution arrears as at 31st
March 2015 as compared to K4.2 billion in
September, 2014.

Source: Reserve Bank of Malawi

d. Payment of pension benefits

A total amount of K3.5 billion was paid out
as pension benefits as at 31st March, 2015.
Out of this, K1.8 billion was in respect of
retirement benefits while K1.3 billion was
in respect of early withdrawals
representing 52 percent and 36 percent
respectively.
Payment of huge amounts in early
withdrawals negatively affects the
accumulation of retirement savings. In
addition, early withdrawals mean that
people are exiting from the pension
scheme and could remain without security
of income in the future. It also affects the
pricing of retirement products.

The drop is attributed to efforts being
carried out by the RBM to compel all
employers to pay contribution arrears as
soon as possible. The contribution arrears
have a negative effect on the accumulation
of retirement savings. In addition, the
arrears have the effect of delaying
payment of pension benefits.
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2.5.2 Pension Sector Risks

As such, the pension funds are exposed to
interest rate risk in that any drop in
interest rates will negatively affect their
incomes and accumulation of benefits for
members.

The main risk in the sector is
concentration risk. The industry has two
main players with combined asset
holdings of K149 billion representing 58
percent of all the assets of the industry.
Any failure of either of the two institutions
will therefore have an adverse impact in
the sector.

2.5.3

Pension
Sector
Remedial
Measures
Due to accumulation of huge amounts of
contribution arrears, the Reserve Bank
followed up with employers concerned.
Some employers settled their arrears
while others have made commitments to
have the arrears settled. The Reserve Bank
continues to engage employers who have
contribution arrears to pay pension
contributions as soon as possible.

In addition, there is a default risk due to
accumulation of huge amounts of
contribution arrears. 61 percent of the
pension funds’ income is from interest
bearing assets.
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Malawi Enterprise Development Fund
(MEDF). Microcredit Agencies (MCAs) also
increased by one with the addition of
FEDOMA as a registered MCA.

2.6 THE MICROFINANCE SECTOR
The microfinance sector remained stable
during the six months period to March
2015. A number of institutions formalized
their existence by obtaining the required
licenses and registration certificates from
the Registrar of Financial Institutions. The
main risk facing the industry continued to
be the persistent non-remittance of
payroll deductions.

The total number of SACCOs dropped due
to the exclusion of SACCOs that are not
formally registered with the Registrar. All
SACCOs were required to obtain full
licenses or to submit applications for full
licenses by 28th February, 2015. Nine
SACCOs have been granted full licenses
while applications for licenses for the
other SACCOs are being processed.

2.6.1 Growth of the Microfinance Sector
The sector registered growth both in
assets and number of market players.
Assets grew by 23.6 percent from K19.9
billion in September, 2014 to K29.3 billion
in March 2015 (chart 2.25). The increase
was mainly on account of the growth in the
loan portfolio from K14.2 billion to K26.2
billion.

The number of banks with a microfinance
window remained unchanged. One
application
for
Deposit
Taking
Microfinance Institution has been received
and is still being processed.
Table 2.5: Growth of Microfinance
Institutions (MFIs)

Chart: 2.25: The MFI’s Total Sector Assets
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Fully licensed

As per Table 2.5, the number of NDTIs
increased to 10 with the licensing of

Not
fully 49
53
licensed
Source: Reserve Bank of Malawi
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2.6.2 Financial Soundness Conditions

September 2014. This was above the 10
percent minimum threshold. NDTIs
however recorded a marginal increase in
liquidity, measured by the liquidity ratio,
from 64.3 percent as at September 2014 to
64.8 percent as at March 2015, which was
below the recommended minimum ratio
of 100 percent.

a. Capital Adequacy
The sector reported an overall
improvement in the total equity position.
The statutory capital requirement for
NDTIs stood at K75 million. Out of the 10
licensed institutions, 2 were below the
regulatory threshold. Out of the 19
SACCOs supervised by the Registrar, 13
SACCOs met both the minimum capital
adequacy (minimum of 10 percent of total
assets) and the minimum capital
requirement of K2.0 million. The rest
failed to meet the minimum requirements
due to losses, which eroded the total
capital. The institutions have been advised
to regularise their capital positions. Total
industry capital stood at K6.2 billion as at
March 2015 an increase from K5.1 billion
as at September 2014, which was
attributed to the growth in the retained
earnings reserves as a result of the profits
reported during the period under review.
The debt to equity (gearing ratio) dropped
to 2.5 percent as at March, 2015 from 2.8
percent as at end of September, 2014
indicating a decline in leverage for the
industry.

c. Asset Quality
The asset quality of the sector recorded an
improvement during the review period.
Provisions as a percentage of gross loans
dropped to 3.3 percent from 3.9 percent
while yield on the gross loan portfolio,
measured by comparing loan income and
the loan book, dropped to 0.20 percent as
at March 2015 from 0.27 percent in
September 2014.
d.

Profitability and Sustainability

The sector reported a decline in
profitability during the period under
review. Interest income from loans
declined due to the increase in loan
defaults mainly on account of the fact that
most clients who include farmers were
procuring farm inputs and this affected the
timely repayment of their loans.
Consequently profits for the sector
decreased from K482.3 million to K297.4
million. This led to a drop in ROA and ROE
to 1.2 percent and 5.0 percent from 2.4
percent and 9.4 percent, respectively.

b. Liquidity
Liquidity for the industry slightly declined
during the period under review. The
current ratio for the sector closed at 3.4
percent as at end March 2015, which is a
marginal decrease from 3.5 percent as at
September 2014. Non remittances of
payroll deductions and a slump in the
repayment rate continued to affect the
liquidity levels of most MFIs in the period
under review. Financial cooperatives
recorded an increase in the liquidity ratio,
which stood at 12.60 percent as at March
2015 from 10.09 percent recorded as at

2.6.3 Regulatory Framework
Licensing for Deposit Taking MFIs (DTIs)
commenced during the period under
review following the gazetting of
directives for DTIs in September 2014. In
addition, four SACCOs which were
25

operating illegally have also
contacted to formalize their status.

been

The Registrar also engaged concerned
stakeholders including the Ministry of
Finance and other government ministries
by sensitizing them on the need for timely
remittance of payroll deductions in order
to improve the liquidity levels for the
sector.

2.6.4 Risks in the Microfinance Sector
a. Liquidity Risk
The aggregate industry liquidity ratio for
MFIs decreased from 65.3 percent to 64.8
percent over the same period. Further, at
64.8 percent, the ratio was below the
recommended benchmark of 100 percent
for short term obligations to be fully
covered by cash resources. Liquidity is
expected to improve with the onset of the
agricultural marketing season as the loan
repayment rate improves.

2.6.6 Outlook
Sector

of

the

Microfinance

In the coming six months period to
September 2015:
 Profitability for the sector is expected
to increase due to the commencement
of the selling and marketing season for
agricultural produce.

b. Credit Risk
The sector recorded a slump in the
repayment rate over the 6 months period
under review. The average repayment rate
for the sector declined from 63.0 percent
in September 2014 to 50.3 percent in
March 2015 on account of delayed nonremittances and the agricultural lean
period. The sector may however record a
drop in credit risk in the coming months
due to an improvement in the repayment
rate once the selling and marketing season
for farm produce commences.

 More SACCOs are likely to obtain their
full licenses following the expiry of the
provisional licences on 28 February
2015. This is expected to improve
market conduct and confidence in the
sector.
 More deposit taking microfinance
institutions are expected to be licensed
following the gazzeting of directives
for deposit taking microfinance.
 The
sector
may
report
an
improvement in the repayment rate
which stood at 50.3 percent following
the beginning of the selling and
marketing season of farm produce for
clients involved in farming.

2.6.5 Remedial Measures
In order to anchor the soundness of the
sector, the Registrar of Financial
Institutions continues to ensure that there
is improvement in the financial
performance of the sector by advising and
engaging the market players to improve
their capital adequacy positions and also
address the liquidity concerns noted by
the Registrar. This is expected to
contribute to addressing the risks the MFIs
face.

 Liquidity of SACCOs may continue
improving following the upward trend
revealed by the analysis for the period
under review.
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2.6.7

Policy Recommendation

Non remittance of payroll deductions by
government ministries and departments is
severely affecting the liquidity of most
microfinance institutions such that
lending by these institutions has declined.
Microfinance institutions mostly rely on
loan collections for on-lending to clients
and failure to extend loans erodes clients’

confidence in the sector and ultimately the
financial sector as a whole. Settlement of
payroll deductions due to the sector would
avert the situation.
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The FSI rose to 1,762.13 points from
1,742.21 points as a result of share price
gains on Old Mutual Investment Limited
counter.

3.0 CAPITAL MARKETS
Malawi’s capital markets registered a
modest performance during the six
months period to March 2015.

Chart 3.1: Trends in MASI, DSI and FSI

3.1. INDUSTRY PERFORMANCE
3.1.1. Stock Market
The primary market for equities did not
register any new listing.
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The secondary market performed
relatively modestly when compared to the
period ending September 2014. Most
institutional investors refrained from
taking new positions in anticipation of the
release of financial statements of listed
companies between March and May 2015.
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b. Market Capitalisation

a. Share Index

Total Market Capitalisation (TMC) rose by
1.96 percent to K7,528.92 billion
(US$17.10 billion) at the end of March
2015 from K7,384.35 billion (US$18.00
billion) recorded in September 2014. The
increase in market capitalization was due
to rising share prices during the review
period. However, in US dollar terms, the
total market capitalisation declined due to
the depreciation of the Malawi Kwacha.

During the period under review, the
Malawi All Share Index (MASI) rose to
15,364.50 points in March 2015 from 14,
017.58 points in September 2014
registering a return on index of 9.61
percent. The increase was attributed to a
rise in both the Domestic Share Index
(DSI) and the Foreign Share Index (FSI),
Chart 3.1. The DSI moved from 11,030.79
points to 12,100.77 points, owing to share
price gains on twelve out of the thirteen
domestic counters namely; Blantyre
Hotels Limited, First Merchant Bank
Limited, Illovo Sugar Limited, Malawi
Investment Property Company, National
Bank of Malawi, NBS Bank Limited, NICO
Holdings Limited, National Investment
Trust Limited, Press Corporation Limited,
Standard Bank Limited, Sunbird Tourism
Limited and Telekom Networks Malawi.

The Domestic Market Capitalisation
(Domcap) was up by 9.31 percent.
c. Market Turnover

There was less activity in the months
covering the review period. The number of
shares traded declined by 94.9 percent to
82.6 million for the period ending March
2015 from 1,611.8 million for the period
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ending September 2014. Similarly, the
value of shares traded declined by 77.5
percent to K1, 917.3 million during the
period ending March 2015 from K8, 505.2
million during the period ending
September 2014. This was as a result of
investors shunning taking new positions
as they awaited the release of financial
statements by the listed companies. The
sharp decline in volume of shares and
value of shares traded is due to nonrecurring of a one-off block transaction in
the prior review period of 1,396,252,055
TNM shares valued at K4.5 billion.

with the minimum regulatory net capital
requirement and registered good financial
performance.
Similarly,
all
four
broker/dealers
complied with the minimum regulatory
net capital requirement as at 28th
February 2015.
3.3. EMERGING RISKS
Increased Public Expenditure
Experts are predicting a decline in food
harvest due to the drought experienced in
some parts of the country. Should the
Government opt for domestic borrowing
to finance maize importation, this would
result in increased domestic borrowing
and subsequent high yields. Thus the
money markets will offer better
investment opportunities relative to
capital markets. Consequently, capital
market players are likely to register poor
financial performance. This will have an
impact on their ability to meet the
minimum net capital requirement as any
losses made will erode capital. This could
adversely affect growth of the capital
markets.

3.1.2 Bond Market
During the period under review, the
Malawi Stock Exchange witnessed for the
first time, listing of three Malawi
Government bonds on 22nd December,
2014.
However there was no trading activity on
the market during the review period.
There were no sellers despite interest
from some potential buyers. Holders of the
bonds seemingly had long- term
investment objectives and would not want
to sell. None the less, the market was
expected to take off following increased
market awareness and anticipated listing
of more government bonds.

3.4. RECOMMENDATIONS
The listing of more bonds on the stock
exchange will offer an alternative
investment opportunity to long term
investors on the market, increase trading
activity and will likely boost financial
performance of capital market players. It
is therefore important for the government
to release a bond issuance calendar and
issue more long-term debt instruments.
There is also need for increased awareness
of long term investment opportunities to
potential investors.

3.2. FINANCIAL SOUNDNESS OF
MARKET INTERMEDIARIES
The minimum regulatory net capital
requirement is K50.0 million for portfolio
managers,
K25.0
million
for
broker/dealers and K15.0 million for
operators of unit trust. Financial data as at
31st December 2014 indicated that all six
portfolio managers and the operator of
unit trust (Operator Company) complied
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4.0

Settlement System (MITASS). MITASS is
the country’s systemically important
payment system (SIPS) and is critical to
the safety and efficient flow of funds in the
economy.

FINANCIAL INFRASTRUCTURE

The financial infrastructure continued to
exhibit resilience and stability during the
period under review thereby facilitating a
smooth and uninterrupted flow of
payments, clearing and settlement of
financial transactions.

The above three aspects therefore
represent the main operational and
financial risks that could potentially lead
to a systemic crisis in processing of
financial transactions in the economy and
underpin RBM financial infrastructure
oversight activities.

The period also witnessed the launch of
new integrated financial infrastructure in
a modernization drive under the Financial
Sector Technical Assistance Project
(FSTAP) which is being funded by the
World Bank. Under this project, the RBM,
in collaboration with key stakeholders
implemented the Automated Transfer
System
(ATS),
Central
Securities
Depository (CSD) and the National Switch
all of which are expected to promote safer,
faster and reliable movement of funds in
the country.

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

Progress was also made with respect to
development of appropriate payments
system regulatory framework as RBM
finalized the Payments Systems Bill and
the E-Money Regulations. Meanwhile,
RBM continued to oversee the various
financial infrastructure using the existing
regulatory framework and international
standards such as the Bank for
International Settlements - International
Organisation of Securities Commissions
BIS-IOSCO Principles for Financial Market
Infrastructure (PFMI).
4.1

No major disruptions were reported for
MITASS operations over the six month’s
period, having maintained its availability
at 99.6 percent of normal operating hours
as was the case in the previous period
(Chart 4.1).
Prospects are that availability of the
system will remain high in future since the
ATS is web-based and transaction
messages run on the SWIFT network both
of which are less vulnerable to network
and connectivity problems as was the case
with the previous RTGS system which was
run on a virtual private network (VPN).

MITASS and Financial Stability

Financial infrastructure stability in Malawi
is reflected in (a) system availability, (b)
system utilization and (c) the transaction
settlement process mainly through the
Malawi Interbank Funds Transfers and
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Chart 4.1: MITASS Availability
(October 2014 – March 2015)

Chart 4.2: MITASS Throughput
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In contrast, the corresponding total value
of transactions increased by 21.8 percent
to K4,836.3 billion from K3,969.9 billion
over the same period. This implies that
more high value transactions were
processed in MITASS during the period
under review. The daily transaction value
turnover during the period under review
amounted to K26.6 billion compared to
K21.8 billion in the previous period. On
average, it took MITASS approximately 64
business days to process an equivalent of
Malawi’s Gross Domestic Product (GDP)
for 2014. It can further be observed that
this processing period is less than the 78
days it could have taken the system in the
previous period to process the equivalent
of Malawi’s GDP, indicating efficiency
gains in transaction processing following
implementation of the new system.

Source: Reserve Bank of Malawi

4.1.2 MITASS Utilisation
MITASS throughput is composed of bank
to bank transactions processed directly
through the Real Time Gross Settlement
(RTGS) component of the ATS and bulk
transactions (i.e. customer to customer
payments such as cheques, direct debits
and credit transfers) settled in RTGS after
undergoing clearance in the automated
clearing house (ACH) component.
Transactions processed through the RTGS
are settled in real time as opposed to bulk
transactions whose settlement is differed
due to the clearing process.
The total volume of throughput processed
in MITASS in the period under review fell
by 16.9 percent to 102,114 from 122,883
in the previous six months (Chart 4.2).

4.1.3 MITASS Settlements
Settlement in the new MITASS is done on
prefunded accounts to prevent settlement
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defaults by system participants. The
system also provides several liquidity
management tools to help participants
settle transactions. This includes queuing
of transactions when settlement account
has insufficient balance; the option to
cancel or change the priority of
transactions in the queue; access to
intraday credit lines which are backed by
security pledges; and a full range of
position and settlement enquiry reports.

the central bank in order to fully meet
their settlement obligations in MITASS.
4.2 Financial Infrastructure Oversight
The main focus of RBM financial
infrastructure oversight activities during
the period under review were to promote
observance of system rules and
procedures. This was achieved by
enforcing implementation of remedial
actions on performance shortfalls
observed during on and off site
inspections
of
payment
system
participants as well system operators. In
addition, RBM commenced the review of
its Oversight Policy Framework to align it
with new international standards (such as
the BIS-IOSCO PFMI) as well as recent
developments in the domestic payments
environment (such as the ATS, CSD and
National Switch). Review of the Oversight
Policy Framework is expected to be
completed by September 2015.

Over and above the liquidity management
tools that are available within the system,
system participants have access to
Lombard facility provided by the RBM as a
lender of last resort. A total of K266.5
billion was borrowed by system
participants in the period under review
compared to K36.8 billion in the previous
six months, representing a more than 6
fold increase (Chart 4.3).
Chart 4.3: Access
to
Borrowing

Lombard

4.3

Financial Infrastructure
Regulatory Reforms

and

4.3.1 Financial Infrastructure Reforms
On 1 December 2014, the RBM in
collaboration with the banking industry
launched the ATS and CSD, followed by the
National Switch on 16 February 2015.
These systems were implemented under
the FSTAP funded by the World Bank. The
ATS is an integrated settlement system,
which interlinks the RTGS system for
interbank transactions with an automated
clearing house (ACH) for various retail
transactions such as direct debits, credit
transfers and cheques. It also has the
capability to interface with core banking
systems at commercial banks to facilitate
straight through processing (STP), thereby
offering alternative options to cash and

Source: Reserve Bank of Malawi

This seemingly reflects a tight liquidity
situation in the banking system. However
it was more on account of one or two
banks which were forced to borrow from
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Chart 4.4: SIRESS Transactions

cheque payments. The CSD will facilitate
dematerialisation and create an electronic
register and transfer system for
Government as well as RBM securities. It is
linked with the RTGS function of the ATS
to achieve delivery versus payment (DVP).
The National Switch will, among others,
facilitate interoperability of ATMs and
point of sales (POS) terminals.
The ATS, CSD and National Switch now
form the backbone of an integrated
national payments infrastructure, which is
expected to promote safer, faster and
reliable movement of funds in the country
through among others (a) reduced
payments risks, (b) provision of a robust
foundation for the development of a range
of innovative products and services and
(c) accelerated move from cash towards
electronic payment instruments, (d)
support for RBM’s liquidity management
activities, (e) support the development of
an active market in government securities
and (f) support integration of payments
systems.

Source: Reserve Bank of Malawi

For the period under review, a total of
4,817 transactions with a total value of
ZAR724.6 million were processed through
the
system compared to
2,370
transactions with a total value of
ZAR313.8 million in the previous six
months period, Chart 4.4. This represents
an increase of 103.3 percent and 130.6
percent in total volume and value,
respectively over the period.

4.3.2 Integration with Cross-border
Financial Infrastructure

The notable increase in SIRESS payment
activity suggests growing popularity of the
system among commercial banks in the
country. Malawi stands to benefit mainly
through cost reduction and faster crossborder payments through the elimination
of correspondent banking arrangements.
As at end March 2015, 12 banks, including
RBM were live on the system.

Since going live in April 2014, Malawi has
processed a total of 7,187 transactions
with a corresponding value of ZAR1.04
billion through the SADC Integrated
Regional Payments System (SIRESS).
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