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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 December 2015 FSR
analyses the financial system developments covering the period between April 2015 and September,
2015.
The RBM acknowledges the support from Ministry of Finance, Economic Planning and Development in
the preparation of this report.
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THE RESERVE BANK OF MALAWI AND FINANCIAL STABILITY
One of the RBM’s primary mandates is to ensure that the financial system is stable. The FSR provides an
overall assessment of risks to the financial system and also describes the system’s resilience to risks. The
analysis in the FSR is therefore one of the tools used by the RBM to fulfill its mandate of ensuring that the
financial system is stable.
The RBM considers financial stability as a condition represented by a sound financial system, capable of
withstanding shocks to the economy; one that is able to allocate savings into 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
Based on developments in the macroeconomic and financial sectors, the analysis in this FSR reveals that
Malawi’s financial system remained resilient over the review period. Financial stability risks from the
domestic macroeconomic and financial developments were elevated between April and September 2015.
The risks emanated from lower than expected domestic economic growth, increased inflationary
pressures and unstable exchange rate during the review period. On the international market, the global
economic downturn and the slowdown in the Sub Saharan Africa (SSA) in particular, posed a risk to
financial stability in Malawi. However, the relatively stable international oil prices imply stable pump
prices and lower production costs on the domestic economy, beyond September 2015 leading to
relatively easing inflationary pressures.
The banking sector remained sound, albeit with decreasing total assets and deteriorating capital
adequacy as at September 2015 compared to the six months to March 2015. Total assets for the sector
declined by 2.6 percent during the review period compared to a growth of 22.9 percent in the preceding
period. Similarly, tier 1 capital ratio was at 14.0 percent and total capital ratio was at 18.0 percent in
September 2015 from 16.1 percent and 20.2 percent, respectively in March 2015. At the current levels
however, the banking sector maintained capital buffers above the minimum regulatory tier 1 and total
capital requirements of 10.0 percent and 15.0 percent, respectively. Furthermore, the banking system’s
asset quality continued to improve during the review period. The ratio of nonperforming loans (NPLs)
decreased to 11.4 percent in September, 2015 from 14.8 percent in March 2015. Stress tests conducted
on all banks revealed that banks were most vulnerable to credit risk. In addition, shocks to net interest
income and income from foreign exchange trading had a significant bearing on most banks’ Return on
Assets (ROA). On the other hand, some banks were exposed to liquidity risk.
The insurance and pension sectors remained strong, with the majority of insurers meeting the minimum
regulatory capital requirements. However, liquidity for the general insurance sector slightly weakened,
as liquid assets to current liabilities ratio dropped from 74.0 percent in March 2015 to 68.4 percent as at
30th September 2015. The pension sector registered growth in assets as a result of pension contributions
and investment income. The main risks of the sector were concentration risk, interest rate risk and
inflation rate risk. The microfinance institutions remained sound in the period under review. However,
non-remittance of payroll deductions continued to be a major risk to the sector. Domestic capital markets
continued to grow, albeit slowly, alongside the number of shares traded on the Malawi Stock Exchange
(MSE).
The financial infrastructure was stable and facilitated a smooth flow of payments, clearing and settlement
of financial transactions. Malawi Interbank Transfer and Settlement System (MITASS) maintained its
availability at 99.6 percent of normal operating hours. There was also an increase in the utilization of
cross-border payments infrastructure during the period under review. Efforts were also made to improve
the regulatory framework.

C.S.R. CHUKA
GOVERNOR
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1.

MACROECONOMIC AND FINANCIAL
DEVELOPMENTS

economies, notably,
exporting economies.

1.1 OVERVIEW OF GLOBAL DEVELOPMENTS
The global economic growth is estimated to
slowdown in 2015 and projected to pick up in
2016. The World Economic Outlook (WEO)
projections show that growth in advanced
economies will slightly improve but this will be
offset by a slowdown in emerging and
developing economies. Between April and
September 2015, risks to global financial
stability were varied as risks receded in the
advanced economies, whilst in emerging and
developing economies financial stability risks
were elevated.1

other

The heightened emerging market risks, however
were partly offset by the marginal improvement
in
macroeconomic
and
credit
market
developments in the advanced economies.
Furthermore, benefits from lower oil prices
(Chart
1.2),
and
additional
monetary
accommodation helped to ease the risks in
developing economies. Credit risks also
remained broadly unchanged, following a net off
between macroeconomic benefits of lower
energy prices on household balance sheets and
the immediate adverse credit impact on firms in
the energy sector.

Growth

Chart 1.2: Oil Prices (Percentage Change)
Source: IMF World Economic Outlook October 2015

Growth in global activity is driven by a relatively
stronger expansion in advanced economies. In
contrast, growth in emerging market and
developing economies is projected to remain
weak. The outturn is on account of subdued
prospects for some large emerging market
1

oil

The October 2015 Global Financial Stability
Report (GFSR) reveals that risks to global
financial stability were rather mixed in the six
months prior to October 2015. On one hand,
financial stability in advanced economies
improved mainly due to a decline in
macroeconomic risks as a result of a broadbased recovery in the region. On the other hand,
vulnerabilities in emerging markets remained
elevated, risk appetite fell, and market liquidity
risks increased. The increase in financial stability
risks in several economies in the emerging and
developing economies was explained by
substantial domestic imbalances and lower
economic growth.

The global economy is estimated to expand by
3.1 percent in 2015 from 3.4 percent in 2014 and
is projected to grow further to 3.6 percent in
2016 (Chart 1.1).
Economic

and

1.1.2 Risks to Global Financial Stability

1.1.1 Global Economic Conditions

Chart 1.1: World
(Percentage Change)

China

Analysis is based on WEO and GFSR October 2015

Source: World Bank Commodity Forecast Price data, October 2015
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1.2 DEVELOPMENTS IN SSA
Economic activity in SSA is estimated to grow
by 3.8 percent in 2015 from 5.0 percent in 2014.
The slowdown in economic activity in the
region is largely on account of falling
commodity prices including oil and reduced
demand from China2.

September 2015. The risks emanated from lower
than expected domestic economic growth,
increased inflationary pressures and unstable
exchange rate during the review period.
1.3.1 Real GDP Growth
The domestic economic growth is estimated to
decline to 3.0 percent in 2015 from a growth of
6.2 percent in 2014 and is projected to pick up to
5.8 percent in 2016. The decline in the country’s
economic growth is mainly on account of a
contraction in the agricultural sector and a
subsequent slowdown in the wholesale and
retail trade and real estate sectors.

1.2.1 Financial Stability in SSA
The slowdown in economic activity in the region
coupled with global financial tightening
conditions is likely to pose risks to financial
stability in SSA. In particular, risks to financial
stability have been elevated in the region.
Commodity exporters experienced sharp
depreciation of their currencies in part due to
dampened commodity prices and this was
exacerbated by monetary policy tapering in the
United States, Euro and Japan, which reduced
financial inflows to emerging markets. Market
vulnerabilities also increased in emerging
economies including SSA coupled with concerns
about weak market liquidity.

The contraction in the agricultural sector was
explained by late onset and the early cessation of
rains in most parts of the country and floods that
affected some districts. Consequently, the
wholesale and retail trade is projected to be
adversely affected by poor agricultural
performance, owing to a strong linkage between
these sectors.
Table 1.1: Real Output Growth by Selected
Type of Activity (at 2010 prices)3

1.2.2 External Developments and Malawi’s
Macro-Financial Performance

Percent
GDP, 2010
constant
prices
Agriculture,
forestry and
fishing
Wholesale
and retail

External developments play a crucial role on the
domestic
macroeconomic
and
financial
environment. The slowdown in the SSA will
likely have a negative impact on Malawi’s
regional exports. Similarly, developments in
advanced economies may entail that the kwacha
will continue to weaken as the US dollar
continues to appreciate. However, the relatively
stable international oil prices imply stable pump
prices and lower production costs on the
domestic economy leading to easing of non-food
inflationary pressures.

2014

2015*

2016*

6.2

6.2

3.0

5.8

6.2

6.3

-2.3

5.2

7.9

6.3

4.9

6.7

* Indicates preliminary figures
Source: RBM, National Statistics Office, Ministry of Finance, Economic
Planning and Development

1.3.2 Inflation and Interest Rates
Inflationary pressures increased on account of
pressures emanating from both food and nonfood channels (Chart 1.3).

1.3 DOMESTIC DEVELOPMENTS
Financial stability risks from the domestic
macroeconomic and financial developments
were somewhat elevated between April and

2

2013

3

Analysis is based on IMF WEO October 2015

2

Annual Percentage changes unless otherwise stated

Chart 1.3: Domestic Headline Inflation

Lombard Facility declined to K1.4 billion in
September 2015 from K3.8 billion in April 2015.
Table 1.2: IBR (%) and Banking System
Liquidity (Daily Averages, K’bn)
Total
Reserves
Required
Reserves
Excess
Reserves
Interbank
Trading
Lombard
Facility
Access
IBR (End
Period)

Source: Reserve Bank of Malawi

The food price increases were largely explained
by low agricultural yield that resulted from bad
weather conditions experienced in 2014/15
agricultural season, whilst non-food inflationary
pressures emanated from exchange rate
volatilities. The pressures are expected to
subside after the lean period. During the review
period, the monetary authorities maintained the
policy rate at 25.0 percent (Chart 1.4).

Apr15
78.1

May
-15
76.9

Jun15
78.8

Jul15
93.1

Aug15
56.5

Sep15
52.2

72.9

73.9

74.1

78.1

41.2

45.0

5.3

3.1

4.7

15.0

15.3

7.1

3.5

3.6

5.9

4.5

5.5

5.8

3.8

13.7

5.6

3.1

1.2

1.4

16.5

25.7

25.3

13.3

18.4

19.5

Source: Reserve Bank of Malawi

On average, Treasury Bill yields declined across
all tenors during the review period (Table 1.3).
In September 2015, the 91, 182, 364 day tenor
yields were at 19.4 percent, 20.4 percent and
22.8 percent, respectively from 24.2 percent,
24.5 percent and 25.2 percent in April 2015. The
outturn was partly attributed to improved
liquidity conditions in the market that pushed up
subscriptions to the Treasury Bills auctions
which in turn had a declining effect on yields.

Chart 1.4: Monthly Interest Rates and LRR

Table 1.3: Treasury Bill Yields (Percent)

Source: Reserve Bank of Malawi

However, the RBM revised Liquidity Reserve
Requirement (LRR) to 7.5 percent in July 2015
from 15.5 percent in order to improve liquidity
conditions and consequently expand the credit
base that would in turn support growth.
As a result, commercial banks reduced their
lending rates as reflected by the decrease in the
average base lending rate to 33.4 percent in
September 2015 from 38.2 percent in April
2015. Despite improved liquidity levels, the
overnight interbank rate (IBR) increased to 19.5
percent as at end September, 2015 from 16.5
percent in April 2015 (Table 1.2). Access on the

Feb-15

91 Days
26.9

182 Days
26.9

364 Days
26.9

Mar-15

25.7

25.2

24.7

Apr-15

24.2

24.5

25.2

May-15

24.6

24.9

25.3

Jun-15

25.1

25.2

25.3

Jul-15

24.2

24.4

24.5

Aug-15

25.1

25.2

25.3

Sept-15

19.4

20.4

22.8

Source: Reserve Bank of Malawi

1.3.3 The Exchange Rate
Risks to the banking sector from the foreign
exchange market increased between April and
September 2015. Generally, the Malawi kwacha
depreciated against currencies of its major
trading partners (Chart 1.5). Subsequently, the
3

kwacha lost an average of 8.2 percent against the
US dollar in the third quarter of 2015.
Chart 1.5: Exchange Rate
Kwacha per US Dollar 2015*
Month

Percentage
Change
(MK/US$)

Movements:

Percentage
Change
(MK/Pound)

Percentage
Change
(MK/Zar)

January

-3.5

-6.6

-5.0

February

3.6

1.4

3.5

-0.05

-3.9

-5.0

April

0.6

4.8

3.6

May

-0.4

-1.2

-3.6

June

0.6

3.4

-0.3

July

16.1

15.0

11.7

August

8.95

7.64

4.28

September

-0.5

-2.1

-5.4

March

However, the kwacha started to strengthen
against most major currencies and appreciated
by 0.6 percent against the US dollar as at endSeptember 2015. Meanwhile, the exchange rate
in the ensuing months may be adversely affected
by seasonal patterns.
1.3.4 Outlook
Risks to financial stability emanating from
macroeconomic developments still remain.
Meanwhile, anticipated improvement in the
domestic economy in 2016 is largely dependent
on the country experiencing normal weather
conditions. However, the financial system
resilience is expected to remain robust as high
inflationary pressures from food channel are
expected to be partly offset by reduced pressures
from non-food channel owing to lower oil prices.
In addition, sound supervision of the financial
sector is also expected to significantly contribute
to stability of the financial system.

Source: Reserve Bank of Malawi
*-means appreciation and + means depreciation

4

2.0

FINANCIAL INSTITUTIONS

2.1.2 Financial Soundness Conditions

2.1 THE BANKING SECTOR
The banking sector was sound in the six
months to September 2015. Capital remained
adequate, liquidity was sufficient and NPLs
decreased.

a. Capital Adequacy

2.1.1 Growth of the Banking Sector

Total assets, however declined by 2.6 percent
over the six months to September 2015
compared to a growth of 22.9 percent in the
preceding period (Table 2.1).
Table 2.1: Banks’ Assets and Deposits*
March
2014

Sept
2014

March
2015

Sept
2015

Assets

673.6

696.1

855.2

833. 0

Deposits

478.1

481.6

572.0

567.4

of which Kwacha:

353.5

361.1

431.3

406.3

of which forex:

124.6

120.5

140.7

161.1

Gross loans

287.4

297.9

346.0

340.7

45.8

46.2

50.9

38.8

Assets

14.3

3.3

22.9

-2.6

Deposits

12.2

0.7

18.8

-0.8

8.6

2.1

19.4

-5.8

24.0

-3.3

16.8

14.2

3.5

3.5

16.4

-1.5

Kwacha Billion

Of which NPLs

The sector’s capital adequacy was sound
despite recording a decline in both core and
total capital ratios as at September 2015. Core
capital ratio was at 14.0 percent and total
capital ratio was at 18.0 percent (Box 2.1).
However, as at March 2015, the two ratios were
at 16.1 percent and 20.2 percent, respectively.
The minimum regulatory capital requirements
for core and total capital ratios are 10.0 percent
and 15.0 percent, respectively. The decline in
the capital ratios was on account of decrease in
core and total capital of 20.5 percent and 18.4
percent, respectively; however, risk weighted
assets declined by only 8.5 percent.
Asset Quality
The sector’s NPLs declined to K38.8 billion in
September 2015 from K52.2 billion at end
March 2015. At the current level, the NPLs
comprised 11.4 percent of the sector’s gross
loans, compared to 14.8 percent in March 2015.
The decrease in the NPLs to gross loans ratio is
attributed to a 25.7 percent decline in NPLs and
a 1.5 percent decline in loan book.
b.

Growth (%)

of which Kwacha
of which Forex
Gross loans

Earnings
The sector registered a decline in earnings as
measured by both the return on equity (ROE)
and return on assets (ROA), Table 2.2.
Nevertheless, the sector remained profitable.
c.

Table 2.2: Trends of ROE, ROA and
Net Profit After Tax

Source: Reserve Bank of Malawi
*In September 2015 there were 12 banks and 1 Leasing and Finance
Company, however the data provided in this report is for 11 banks.

Variable

The decline in the total assets is substantially
attributed to the 1.5 percent decline in gross
loans, which constituted 40.9 percent of total
assets. This outturn could be partly due to
banks taking conservative positions on account
of high NPLs in the preceding periods and a
decline in kwacha deposits as shown in Table
2.1.

Period Ending
Sept
2014

March
2015

Sept
2015

ROE (%)

30.9

25.0

23.0

ROA (%)

4.6

4.2

3.8

Net Profit after
tax (MK’ Billion)

28,873

10,124

29,928

Source: Reserve Bank of Malawi
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d. Liquidity

Table 2.3:
(MK’Billion)

Over the six months to September 2015,
the sector’s liquidity was sufficient even
though the liquidity ratio fairly decreased
to 60.6 percent as at September 2015
from 64.5 percent in March 2015. This
development was attributable to a drop in
deposits. Despite the decrease, the
current ratio was well above the
minimum regulatory ratio of 30.0 percent.
2.1.3 Assets, Deposits and Market
share
As at end September 2015, the loan book
continued to constitute the largest
portion of total assets (40.9 percent)
seconded by securities and investments
(26.0 percent).
On the funding side, total deposits mainly
consisted of demand deposits at 34.3
percent, followed by foreign currency
deposits at 28.4 percent. The sector
continued to be dominated by two banks
with
their
assets
and
deposits
constituting 52.4 percent and 53.3
percent of the industry, respectively. This
position was slightly higher than the
March 2015 position (Table 2.3).

Assets

and

Deposits

Sept 2014

March 2015

Sept 2015

Assets

696.1

877.2

833.0

Two largest Banks

340.5

392.5

436.5

Other Banks

355.6

484.7

396.5

Deposits

481.5

583.5

567.4

Two largest Banks

236.9

268.1

302.5

Other Banks

244.6

315.4

264.9

Source: Reserve Bank of Malawi

2.1.4 Conclusion and Outlook
During the six months period under review, the
sector was sound. Capital remained adequate,
liquidity was sufficient and NPLs dropped. In the
next six months period, it is expected that the
sector will remain sound on account of sufficient
liquidity and profitability.

6

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. NPLs to Gross loans
2. Specific provisions to NPLs

Benchmark

Sept 14

Dec 14

Mar 15

Jun 15

Sep 15

>10.0
>15.0

14.2
17.4

13.5
17.1

16.1
20.2

15.0
19.4

14.0
18.0

<5.0
>20.0

15.6
0.0

14.9
6.3

14.8
33.7

13.8
34.7

11.4
31.3

>2.5
> inflation
N/A

4.6
30.9
42.9

4.0
26.8
45.4

4.2
25.0
47.3

4.2
24.9
48.0

3.8
23.0
49.4

>30.0

58.4

62.4

64.5

62.5

60.6

N/A

61.7

58.3

60.6

61.4

60.0

Earnings
1. ROA
2. ROE
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: COMPREHENSIVE REVIEW OF REGULATIONS AND DIRECTIVES
In the period under review, Bank Supervision Department embarked on the comprehensive review of Regulations and
Directives. The review was necessitated by the fact that the last diagnostic review was in 2010 after the enactment of
the financial services laws. Since the regulatory framework has been tried and tested, and based on feedback from the
market, it became imperative that another diagnostic review of all Regulations and Directives be done.
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2.2

STRESS TESTING 4

Table 2.4: Shocks to NPLs by Economic Sector
Sector Shocks (Percentage)
Agriculture, forestry, fishing and
hunting
Mining and quarrying
Manufacturing
Electricity, gas, water and energy
Construction
Wholesale/retail trade
Restaurants and hotels
Transport,
storage
and
communications
Financial services
Community, social and personal
services
Real estate
Other sectors
Assumed provisioning rate (%)
Impact on RWA/Impact on capital
(%)

As part of its supervisory role, the RBM conducts
biannual stress tests for banks, with the latest
exercise based on the June 2015 data. Banks
were shocked to assess their resilience to
exceptional and plausible stress events.
The results of recent stress tests showed that
banks were most vulnerable to credit risk. In
addition, shocks to net interest income and
income from foreign exchange trading had a
significant bearing on most banks’ ROA. On the
other hand, some banks were exposed to
liquidity risk.
2.2.1 Credit Risk
Credit risk shock looks at the impact of economic
sectoral shocks in NPLs and defaults of large
borrowers on the banking sector’s capital. Stress
scenarios are applied on progressive severity
from minor to major shocks and the assessment
of iterative default of five largest borrowers.

Minor

Major

30
30
20
30
15
5
30

50
50
40
50
30
10
50

20
30

40
50

30
2
15
50

50
5
30
50

100

100

Source: Reserve Bank of Malawi

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

(a) Effects of Shocks to Various Sectors of
the Economy
In this test, banks were subjected to minor and
major shocks (Table 2.4). This led to the sector’s
tier 1 capital ratio declining from 12.6 percent to
11.0 percent and 7.3 percent, respectively (Chart
2.1). The results further showed that three
banks’ tier 1 ratios (5.4 percent, 3.5 percent and
1.7 percent) fell below the regulatory minimum
requirement of 10.0 percent in the minor shock.
However, two of the three banks had pre-shock
tier 1 ratios which were already below the
minimum regulatory requirement.

Source: Reserve Bank of Malawi

(b) Effect of Large Borrowers’ Defaulting
This shock assesses the impact of credit
concentrations on banks’ tier 1 capital. It
underscores how much the banking sector is
vulnerable to the default of one large
borrower. The test is iterative and underlines
the magnitude of the impact of default by the
largest exposure, followed by the two largest
borrowers and finally five largest borrowers.

4

Refer to Box 2.3 for weaknesses/limitations of the model and data
used in the stress
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Chart 2.2: Effects of Largest Borrowers
becoming non-performing (Profits not used
for defense), percent

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 57.8 percent (preshock) to 51.8 percent, 49.2 percent and 47.3
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 28.2
percent.
Chart 2.3: Effect of System Wide and
Bank Specific Shocks on Liquidity Ratio

Source: Reserve Bank of Malawi

The results revealed that the sector’s tier 1
capital ratio declined from 12.6 percent to 8.4
percent, when two largest borrowers defaulted
and that tier 1 ratio declined to 5.6 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.
2.2.2
Liquidity Risk
The shock was conducted under minor,
moderate and major shock 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. Both asset and liability
sides of the balance sheet of banks were shocked
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 shortterm obligations. The liability side was assessed
on the basis of panic deposit withdrawals from
the bank in the event of liquidity stress.

Source: Reserve Bank of Malawi

2.2.3 Days A Bank is Afloat
The test assesses the effect of a bank run and
how many days a bank would survive such a
stress. A bank is assessed as fit if it can remain
afloat for five days following a liquidity shock.
The impact of the shock is also looked at under
both systemic and bank-specific stress
scenarios. 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.

9

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. Three banks would survive a
deposit run for 5 days during the minor shock.

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

Chart 2.4: Effect of System Wide (SW) and
Bank Specific (BS) Shocks-Liquidity Days
Afloat (DA)

Source: Reserve Bank of Malawi

Source: Reserve Bank of Malawi

2.2.4
Income Risk
This shock assesses the effect on the bank of
the shift in both net interest income and
foreign currency income. The shock assumes
minor scenario of a 5.0 percent and 50.0
percent decline in net interest income and
foreign exchange income, respectively. The
major scenario assumes 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 12.6 percent to 11.2
percent and 10.7 percent in scenario 1 and
scenario 2, respectively. The results show that
generally the banks are resilient to income
shock.

2.2.5
Effect on Return on Assets (ROA)
The shock assesses the impact on the bank of a
combined shift in net interest income and foreign
currency income on ROA. The assumptions used
are similar to those outlined in 2.2.4. The banking
sector’s ROA declined from 0.5 percent to -0.5
percent and -0.9 percent in scenario 1 and
scenario 2, respectively as indicated in (Chart 2.6).
Chart 2.6 ROA after Shocks to Interest and
Forex Income

Source: Reserve Bank of Malawi
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Two banks’ pre-shock ROAs were negative.
Five banking institutions’ ROA turned negative
in scenario 1. This shock highlights the banks’
dependence on foreign exchange income.
Nevertheless, six banks had their ROA still
positive in scenario 2.
2.2.6 Foreign Exchange Risk
The exchange rate shock assesses the impact
on capital of the bank of shifts in the exchange
rate of the kwacha against major trading
currencies. The minor shock assumes a 20.0
percent depreciation and 20.0 percent
appreciation of the local currency. The major
shock assumes 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.
Chart 2.7 shows that the banking sector’s tier 1
ratio would increase from 12.6 percent to 16.5
percent through depreciation of the kwacha by
20.0 percent. However, with the 50.0 percent
depreciation, tier 1 ratio would only increase
to 13.3 percent. All banks except one would
benefit from the depreciation of Kwacha.
Chart
2.7:
Foreign
Exchange
Appreciation/Depreciation

2.2.7 Interest Rate Risk
The interest rate shock assesses the impact on
banks’ capital of changes in interest rates. A
minor shock assumed a 500 basis point shift in
interest rates in both directions. Whereas the
major shock assumed 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 was identical for all
interest bearing assets and liabilities.
The results in Chart 2.8 indicate that the banking
sector’s tier 1 ratio increased to 12.9 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 decreasing
to 12.3 percent and increase by 1000 basis points
in interest rates would lead into tier 1 ratio
decreasing to 12.1 percent. However, three banks
would have their tier 1 ratios increased with the
decrease in interest rates and vice-versa because
their balance sheets had more interest rate
sensitive liabilities than interest rate sensitive
assets.
Chart 2.8 Direct Effects of Increases in
Interest Rates (profits not used for defense)

Risk,

Source: Reserve Bank of Malawi

Source: Reserve Bank of Malawi

2.2.8 Combination of Shocks
The combined shocks assess the impact on the
banks’ capital of increasing interest rates of 500
basis points and 1000 basis points, shocks to
foreign exchange of a depreciation of 20 percent
and 50 percent, credit risk and income shocks.
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As shown in Chart 2.9, the banking sector’s tier
1 ratio declined from 12.6 percent to 7.5
percent and 2.6 percent after scenario 1 and
scenario 2, respectively.
Chart 2.9 Effects of Combination of Shocks
on Tier 1

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 five banks had tier 1 ratios still above the
regulatory minimum after scenario 2.
2.2.9 Conclusion
The results of the stress tests revealed that generally
there has been improvement in terms of resilience
of the banking sector to various shocks. This is a
comparison with the previous stress tests results.
Notwithstanding the foresaid, the sector remains
more vulnerable to credit concentration shocks both
in single name exposures as well as sectoral
concentration and income shocks.

Source: Reserve Bank of Malawi
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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.
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2.3

b. Asset Quality
The sector’s asset composition remained fairly
satisfactory over the period under review. Total
assets increased by 7.0 percent from K28.7
billion in March 2015 to K30.7 billion in
September 2015 largely due to growth in
premium receivables (Chart 2.11). Money
market investments and insurance premium
dues constituted the largest asset classes making
up 36.8 percent and 27.2 percent of total assets,
respectively, as at September 2015.

THE GENERAL INSURANCE SECTOR

Overall, the general insurance sector remained
sound over the six months period to September
2015 despite a slight decline in solvency. Major
risks for the sector were liquidity and credit
risks.
2.3.1 Soundness
a. Capital Adequacy
The general insurance sector recorded a slight
drop in capital adequacy level as indicated by a
decrease in solvency ratio from 34.9 percent in
March 2015 to 32.2 percent in September 2015,
(Chart 2.10). This level of solvency was still
above the minimum regulatory solvency ratio of
20.0 percent. The drop was largely attributed to
growth in uncollected premiums, which are
inadmissible for solvency purposes beyond a
certain limit5.

Chart 2.11: Asset Composition

Chart 2.10: Capital and Solvency (MK’ Billion)
Source: Reserve Bank of Malawi

Nevertheless, year on year receivables to gross
premiums ratio remained high (Chart 2.12)
suggesting continuing challenges in collecting
premiums in the industry compared to last year.
This exposed the sector to potential liquidity
risk.
Chart 2.12: Insurance Receivables to Gross
Premiums
&
Reinsurance
Recoveries

Source: Reserve Bank of Malawi

Three companies failed to meet the minimum
solvency ratio requirement. On the other hand,
the aggregate capital for the sector increased by
5.7 percent to K10.9 billion from K10.3 billion
owing to profit retention by general insurers
over the period under review.

Source: Reserve Bank of Malawi

5

Proportion of premium receivables to total assets increased to 31.9 percent
of total assets as at 30th September 2015 (March 2015: 30.2 percent)

14

c.
Liquidity
Liquidity for the general insurance sector slightly
weakened over the period under review. Liquid
assets to current liabilities ratio dropped from
74.0 percent in March 2015 to 68.4 percent as at
30th September 2015 (Chart 2.13). All general
insurers reported liquidity ratios above
regulatory maximum limit of 105 percent as at
30th September 2015. Thus, the weak liquidity
may compromise the sector’s ability to settle
current liabilities when they fall due.

Chart 2.14: Risk Retention

Chart 2.13: Liquidity - General Insurance
Source: Reserve Bank of Malawi

e. Earnings and Profitability
The sector’s profitability improved over the
period under review. The combined ratio 6
dropped from 103.6 percent in March 2015 to
99.4 percent in September 2015 owing to a
203.8 percent growth in earned premium (from
K5.6 billion in March 2015 to K17.1 billion in
September 2015) plus an ease in claims
experience as reflected in a slight drop in claims
ratio (Chart 2.15).
Chart 2.15: Earnings and Profitability Ratios

Source: Reserve Bank of Malawi

d. Reinsurance
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. The sector registered a decline in risk
retention over the period under review as
reflected in a drop in Net premium to Gross
Premium ratio (Chart 2.14). The lower premium
retention may be attributed to the market’s
lesser risk appetite particularly in non-motor
business due to capacity constraints to
underwrite such risks.

Source: Reserve Bank of Malawi

6

The combined ratio measures claims incurred and other expenses as a ratio
of earned premium. Thus the lower ratio is better than a higher ratio.
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Consequently, the sector’s overall return on
assets increased from 12.1 percent in March
2015 to 16.3 percent in September 2015. Six out
of seven insurers posted profits as at 30th
September, 2015. The improved profitability
should help capital argumentation in the sector.

This might adversely affect the sector’s solvency
and profitability if the trend prevailed.

2.3.2 General Insurance Risks

b. Liquidity
Related to credit risk, high premium debts might
further strain the sector’s weak liquidity and
compromise its ability to settle insurance
obligations as and when they fall due.

a. Credit risk
The sector continued to be exposed to rising
levels of uncollected premiums. The situation
was attributed to wider economic problems
including unsatisfactory premium payment on
public accounts.

2.3.3 Conclusion
In an effort to reduce the uncollected premiums,
the RBM will continue to enforce compliance of
Premium Payment Directive (PPD), to bring
down premium debt levels on General insurers’
balance sheets.
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2.4 THE LIFE INSURANCE SECTOR
The life insurance sector remained sound over
the six months to September 2015. Companies
were well capitalized with an exception of one
that operated below minimum capital
requirements. However, concentration and
reinvestment risks remained major challenges.

percent) and fixed deposits (6.9 percent), Chart
2.17.
Chart 2.17: Asset Composition–Life Insurance

2.4.1 Financial Soundness Conditions
a. Capital
The life insurance sector’s total capital increased
by 6.3 percent to K22.1 billion in September
2015 from K20.8 billion in March 2015 (Chart
2.16).
Chart 2.16: Life Insurance Capital (K’billion)
Source: Reserve Bank of Malawi

b. Liquidity
The current ratio for the sector increased to
177.6 percent as at 30th September 2015 from
162.6 percent in March 2015. This indicated that
insurers had a strong current asset base to
support payment of liabilities as they fell due
(Chart 2.18).
Chart 2.18: Current Ratio

Source: Reserve Bank of Malawi

The improvement was on account of a 7.0
percent increase in retained earnings, which
rose from K16.1 billion in March 2015 to K17.2
billion September 2015.
During the review period, a major part of the
assets were invested in equities (51.6 percent),
followed by government securities (27.8

Source: Reserve Bank of Malawi
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c.
Reinsurance
Life insurance sector retained 98.0 percent of
gross premiums written as compared to 99.0
percent in March 2015, (Chart 2.19). The sector’s
high retention rate reflects that life insurance
companies had enough capital to support
liabilities as they fall due.

Chart 2.20: Return on Equity Ratio-Life
Insurance

Chart 2.19: Risk Retention Ratio

Source: Reserve Bank of Malawi

2.4.2 Life Insurance Risks
The life insurance sector continued to face
concentration risk in terms of market share. The
industry was dominated by two companies (out
of four), which account for over 95.0 percent of
the sector’s total assets and premiums written.
Therefore, failure of one of the two might have a
significant impact on the sector.
The life insurance sector also continued to face
reinvestment risk in terms of annuity products.
Whilst the life insurers take up long term
obligations such as payment of annuities to
pensioners, most of the funds backing up the
annuity products are invested in short term
interest bearing assets such as Treasury bills and
bank deposits, which constantly face repricing
risk based on short term economic conditions.

Source: Reserve Bank of Malawi

d.
Earnings and Profitability
The sector experienced a decline in profitability.
ROE decreased from 19.0 percent in March 2015
to 10.0 percent in September 2015, (Chart 2.20).
The decrease in ROE was as a result of a decline
in income from unrealized gains on equity
investments.

18

Box 2.4: Selected Malawi Insurance Sector Indicators
30-Sep-13
Capital Adequacy

1. Capital to total asset

NonLife

Life

31-Mar-14
NonLife

Life

30- Sep-14
NonLife

Life

31- Mar-15
NonLife

30- Sep-15

Life

NonLife

Life

30.0

10.3

35.9

10.0

34.9

8.2

35.8

8.9

35.4

11.9

9.7

10.3

9.7

10.0

10.0

8.2

9.5

8.9

9.7

54.3

30.6

34.3

63.7

58.0

28.8

59.2

86.3

42.5

36.5

23.7

73.4

99.1

78.0

94.0

77.3

93.8

83.2

99.0

80.2

98.0

106.9

5.0

100.1

2.7

98.5

1.6

103.6

11.0

99.4

12.8

6. Expense Ratio

43.1

47.4

38.9

41.6

39.0

56.7

40.2

70.0

39.7

16.5

7. Return on Equity (ROE)

60.7

26.0

50.0

21.0

51.5

25.0

33.8

19.0

45.2

10.0

61.2

116.7

76.6

151.2

68.6

158.9

74.0

162.6

68.4

177.6

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
5. Combined ratio
(incurred claims to net
earned premium)

Liquidity

8. Liquid assets to current
liabilities
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Chart 2.22: Asset Composition 2015

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
were concentration, interest rate and inflation.
2.5.1 Soundness of the Pension Sector
a. Assets
Assets of the pension sector registered a 13.7
percent growth from K258.2 billion in March
2015 to K293.5 billion recorded in September
2015 (Chart 2.21). The growth was attributed to
pension contributions and investment income.

Chart 2.21: Pension Assets (K’Billion)
Source: Reserve Bank of Malawi

350

b. Investment Income

300

Investment income stood at K66.9 billion,
representing 23 percent of investment assets.
The main source of the investment income was
unrealized gains from fair valuation of assets,
which amounted to K37.3 billion representing
56.0 percent of the total investment income
(Chart 2.23).

250
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0
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Mar-15

Chart 2.23: Distribution of Investment
Income

Sep-15

Source: Reserve Bank of Malawi

Investment in equity represented the highest
share of pension fund assets at 48.0 percent,
followed by government securities and fixed
deposits at 28.0 percent and 10.0 percent,
respectively, (Chart 2.22).
Total investment in interest bearing assets
amounted to K130.0 billion, representing 44.0
percent of total investments. The large
investment in interest bearing assets posed a
risk that any decrease in interest rates would
negatively affect the incomes of pension funds.

Source: Reserve Bank of Malawi
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c. Pension Contributions

Out of this, K7.0 billion was in respect of
retirement benefits while K6.9 billion was in
respect of early withdrawals, representing 42.5
percent and 41.7 percent, respectively.

Pension contributions continued to improve as
average monthly contributions increased from
K3.0 billion in March 2015 to K3.4 billion in
September 2015. The outturn could be due to
increase in the number of people that joined the
scheme.
Chart 2.24: Average
Contributions
4.0
3.0

2.6

2.6

Monthly
3.0

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.

Pension
3.4

2.5.2 Pension Sector Risks
Concentration, interest rate and inflation rate
risks were the main risks in the sector. The
industry had two main players with combined
asset holdings of K175.3 billion, representing
59.7.0 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.
In addition, the industry has 44.3 percent in
interest bearing assets. Any decrease in interest
rate will therefore negatively affect the incomes
of pension funds.

MK' Bn

2.0
1.0
Mar-14 Sep-14 Mar-15 Sep-15

Source: Reserve Bank of Malawi

d. Payment of pension benefits
A total amount of K16.5 billion was paid out as
pension benefits as at 30th September, 2015
compared to K7.0 billion in September, 2014.
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2.6 THE MICROFINANCE SECTOR
The sector remained sound during the six
months period to September 2015. For the first
time, the sector licensed, a deposit taking
microfinance institution (DTI). Some Savings and
Credit Cooperatives (SACCOs), which were
unable
to
meet
minimum
regulatory
requirements merged during the period.

Table
2.5:
Growth
Institutions (MFIs)

Total assets for the sector declined during the
period under review. Assets decreased by 6.7
percent from K29.3 billion in March, 2015 to
K27.4 billion in September 2015 (Chart 2.25).
Chart: 2.25: The MFI’s Total Sector Assets

Microfinance
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Deposit
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(NDTIs)
Deposit
Taking
Institutions (DTIs)

2.6.1 Growth of the Microfinance Sector

of

Source: Reserve Bank of Malawi

2.6.2 Financial Soundness Conditions
a. Capital Adequacy
Total industry capital surged from K6.2 billion as
at March 2015 to K27.5 billion as at September
2015 on account of capital grants received by
some microfinance institutions. The debt to
equity (gearing ratio) increased to 1.2 as at
September, 2015 from 0.9 as at end of March
2015 thereby indicating increase in leverage for
the industry. All NDTIs and the DTI met their
capital requirements, currently at K75.0 million
and K250.0 million, respectively.

Source: Reserve Bank of Malawi

The total number of MFIs increased from 42 in
March 2015 to 43 as at September 2015. As per
Table 2.5, the number of non-deposit taking
institutions (NDTIs) decreased to nine from ten
with the licensing of one NDTI as a DTI, while
Micro Credit Agencies (MCAs) increased from 16
to 17 in September 2015.

A total of 11 out of the 19 SACCOs supervised by
the Registrar, met both the minimum capital
adequacy (10 percent of total assets) and the
minimum capital requirement of K2.0 million.

The number of SACCOs declined from 46 to 45
during the period following the merger of two
SACCOs. As at 30th September 2015, the number
of fully licensed SACCOs stood at 30 as per Table
2.5.

Eight institutions failed to meet regulatory
minimum capital requirements due to
accumulated losses, which eroded the total
capital. Hence the institutions have been advised
to regularise their capital positions.
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b. Liquidity
Liquidity continued to be a challenge for the
industry during the period under review. NDTIs
recorded a marginal decrease in liquidity,
measured by the liquidity ratio, from 64.8
percent in March 2015 to 64.2 percent in
September 2015, which was below the
recommended minimum ratio of 100 percent.
Similarly the current ratio for the sector closed
at 3.2 percent as at end Sept 2015, which is a
marginal decrease from 3.4 percent as at March
2015. Non remittances of payroll deductions
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 9.3 percent as at
August 2015 up from 8.21 percent recorded in
March 2015. This was however below the 10
percent minimum threshold.

percent in March 2015 to 60.2 percent in
September 2015. However the rate is still below
the recommended 100 percent.
d. Profitability and Sustainability
Profitability declined due to an increase in
provisions and a reduction in interest income
from loans as a result of non-remittance of loan
repayments. Consequently profits for the sector
decreased by 50.5 percent from K297.4 million
to K147.3 million in September 2015. This led to
a drop in ROA and ROE from 1.2 percent and 5.0
percent to 1.1 percent and 3.3 percent,
respectively.
2.6.3 Liquidity Risk
As a result of liquidity challenges most MFIs
resorted to borrowing from commercial banks to
fund the growth of their loan book. Reliance on
short term borrowings from banks exposes the
sector to liquidity risks in the event that banks
decided to reduce their exposure to the sector.

The aggregate industry liquidity ratio for MFIs
increased to 64.9 percent from 64.8 percent over
the same period. At 64.9 percent, the ratio was
below the recommended benchmark of 100
percent for short term obligations to be fully
covered by cash resources.

2.6.4 Conclusion
SACCOs that were failing to meet minimum
regulatory requirements were encouraged to
voluntarily merge in order to improve the
financial performance and stability of the sector.
The commencement of the agricultural lean
period was expected to negatively affect the
repayment, liquidity and profitability of the
sector during the ensuing months.

c. Asset Quality
The asset quality for the sector slumped during
the period under review. This is as a result of
increase in provisions as a percentage of gross
loans to 53.3 percent from 3.93 percent, despite
improvement in repayment rate from 50.3
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3.0 CAPITAL MARKETS
Malawi’s capital markets registered a modest
performance during the six months period to
September
2015.
However,
given
the
macroeconomic outlook in the coming months,
activity in the capital markets might be
suppressed by investors opting for the money
markets.

Bank Limited, Sunbird Tourism Limited and
Telekom Networks Malawi. The Foreign Share
Index (FSI) remained static at 1,762.13 points.
b. Market Capitalisation

Total Market Capitalisation (TMC) rose by 0.63
percent to K7,576.04 billion (US$13.64 billion) at
the end of September 2015 from K7,528.92
billion (US$17.10 billion) recorded in March
2015. The increase in TMC was due to rising
share prices during the review period. However,
in US dollar terms, the TMC declined from US$
13.64 billion to US$17.10 due to the depreciation
of the Malawi Kwacha. The Domestic Market
Capitalisation (Domcap) was up by 3.0 percent
to K676.03 million at the end of September 2015
from K656.37 million in March 2015.

3.1. INDUSTRY PERFORMANCE
3.1.1. Stock Market
The primary market for equities did not register
any new listing whereas the secondary market’s
performance was relatively dismal as reflected in
share index.
a. Share Index

During the period under review, the Malawi All
Share Index (MASI) rose to 15,824.68 points in
September 2015 from 15,364.50 points in March
2015 (Chart 3.1) registering a return on index of
3.0 percent. The increase was attributed to a rise
in the Domestic Share Index (DSI). The DSI
moved from 12,100.77 points to 12,466.81
points.

c. Market Turnover

There was increased activity in the months
covering the review period compared to the
previous review period. The number of shares
traded increased to 2,017.5 million from 82.6
million. Similarly, the value of shares traded
increased to K39,480.20 million from K1,917.3
million. The increased activity was as a result of
investors taking new positions after the release
of financial statements by the listed companies.

Chart 3.1: Trends in MASI, DSI and FSI
18,000.00

3.1.2 Bond Market
There was no trading activity on the market
during the review period. There were no sellers
despite interests from some potential buyers.
Holders of the bonds seemingly have long term
investment objectives. Nonetheless, anticipated
listing of more long term domestic debt
instruments might induce some activity in the
market.
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3.2. FINANCIAL SOUNDNESS OF MARKET
INTERMEDIARIES
The
minimum
regulatory
net
capital
requirement was K50.0 million for portfolio
managers, K25.0 million for broker/dealers and
K15.0 million for operators of unit trust. As at
30th September 2015 all six portfolio managers
and the operator of unit trust complied with the
minimum regulatory net capital requirement.

Source: Reserve Bank of Malawi

The increase in the DSI was on account of share
price gains on eight out of the thirteen domestic
counters namely; Blantyre Hotels Limited,
Malawi Investment Property Company, National
Bank of Malawi, National Investment Trust
Limited, Press Corporation Limited, Standard
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Similarly, all four broker/dealers complied with
the minimum regulatory net capital requirement
as at 30th September 2015.

3.4. CONCLUSION
Government was restructuring its debt to more
long term debt as opposed to short term
domestic debt. Long term instruments are
preferred by most institutional investors, and
are likely to invest in the capital market to match
the nature of their source of funds, which are
also long term in nature, mostly pension funds.

3.3. EMERGING RISKS
In view of the macroeconomic outlook, interest
rates in the money markets were likely to rise.
Investors would likely prefer the money market
to the capital market, thereby reducing activity
in the capital market.
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4.0
FINANCIAL INFRASTRUCTURE
During the period under review, the financial
infrastructure facilitated a smooth flow of
payments, clearing and settlement of financial
transactions. Efforts were also made to improve
the regulatory framework.

Availability of the system in future was likely to
remain high as the system is web based and has
its technical platform supported by the Society
for
Worldwide
Interbank
Financial
Telecommunication (SWIFT) network, which
makes the system less vulnerable to network
and connectivity problems.

4.1
MITASS Overview
Malawi Interbank Transfer and Settlement
System (MITASS) is a systemically important
payment system (SIPS) in Malawi. The system is
highly integrated, combining functionalities of
the Real Time Gross Settlement (RTGS), the
Automated Clearing House (ACH) and the
Central Securities Depository (CSD) on one
platform.

Chart 4.1: MITASS Availability

(i) MITASS System Participants
MITASS had 16 participants, comprising the
RBM, 12 commercial banks, one discount house
and two government departments; Malawi
Revenue Authority (MRA) and (MOF, EP&D).
Regionally, the SADC Integrated Regional
Payments System (SIRESS) had 13 Malawi
participant banks and had registered an increase
in transaction processing.

Source: Reserve Bank of Malawi

4.1.2 MITASS Utilisation
MITASS throughput is composed of bank to bank
and customer to customer transactions
processed directly through the RTGS component
of the system. All bulk transactions (i.e. cheques,
direct debits, Electronic Funds Transfers (EFT)
and credit transfers) are processed in the ACH
whereas government securities are processed in
CSD. Transactions processed through the RTGS
are settled in real time as opposed to bulk
transactions or CSD transactions whose
settlement is differed to allow clearing process.
All transactions are finally settled in RTGS after
being cleared in their respective ACH or CSD
components. The total volume of transactions
processed in MITASS grew exponentially to 1.8
million from 122,883 in the previous six months
(Chart 4.2).

(ii) MITASS and Financial Stability
The system is critical to the safety and efficient
flow of funds in the economy for financial
stability. In particular, the role of MITASS in
financial stability is reflected in system
availability, system utilization and the
transaction settlement.
4.1.1 MITASS Availability
MITASS was available for transaction processing
as no major disruptions to the operations of the
system were reported over the period of review.
The system maintained its availability at 99.6
percent of normal operating hours, thereby
exceeding the RBM availability target of 96
percent (Chart 4.1).
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Chart 4.2: MITASS Throughput

on performance shortfalls observed during onsite and off-site inspections of payment system
participants as well as system operators were
also enforced.
4.3 Regulatory Reforms
RBM continued to engage Government to
expedite the presentation of the Payments
System Bill to Parliament for possible enactment
by December 2015. The Bill is expected to
provide clarity and transparency to oversight
arrangements over the financial infrastructure.
This will bring Malawi in line with international
best practice.

Source: Reserve Bank of Malawi

The RBM was also revising its oversight policy
following implementation of major systems as
well as replacement of the old Bank for
International Settlement (BIS), Core Principles
for SIPS with the 24 Principles for Financial
Market Infrastructures (PFMIs) issued by CPSS
and International Organisation of Securities
Commissions (IOSCO) in April 2012. The revised
Policy would replace the November 2007
version once approved.

Similarly, the corresponding total value of
transactions increased by 25.2 percent to
K5,832.9 billion from K4,836.3 billion over the
same period. This implies that more high value
transactions were processed as now the system
processes all civil servants salaries through EFTs
in addition to all bank to bank transactions as
well as customer to customer transactions.
4.1.3 MITASS Settlements
Settlement of RTGS and CSD transactions in
MITASS is done on prefunded accounts to
prevent settlement defaults by system
participants. The system also provides several
liquidity management tools to help participants
manage their settlement balance positions. 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 loan
facility backed by collateral pledges; and a range
of position and settlement enquiry reports. Over
and above liquidity management tools available
within the system, participants have access to
intraday Lombard facility provided by the RBM.

4.3.1 Cross-border Financial Infrastructure
During the period under review, a total of 7,057
transactions with a value of ZAR1, 516.8 million
were processed through SIRESS compared to
4,817 transactions with a value of ZAR313.8
million processed in the previous six months
period (Chart 4.4).
Chart 4.4: SIRESS Transactions

4.2 Financial Infrastructure Oversight
To ensure efficiency, safety and stability in the
financial infrastructure, RBM continued to focus
on oversight of the financial infrastructure. This
was achieved by assessment of participants’
conduct in designated systems. Remedial actions

Source: Reserve Bank of Malawi
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This represents an increase of 46.5 percent and
154.0 percent in the total transactions volume
and value, respectively of the period. The
increase in SIRESS payments suggest growing

popularity of the system among commercial
banks and their customers. This also indicates
increased role that SIRESS makes towards
promoting financial stability in the country.
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