MONETARY POLICY REPORT

RESERVE BANK OF MALAWI

March 2018

MONETARY POLICY REPORT

RESERVE BANK OF MALAWI

Monetary Policy Report
March 2018
The Reserve Bank of Malawi has constitutional mandate to maintain price stability in Malawi. In
this regard, the Bank aims at achieving an inflation rate of 5% in the medium term. Low and stable
inflation is critical for sustainable macroeconomic development. To facilitate this, the Bank has in
place a Monetary Policy Committee (MPC) which deliberates on macroeconomic developments
in order to decide on the Monetary Policy Rate.

In order to inform stakeholders about macroeconomic developments, prospects and policy options
ahead, the Bank has been publishing Monetary Policy Statements bi-annually. The first statement
is released immediately after Parliament passes the budget, i.e. July while the second one comes
out immediately after the mid-year budget review i.e. January.

The current Monetary Policy Report augments these biannual statements. It will be published
four times in a year, in line with the Monetary Policy Committee meetings. This statement will
thus be released in January, April, July and October each year. Its publication allows the
Reserve Bank to explain basis for monetary policy decisions.

The Monetary Policy Committee:
Dr. Dalitso Kabambe, Governor and Chairman
Dr. Grant Kabango, Deputy Governor responsible for Economics and Regulations
Dr. Kisu Simwaka, Director responsible for Economic Policy and Research
Professor Chinyamata Chipeta, Academia representative
Mr. Ben Botolo, Secretary to the Treasury
Miss. Evelyn Mwapasa, ICAM representative
Mr. Fredrick Changaya, Private Sector representative
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MONETARY POLICY STATEMENT SUMMARY
The Reserve Bank of Malawi’s Monetary Policy Committee (MPC) sets monetary policy to meet
the medium-term inflation target of 5%. At its meeting held on 27th and 28th March 2018, the
Monetary Policy Committee of the Reserve Bank of Malawi decided to keep the Policy Rate
unchanged at 16 percent. In coming up with this decision, the Committee observed that despite
sustained decelerations in inflation in 2017, upside risks to inflation outlook still persist, requiring
a cautious monetary policy stance. Furthermore, the Committee decided to maintain the Liquidity
Reserve Requirement (LRR) at 7.5 percent and the Lombard rate at 200 basis points above the
Policy Rate. Maintaining the current monetary stance is appropriate to consolidate the gains made
so far especially the achievement of a single digit and ensure that inflation converges to the
medium-term objective of 5%.

Headline inflation dropped to 7.8 percent in February 2018, after a one-off uptick to 8.1 percent in
January 2018 due to revision of Consumer Price Index (CPI) basket, increase in food prices and
upward adjustment in electricity tariffs. The slowdown in February 2018 was primarily driven by
weaker pressures on food and non-food prices. Headline inflation rate is projected to remain in
single digits throughout 2018. Malawi’s economy grew by an estimated 5.1 percent in 2017 on the
back of a bumper harvest, recovering from a subdued growth of 2.7 percent in 2016. In 2018,
economic activity is projected to moderate to around 4 percent on account of irregular rainfall
pattern during the growing season and the spread of fall army worms. Meanwhile, potential
inflationary pressures stemming from non-food items will be muted due to the expected stability
in the exchange rate and international oil prices. In addition, money supply growth slowed down
in January 2018. Going forward, money supply is expected to remain broadly consistent with
attaining the RBM’s near and medium-term inflation objectives. In this regard, the Reserve Bank
of Malawi will continue to manage liquidity in the banking system to ensure that the interbank rate
is kept within a band of +200/-400 basis points around the Policy Rate.

Global economic activity remained strong in 2017 and the stronger growth momentum is expected
to be carried forward in 2018 and 2019 with global growth estimated at 3.9 percent in both years.
Sub-Saharan region is expected to remain strong in the next two years while South African growth
is expected to weaken because of sluggish consumer confidence and slower investments. Overall,
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the external demand for Malawian products is expected to increase moderately over the coming
years. Gross official reserves, as at 15th March 2018, stood at US$654 million (3.1 months of
imports) compared to US$576 million (2.8 months of imports) recorded in the same period in
2017. The foreign exchange market has remained broadly stable for more than a year, supported
by high levels of both official and private sector foreign exchange reserves. The expected inflows
of foreign currency connected with the start of the agriculture marketing season will foster a further
build-up of the international reserves. As such, international reserves will be maintained at a
minimum of 3 months of import cover, thereby maintaining confidence in the foreign exchange
market.

The RBM projects that inflation will remain in single digit in 2018. The projected outturn in
inflation will come on the back of tight monetary policy and improved food supply. However, a
possible further increase in utility tariffs and potentially unchanged fiscal policy stance pose upside
risks to this inflation outlook. Therefore, the MPC resolved to maintain the current monetary policy
stance in order to consolidate pre-empt possible build-up of inflation risks and ensure that inflation
remains in single digit and subsides towards 5 percent in the medium term.
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1.0

MACROECONOMIC DEVELOPMENTS

1.1

FISCAL AND FINANCIAL SYSTEM DEVELOPMENTS

Fiscal Developments up to 9th March 2018 show that, the fiscal deficit has improved in the third quarter1 of
2017/18 fiscal year to K55.35 billion from K61.81 billion in the second quarter of the current fiscal year.
At K189.93 billion, total revenues as of 9th March were closer to a quarterly projection of K223.19 billion.
Expenditures during the same period were recorded at K245.28 billion and remained within the quarterly
projection of K286.72 billion.
1.2

FOREIGN EXCHANGE RESERVES AND EXCHANGE RATE DEVELOPMENTS

As of March 2018, official and private sector reserves were comparatively higher than in the corresponding
period in 2017 (see Fig. 2). Supported by the relatively higher foreign exchange reserves, the Kwacha
remained broadly stable during the period leading to March 2018. This stability is expected to continue
with some bias towards appreciation as total reserves further improve on account of agriculture marketing
season and project funds.
Figure 1: Foreign exchange reserves (US$ million)
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Source: Reserve Bank of Malawi

1.3

BROAD MONEY DEVELOPMENTS

Monetary expansion which commenced in October 2017, receded in February 2018. Despite the
retraction in broad money supply growth, Net Domestic Assets (NDA) has since December 2015
been a lead driver of monetary expansion. The expansion in net domestic assets is largely on
account of expansion in net domestic credit. Although trend shows that monetary expansion has
been rising for 4 months commencing in October 2016, the rate of expansion compares favourably
with similar prior period. Consequently, NDA and NFA contributed 15.3 percent and 3.5 percent
to the annual growth rate of M2 in the month of February 2018 (see Fig. 3).

1

For the period January 2018 to 9th March 2018
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Figure 2: Components of the Annual M2 Growth

Source: Reserve Bank of Malawi

Figure 3: Components of Annual Money Supply Growth

Source: Reserve Bank of Malawi

Quasi money (QM) has been declining since November 2017. The decline partly reflects the
private liquidation of their foreign currency deposits. Expectedly, narrow money (M1) responded
by rising, mostly on account of a rise in currency in circulation (see Fig.4)

1.4

BANKING SYSTEM LIQUIDITY

Banking system liquidity conditions were tighter in February 2018 compared to December 2017 and
January 2018 positions. Although excess reserves were higher in February 2018 compared to January 2018,
part of the funds commercial banks used to meet their LRR requirements were being accessed on the
Lombard Facility. Un-borrowed excess reserve went down to an average of K1.03 billion per day in
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February 2018, down from K1.40 billion and K2.25 billion per day in December 2017 and January 2018,
respectively (see Table 1).

Table 1: Banking System Liquidity and Interest Rate developments
Oct2017 Nov2017

Dec Jan201
2017
8

Feb 2018

16th
Mar2018

Daily Average Total Reserves

73.08

75.38

77.92

80.92

81.02

81.53

Daily Average Required Reserves

69.10

69.27

71.58

75.20

75.14

74.18

Daily Average Excess Reserves

3.98

6.19

6.31

5.72

5.88

7.35

(14.53)

(4.80)

2.25

1.03

Daily Average Inter-Bank Market
Trading

7.42

8.14

8.65

6.31

Daily Average Lombard Facility Access

19.39

10.99

5.57

3.76

4.85

1.60

Policy Rate

18.00

18.00

16.00

16.00

16.00

16.00

Inter-bank Market Rate

16.98

16.02

14.97

15.00

13.69

13.96

Base Lending Rate

27.55

27.55

26.90

24.78

24.78

24.78

3 Months Term Deposit Rate

8.44

8.44

8.88

8.13

8.13

8.13

All Type Treasury Bill Rate

14.02

14.90

14.70

14.50

14.50

14.50

Lombard Facility Access Rate

20.00

20.00

18.00

18.00

18.00

18.00

Liquidity Reserve Requirement (LRR)

7.50

7.50

7.50

7.50

7.50

7.50

Daily Average Un-Borrowed Excess
Reserves

1.40
9.94

5.75
8.55

Source: Reserve Bank of Malawi

1.5

MONETARY POLICY AND INTEREST RATE DEVELOPMENTS

The tight liquidity conditions in February 2018 was not reflected in the traded volume on the interbank and
the weighted average interbank rate (IBR). The daily average interbank traded volume and IBR were
lower in February 2018 compared to December 2017 and January 2018. This means that excess reserves
were more evenly distributed among LRR complying institutions in February 2018 compared to December
2017 and January 2018. The IBR was maintained within the band of +200/-400 basis point around

the policy rate which was at 16 percent during the review period.
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Figure 4: The Policy rate and the Interbank rate

Source: Reserve Bank of Malawi

1.6

CREDIT DEVELOPMENTS

Total loans of the banking industry stood at K453.9 billion as at end February 2018 representing a growth
of 0.3 percent from K452.4 billion in January 2018. The NPL ratio depicted an improvement to 15.7 percent
as at February 2018 from 17.7 percent in February, 2017. Real private sector credit is picking up albeit with
a lag.

In terms of economic sectors, wholesale and retail trade continued to represent the largest share of
outstanding loan stock at 27.6 percent. Agriculture, Manufacturing and Community services
constituted 25.7 percent, 19.2 percent and 12.1 percent, respectively of the credit stock (see Fig.
5).
Figure 5: Sectoral Developments in Private Sector Credit

Source: Reserve Bank of Malawi
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2.0

MACROECONOMIC ANALYSIS AND FORECASTING

Early signs suggest a slowdown in the agriculture sector in 2018 which will result in a slowdown in overall
economic growth. The non-agriculture output has been improving on account of expansionary fiscal policy.
The economy is therefore estimated to be in a positive cyclical position in 2018Q1 in view of positive nonagriculture output gap. High food price expectations and food price correction led to a strong uptick in
food inflation during the 2018Q1. However, non-food inflation declined during the quarter because of
restrictive monetary conditions.
2.1.1

AGGREGATE DEMAND

Economic growth for 2017 is estimated at 5.1 percent, recovering from a subdued growth of 2.7 percent in
2016. The main driver of the rebound in 2017 has been the agricultural sector. However, early signs suggest
a slowdown in crop production in 2018 following irregular distribution of rainfall. Also underpinning the
projected slump in agricultural output is the spread of the fall armyworms that further destroyed the crops.2
Real GDP growth is thus projected to moderate to around 4 percent in 2018.

Figure 6: GDP growth, yoy, % and Output gap, %

The non-agricultural output gap3 is expected to expand further from 4.6 percent to 6.3 percent in 2018,
supported by expansionary fiscal policy. Private sector credit is responding to the relatively less tight
interest rate position following previous policy rate cuts, albeit with a lag. (see Appendix 2). Weak private
sector credit response is partly explained by a generally weak macroeconomic environment and increasing
public sector financing requirements. While supply factors are estimated to have opened up the output gap
in recent past, leading to depressed food prices, recently, output gap is opening on account of demand
factors. This may imply continued hegemony of non-food prices over their counterpart in 2018. These

2

The estimates for crop production losses following these two factors are yet to be released by the Ministry of
Agriculture.
3
The gap is measured as the difference between the actual level and its potential level
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developments suggest that different from last year, demand pull factors could be crucial in explaining
inflation developments in 2018.
2.1.2.

CONSUMER PRICES

Headline inflation receded to 7.8 percent in February 2018 following an uptick to 8.1 percent in January
2018. In December 2017, inflation was recorded at 7.1 percent (see Fig. 8). Until January 2018, inflation
had been on a downward trajectory that commenced in August 2016 primarily owing to less pressure on
food prices as well as a slowdown in non-food inflation driven by tight monetary conditions. The recent
increase in inflation is because of rising food prices. The estimated food inflation during 2018Q1 is 7.0
percent, 2.5 percentage points higher than the 4.5 percent recorded during 2017Q4. Non-food inflation is
estimated to decline by 2.0 percentage points to 8.8 percent from 10.8 during 2017Q4. On month on month
basis, overall prices increased by 2.1 percent in February on account of a 2.4 percent increase in food prices
and 1.9 percent rise in non-food prices.

Figure 7: Inflation, yoy, %

2.1.3

CURRENT MONETARY POLICY STANCE

The resolution at the fourth 2017 MPC meeting that was held in December 2017 was to adjust the policy
rate downwards by 200 basis points to 16 percent. The decision was premised on the relatively favorable
outlook in the macro economy, namely; stable exchange rate, low probability of food shortage due to normal
rainfall season and no risk of pump fuel price hike in the short term. Previous outturns also showed that
inflation had been in single digit for 4 consecutive months and was projected to remain on this path.
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Figure 8: Monetary Conditions

The current monetary conditions4 suggest that the monetary policy stance became less tight during the
2018Q1 as successive policy rate cuts led to the narrowing of the real interest rate gap (see Fig. 9). The real
exchange rate suggests a tighter stance which is widening since mid-2016. The real exchange position is
explained by the stable nominal exchange rate occurring on the back of rising inflation differentials. The
stable nominal exchange rate has been critical in supporting price stability in both tradable and non-tradable
sectors.
3.

MACROECONOMIC OUTLOOK

3.1.

EXTERNAL SECTOR ASSUMPTIONS

Global economic activity remained strong as global output is estimated to have grown by 3.7 percent in
2017, 0.5 percentage points higher than 2016. As a result, the foreign output gap is slightly positive because
of strong economic performance in the Eurozone and recovery in the U.S. A positive output gap is thus
expected to prevail over the forecast horizon implying slightly elevated demand for the products of Malawi.
Global output is estimated to have grown by 3.7 percent in 2017 and the stronger growth momentum
experienced in 2017 is expected to be carried over into 2018 and 2019 with global growth estimated at 3.9
percent in both years.5

4

Monetary conditions are calculated as the weighted average of the real interest rate gap and the (inverse of) real
exchange rate gap, where both variables are defined as deviations from their trend values.
5According

to IMF World Economic Outlook update of January 2018, the forecasts reflect the expectation that
favorable global financial condition and strong sentiment will help maintain the recent acceleration in demand.
Stronger growth is also expected in emerging markets and developing economies which are projected to grow by 4.9
percent and 5.0 percent in 2018 and 2019, respectively.
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Sub-Saharan region is expected to remain strong in the next two years, expecting to grow by 3.3 percent
and 3.5 percent in 2018 and 2019, respectively. South African growth is however expected to remain weak
over the forecast horizon due to weak consumer confidence and investment. Overall, the foreign output gap
is foreseen to be slightly positive as the cyclical position is positive in the euro area and U.S. while
somewhat negative in South Africa. This means that the external demand for Malawian products is expected
to increase moderately over the forecast period.
Figure 9: Foreign Output Gap, %

Since the last MPTC meeting (December 2017), crude oil prices have increased by 2.6 percent to US$64.96
per barrel in March 2018. Crude oil prices averaged $52.5 per barrel in 2017 (up from US$43/bbl. in 2016)
and are expected to rise to $66.9/bbl in 2018. In the baseline forecasts, crude oil prices are assumed to
remain at about US$65/bbl. This notwithstanding, domestic fuel pump prices are projected to remain
constant until mid-20196. After significant increases in the previous growing season, no further adjustment
to tobacco prices over the forecast horizon is projected and therefore terms of trade growth is assumed to
be zero.
Figure 10: Terms of Trade Growth

6

The impact on the In-Bond Landed Cost (IBLC) for fuel in Malawi will be mildly significant as the Energy Pricing
Committee has mostly used the Price Stabilization Fund (PSF) to absorb the trigger on the automatic pricing
mechanism since 2017Q2.
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4.0

INFLATION OUTLOOK AND MONETARY POLICY

The RBM projects that inflation will remain in single digit in 2018. The projected outturn will come on the
back of tight monetary policy and improved food supply. However, a possible further increase in utility
tariffs, particularly electricity, and possible liquidity injections on the fiscal front pose upside risks.
Therefore, the MPC resolved to maintain the current monetary policy stance i.e. Policy rate at 16%,
Lombard rate at 2% above the policy rate and the LRR at 7.5%, in order to consolidate and pre-empt
possible build-up of inflation risks. This stance will also ensure that inflation remains in single digit and
subsides towards 5 percent in the medium term.
Figure 11: Inflation outlook

Information Note:
------------------------------------------------------------------------------------------------------------------------------The next monetary policy report will be released soon after the next MPC meeting scheduled for June 2018.
To enhance communication of monetary policy decisions, the 29th March MPC press briefings also involved
use of presentation slides (available on https://www.rbm.mw/). In addition, the Bank will be holding
Monetary Policy Forums with key stakeholders soon after every MPC decision.
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LIST OF ACRONYMS
ADBs

Authorized Dealer Banks

APM

Automatic Pricing Mechanism

EGENCO

Electricity Generation Company

GDP

Gross Domestic Product

IBLC

In-Bond Landed Cost

IBR

Inter-Bank Market Rate

IMF

International Monetary Fund

M2

Broad Money

M1

Narrow Money

MERA

Malawi Energy Regulatory Authority

MoM

Month on month

MP

Monetary Policy

MPR

Monetary Policy Rate

NPLs

Non-Performing Loans

PSF

Price Stabilization Fund

QoQ

Quarter on quarter

s.a

Seasonally Adjusted

ToT

Terms of trade

WEO

World Economic Outlook

YoY

Year on Year
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