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The Reserve Bank of Malawi (The Bank) has a constitutional mandate to maintain price stability in Malawi.
This mandate is achieved through implementation of monetary policy. To effectively carry out this role,
the Bank has in place a Monetary Policy Committee (MPC) which extensively deliberates on
macroeconomic developments and projections in order to decide on the monetary policy stance. In order to
do this, the Bank has set a medium-term inflation rate objective of 5 percent, such that all efforts are geared
towards attaining this goal. Subject to meeting the inflation objective, the MPC is also required to support
the Government’s economic policy, particularly its objectives for economic growth and employment.

This Monetary Policy Report is published four times in a year, in line with the Monetary Policy Committee
meetings and the forecast calendar of the Bank. The main purpose of the report is to review the outcome of
the monetary policy stance, describe the recent economic developments and outlook, and outline of the
direction of monetary policy.

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
Mr. Fredrick Changaya, Private Sector
Miss. Evelyn Mwapasa, Private Sector
Mr. Ben Botolo, Secretary to the Treasury
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Summary
The Monetary Policy Committee (MPC) of the Reserve Bank of Malawi met on 3rd and 4th July 2018 to
review recent global and domestic economic developments and decided to maintain the Policy Rate at 16
percent. The Committee observed that despite a recent reduction in inflation to 8.9 percent in May 2018,
risks to inflation outlook persist. The Committee also decided to maintain the Liquidity Reserve
Requirement (LRR) at 7.5 percent and the Lombard rate at 200 basis points above the Policy Rate. The
decision by the Committee is aimed at managing risks to the inflation outlook and support disinflation
towards the medium term objective of 5 percent.

Global economic activity continues to strengthen, with global growth projected to rise to 3.9 percent in
2018 and 2019 from 3.6 percent in 2017. The uptick in global economic activity is on the back of benign
financial conditions, expansionary fiscal policy in the United States and partial recovery in export
commodities. Further, there is a rebound in global trade and investment in emerging and developing
economies.
On the domestic front, real gross domestic product (GDP) growth is expected to slow down to 4.0 percent
in 2018 from 5.1 percent in 2017, primarily due to weak agricultural production. The agriculture output has
been affected by fall army worms and irregular rainfall pattern. Non-agriculture sector is expected to remain
relatively strong in 2018.
Headline inflation increased to 8.6 percent in the first quarter of 2018 from 7.7 percent recorded in the last
quarter of 2017. Inflation peaked at 9.9 percent in March 2018 but has since slowed down to 8.9 percent
in May 2018. Annual average inflation for 2018 is currently projected at around 9.0 percent.
The exchange rate continues to be stable, trading at around K734 against the United States dollar. The
stability is on the back of a build-up in international reserves. International reserves edged up to US$760.2
million, equivalent to 3.6 months of imports as at 3rd July 2018, from US$682.9 million (3.2 months of
imports) recorded in a same period in 2017. This accumulation of reserves reflects purchases from the
market. Meanwhile, the foreign exchange market has remained liquid during the period. Going forward,
this liquidity is expected to continue supporting stability in the exchange rate.
The Committee observed that inflation during the first half of 2018 remained somewhat elevated due to
rebasing effects of the Consumer Price Index (CPI), electricity tariff adjustment in May 2018, a jump in
maize prices in January and February 2018 on account of speculation, and fiscal pressures. Going
forward, these risks, coupled with rising global oil market prices, are expected to persist in the near-term.
The Committee therefore opined that maintaining the current monetary policy stance will help in
containing the risks and directing inflation towards the medium-term objective of 5 percent. This policy
stance will be complemented by consistent mop-up operations to maintain tight liquidity conditions in the
market.
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K’ billion

of

the

budget.

Consequently, there was increased recourse to

MRA Projections 2017/18

central bank financing in the 2017/18 fiscal year.
1.2

MRA Actuals

FOREIGN EXCHANGE RESERVES
Gross official reserves rising
DEVELOPMENTS

Gross official reserves took an upward trend since
April 2018 from the seasonal drop experienced in
the preceding months. As at 22nd June 2018, official
reserves had increased to US$733.0 million, which
is equivalent to 3.5 months of imports from
US$670.7 million (3.2 months of imports) recorded
on 30th March 2018. The reserves have consistently
remained above the levels recorded in 2017. The
reserves position mainly reflects net purchases of
foreign exchange from the market. The gross
official

reserves

are

projected

to

Private sector reserves also rising

continue

increasing owing to anticipated purchases of
foreign exchange from the market.

As at 20th June 2018, private sector reserves also
increased to US$384.3 million, equivalent to 1.8
months of imports from US$362.2 million (1.7
months of imports) recorded in March 2018. Out of
this

Page 1 of 13

May-18

implementation

Apr-18

smooth

Mar-18

financial markets to avail resources required for

Feb-18

These challenges also reflect shallowness of the

Jan-18

tax collections persistently fall below projections.

Dec-17

challenges due to a limited resources envelope as

Nov-17

budgeted lines. However, the operations faced

Oct-17

Government expenditures have been broadly within

100
90
80
70
60
50
40
30
20
10
0

Sep-17

GOVERNMENT OPERATIONS

Aug-17

1.1

Domestic revenues below projections

RECENT ECONOMIC
DEVELOPMENTS

Jul-17

1.0

July 2018

Monetary Policy Report

July 2018

Malawi Kwacha US dollar exchange rate

amount, Foreign Currency Denominated Account
(FCDA) balances amounted to US$387.0 million

usd

while Authorized Dealer Banks’ held negative
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they are not expecting the exchange rate to
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Generally, the Kwacha gained value against most
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2018. Compared to the End-March 2018 exchange
rates, the Kwacha appreciated against its 4 major
trading currencies in May 2018. As at 20th June
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2018, however, the Kwacha depreciated marginally
against the United States dollar, but still gained
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hence the marginal depreciation of the local
currency against the US dollar. The exchange rate
is expected to remain stable at least in the short-run
given the sufficiency of the reserves and liquidity in
the foreign exchange market.
1.3

BANKING SYSTEM LIQUIDITY

Banking system liquidity conditions were tighter in
May 2018 compared to March 2018 and April 2018
positions. The un-borrowed excess reserve dropped
to an average of negative K8.9 billion per day in
May 2018, from K5.1 billion and K6.42 billion per
day in March 2018 and April 2018, respectively.
The tight liquidity conditions in May 2018 were
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also reflected in the traded volume on the interbank

Banking system liquidity

market and the weighted average interbank rate
(IBR). The daily average interbank traded volume
and IBR were higher in May 2018 compared to
March 2018 and April 2018. The IBR closed the
month of May 2018 at 15.47 percent, 132 basis
points and 116 basis points higher than its March
2018 and April 2018 positions, respectively, and
remained within its targeted corridor. As at 20th
June 2018, un-borrowed excess reserves declined
as they averaged K0.70 billion with the IBR
shedding 55 basis points and stood at 14.92 percent
which was still within its corridor. Net maturities of
Repurchase

Agreements

(REPOs),

Lombard

Facilities and somewhat purchases for foreign
exchange were the major factors explaining
injection of liquidity into the banking system.
1.4

Annual growth in monetary aggregates

BROAD MONEY DEVELOPMENTS

The annual growth rate of broad money supply
(M2) accelerated to 17.7 percent in April 2018,
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from 17.0 percent in March 2018 and 17.4 percent
in April 2017. The rise reflected developments in
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both narrow money (M1) and quasi money (QM).
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Specifically, M1 and QM grew by K105.2 billion

M2

in circulation and foreign currency denominated

Credit to Private Sector

deposits following agricultural proceeds

Net Credit to Government
NFA (RHS)

On the asset side, Net Domestic Assets (NDA) was
entirely responsible for the increase in annual M2
growth rate as it registered a year-on-year growth
of K125.5 billion in the month compared to K91.9
billion in March 2018. Meanwhile, Net Foreign
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Trend in Gross loans and leases

Assets (NFA) grew by K32.4 billion in April 2018,
down from an annual growth of K56.4 billion in the
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preceding month. It suffices to note that the level of
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broad money growth is significantly above the rate
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of growth of economic activity. This is suggestive
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of future demand-pull inflationary pressure in the
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CREDIT DEVELOPMENTS

growth of 3.3 percent from K464.7 billion in April,
2018. On annual basis, total loans grew by 10.0
percent from K436.4 billion in May, 2017. In real

Trend in Non-Performing loans

terms, private sector credit growth remains
negative. It has been negative since June 2016. The
distribution of credit is largely concentrated in the
Wholesale and Retail trade, agriculture and
manufacturing which jointly account for 64 percent
of the entire loan portfolio. The industry’s nonperforming loans (NPL) ratio declined to 12.7
percent as at May, 2018 from 13.7 percent in April,
2018. This decline in the NPL ratio was on account
of write offs and recoveries. The prudential

Loan concentration

6. Wholesale and retail trade
1. Agriculture, forestry, fishing and hunting
3. Manufacturing
10. Community, social and personal services
13. Other sectors
8. Transport, storage and communications
4. Electricity, gas, water and energy
7. Restaurants and hotels
9. Financial services
5. Construction
11. Real estate
2. Mining and quarying
12. Credit/debit cards
14. TOTAL

benchmark for asset quality is an NPL ratio of 5.0
Mar-18
109,881.88
106,042.57
68,760.98
43,544.88
38,461.57
21,878.47
19,103.35
17,192.42
14,042.19
11,618.05
1,620.25
1,659.02
453,805.63

Apr-18
109,804.14
108,924.83
76,883.91
44,845.77
38,369.91
21,568.00
15,887.04
17,860.56
13,990.25
13,153.08
1,825.41
1,578.70
464,691.60

Percentage of Total Loans
May-18
Apr-18
May-18
121,968.63
23.6%
25.4%
102,658.58
23.4%
21.4%
82,914.20
16.5%
17.3%
45,039.10
9.7%
9.4%
36,207.89
8.3%
7.5%
21,447.62
4.6%
4.5%
20,363.66
3.4%
4.2%
18,056.76
3.8%
3.8%
14,122.89
3.0%
2.9%
13,911.75
2.8%
2.9%
2,068.88
0.4%
0.4%
1,621.61
0.3%
0.3%
0.0%
0.0%
480,381.58
100.0%
100.0%

percent. It suffices to note that all banks have
liquidity levels above the regulatory benchmark of
30 percent.
2.0

MACROECONOMIC ANALYSIS AND
FORECASTING

2.1

MACROECONOMIC DEVELOPMENTS

In 2018 real GDP is expected to grow by about 4.0
percent. Agricultural output is estimated to grow by
0.1 percent in 2018 lower than an earlier estimate
of 0.3 percent. Non-agriculture output growth is
slightly above its long-term trend growth partly
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policy.

GDP growth, yoy, % and

Consequently, economic growth is estimated to be
above its trend growth between 2018Q2 and
2018Q3, though not as high as levels and growth
rates recorded before 2014. Inflation edged
upwards in 2018Q1 and 2018Q2 as envisaged
earlier partly on account of base effects and
pressure from housing and utilities sector.
Although inflation is expected to decelerate in the
next few months, the magnitude of the expected
disinflation is likely going to be small.
2.1.1

AGGREGATE DEMAND

Preliminary estimates suggest a slowdown in crop
production in 2018 following irregular distribution
of rainfall. Also the fall army worms further

Output gap, %

destroyed crops.1 GDP growth is therefore
projected to slow down to around 4 percent. The
non-agricultural output gap2 is expected to expand
further from 4.6 percent to 6.7 percent in 2018,
partly supported by expansionary fiscal policy.
Further, transient effects of the widening nonagriculture output gap connotes heightened demand
pull factors. This notwithstanding, the relatively
narrow food gap points to relatively high food
prices holding, all things constant. Indications so
far are that the relatively higher food prices will not
materialize in 2018Q2 nor 2018Q3 due to the postharvest excess supply but they may manifest in the
lean period.

1

For instance, maize output losses due to the two factors
is estimated at 20 percent.

2

The gap is measured as the difference between the
actual and its potential level. In this case, potential is
trend level.
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Consumer prices

2.1.2.

CONSUMER PRICES

Average headline inflation edged up to 8.6 percent
in 2018Q1 from 7.7 percent recorded in 2017Q4.
This partly reflects the effects of the revision of the
consumer price index (CPI) which weighed
negatively on inflation outcomes. In addition, food
price speculation due to the news of potential food
supply shortage in 2018 created instability in food
prices at the beginning of the year. Lastly, as
reported during the first MPC of 2018, there was an
Month-on-month inflation

expected food prices correction during the first half

6.0

of 2018 due to lower than average food prices in

4.0

2017. This correction was expected to yield higher-

2.0

than-usual food prices during the first half of the

-

year. Although this has not been very pronounced,
as food prices remain rock bottom because of

-2.0

abundance of maize on the market currently, the

-4.0

correction may persist to year end.

-6.0
2016

2017

Headline inflation was recorded at 9.7 percent and

2018

8.9 percent in April 2018 and May 2018,
respectively, which indicates that inflation will

Market inflation expectations
25.0

likely edge up in 2018Q23. It is also noted that

Actual Inflation rates

inflation has been volatile in the first half of 2018

June 18 Inflation Expectations

as it edged up to 8.1 percent in January 2018 from

20.0

7.1 percent in December 2017. It slowed down to
15.0

7.8 percent in February 2018 before edging

10.0

upwards again to 9.9 percent in March 2018. These
wide

5.0

fluctuations

create

uncertainty

among

economic agents and adversely affect expectations.
Jan-16
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0.0

In terms of inflation expectation, preliminary
results of the inflation expectations survey
conducted in June 2018 show that majority of the

3

Risks envisaged during the first MPC materialised. The
electricity tariff was adjusted in 2018Q2 but was largely
anticipated by economic agents. Food price correction

manifested in form of basal effects even though they
were not pronounced. Fiscal operations remained
expansionary.
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market expects headline inflation to continue its
downward trend up until third quarter of 2018. The
respondents, however, indicated the possibility of
heightened inflation pressures in the fourth quarter
of 2018 such that inflation is expected to close 2018
at 10.2 percent. This is a shift in inflation
expectations recorded in November 2017, which
indicated that inflation would return to double
digits by close of the second quarter of 2018. This
notwithstanding, the market expects the annual
average inflation for 2018 to be 9.8 percent.
2.1.3

CURRENT MONETARY POLICY STANCE

At the time of the first MPC of 2018 meeting, in
2018Q1, the outlook was obscure. There was a high
possibility of utility tariff hike, uncertain food
prices outcome and a delayed fiscal adjustment. As
such, the monetary policy decision was to maintain
the policy rate at 16 percent. As of 2018Q2, these
risks materialized. Inflation edged up as projected
albeit modestly. There was no fiscal correction and
electricity tariffs were adjusted upwards by 8.1
percent effective 1 May 2018.
The current monetary conditions4 suggest that the
monetary policy stance became tighter during the
2018Q2 particularly on account of real appreciation

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 value.
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of the currency. The real exchange rate position

Foreign output gap

continues to be explained by the stable nominal
exchange rate occurring on the back of inflation
differentials. The real exchange rate appreciation
has been pivotal is supporting stability of prices in
the tradable sector hence non-food inflation.
3.

ECONOMIC OUTLOOK

3.1.

EXTERNAL SECTOR ASSUMPTIONS

Global growth is expected to tick up to 3.9 percent
in 2018 and 2019, supported by strong momentum,
Crude oil price developments

favorable

sentiment,

accommodative

financial conditions, and the domestic and

Brent Crude Oil Prices

international repercussions of expansionary fiscal

100
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market

policy in the United States. A positive output gap is

80

thus expected to prevail over the forecast horizon
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implying potentially increased demand for the
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The stronger growth momentum experienced in
2017 when the global economy is estimated to have
grown by 3.8 percent is expected to be carried over
into 2018 and 2019 with global growth estimated at

Contributions to terms of trade

3.9 percent in both years. The recovery in the euro
area is projected to pick up slightly from 2.3 percent
in 2017 to 2.4 percent this year, before moderating
to 2 percent in 2019. Growth in sub-Saharan Africa
is also projected to rise gradually during 2018–19
to 3.4 percent and 3.7 percent, respectively, as the
challenging outlook in commodity exporters
gradually improves. Growth in South Africa is
expected to strengthen from 1.3 percent in 2017 to
1.5 percent in 2018 and 1.7 percent in 2019 with
business confidence likely to gradually firm up
following the change in the political leadership.
This notwithstanding, growth prospects in South
Africa remain weighed down by structural
Page 8 of 13

Monetary Policy Report

July 2018

bottlenecks. Overall, the foreign output gap is

adjustment which occurred in the first quarter of the

foreseen to be slightly positive as the cyclical

year, occasioned by speculative forces following

position is positive in the euro area and U.S., while

irregular rainfall and fall army work attacks, the 8.1

somewhat negative in South Africa. This means

percent upward adjustment in electricity tariffs that

that the external demand for Malawian products is

occurred in May 2018, and rising public sector

expected to increase moderately over the forecast

financing requirements occurring on the back of

period.

under collection by Malawi Revenue Authority

Oil prices on the international market continue to
rise due, in part, to the decision by OPEC and nonOPEC members to cut production throughout 2018

which led to increased liquidity injections. With
these assumptions, inflation is projected to average
9.0 percent in 2018.

and increased global demand. Furthermore, the
United States in early May 2018 announced

The MPC noted that many of these risks that had

intention to withdraw from the Iran nuclear deal and

led to elevated inflation in the first half still persist.

restore the sanctions. This, together with the recent

Additionally, crude oil prices have been trending

tariff wars between the United States and its major

upwards and the geopolitical tensions are creating

trading allies, make the crude oil price direction

further uncertainty in the international crude oil

quite uncertain. Since March 2018, crude oil prices

price directions. The MPC therefore resolved to

have increased by over 14.0 percent to US$75.6 per

keep the policy rate at 16.0 percent in order to arrest

nd

barrel as of 22 June 2018. This development will

any build-up in adverse expectations and safeguard

put more pressure on Price Stabilization Fund

the medium-term disinflation process towards the

(PSF).

inflation target of 5 percent. Furthermore, the MPC

After significant increases in the previous growing

resolved to maintain the Lombard rate at 2

season, no further adjustment to tobacco prices5

percentage points above the policy rate and the

over the forecast horizon is projected and therefore

Liquidity Reserve Requirement at 7.5 percent.

terms of trade growth is assumed to be zero in the
forecast horizon.
3.2.1

INFLATION

OUTLOOK AND MONETARY

POLICY
In the first half of the economy, inflation remained
volatile and elevated due to a number of factors.
These included: the effect of rebasing of the
Consumer Price Index (CPI) by the National
Statistics

5

Office,

the

upward

maize

price

The cumulative all-type average tobacco price averaged
US$1.64 per kilogram as at end May 2018, representing an

11.5 percent decrease from US$1.85 per kilogram registered
in a similar period in 2017.
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List of Acronyms
ADBs

Authorized Dealer Banks

GDP

Gross Domestic Product

IBR

Inter-Bank Market Rate

M2

Broad Money

M1

Narrow Money

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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