Monetary Policy Report

January, 2019

MONETARY POLICY REPORT

DOCUMENT ONE 2019

JANUARY 2019

1

Monetary Policy Report

January, 2019

Contents
1.0 RECENT ECONOMIC DEVELOPMENTS .................................................................. 5
1.1

GOVERNMENT OPERATIONS ................................................................................. 5

1.2

FOREIGN EXCHANGE RESERVES DEVELOPMENTS ...................................... 5

1.3

EXCHANGE RATE DEVELOPMENTS .................................................................... 5

1.4

BANKING SYSTEM LIQUIDITY .............................................................................. 6

1.5

BROAD MONEY DEVELOPMENTS ........................................................................ 6

2.0

MACROECONOMIC ANALYSIS AND FORECASTS ............................................... 7

2.1

MACROECONOMIC DEVELOPMENTS ................................................................. 7

2.1.1AGGREGATE DEMAND ............................................................................................ 7
2.1.2.

CONSUMER PRICES ............................................................................................... 8

2.1.3

CURRENT MONETARY POLICY STANCE ........................................................ 9

3.0 ECONOMIC OUTLOOK ................................................................................................... 10
3.1.

EXTERNAL SECTOR ASSUMPTIONS .................................................................. 10

3.2

INFLATION OUTLOOK AND MONETARY POLICY ........................................ 12

4.0

MONETARY POLICY COMMITTEE DECISION .................................................... 12

2

Monetary Policy Report

January, 2019

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. 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
Mr. Henry Mathanga, Executive Director, Corporate Affairs
Dr. Kisu Simwaka, Director responsible for Economic Policy and Research
Professor Chinyamata Chipeta, Academia
Mr. Fredrick Changaya, Private Sector
Ms. Evelyn Mwapasa, Private Sector
The Secretary to Treasury, Ex-Officio
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INTRODUCTION
The Monetary Policy Committee met on 29th and 30th January 2019, to review global and
domestic economic developments. The Committee resolved to cut the Policy rate by 1.5 percentage
points to 14.5 percent, reduce Liquidity Reserve Requirement (LRR) on foreign currency deposits
by 50 percent to 3.75 percent, reduce LRR on local currency deposits by 33.3 percent to 5.0 percent
and further reduced the Lombard rate from 200 basis points to 40 basis points above Policy rate
(i.e. 14.9 percent). The Committee arrived at this decision following the observation that most
risks to inflation that hit the economy in 2018 were dissipating and that the outlook for 2019 was
positive.
Global oil prices declined significantly in 2018Q4. Prices declined from US$86 per barrel in
October to around US$50 per barrel in December 2018. Oil prices are expected to remain stable
as concerns over the outlook for global demand amid simmering trade tensions, coupled with
increasing supply and rising inventories, pummeled the outlook for crude oil. Forecasts suggest
that average price of crude oil will be US$68.76 a barrel in 2019 and will remain unchanged in
real terms over the medium term. This will minimize pressures on domestic fuel pump prices.
Real GDP growth rate for 2019 is projected at 4.1 percent, 10 basis points higher than the 2018
growth estimate. Agriculture industry is estimated to recover to 2.0 percent from 0.6 percent in
2018, while wholesale and retail trade was estimated to grow by 4.9 percent in 2019.
Headline inflation averaged 9.9 percent in 2018Q4 while annual headline inflation averaged 9.2
percent in 2018, lower than 11.5 percent recorded in 2017. The tight monetary policy stance
pursued by RBM assisted in containing inflationary pressures in 2018 amidst major administered
price shocks. While food pressures are expected to remain prominent during the first quarter of
2019, they will moderate as the favourable weather conditions witnessed so far will improve the
supply of food stocks. Inflation is thus projected to remain broadly low in 2019, averaging 8.5
percent.
Nominal exchange rate continues to be stable relative to major trading currencies supported by
adequate foreign exchange reserves. The gross official reserves remain above the targeted 3
months of import cover. As at end December 2018, gross official reserves were at 3.6 months of
imports. The stable exchange rate throughout 2018 also helped to ease inflationary pressures and
is expected to continue anchoring inflation expectations in the short to medium term.
4
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1.0
RECENT ECONOMIC
DEVELOPMENTS

Private sector reserves stood at US$330.8 million

1.1

compared to US$337.9 million in November

(1.6 months of imports) as at end December 2018,

Government Operations

Total revenues for the second quarter of 2018/19

2018 and US$335.6 million in October 2018. Out

fiscal year amounted to K281.20 billion. Of this

of the US$330.8 million private sector reserves

amount, K246.78 billion were domestic revenues

recorded in December 2018, Foreign Currency

(against a quarterly budget of K232.41 billion)

Denominated

and K28.53 billion were grants. Total revenues

amounted to US$328.5 million while Authorized

for the preceding quarter amounted to K294.26

Dealer Banks (ADBs) held US$2.4 million.

billion

and

were

K252.84

billion

Account

(FCDA)

balances

for
1.3

corresponding quarter of 2017/2018 fiscal year.

Exchange Rate Developments

Generally, the kwacha lost value against most of

Total expenditure for the second quarter was

its trading partners’ currencies during October

K361.79 billion of which K41.0 billion was

2018 to November 2018. Compared to the end-

carried over expenditure from the previous fiscal

October 2018 exchange rates, the kwacha lost

year.

value against the USD, the GBP and the ZAR but
Domestic revenues above projections (K’ bn)

appreciated against the euro in November 2018.
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In a similar period in 2017, annual growth rate of

Banking System Liquidity

Banking system liquidity conditions loosened in

M2 stood at 19.1 percent. At 11.4 percent in

December 2018 compared to November and

December 2018, M2 growth was lower than the

October 2018 positions. The un-borrowed excess

estimated nominal GDP growth of 13.2 percent

reserves increased to an average of K14.7 billion

for 2018.

per day in December 2018, from K7.8 billion and

Annual growth in monetary aggregates

negative K1.9 billion per day in November 2018
and October 2018, respectively. The loose

100

liquidity conditions during December 2018 were

80

also reflected in the weighted average interbank

60

rate (IBR), which decreased to 14.63 percent on

40

31st December 2018, 21 basis points lower than

20

20
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IBR moves below the lower bound

Dec-16

0

its November 2018 position.

Private sector credit continued to recover as it

14

expanded by 11.5 percent (year on year) in

Percent (%)

16

December 2018 from a growth of 6.7 percent in

12

September 2018 and growth of 1.4 percent in
December 2017. At this pace, private sector

18-Jan-19
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05-Oct-18

14-Sep-18

24-Aug-18

03-Aug-18
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10

credit growth, is now positive in real terms as it
remained negative since mid-2012. With regard

IBR lower bound (%) (PR - 4%)

to quality of assets, non-performing loans (NPLs)

Lombard Rate/IBR Upper bound (%) (PR + 2%)

decreased by 24.6 percent (K10.3 billion) to

Policy Rate (PR)

K31.4 billion in December 2018 from K41.7

IBR

billion in October 2018. Year on year, NPLs
1.5

Broad Money Developments

declined by 55.4 percent (K30.0 billion), from

Broad money supply (M2) increased to 11.4

K70.4 billion in December, 2017. Accordingly,

percent (year-on-year) in December 2018 from

the NPL ratio for the banking sector improved to

15.5 percent in September 2018. The upturn was

6.1 percent as at December 2018 from 15.7

because of the banking system’s creation of NDA

percent in December 2017. At 6.1 percent, the

to K825.2 billion in the month of December 2018.

industry NPL ratio was at its lowest in five years,
6
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despite being above the acceptable 5.0 percent

last half of 2018 on account of both agriculture

acceptable limit.

and non-agriculture output gaps being negative.
Uneven distribution of rainfall in 2017/2018

Trend in Non-Performing loans
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army worms yielded negative agriculture output
gap whereas the negative non-agriculture output

20

gap is a result of tight monetary conditions and
other structural constraints.
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Dec-17

Total NPLs (K'mn

growing season as well as the spread of the fall

NPLs in Millions
NPLs to Gross Loans Ratio

2.0
MACROECONOMIC
ANALYSIS AND FORECASTING
2.1
Macroeconomic Developments
Domestic output for 2018 was estimated to have
Output Gap %

been in a negative cyclical position resulting from
negative agriculture and non-agriculture output
gaps. Inflation edged upwards and reached
double digit in November 2018 for the first time
in 15 months due to upward adjustments of
electricity tariffs, fuel prices as well as rising
maize prices. However, inflation fell back to
single digit in December 2018.
2.1.1

Aggregate Demand

The sluggish growth of agriculture output

Unfavorable weather conditions also affected the

estimated at 0.6 percent in 2018 contributed to a

growth of the non-agriculture sector, particularly

lower overall economic growth of 4.0 percent, 1.2

the electricity and water supply sub-sectors as

percentage points below the recorded growth in

they heavily rely on rainfall. Real GDP growth

2017. Overall, output gap was negative for the

for 2019 is projected at 4.1 percent, 0.1
7
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percentage points higher than the 2018 growth

percent obtained from Inflation Expectation

projection. Comparatively, growth in 2019 is

Survey.

projected to be better than in 2018 on account of

Consumer prices

good performance in the following economic
activities: agriculture, construction; wholesale
and retail trade; manufacturing; electricity, gas
and

water;

transportation

and

storage,

information and communication, and financial
and

insurance

services,

among

others.

Agriculture output for the year 2019 is expected
to recover to 2.0 percent from 0.6 percent in 2018.
Wholesale and retail trade sector is estimated to
grow by 4.9 percent. The dynamics of the
economy as measured by contributions of various

Recent decline in month-on-month headline

sectors to GDP have not changed much over the

inflation is on account of non-food prices which

past eight years with the agriculture sector having

went down by 1.3 percentage points and stood at

the largest contribution of about 30 percent to

8.2 percent in December 2018 from 9.5 percent in

total GDP.
2.1.2

the preceding month.
Consumer Prices

Month-on-month Inflation

Inflation decelerated to 9.9 percent in December
2018, a reversal from the upward trend that was

M-o-M 2016

30

observed since July 2018. Headline inflation has

M-o-M 2017

20

been on an upward trend for the most part of 2018

M-o-M 2018
10

in contrast to what was observed in 2017 such that

0

after 15 months of registering single digit

January
-10

inflation, headline inflation hit double digit in

April

July

October

November 2018 at 10.1 percent. Inflationary
-20

pressures observed during the year were from
both food and non-food items. The 2018 annual

All upward risks to inflation foreseen during the

average inflation rate stood at 9.2 percent, 0.1

third MPC of 2018 materialized during 2018Q4.

percentage points lower than 9.3 percent

These risks included increases in electricity

projected by the RBM. However, the outcome

tariffs by 20 percent and fuel prices by 5 percent

was lower than the market projection of 10.0

in October 2018 and a further 5.3 percent fuel
8
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price increase in November 2018. Thus, year-on-

global oil prices reversed in the fourth quarter of

year headline inflation rose to 9.9 percent in

2018. Brent crude oil prices fell to their lowest at

2018Q4 from 9.3 in 2018Q3 on account of

US$50.20 per barrel in December 2018 from a

pressures from both food and non-food inflation.

high of US$86.74 per barrel in October 2018. As

The outcome of headline inflation is 0.2

such, MERA revised downwards domestic fuel

percentage points lower than projected during the

prices in December 2018 by 3.8 percent on

third MPC of 2018.

average. Further, fuel pump prices were adjusted
downwards again by an average of 7.7 percent

Food inflation has been on an upward trajectory

effective 12th January 2019. The revision in fuel

since July 2018 due to poor food crop harvest as

prices in December 2018 partly explains the

a result of fall army worms that affected crops in

decline of non-food inflation in December 2018.

most parts of the Central and Southern Malawi.
In

addition,

some

parts

of

the

Non-food inflation averaged 9.0 percent in 2018,

country

3.9 percentage points lower than what was

experienced dry spells during the 2017/2018

recorded in 2017. The decline in fuel prices was

growing season. As such, pressure on food prices

not enough to offset the previous increases in the

mounted due to food shortages. Specifically,

quarter such that non-food inflation for 2018Q4

maize prices averaged K149.26 per kilogram in

was 0.2 percentage points higher than 8.7 percent

December 2018, a 9.4 percent rise from an

recorded in 2018Q3.

average of K136.50 per kilogram recorded in
November 2018. These developments were also

2.1.3 Current Monetary Policy Stance

evident in quarterly food inflation such that food

Monetary policy stance for 2018 broadly

inflation in 2018Q4 was 11.1 percent, 1.3

remained tight as evidenced by the positive real

percentage points higher than in 2018Q3. Despite

monetary conditions. The cautious monetary

these factors, the annual average for food

policy stance during the previous MPC was

inflation was 9.8 percent, 0.5 percentage points

affirmed following the materialization of the risks

lower than 10.3 percent recorded in 2017.

that were foreseen.

The trend in non-food inflation during the year

Several outcomes are associated with the

was affected by a number of shocks including

monetary policy stance so far. Firstly, it has

electricity tariff hikes that were effected twice by

helped to keep non-food inflation on a downward

a cumulative sum of about 35.2 percent and water

path. Non-food inflation was recorded at 9.0

tariff hike of about 7 percent. In addition, fuel

percent in 2018Q4 from 8.8 percent in 2018Q3

prices were revised upwards thrice, in July,

and 10.9 percent in 2017Q4, largely continuing

October and November 2018 mainly on account

its downward path. On monthly basis, non-food

of rising global oil prices. However, the trend in

inflation in December was recorded at 8.2 percent
9
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having consistently declined from 10.0 in

area is set to moderate from 1.8 percent in 2018

December 2017. Secondly, the monetary policy

to 1.6 percent in 2019 and 1.7 percent in 2020.

stance continues to aid exchange rate stability.

Growth rates have been marked down for many

Despite traditional lean period pressure during

economies in the Euro area notably Germany and

this period of the year, official reserves remained

Italy. Within the sub-Saharan region, growth in

adequate and were recorded at 3.6 months of

2018 was mainly driven by Nigeria while

imports by end December 2018.

prospects for South Africa remain modest amid
uncertainty in the run-up to the 2019 general

Monetary Policy Stance

elections. Growth in South Africa is thus
estimated to fall to 0.8 percent in 2018 from 1.3
percent in 2017 and expected to pick up in 2019
to 1.4 percent.
During the first half of 2018, global growth shed
off some momentum registered in the second half
of 2017, and the expansion became less
synchronized

across

countries.

Activity

moderated more than expected in some large
advanced economies from its strong pace last
year, while the emerging market and developing
economies continued to expand at broadly the

While the inflationary shocks experienced in

same pace as in 2017. Growth is projected to

2018 somewhat negatively affected the inflation

remain strong in the euro area, although it has

path particularly during the fourth quarter of

been revised down by 0.4 percentage point to 2.0

2018, our analysis suggests that inflation would

percent

have been higher than what was actually

3.1.

External Sector Assumptions

reflecting

weaker-than-

The Euro area growth is forecast to slow down

pursued in 2018.

ECONOMIC OUTLOOK

2018,

expected performance in the first half of the year.

experienced without tight monetary policy stance

3.

for

further to 1.6 percent in 2019. Slower export
growth after a strong surge in the final quarter of
2017 contributed notably to the Euro area
slowdown. Higher oil prices lifted growth among

According to the January 2019 World Economic

fuel-exporting economies in sub-Saharan Africa

Outlook update, global growth is estimated at 3.7

and the Middle East but negatively affected oil

percent for 2018 and projected at 3.5 percent in

importers.

2019 and 3.6 percent in 2020. Growth in the euro
10
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were recorded at US$59.88 per barrel compared
to US$50.32 per barrel at the end of December

Foreign Output Gap

2018. Oil prices are expected to remain stable
over concerns of the outlook for global demand
amid simmering trade tensions, coupled with
increasing supply and rising inventories. Saudi
Arabia pledged earlier in October to raise oil
output to offset the fall from Iranian exports
which is expected to arise from U.S. sanctions as
Russia’s production. In addition to concerns
about shortage of supply ahead of U.S. sanctions
on Iran, the oil market is beginning to be

The outlook points to tightened financial

concerned

conditions as monetary policy normalizes; US

with

possible

oversupply

and

inventories in many parts of the world. On

fiscal policy will subtract momentum starting in

balance, WEO suggests that oil prices will

2020; and China will slow down, reﬂecting

average US$68.76 per barrel in 2019 and will

weaker credit growth and rising trade barriers. As

remain unchanged in real terms over the medium

output gaps close and monetary policy settings

term.

begin to normalize, growth in most advanced
economies is expected to decline to below the

Global Oil Prices
88

crisis. The tightening of the financial conditions

78

is expected to narrow down the positive output

68

US$/Barrel

averages reached before the global financial

gap observed in the Euro area and U.S,
suggesting moderate foreign demand effect on
the domestic economy in the short to medium

58
48
38

Feb-16
Apr-16
Jun-16
Aug-16
Oct-16
Dec-16
Feb-17
Apr-17
Jun-17
Aug-17
Oct-17
Dec-17
Feb-18
Apr-18
Jun-18
Aug-18
Oct-18
Dec-18

28

term.
Global oil prices declined significantly in
December 2018, dipping to US$50.52 a barrel by

The terms of trade in Malawi are largely driven

end-December 2018 from US$61.43 per barrel at

by tobacco developments whose prices during the

the beginning of the month. The oil prices have

2017/18 season have been unsatisfactory. Prices

since been oscillating between US$50.0 and

averaged US$1.67 per kilogram in 2018,

US$60 per barrel during the first two weeks of

representing a drop of 16.2 percent from those

2019. As at 15th January 2019, crude oil prices

fetched in 2017. Oversupply has been cited as one
11
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of the reasons for the price drop, as the volume
increased by 89.6 percent to 202.0 million
kilograms

from

106.5

million

Inflation Forecast

kilograms

produced in 2017. With the foregoing, terms of
trade are projected to remain flat in the forecast
horizon.
3.2

Inflation Outlook and Monetary Policy

Headline inflation outlook has improved since
September 2018 MPC meeting.

Headline

inflation is now projected at 9.3 percent in
2019Q1 and 9.0 percent in 2019Q2, 0.7
percentage points and 1.0 percentage points
lower than what was predicted during the
previous MPC meeting.

4.0

The downward revision is on account of the

COMMITTEE DECISION

following factors; lower than expected inflation

MONETARY

POLICY

In view of the foregoing developments, the first

outturn in December 2018 and in 2018Q4 which

2019 MPC resolved on the following;

is expected to tone down expectations in the near
term; stability of global oil prices which is

A 150 basis points cut in Policy rate from 16

expected to be passed-through to domestic pump

percent to 14.5 percent;

prices, as evidenced by a recent reduction in

A reduction in the Lombard rate by 200 basis

domestic fuel prices by a cumulative 11.5

points to 40 basis points above the Policy rate (i.e.

percent; stable exchange rate following improved

14.9 percent);

foreign exchange reserves position and oncoming
tobacco selling season; and projected slowdown

A 375 basis points cut on Liquidity Reserve

in food prices during 2019 due to a promising

requirement on foreign currency deposits from

agricultural outlook.

7.5 percent to 3.75 percent; and

These factors are expected to neutralize the

A reduction of 250 basis points on LRR on local

second round effects of electricity tariff and

currency deposits from 7.5 percent to 5.0 percent.

pump fuel price upward adjustments effected
during fourth quarter of 2018. In 2019, headline
inflation is thus projected to average 8.5 percent.
12

