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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 data release and forecast calendar of the Bank. The main purpose of
the report is to review the outcome of the previous 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
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 (MPC), at its 2nd meeting of 2019 held on 2nd and 3rd May 2019,
decided to reduce the Policy Rate by 100 basis points from 14.5 percent to 13.5 percent. The
Committee, however, maintained the Lombard rate at 0.4 percentage points above the Policy Rate,
the Liquidity Reserve Requirement (LRR) on local currency deposits at 5 percent and the LRR on
foreign currency deposits at 3.75 percent. In arriving at this decision, the Committee observed that
the positive macroeconomic outlook for 2019 envisaged during the first MPC of 2019 remains
firm.
Headline inflation slowed down to an average of 8.7 percent during the first quarter of 2019 from
9.9 percent recorded during the previous quarter. This was largely on account of a decline in nonfood inflation which dropped to 5.8 percent from 8.9 percent in the last quarter of 2018. In March
2019, non-food inflation was recorded at 5 percent, similar to what was last achieved in March
1991, 28 years ago. This drop arises from consistent application of monetary policy and continued
stability in the exchange rate. At 8.7 percent, average inflation rate in the first quarter of 2019,
was 0.5 percentage points lower than the forecast. Inflation is now projected to average 8.0
percent in 2019, 0.5 percentage points lower than projected during the first MPC of 2019.
The exchange rate remained broadly stable and traded at K737.6517 per US dollar at the end of
March 2019 from K736.4394 per US dollar at the end of December 2018. Official reserves stood
at US$799.48 million (3.8 months of imports), 0.2 months higher than US$752.4 million (3.6
months of imports) reported during the first MPC. Total foreign exchange reserves, including
those held by the private sector, stood at US$1.1 billion (5.3 months of imports). The foreign
exchange reserves position is expected to improve further following the commencement of the
agriculture marketing season. It is therefore expected that the current stability in the exchange
rate will continue for the rest of 2019.
The global growth is now projected at 3.3 percent in 2019, lower than an earlier projection of 3.6
percent following geopolitical developments and tightening of global financial conditions. Global
oil prices are expected to remain broadly stable, trading at around US$70 dollars per barrel in
2019.
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Gross Domestic Product (GDP) growth for 2019 is estimated at 5.0 percent, an improvement from
the growth rate of 4.0 percent in 2018. The rebound in growth is expected to be supported by the
agriculture sector, improved power supply, continued macroeconomic stability as well as
the easing of monetary policy. The macroeconomic stability will be supported by fiscal
consolidation.
Further to the January 2019 MPC decision, whereby the Lombard rate was designated as the base
lending rate for commercial banks, the Committee refined the determination of the base lending
rate by introducing other rates. The base lending rate for Commercial Banks will now be a
weighted average of the Lombard rate, the interbank rate, the 91-day Treasury bill rate, and the
Savings rate.
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1.
RECENT ECONOMIC
DEVELOPMENTS
1.1
Government operations through
Reserve Bank of Malawi
During

the

mid-year

budget

1.3

Banking system liquidity

Banking system liquidity conditions were
looser in March 2019 compared to February
and January 2019. The un-borrowed excess

review,

reserves averaged K16.7 billion per day

Government revised downwards its revenue

between January 2019 and March 2019, up

and expenditure forecasts by K80.46 billion

from an average of K12.6 billion in the last

from K1.08 trillion to K999.98 billion and by

quarter of 2018. As at mid-April, Un-

K43.79 billion from K1.3 trillion to K1.25

borrowed reserves were recorded at K23.32

trillion, respectively. Meanwhile, for the

billion. The loose liquidity conditions during

fiscal year to date, total revenue amounted to

the quarter were reflected in the weighted

K751.76 billion against a budget of K722.38

average

billion while total expenditure for the fiscal

interbank

rate

(IBR),

which

decreased in March 2019 compared to

year to date amounted to K964.07 billion

February 2019. The IBR closed at 5.00

against a budget of K951.50 billion.

percent on 29th March 2019, 73 basis points

1.2
Foreign Exchange reserves
Gross official reserves stood at US$799.48

lower than its February 2019 position.

million (3.83 months of imports) at the end

near term, owing to government’s uptake of

of March 2019 higher than US$754 million

some liquidity.

Projections point to a rise in the IBR in the

reported during the first MPC of 2019 and
1.3.1 Treasury Bill Market
The average Treasury bill yields across all the

US$673 million (3.2 months of Imports)
reported during the same period in 2018.

three tenors declined during the period

Private Sector reserves were recorded at
US$305.04

million (1.46

months

December 2018 to March 2019. The drop in

of

the average yields across all Treasury bill

imports) by end March 2019 compared to
US$319.12

million (1.53

months

tenors for the review period is reflective of

of

the downward revision of the policy rate by

imports) at the end of February 2019.

1.50 percentage points to 14.50 percent in

Meanwhile, the exchange rate has broadly

January 2019. Yields for all three tenors, 91-

remained stable and is expected to remain

day, 182-day and 364-day dropped by 2.54

so in the medium term.

percentage points, 3.63 percentage points and
6
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3.00 percentage points to 9.74 percent, 10.50

billion and K3.7 billion to K165.0 billion and

percent and 11.5 percent, respectively. As a

K366.9 billion, respectively.

result, the all type yield for Treasury bills
declined to 10.58 percent in March 2019

Gross

from end-November 2018 position of 13.63

December 2018 position, standing at K512.9

percent.

billion in March 2019. The market continues

loans

generally stalled on the

to orient towards more liquid and less risky

1.4
Monetary and Private Sector
Credit Developments

assets.

The annual growth rate of broad money

2.
MACROECONOMIC
ANALYSIS AND FORECASTING

supply (M2) increased to 15.0 percent in the
March 2019 from 13.4 percent recorded in
February 2019. The contribution of NDA to

Macroeconomic Developments

the annual growth rate of M2 rose to 8.2

Output for 2019 is projected to recover and

percentage points from 1.3 percentage points

be in a positive cyclical position resulting

in the preceeding month. Meanwhile, the

from

contribution of NFA to the annual growth

agriculture output gaps. Inflation declined

rate of M2 decreased to 6.8 percentage points

during 2019Q1, averaging 8.7 percent from

from 12.1 percentage points in February 2018

an average of 9.9 percent in 2018Q4 and

mainly due the banking system’s sales of

stands almost similar to what was recorded

foreign exchange to the market.

in the same period last year. The slowdown is

positive

agriculture

and

non-

on account of reduction in non-food inflation
On monthly basis, M2 rose by K3.9 billion

arising from stability in the exchange rate,

(0.3 percent) to K1,174.1 billion in the

utility prices as well as pump fuel prices.

month. The increase in M2 mirrored an
upsurge in currency in circulation as well as

2.1

demand deposits that raised narrow money

Agriculture output growth for 2019 is

Aggregate Demand

(M1) by K17.3 billion to K532.0 billion in the

expected to rebound to 3.9 percent, from a

month. Specifically, currency in circulation

dismal performance of 0.9 percent in 2018.

and demand deposits increased by K13.6

This prospective outcome arises from better
rains across the country, despite severe floods
which have affected selected areas. Real
7
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GDP growth is projected at 5.0 percent in

2.2

2019, from 4.0 percent in 2018. Overall,

Inflationary pressures remained broadly

output gap is on a recovery path at the

subdued in 2019Q1. Inflation decelerated to

beginning of 2019, because of improvements

8.7 percent in 2019Q1 from 9.9 percent in

in both agriculture and non-agriculture output

2018Q4, largely attributed to developments

gaps. The recovery in non-agriculture output

in non-food inflation. At 8.7 percent, the

gap is explained by improved electricity

2019Q1 inflation outturn is 0.6 percentage

supply and easing monetary conditions

points

during the recent quarters.

projection reported during the first 2019

Consumer Prices

lower

than

9.3

percent

RBM

MPC meeting.

Figure 1: GDP growth, yoy, %

Non-food inflation decreased in 2019Q1
averaging 5.8 percent, from 9.0 percent in
2018Q4 and 9.6 percent in 2018Q1. The drop
in non-food inflation was largely attributed to
stability in the exchange rate as well as
lagged effects of the 7.7 percent and 3.8
percent reduction on fuel pump prices in
The recovery in agricultural sector is

December

expected to positively affect manufacturing,

respectively. Food inflation rose by 0.8

wholesale and retail, and transportation and

percentage points to average 11.9 percent

storage sectors.

compared to 11.1 percent and 8.5 percent in

2018

and

January

2019,

2018Q4 and 2018Q1, respectively. The rise

Figure 2: Output gap, %

was

attributed

to

seasonal

factors

compounded by a lean harvest during the
2017/2018 agricultural season. On monthly
basis, headline inflation dropped to 8.8
percent and 7.7 percent in January and
February 2019 but picked up in March 2019
to 9.3 percent as food inflation registered a
sharp increase.
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Figure 3: Inflation, yoy, %

their trend values. The real monetary
conditions suggest that monetary policy
stance, though still tight, has moderated in
2019Q1 compared to 2018Q4. The tightness
is primarily on account of real exchange rate
appreciation as the real interest is estimated
to be near neutral.
Figure 4: Real Monetary Condition Components

2.3
MONETARY POLICY
ASSESSMENT
2.3.1 Real interest rate position
The real interest rate gap reflects the
deviation of real (short-term) interest rate
from its trend level. In this analysis, real
interest rate is calculated as the difference
between the policy rate and expected
inflation. This analysis suggests that in

2.3.4 Monetary policy outcomes

2019Q1 the real interest rate is at the same

During the first MPC meeting of 2019, the

level as the trend, suggesting a near neutral

economic outlook in 2019 was quite positive

monetary policy.

with

2.3.2 Real exchange rate
developments

inflation

projected

to

continue

declining. Agricultural output was projected
to improve following favorable weather

The real exchange rate, defined as the

conditions. Specifically, maize production

nominal exchange rate multiplied by the

was estimated to increase by over 20 percent

foreign prices and divided by domestic

resulting into low pressures on food prices

prices, slightly appreciated in 2019Q1.

during the year compared to 2018. Further,

2.3.3 Real Monetary Conditions

the global oil prices were stable at the

Real monetary conditions are calculated as

beginning of the year. This, combined with a

the weighted average of the real interest rate

stable exchange rate, implied that domestic

gap and the real exchange rate gap, where

fuel prices would remain stable. Due to the

both variables are defined as deviations from
9
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favorable outlook, MPC decided to reduce

year growth rate. The additional K59.1

the policy rate by 150 basis points to 14.5

billion credit extension largely went to the

percent, the Lombard rate was reduced from

manufacturing (K14.9 billion), Wholesale

18 percent to 14.9 percent. Furthermore, the

and Retail (K13.1 billion) and Energy (K12.6

LRR for local and foreign currency were

billion) sectors.

decreased to 5 percent and 3.75 percent from
7.5 percent, respectively, in order to address
structural rigidities in commercial banks’
lending rates. The MPC also directed that the

3.
3.1

ECONOMIC OUTLOOK
External sector

3.1.1

Real Output Developments

Base rate for commercial banks be unified
According to the April 2019 World Economic

and set at the Lombard rate.

Outlook (WEO), global growth is projected
As a result of these actions, liquidity levels

to slow down from 3.6 percent in 2018 to 3.3

increased, real interest rate gap declined to

percent in 2019, before returning to 3.6

neutral position and the monetary policy

percent in 2020. In the United States, growth

stance moderated. Meanwhile, since the last

is expected to decline to 2.3 percent in 2019

MPC in January 2019, inflation has declined

and soften further to 1.9 percent in 2020 with

from 9.9 percent in 2018Q4 to 8.7 percent in

the unwinding of fiscal stimulus. Growth in

2019Q1.

declined

the euro area is set to moderate from 1.8

strongly over this period, falling from 9.0

percent in 2018 to 1.3 percent in 2019 and

percent in 2018Q4 to 5.8 percent in the

1.5 percent in 2020. Growth rates have been

2019Q1.

however

marked down for many economies in the

remained relatively high during the same

Euro area, notably in Germany and Italy. In

period due to seasonal food shortages

sub-Saharan Africa, growth is expected to

experienced

Food

pick up to 3.5 percent in 2019 and 3.7 percent

inflation was recorded at 11.9 percent in

in 2020 (from 3.0 percent in 2018), mainly

2019Q1 from 11.1 percent in 2018Q4.

driven by Nigeria while prospects for South

Non-food

The

food

around

inflation

inflation

this

period.

Africa remain modest amid uncertainty in the

Gross private sector loans went up by 13.0

run-up to the 2019 general elections. Growth

percent year on year, from K453.8 million in

in South Africa is thus estimated to fall to 0.8

March 2018 to K512.9 million in March

percent in 2018 from 1.3 percent in 2017 and

2019. This is a third increase of the year-on-

expected to pick up in 2019 to 1.2 percent.
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At 3.6 percent, global growth for 2018 was

sustained by the increase in the relative size

revised down by 0.1 percentage point relative

of economies, such as those of China and

to the October 2018 WEO, reflecting

India, which are projected to have robust

weakness in the second half of the year, and

growth by comparison to slower-growing

the forecasts for 2019 and 2020 are now

advanced and emerging market economies.

marked down by 0.4 percentage point and 0.1
Figure 5: Foreign Output Gap, %

percentage point, respectively. The current
forecast envisages that global growth will
level off in the first half of 2019 and firm up
thereafter. The projected pickup in the second
half of 2019 is based on an ongoing build-up
of

policy

stimulus

in

China,

recent

improvements in global financial market
sentiment, the waning of some temporary
drags on growth in the euro area, and a
gradual stabilization of conditions in stressed

3.1.2 Global Oil Price Developments
Following an agreement by OPEC and non-

emerging

OPEC countries (including Russia) to cut

market

economies,

including

Argentina and Turkey.

their crude oil production starting in January
2019 for an initial six-month period, coupled

Improved momentum for emerging market

with unplanned outages, oil prices rebounded

and developing economies is projected to

to above US$60 per barrel in February 2019

continue into 2020, primarily reflecting

and closed March 2019 at US$67 per barrel.

developments

currently

Projections suggest that Brent crude oil

experiencing macroeconomic distress. By

prices will stay at about US$60 a barrel for

contrast, activity in advanced economies is

the next five years and that prices in 2019 will

projected to continue to slow gradually as the

average US$59.2 a barrel, a 13.4 percent

impact of US fiscal stimulus fades and

decrease from the 2018 average and

growth tends toward the modest potential for

projected to average US$59.0 a barrel in

the group.

2020.

Beyond 2020, global growth is set to plateau

substantial

in

economies

at about 3.6 percent over the medium term,
11
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projections remains because of high policy

ToT are projected to remain neutral in the

uncertainty.

short term.
Figure 7: Terms of Trade Growth, % Q-o-Q
annualized

Jan-19

Oct-18

Jul-18
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Jan-18
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Jul-17
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90
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Figure 6: Trends in Global Oil Prices

Source: Thomson Reuters

3.2

3.1.3 Malawi’s Terms of trade

Baseline forecast

largely driven by tobacco developments

3.2.1 Baseline assumptions
RBM remains committed to a 5 percent

whose prices during the 2017/18 season have

inflation objective in the medium term.

been

averaged

Therefore, monetary policy conduct is

US$1.67 per kilogram in 2018, representing

consistent with this objective.1 The current

a drop of 16.2 percent from those fetched in

forecasts have taken into account the GDP

2017. Oversupply has been cited as one of the

growth projection of 5 percent for 2019

reasons for the price drop, as the volume

driven mainly by good prospects for

increased by 89.6 percent to 202.0 million

agriculture outturn. The second-round crop

kilograms from 106.5 million kilograms

estimates revealed that the floods only

produced in 2017. The 2019 tobacco

affected 1 percent of the initial projection of

production is estimated at 205.5 million

3.4 million metric tons of total maize

kilograms, a 1.7 percent increase from what

production. This is against a national maize

was produced in 2018. The 2019 estimated

requirement of 3.1 million metric tons

production

trade

indicating that there will be a maize surplus

requirement of 152.0 million by 24.8 percent.

hence maize prices will be lower. As such, no

The terms of trade (ToT) in Malawi are

unsatisfactory.

exceeds

Prices

the

2019

pressure is expected on maize prices.
1

The forecast horizon in this forecast round is from
2019Q2 to 2022Q1.
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The forecasts further assumes a stable

envisaged relatively heightened compulsory

exchange rate in 2019. Gross official reserves

and/or statutory expenditures and a buildup

were higher at US$771.1 million (3.7 months

in interest rate payments.

of import cover) as at 29th March 2019 than

3.3
Monetary policy and inflation in
the Baseline

US$663.2 million (3.2 months) recorded in
March 2018. Private sector reserves were

The annual headline inflation projection

also higher at US$313.8 million (1.5 months

for 2019 is revised downwards. Inflation

of imports) as at end March 2019, compared

outcome for the 2019Q1 is 0.6 percentage

to US$132.9 million (0.8 months) in March

points lower than earlier projected during the

2018. In the near term, both private and

first MPC meeting, particularly on account of

official reserves are projected to further build

a strong non-food disinflation observed in

up with the onset of the agriculture marketing

2019Q1. Against the expected stability in the

season. To maintain stability of the exchange

exchange rate as well as utility and fuel

rate and satisfy market demand for forex,

prices, headline inflation is projected at 8.0

interventions will be undertaken to build up
reserves

during

the

percent in 2019, down from 8.5 percent

tobacco-marketing

projected during the first MPC.

season and offloaded to the market during the

All else

being equal, inflation is projected to be at 7.6

lean period.

percent by 2019Q4.
Forecasts do not assume any additional
shocks to inflation emanating from electricity

Food inflation is forecast to slowdown in

tariffs adjustment except the 7 percent base-

2019Q2. Food inflation is projected to

tariff adjustment to be effected in the

decline in 2019Q2 to 11.4 percent from 12.0

2019/2020

recently

percent in 2019Q1. The decline is explained

introduced electricity pricing mechanism

by continued decline in food prices as

termed “Life Line Tariff” is not expected to

observed during the first weeks of April

exert inflationary pressures.

2019. The decline in food prices, maize in

fiscal

year.

The

particular, is as a result of the onset of harvest

The baseline forecasts also continue to

season. The food disinflation may however

assume fiscal overrun in 2018/19 of equal

be sticky in 2019 on account of i) market

magnitude to those experienced in the

expectations that food prices will be higher

2017/18 budget. This is because of the

due to floods that affected some parts of the
13
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country, ii) Government’s minimum set
Figure 9: Monetary Policy Rate and Inflation, %

prices at K150 per kilogram for maize

p.a.

effective 1st April 2019, and iii) food
situation in the neighboring countries.
Figure 8: Food and non-food Forecasts

The GDP projection for 2019 according to
the National accounts and Balance of
Payments Committee is 5.0 percent, an
improvement from the growth rate of 4.0

Headline inflation trend is on track

percent in 2018. The growth is expected to

towards a 5 percent objective as previously

be supported by agriculture, continued

predicted. Inflation during the first quarter of

macroeconomic stability as well as the

2019 receded by 1.2 percentage points to

downward revision of the policy rate during

average 8.7 percent from 9.9 percent in

the previous MPC.

2018Q4 and is projected to average 8.0
percent in 2019.

Figure 10: Decomposition of Economic
growth

Significant gains will

mostly be witnessed in food-inflation as
headroom for reduction in non-food inflation
is

closing.

Monetary

policy is

more

concerned with managing non-food inflation
than food inflation. At the current level of
non-food inflation (5 percent for March
2019), monetary policy has therefore largely
achieved its objective. Overall, the forecasts

4. MONETARY POLICY DECISION

show that the 5 percent policy objective

The positive macroeconomic outlook that

remains attainable contingent on significant

was portrayed during the first MPC of 2019

exogenous shocks over the forecast horizon.

has broadly remained unchanged. The
14
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Ministry of Agriculture has confirmed that
With the foregoing, MPC resolved to reduce

the country will have a maize surplus of about
233,053

metric

tonnes

following

the policy rate with 1 percentage point from

an

14.5 percent to 13.5 percent. MPC also

estimated better crop yield during this year.

maintained the LRR at 5 percent for domestic

The better yield is ordinarily expected to

currency deposits and 3.5 percent for foreign

translate into lower food prices and hence

currency deposits.

less pressures on food inflation. Secondly,
the stability in exchange rate is expected to

Further to the January 2019 MPC decision,

continue on account of adequate foreign

whereby the Lombard rate was designated as

exchange reserves as well as proceeds from

the base lending rate for commercial banks,

the 2019 agriculture marketing season.

the Committee refined the determination of

Thirdly, although the international oil prices

the this rate by introducing other rates. The

rose in February and March 2019, domestic

base lending rate for Commercial Banks will

fuel pump prices were maintained during

now be a weighted average of the Lombard

2019Q1 as the Price Stabilisation Fund

rate, the interbank rate, the 91-day Treasury

cushioned the prices. The consensus and

bill rate, and the Savings rate. This is

conservative outlook remains optimistic as

expected to enhance the transmission of

futures for crude oil remain below the US$70

monetary policy.

per barrel symbolic cut-off price.
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