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Executive Summary
This bi-annual monetary policy report highlights the Reserve Bank of Malawi’s
monetary policy stance in the first half of 2021, assesses monetary policy and
economic developments in the six months to December 2020.
The COVID-19 pandemic continues to weigh heavily on the economic activity, even
as on-going vaccinations offer hope for a return to normal conditions later this year.
In this challenging environment, monetary policy in the first half of 2021 will focus
on maintaining inflation in single digits, anchoring inflation expectations,
entrenching the economy’s recovery from the COVID-19 pandemic, supporting the
accumulation of international reserves and providing room for sufficient credit to
the private sector. Further, monetary policy will remain supportive of the
Government’s macroeconomic objectives.
During the second half of 2020, monetary policy was conducted in the context of the
global coronavirus (COVID-19) pandemic. The thrust of monetary policy was to
contain inflationary pressures, while providing space for supporting recovery of the
economy. Several important economic developments were witnessed on the
domestic front. Firstly, headline inflation declined to an average of 7.5 percent, from
an average of 9.4 percent recorded in the first half of 2020 and compared to 9.9
percent registered in the corresponding period of 2019. Secondly, the economy
continued to weather the impact of the COVID-19 pandemic which paralyzed almost
all the sectors of the economy. In order to help the economy withstand the impact of
the pandemic, the Reserve Bank of Malawi eased monetary policy stance by
reducing the Policy rate in November 2020. This was in addition to the measures the
Bank undertook during the first half of 2020 in response to the pandemic.

1

Table of Contents
Executive Summary ...................................................................................................1
1.0

Introduction ......................................................................................................5

2.0

Monetary Policy Objectives and Instruments for the First Half of 2021 .........5

3.0

Domestic Inflation Outlook ..............................................................................5

4.0

Monetary Policy Formulation in the Second Half of 2020 ..............................7

4.1
5.0

Monetary Policy Committee Meetings and Decisions ..................................7
Developments in the Global Economy .............................................................9

5.1

Real Output....................................................................................................9

5.2

Growth in Malawi’s Major Trading Partners ..............................................10

5.3

International Commodity Price Developments ...........................................11

6.0

Developments in the Domestic Economy ......................................................12

6.1

Real Sector...................................................................................................12

6.2

Domestic Price Developments ....................................................................13

6.3

Foreign Exchange Reserves and Exchange Rate Developments ................15

6.4

Broad Money Development ........................................................................16

6.5

Credit Developments ...................................................................................17

6.6

Inter-Bank Money Market Developments ..................................................19

6.7

Capital Markets Development .....................................................................20

6.8

Interest Rates ...............................................................................................20

7.0
7.1

Assessment of the Impact of COVID-19 Pandemic on the Economy ...........21
Real Sector...................................................................................................21

2

7.2

Inflation .......................................................................................................23

7.3

External Sector ............................................................................................23

7.4

Fiscal Sector ................................................................................................25

7.5

Banking Sector ............................................................................................25

8.0

Monetary Policy Responses to the Covid-19 (Coronavirus) Pandemic .........26

9.0

Conclusion ......................................................................................................27

3

List of Figures
Figure 1: Headline Inflation Outlook .........................................................................6
Figure 2: International Oil Prices .............................................................................12
Figure 3: Contributions to Real GDP Growth .........................................................13
Figure 4: Trends in Inflation ....................................................................................14
Figure 5: Broad Money and its determinants...........................................................17
Figure 6: Sectoral Composition of Private Sector Credit ........................................19
Figure 7: Interest Rate ..............................................................................................21

List of Tables
Table 1: Banking System Liquidity .........................................................................20

4

1.0 Introduction
This Report highlights the Reserve Bank of Malawi (RBM)’s monetary policy
objectives for the first half of 2021 and analyses the outlook for the global and
domestic economies, focusing mainly on inflation and real GDP growth rates. In
addition, the report reviews the performance of monetary policy during the second
half of 2020.
2.0 Monetary Policy Objectives and Instruments for the First Half of 2021
During the first half of 2021, monetary policy will focus on maintaining inflation in
single digits and anchoring inflation expectations. In addition, monetary policy will
aim at entrenching the economy’s recovery from the COVID-19 pandemic,
supporting the accumulation of international reserves to at least three (3) months of
import cover, and providing room for sufficient credit to the private sector.
In order to achieve these objectives, the RBM will continue to pursue its monetary
policy in line with pre-emptive more forward-looking monetary policy frameworks,
with the short-term nominal interest rate, particularly the Interbank Rate (IBR), as
an operational target. The IBR is currently set to be within +0.2 and -4.0 percentage
points around the Policy rate. While the RBM will continue to use the Policy rate
as a signal of its monetary policy stance, Open Market Operations (OMO) will be
employed to align the IBR to the Policy rate. In terms of the Policy rate setting, the
RBM will continue to be guided by the outlook of key macroeconomic variables,
particularly inflation rate and real GDP growth rate. Further, monetary policy will
remain supportive of the Government’s macroeconomic objectives.
3.0 Domestic Inflation Outlook
Inflation developments during the first half of 2021 will largely be determined by
the combined effects of three key factors: availability of food, exchange rate
5

movements and developments in international oil prices. In the first quarter of 2021,
inflation is projected to average 8.1 percent, which is 1.1 percentage points higher
than the upper band of the medium-term inflation objective of 7.0 percent, but below
pre-COVID levels.
The high projected inflation rate in the first half of 2021 reflects the impact of the
upward adjustment in domestic fuel pump prices of 28.0 percent effected on 16th
December 2020 and 11.3 percent implemented on 9 th March 2021; the seasonal
increase in food prices during the first quarter of 2021; and the pass-through of the
weakening of the local currency. However, inflation is expected to pass its peak in
February-March and decelerate during the second quarter of 2021, with the average
for the quarter projected at 7.6 percent, as the onset of the 2020/21 agricultural
harvest season is expected to result in subdued food prices on account of improved
supply. Annually, inflation is projected to average 7.8 percent in 2021 before
declining to 7.6 percent in 2022 (see Figure 1).
Figure 1: Headline Inflation Outlook

Source: Reserve Bank of Malawi
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4.0 Monetary Policy Formulation in the Second Half of 2020
The overall objective of monetary policy during the second half of 2020 was to
maintain inflation in single digits and support the country’s economic recovery from
the impact of COVID-19 pandemic. Specifically, monetary policy aimed at ensuring
that the declining trend in inflation, which had been observed since the beginning of
the first half of 2020, would continue in order to achieve the medium-term inflation
objective of 5.0 percent, with a symmetric band of 2.0 percentage points. Although
the turnout was a deviation from the medium-term objective, the rate of inflation
rate declined from 11.5 percent in December 2019 to 7.6 percent in December 2020.
4.1 Monetary Policy Committee Meetings and Decisions
During the second half of 2020, monetary policy was conducted in the context of the
global coronavirus (COVID-19) pandemic. The MPC held two meetings, in July and
November, to review global and domestic economic developments, assess
macroeconomic conditions and decide on the appropriate course of monetary policy.
The July 2020 Meetings
During the July 2020 meetings, the MPC maintained the Policy rate at 13.5 percent,
the Lombard rate at 0.2 percentage points above the Policy rate and the Liquidity
Reserve Requirement (LRR) ratio on both local currency and foreign currency
deposits at 3.75 percent.

The MPC observed that real GDP growth rate was projected to fall to 1.9 percent
from an earlier forecast of 5.5 percent, reflecting the impact of the protracted
political uncertainty in the first half of the 2020 and restrained economic activity due
to the COVID-19 pandemic containment measures. It was noted that the pandemic
had significantly affected most sectors of the economy, notably the manufacturing,

7

tourism and accommodation, social work, wholesale and retail trade, financial
services, real estate and construction sectors.
Further, the Committee noted that the current account balance had deteriorated as
the COVID-19 pandemic interrupted cross-border trade and reduced transfers into
the country. In particular, it was observed that although the closure of borders in
trading partners’ countries as well as low disposable income led to a fall in imports,
the same adversely affected domestic exports, such that the merchandise trade
balance remained in deficit. This coupled with the decrease in current transfers,
resulted into an underperformance of the current account balance and, therefore,
progressively declining foreign exchange supply.
On the inflation outlook, the Committee noted that there were heightened upside
risks emanating from a gradual pick-up in food prices (largely maize); exchange rate
depreciation; rising global oil prices; and increased public sector financing
requirements. The annual average inflation for 2020 was, therefore, projected at 9.8
percent, 0.4 percentage points higher than the 9.4 percent recorded in 2019.
Therefore, the MPC decided to maintain the Policy rate at 13.5 percent, and the rest
of the policy parameters at their respective levels.
The November 2020 Meeting
At the November 2020 meeting, the Committee decided to reduce the Policy rate to
12.0 percent and maintain the Liquidity Reserve Requirement (LRR) ratio on
domestic and foreign deposits at 3.75 percent and the Lombard rate at 20 basis points
above the Policy rate.
The MPC observed that global economic activity remained subdued, but was slowly
recovering from the impact of the COVID-19 pandemic. The International Monetary
Fund’s (IMF), in its October 2020 World Economic Outlook (WEO) Report,
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indicated that the global real output would contract by 4.4 percent in 2020, slightly
lower than a contraction of 4.9 percent projected in June 2020.
On the domestic front, the MPC noted that there was still high uncertainty towards
the impact of the COVID-19 pandemic on the economy, as some countries had
started experiencing a resurgence in increased number of cases for coronavirus
infections following the second wave. The real GDP growth rate projection for 2020
was, thus, revised downwards to 1.2 percent from 1.9 percent. However, the inflation
outturn showed that the intensity of the pressures was not as high as anticipated, as
food inflation continued to decline and non-food inflation was stable at around 5
percent. Specifically, the Committee observed that the outlook pointed to a
favourable inflation performance, in single digit, despite threats of heightened upside
risks in the short-term from rising fuel prices; exchange rate depreciation; supply
bottlenecks and increased public sector financing requirements. As such, the annual
average inflation for 2020 was projected at 8.6 percent.
These developments compelled the MPC to reduce the Policy rate to 12.0 percent
and maintain the Liquidity Reserve Requirement (LRR) ratio on domestic and
foreign deposits at 3.75 percent and the Lombard rate at 20 basis points above the
Policy rate. The decision was aimed at supporting economic recovery and job
creation amidst the COVID-19 pandemic.
5.0 Developments in the Global Economy
5.1 Real Output
According to the WEO update for April 2021, global economic activity estimates
for 2020 indicate a contraction of 3.3 percent from a growth of 2.8 percent in 2019.
The contraction reflects the impact of the COVID-19 pandemic, which restrained
economic activity, particularly in the first half of 2020. The successful development
9

of COVID-19 vaccines and subsequent roll-out programs have improved the
medium-term outlook for global growth. In 2021, economic activity is projected to
rebound to 6.0 percent, supported largely by fiscal stimuli in some advanced
economies, especially the US and Japan. In addition, the rolling out of coronavirus
vaccines is expected to boost economic activity following the easing of lockdown
restrictions.
In advanced economies group, economic activity for 2020 was estimated to have
contracted by 4.7 percent due to recessions in most countries including Japan (-4.8
percent), the United Kingdom (-9.9 percent), Euro Area (-6.6 percent) and the United
States (-3.5 percent). In 2021, growth in advanced economies is projected to recover
to 4.4 percent.
The emerging market and developing economies group is estimated to have
contracted by 2.2 percent in 2020. Like developments in advanced economies, real
economic activity contracted in Mexico (- 8.2 percent), India (-8.0 percent), Brazil
(-4.1 percent), Saudi Arabia (-4.1 percent) and Russia (-3.1 percent). Meanwhile, the
Chinese economy is estimated to have grown by 2.3 percent in 2020.
In the sub-Saharan Africa (SSA) region, economic contraction was estimated at 1.9
percent, mainly attributed to contractions in major economies such as South Africa
(-7.0 percent) and Nigeria (-1.8 percent). In 2021, the region is projected to recover
and grow by 3.4 percent in 2021.
5.2 Growth in Malawi’s Major Trading Partners
Economic recovery is projected in Malawi’s major trading partners. The South
African economy is expected to grow by 3.1 percent in 2021 from a contraction of
7.0 percent estimated in 2020. The prospects for 2021 are attributed to the
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availability of coronavirus vaccines. Beyond 2021, growth is projected to maintain
momentum as business confidence responds to growth-enhancing reforms.
The Euro area is expected to grow by 4.4 percent in 2021 from a contraction of 6.6
percent in 2020. Nevertheless, this is a downward revision of 1.5 percentage points
from the October 2020 WEO projection and is attributed to renewed lockdown
restrictions following the resurgence in the rising cases of the coronavirus infections.
The United States of America is expected to attain the pre-pandemic growth levels
in 2021. Specifically, the US economy is projected to grow by 6.4 percent in 2021
from an estimated contraction of 3.5 percent in 2020 due to an additional support
from the December 2020 fiscal package. China is expected to grow by 8.4 percent
in 2021 from 2.3 percent estimated in 2020. The strong recovery in China is
anchored by effective containment measures, a forceful public investment response,
and central bank liquidity support
5.3 International Commodity Price Developments
Commodity prices are expected to rebound in 2021, reflecting the impact of an
agreement by OPEC member countries to restrain production in 2021 amid the
strong demand expected from the projected recovery of the global economy. The
average petroleum spot prices per barrel are projected at US$50 per barrel in 2021
from US$41.4 per barrel in 2020. The recent rise in global oil prices reflects stronger
global growth prospects, including the arrival of vaccines, which could boost
demand for oil-intensive activities, such as travel. Changes in supply also explain
some of the recent price increase. Saudi Arabia announced that it will cut its oil
production in February and March 2021. Other members of the Organization of the
Petroleum Exporting Countries (OPEC) and some non-OPEC oil producers agreed
to maintain production close to January levels. However, these upward pressures
could somewhat be suppressed by the high global oil inventory levels.
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Figure 2: International Oil Prices
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Similarly, non-oil commodity prices are also expected to increase with those of
metals, in particular, projected to accelerate strongly in 2021.
6.0 Developments in the Domestic Economy
6.1 Real Sector
Real GDP for the domestic economy is estimated to have grown by 0.9 percent in
2020, reflecting slowdowns in local and cross-border economic activities caused by
the COVID-19 pandemic restrictions. This represents a decline of 4.2 percentage
points from 5.1 percent registered in 2019. The most affected industries were
Accommodation and food services, Transportation and storage, and Wholesale and
retail trade. This is also evident in Figure 3 which depicts that the larger contribution
to real GDP growth rate was the agriculture sector rather than the non-agriculture
sector.
12

Figure 3: Contributions to Real GDP Growth

Source: Reserve Bank of Malawi

The domestic economy is bouncing back rather steadily. Real GDP growth rate in
2021 is projected to rebound to 3.5 percent, reflecting the availability of COVID-19
vaccines locally, as well as spillover effects from global economic recovery through
improved international trade. As the vaccine becomes readily available and the
spread of the COVID-19 is contained, tourism is expected to rebound. In addition,
exports should benefit from strengthening foreign demand, reduced pandemicrelated uncertainty and improving global environment. Real GDP is expected to
recover to its pre-pandemic level only in 2022.
6.2 Domestic Price Developments
Inflationary pressures eased steadily in the early months of the second half of 2020,
but increased to 7.6 percent in December 2020. Headline inflation declined to an
average of 7.5 percent from an average of 9.4 percent recorded in the first half of the
year and compared to 9.9 percent recorded in the corresponding period of 2019. The
improvement was largely on account of food inflation which dropped to an average
13

of 10.9 percent during the review period from an average of 15.2 percent in the first
half 2020 and 15.9 percent in the corresponding period of 2019. The relatively low
food inflation was mainly due to maize prices which were generally stable in 2020,
reflecting the above-average harvest of the 2019/2020 growing season. On the other
hand, non-food inflation marginally declined and averaged 4.6 percent in the second
half of 2020 from 4.9 percent in the previous quarter and the corresponding period
in 2019. The relative stability in non-food inflation was partly due to tight monetary
policy conditions. Annually, headline inflation averaged 8.6 percent from 9.2
percent in 2019. It is worth noting that the annual average for inflation was precisely
as projected during the 4th MPC of 2020. In terms of trajectory, the inflation
environment remains low but continues to trend upward moderately and temporarily.

Figure 4: Trends in Inflation
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6.3 Foreign Exchange Reserves and Exchange Rate Developments
Rising excess demand continued to characterise the foreign exchange market due to
high import requirements for petroleum products and agricultural inputs under
Affordable Input Programme (AIP). Official foreign exchange reserves fell to
US$565.1 million (2.7 months of imports) at end of the second half of 2020, lower
than US$653.3 million (3.1 months of imports) reported at the end of the first half.
The persistence of foreign exchange supply shortages in the market compelled the
RBM to intervene by solely selling foreign exchange, thereby leading to dwindling
of its official reserves.
Reflecting the foreign exchange supply shortages, the Malawi kwacha depreciated
against all its major trading partners’ currencies except the Zambian kwacha.
Specifically, the Malawi kwacha lost 4.0 percent against the US dollar between June
and December 2020 and traded at K773.11 per dollar at the end of the second half.
Similarly, the local currency depreciated by 18.3 percent and 17.5 percent against
the British pound and the euro and traded at K1,093.40 per pound and K992.79 per
euro by December 2020, respectively. The weakening of the kwacha was largely
attributed to relatively stronger pound and the euro due to positive prospects
surrounding the Brexit trade deal.
Against Asian currencies, the kwacha slipped by 13.1 percent and 8.1 percent against
the Chinese yuan and Indian rupee between June and December 2020 and traded at
K117.93 per yuan and K10.55 per rupee as at the end of the second half, respectively.
The depreciation of the kwacha was partly explained by strengthening of the Chinese
yuan and Indian rupee following an uptick in economic activity in most Asian
economies during the review period. Similarly, the local currency lost 9.3 percent
between June and December 2020 and traded at K7.48 per yen on account of a
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stronger yen as Japan continued to emerge as a safe haven amidst the COVID-19
pandemic.
Within the SADC region, the kwacha fell by 28.4 percent against the South African
rand and traded at K56.54 per rand at the end of the second half of 2020 from K44.44
per rand recorded at the end of June 2020. The depreciation of the kwacha against
the rand was driven by strengthening of the rand on account of positive economic
outlook owing to optimism brought about by the availability of coronavirus
vaccines. In contrast, the local currency appreciated by 10.3 percent against the
Zambian kwacha (ZMK) and traded at K36.47 per ZMK at the end of the second
half of 2020. The appreciation reflected largely weakening of the ZMK due to acute
shortage of foreign exchange in Zambia.
6.4 Broad Money Development
Developments in money supply in the second half of 2020 showed that annual
growth increased significantly, reflecting expansionary fiscal policy and
complementary monetary policy measures taken to support efforts to moderate the
impact of COVID-19 pandemic. The significant contribution of credit to
Government to the M2 growth vis-à-vis that of private sector credit is an indication
of greater reliance of government on the domestic credit market, which is crowding
out private investment.
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Figure 5: Broad Money and its determinants
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In levels, M2 grew by K129.3 billion during the second half of 2020 and closed at
K1,534.3 billion in December 2020. This compares with an expansion of K112.1
billion in the first half of 2020 and K29.2 billion in the corresponding period of 2019.
Of the increase in M2, K84 billion was from QM while M1 accounted for K44.6
billion. The expansion in broad money reflected the uptick in economic activity
following easing of the COVID-19 pandemic restrictions and the seasonal increase
in the transactional demand for money for the procurement of agricultural inputs.
6.5 Credit Developments
The banking system’s claims on the public sector increased by K159.7 billion in the
second half of 2020 to K1.1 trillion in December 2020. Net credit to the central
government grew by K162.0 billion, of which K68.0 billion was borrowed from the
central bank while K94.1 billion was sourced from the commercial banks. In
contrast, state-owned enterprises made a gross repayment amounting to K2.4 billion
during the period.
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Credit to the Private Sector
Private sector credit growth remained relatively strong since the recovery from
COVID-19 related slowdowns of July and August 2020. The annual growth of
private sector credit was recorded at 15.2 percent in December 2020, from to 5.2
percent in July 2020 and 21.3 percent December 2019. During the second half of
2020, private sector credit rose by K73.9 billion (13.1 percent) following another
increase of K11.8 billion (2.1 percent) in the first half of 2020.
In terms of economic sectors, the increase was reflected in credit expansions to the
Community, social and personal services (K33.6 billion); Wholesale and retail trade
(K18.0 billion); Construction (K7.2 billion); Electricity, gas, water, & energy (K4.5
billion); Financial services (K3.3 billion); Agriculture, forestry, fishing and hunting
(K2.8 billion); Restaurants and hotels (K2.6 billion) and Transport, storage and
communications (K1.3 billion). Conversely, credit to the manufacturing sector
declined by K5.3 billion in the period July to December 2020.
The foregoing notwithstanding, the Wholesale and retail trade sector continued to
be the largest holder of credit at 23.7 percent of the outstanding private sector credit,
followed by the Agriculture, forestry, fishing and hunting sector at 18.9 percent;
Community, social and personal services sector at 18.4 percent; and Manufacturing
at 13.3 percent.
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Figure 6: Sectoral Composition of Private Sector Credit
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Note: Other sectors include Transport, storage and communications; Restaurants and hotels;
Construction; Electricity, gas, water and energy; Financial Services; Real Estate; Mining and quarrying
and Others.

6.6 Inter-Bank Money Market Developments
Banking system liquidity condition were tight during the second half of 2020
compared to the first half, as evidenced by a decrease in excess reserves before
borrowing from the central bank (un-borrowed excess reserves) from an average of
K4.7 billion per day in the first half of 2020 to minus K18.7 billion per day in the
second half of 2020. However, the average overnight interbank market rate (IBR)
marginally declined to an average of 13.04 percent in the second half of 2020 from
13.48 percent in first half of 2020.
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Table 1: Banking System Liquidity (MK’ billion)
(K’bn)

Jul 2020

Aug 2020 Sep 2020 Oct 2020 Nov 2020 Dec 2020

Daily Average Total Reserves

59.3

57.0

54.5

55.7

66.3

74.2

Daily Average Required Reserves

48.1

40.8

50.4

51.1

50.2

51.3

Daily Average Excess Reserves

11.2

9.2

4.1

4.6

16.1

22.9

Daily Average Un-borrowed Excess Reserves

1.3

-22.9

-34.1

-42.5

-24.7

10.8

Daily Average Lombard Facility Access

9.8

32.1

38.2

47.1

40.8

12.1

Daily Average Inter-bank Market Trading

17.5

8.2

8.4

6.0

6.1

12.5

13.59

13.61

13.62

12.48

11.38

Inter-bank Market Rate (Monthly Average, Percentage) 13.58
Source: Reserve Bank of Malawi

6.7 Capital Markets Development
In the second half of 2020, the total number of listed companies on the Malawi Stock
Exchange increased to sixteen (16) following the listing of FDH Bank plc on 3 rd
August 2020. In terms of trading, a total of 1286.16 million shares valued at K27.5
billion were traded in the review period compared to 264.21 million shares valued
at K9.1 million traded in the first half of 2020.
6.8 Interest Rates
Generally, short term interest rates continue to trend in line with the Policy rat. In
the second half of 2020, interest rates edged downwards compared to the first half,
following a Policy rate cut of 150 basis points to 12.0 percent in November 2020.
The average Interbank Rate (IBR), the Reference rate (also referred to as the base
lending rate) and the average savings deposit rate declined to 11.38 percent, 12.30
percent and 4.09 percent from 13.49 percent, 13.40 percent and 4.20 percent in the
first half of 2020, respectively. In contrast, the all-type Treasury bill yield rose to
11.99 percent from 10.61 percent in December 2020, reflecting increased
Government domestic borrowing in the period under review.
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Figure 7: Interest Rate
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7.0 Assessment of the Impact of COVID-19 Pandemic on the Economy
7.1 Real Sector
The 2020 real GDP growth rate for Malawi was revised to 0.9 percent from a prepandemic projection of 5.5 percent and compared to 5.4 percent in 2019. The
downturn in 2020 reflects the impact of restrained local and cross-border economic
activities owing to the strict measures which were introduced to control the spread
of the coronavirus. Accommodation and food services, Transportation and storage,
Wholesale and retail trade, Education and Manufacturing were the most affected
sectors.
i. Accommodation and food services sector is estimated to have shrunk by 24.3
percent in 2020 compared to a growth rate of 3.4 percent in 2019. The
introduction of the COVID-19 pandemic containment measures, which led to
cancellation of conferences; popularization of virtual meetings; reduced inflow
21

of expatriates and tourists whose demand for this sector’s services is
significant; and restrictions on the number of people patronizing restaurants,
implied a cut in production by this sector. In addition, the travel restrictions
translated into fewer room nights for the lodging facilities and this lowered the
revenue base for this industry.
ii. Similarly, the transportation and storage services sector is projected to have
contracted by 7.1 percent in 2020, down from a growth rate of 8.8 percent
registered in 2019. The 2020 underperformance reflected the impact of travel
bans which led to suspension of international flights, as well as cross border
road travel. The sector also suffered from spillover effects from the weak
activity in other economic sectors, which led to their reduced demand for
transport services.
iii. Wholesale and retail trade sector is estimated to have shrunk by 0.2 percent
in 2020, in contrast to a real expansion of 6.0 percent in 2019. The COVID-19
restrictions led to a reduction in the trading hours for this sector. Furthermore,
the closure of borders affected the flow of finished imported goods into Malawi
as well imported raw materials for domestic manufacturing production. This,
coupled with weak consumer demand owing to low disposable incomes,
adversely affected this sector’s value addition.
iv. The manufacturing sector registered a growth of 3.8 percent in 2020 but
weaker than 7.6 percent registered in 2019. Logistical challenges emanating
from travel restrictions and shortage of foreign exchange affected the
importation of raw materials for this sector, as well as exportation of its finished
goods. The few sub-sectors that sustained the positive growth for the
manufacturing industry included those in the production of plastics and
sanitizers as demand for these have increased following the pandemic.
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v. Meanwhile, prospects for 2021 look promising: a rebound is expected across
all sectors which will translate into an overall real GDP growth rate of 3.5
percent. This growth is premised on anticipations of a speedy economic
recovery from the pandemic following the availability of coronavirus vaccines
locally, as well as spillover effects from global economic recovery through
improved international trade.
7.2 Inflation
i. Headline inflation is currently above the upper band of the medium term target
of 5+/-2%. Generally, the strict COVID-19 containment measures led to
suppressed demand pressures in 2020. This, coupled with the fall in
international oil prices as well as the bumper agricultural food production
during the 2019/20 growing season, resulted in subdued price pressures which
saw headline inflation declining to an average of 8.6 percent in 2020 from 9.4
percent in 2019.
ii. Although the outlook points to heightening of upside risks to inflation,
emanating from widening of the fiscal deficit, continued depreciation of the
kwacha, persistently high fiscal deficits, rising fuel prices as economic activity
picks up globally, it is anticipated that inflation will be well controlled and
remain in single-digit in 2021. A better agricultural harvest from the 2020/21
crop is expected to be the main source of subdued inflationary pressures and
this will be supported by appropriate monetary policy actions. Thus, headline
inflation is projected to average 7.8 percent in 2021.
7.3 External Sector
The external position weakened substantially in 2020. The current account deficit
widened by 5.9 percent to US$1.8 billion in 2020 from US$1.7 billion in 2019. Both
the merchandise trade balance and current transfers contributed to this outturn.
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i. Merchandise trade closed 2020 with a deficit of US$1.8 billion, as exports at
US$0.8 billion were lower than imports amounting to US$2.6 billion. Demand
for domestic exports fell due to weak global demand during the year. At the
same time, the dwindling disposable incomes restrained domestic demand for
non-essential imports. Performance of merchandise trade was further affected
by closure of borders which interrupted the flow of both imports and exports.
ii. Current transfers, including government transfers, workers’ remittances and
transfers to NGOs, dropped, annually, by 13.6 percent to US$454.2 million in
2020, also reflecting the impact of global economic lockdowns.
iii. Owing to the underperformance of the current account, the foreign exchange
market faced a challenge of insufficient supply of foreign exchange to satisfy
demand. This compelled the central bank’s interventions to focus exclusively
on the selling of foreign exchange in 2020. Consequently, gross official
reserves dwindled to US$574.3 million (2.7 months of import cover) at the end
of 2020, from US$819.5 million (3.9 months of import cover) recorded at the
end of 2019.
iv. Reflecting the foreign exchange supply shortages, the local currency
experienced depreciations against major trading partners’ currencies in 2020.
Against the US dollar, for example, the kwacha lost 4.7 percent in 2020 and
traded at K773.11 per US dollar at the end of December 2020. By 10 th March
2021, the kwacha had lost an additional 1.9 percent.
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7.4 In 2021, the current account is expected to widen to 20.5 percent, reflecting
lower exports, remittances and tourism and higher COVID 19-related imports.
Exports will improve over the forecast horizon, as the second wave of the
pandemic had only a marginal effect on demand for Malawi’s exports. Import
growth will outpace export growth in the second half of this year due to a surge
in aggregate domestic demand. This will cause the positive contribution of net
exports to fade out. Fiscal Sector
i. As expected, the fiscal sector has also been hugely impacted by the COVID-19
pandemic as the required fiscal interventions have resulted into a larger increase
in government expenditures at the time when tax revenues are underperforming
due to reduced economic activity. The overall fiscal budget deficit increased
to an equivalent of 9.2 percent of GDP during the 2019/20 fiscal year from 5.9
percent of GDP in the previous fiscal year, which was the highest of the preCOVID-19 positions since 2020
ii. The above pressures on the fiscal budget compelled the central government to
seek recourse to domestic financing, with the result that the stock of
government’s domestic borrowing grew by K584.1 billion to K2.7 trillion in
December 2020 from a pre-pandemic position of K2.1 trillion in March 2020.
iii. During the 2020/21 fiscal year, the overall deficit is projected to worsen further
to an equivalent of 11.3 percent of GDP, with the possibility of widening further
to 12.3 percent of GDP, reflecting revenue shortfalls due to the pandemic.
7.5 Banking Sector
i. The banking system remains liquid and well capitalized, but is constrained by
growing non-performing loans (NPLs). Despite the measures instituted by the
RBM to mitigate the impact of the COVID-19 pandemic on the economy, credit
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quality of commercial banks worsened in 2020. In particular, the NPLs
increased by 11.1 percent to K44.7 billion from the pre-pandemic level of
K40.3 billion in 2019. Subsequently, the NPL ratio remained above the
prudential benchmark of 5 percent throughout 2020, peaking at 10.3 percent at
the onset of the COVID-19 pandemic in May 2020, but has now stabilised
around 6 percent.
ii. Private sector credit decreased to a two year low of 5.2 percent in June 2020,
as the first wave of the COVID-19 pandemic took its toll, but recovered in the
second half of 2020 following the easing of the COVID-19 restrictions.
However, the renewed restrictions following the resurgence of increased cases
of the coronavirus infections in the second wave of the pandemic, are likely to
suppress growth of private sector credit in the first half of 2021.
8.0 Monetary Policy Responses to the Covid-19 (Coronavirus) Pandemic
In effort to ease the adverse impact of the COVID-19 pandemic on domestic
economic activity and the financial sector, the RBM put in place a several measures
including:
● Reduction of the Lombard Rate from 13.9 percent to 13.7 percent, that is,
lowering the margin from 0.4 percentage points above the Policy rate to 0.2
percentage points above the Policy rate.
● Reduction of the Liquidity Reserve Requirement (LRR) ratio. This has helped
to ease liquidity challenges of commercial banks and hence allowing them to
extend credit to private sector.
● Activated the Emergency Liquidity Assistance Facility on a case by case
basis.
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● Approved the recapitalization plan under the Prompt Corrective Action (PCA)
Directive beyond 90 days in the unlikely event of a bank breaching the
Prudential Capital Requirement Directive as a result of COVID-19.
● Granted relief to banks on the provisioning of restructured loans and loans on
moratorium impacted by COVID-19.
9.0 Conclusion
Overall, the monetary policy achieved its objectives in the second half of 2020
despite the challenges imposed by the COVID-19 pandemic and its containment
measures. Inflation maintained a downward trajectory in the second half of 2020,
with non-food inflation well anchored around 5 percent. This implies that monetary
policy measures in the second half of 2020 were sufficient and movements in the
headline inflation in the period were mainly caused by the supply side bottlenecks.
In the short to medium term, monetary policy will continue to focus on maintaining
inflation in single digit, with the ultimate goal of achieving the medium-term
inflation of 5 ± 2 percent. In addition, monetary policy will aim at entrenching the
economy’s recovery from the COVID-19 pandemic, supporting the accumulation of
international reserves to at least three (3) months of import cover and providing room
for sufficient credit to the private sector.
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