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The views expressed in this report are those of the authors and are based on information believed but
not warranted to be correct. Any views or information, whilst given in good faith, are not necessarily
the views of CDH Investment Bank Limited (CDHIB) and are given with an express disclaimer of
responsibility and no right of action shall arise against any of the authors, CDHIB, its directors or its
employees either directly or indirectly out of any views, advice or information. The report presented
is for information purposes only and does not constitute and should not be construed as investment
advice or recommendation. The statistics have been obtained from third party data sources. We
believe these sources to be reliable but cannot guarantee their accuracy or completeness.
Recipients of this report shall be solely responsible for making their own independent appraisal and

investigation into all matters herein.
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1. Exeative summary

1.1

1.2

1.3

1.4

15

1.6

1.7

The Monetary Policy Committee raised the Policy rate to 22.0% from 18.0% and the
Liquidity Reserve Requirement (LRR) ratio on domestic currency deposits to 5.75%
from 3.75% on 27th April 2023.

Liquidity levels on the interbank market decreased in the second quarter of 2023 (Q2
2023) compared to the first quarter of 2023 (Q1 2023).

Market interest rates and yields on government securities increased in Q2 2023
following the 400 basis points increase in the Policy rate.

The Reserve Bank of Malawi (RBM) held a foreign exchange auction with Authorised
Dealer Banks in June 2023 which resulted in the depreciation of the Kwacha against the
USD, GBP and EUR in Q2 2023. The Kwacha to US Dollar TT rate lost by 2.42% to close at
K1,058.82 per USD during the quarter. However, the Kwacha appreciated against the
ZAR during the period.

Headline inflation rate increased to 29.2% in May 2023 from 27.0% in March 2023 due to
an increase in food inflation. Government projects an increase in annual average
inflation rate to 24.5% in 2023 from 20.9% in 2022, while the Economist Intelligence Unit
(EIV) projects an average of 30.6%.

Government projects a real GDP growth rate of 1.9% for 2023 from an estimated 1.1%
growth in 2022, while the EIU expects growth to be depressed to 0.7% during the year.

The stock market registered a positive return on the Malawi All Share Index (MASI) of
35.32% in Q2 2023, higher than the return of 29.44% registered in Q1 2023 and 8.00% in
Q2 2022.

2. Interbank market

2.1

2.2

2.3

Liquidity conditions in the banking system decreased in Q2 2023 compared to the levels
registered in Q1 2023 and in Q2 2022. The banks’ daily excess liquidity reserves held with
the RBM averaged K45.72 billion in Q2 2023 compared to the average of K49.22 billion in
Q1 2023 and K40.20 billion in Q2 2022.

The volume traded among banks on the interbank market increased in nominal terms

to the average of K29.29 billion per day in Q2 2023 from the daily average of K21.25 billion
per day in Q1 2023 and K12.75 billion in Q2 2022. Funds accessed through the Lombard
Facility of the RBM increased to the average of K90.78 billion per day in Q2 2023 from
K72.14 billion per day in Q1 2023 (K27.48 billion in Q2 2022).

The interbank borrowing rate increased to an average of 18.10% in Q2 2023 from the
average of 15.01% in Q1 2023 (12.19% in Q2 2022). The Lombard rate increased to the aver
age of 20.87% in Q2 2023 from 18.20% in Q1 2023 and was at 22.20% as at the end of the
quarter. The increase in interbank rates followed an upward adjustment of the Policy

rate to 22.00% from 18.00% by the MPC on 27th April 2022.
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2.4 Chart 1 shows the decrease in liquidity levels and the increase in the interbank rate in
Q2 2023 relative to previous quarter.

(Data source: Reserve Bank of Malawi)

3. Government securities

3.1 The Government raised K133.73 billion in auctions of Treasury Bills (TB) during Q2 2023,
representing a decrease of 55.40% from K299.87 raised in Q1 2023, and an increase of
5.57% when compared to K130.38 bhillion raised in Q2 2022. Rejection rate was at 16.62%.

3.2 K231.18 billion was raised in auctions of Treasury Notes (TNs) in Q2 2023, representing a
nominal decrease of 24.99% when compared to K308.18 billion raised in Q1 2023, and a
decrease of 1.32% from K234.27 billion raised in Q2 2022.

3.3 Overall, the total amount raised by Government in the domestic market through
issuance of Treasury securities (TBs and TNs combined) decreased to K364.91 billion in

Q2 2023 from K608.06 billion in Q1 2023 (representing a decrease of 39.99%), and
K364.65 billion in Q2 2022 (representing a slight increase of 0.07%) as shown in Chart 2:

(Data source: Reserve Bank of Malawi)
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3.4 Yields on Government securities increased during Q2 2023 relative to the levels
registered in Q1 2023 and Q2 2022. The all-type average TB vyield increased to 17.12% in
Q2 2023 from 16.67% in Q1 2023 and 13.35% in Q2 2022. The 364-day yield increased to an
average of 20.69% in Q2 2023 from 19.50% in Q1 2023 and 16.28% in Q2 2022. The 182-day
yield averaged 17.67% in Q2 2023, up from 17.50% in Q1 2023 and 14.03% in Q2 2022. The
91-day yield averaged 12.99% in Q2 2023 compared to 13.00% in Q1 2023 and 9.72% in Q2
2022.

3.5 Charts 3 and 4 and Table 1 indicate that yields of Treasury securities increased in Q2
2023 relative to the previous quarter, reflecting the upward adjustment of the Policy
rate in April 2023.

(Data source: Reserve Bank of Malawi)

(Data source: Reserve Bank of Malawi)
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Table 1: Quarterly average yields of Treasury Notes

Q2 2023 average yield 24.08% 25.33% 27.42% 28.83% 30.31%

Q1 2023 average yield 22.72%  24.00% 26.18% 27.50% |28.50%
Q4 2022 average yield 22.17%  23.49% 25.66% 26.99% 28.16%
Q3 2022 average yield 20.88%  22.58% 24.67% 26.18% 06.88%
Q2 2022 average yield 18.54% 21.13% 23.98% 22.33% 24.75%
2022 average yield 19.60%  21.65% 23.80% 2439%  25.69%
2021 average yield 16.58%  18.87% 20.17% 20.77% 22.57%
2020 average yield 15.00%  16.29% 18.49% 19.85% 20.95%
%pt. increase: Q2 2023 vs Q1 2023 1.37% 1.33% 1.24% 1.33% 1.81%
%pt. increase: Q2 2023 vs Q2 2022 5.54% 4.20% 3.44% 6.50% 5.56%

(Data source: Reserve Bank of Malawi)

3.6 Looking ahead, upward risks on yields of Government securities are expected to remain
high emanating from elevated inflation risks, a tight monetary policy and prevailing
fiscal pressures.

4. Foreign exchange market

4.1 The Malawi Kwacha to USD telegraphic transfer (TT) exchange rate increased during Q2
2023 to close at K1058.52 per USD from K1033.80 as at the end of Q1 2023, representing
a Kwacha depreciation of 2.42%.

4.2 During the same period, the Kwacha also depreciated against GBP and EUR by 4.75%
and 2.29%, respectively, but appreciated against ZAR by 3.08%, as shown in Table 2a
below.

4.3 In terms of TT quarterly averages, as Table 2b indicates, In Q2 2023 the Kwacha
depreciated against USD, GBP and EUR by 0.28%, 3.24% and 1.74%, respectively, but
appreciated against ZAR by 4.63%, compared to averages for Q1 2023.

4.4 The depreciation of the Kwacha during the quarter followed a foreign exchange auction
the Reserve Bank of Malawi held with Authorised Dealer Banks in June 2023 aimed at
facilitating the discovery of prevailing market clearing exchange rates for the Kwacha
against major currencies.

Table 2a: End period TT middle exchange rates

Jdun 2023- Mar2023 Jun 2023- din 2022
Dec-22 Sep-22  ud-22
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Table 2b: Average TT middle exchange rates

Q22023- Q12023 Q22023- Q22022
Curency Q22023 Q4202 Q3202 Q22022 Change
USD/MWK| 103770 3

(Data source: Reserve Bank of Malawi)
(Downward and upward arrows represent depreciation and appreciation of the Kwacha, respectively)

(Data source: Reserve Bank of Malawi)

4.5 Forex exchange shortages remained prevalent during the quarter, However, gross
official forex reserves increased to $321.53m (1.29 months of import cover) in June 2023
from $228.49m (0.91 month of import cover) in March 2023, on account of inflows from
agricultural exports and disbursement of project funds from development partners. The
reserves have been below the recommended 3 months of import cover since November
2020.

(Data source: Reserve Bank of Malawi)
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The tobacco market has been registering better performance in 2023 compared the
same period in 2022, as shown in Table 2c below:

Table 2c: Cummulative tobacco sales

Week 12 2023 as Week 12 2022 as
Date at 30 June % ~ at 17 June
Volume (million kg) 103.21 99.25% 51.80
Value (USD'million) 240.75 123.54% 107.70
Average price (USD/Kg) 2.33 12.02% 2.08

(Data source: AHL Limited)

Looking forward, the Kwacha is expected to continue depreciating in the short to
medium term as the forex supply/demand imbalance remains high, and the pressure to
further realign the official exchange rate to the cash market rate also remains high.

5.1

5.2

5.3

54

5.5

5.6

Inflation pressures remained high during the quarter under review.

The year-on-year inflation rate increased to 29.2% in May 2023 from 27.0% in March
2023 (19.1% in May 2022) due to an increase in food inflation rate to 38.8% in May 2023
from 32.4% in March 2023, while non-food inflation rate decreased to 18.4% in May 2023
from 20.2% in March 2023.

Chart 7 depicts the trend of inflation rate in the past three years.

(Data source: National Statistical Office)

Looking ahead, Inflation is expected to remain elevated in the short to medium term
due to continued foreign exchange shortages and the resultant depreciation of the
Kwacha, relatively lower food harvest in 2023 compared to 2022, and high fiscal
pressures, among other factors.

The EIU projects an average inflation rate of 30.6% and expect a year-end inflation rate
of 35.4% in 2023.

The RBM projected an average headline inflation rate of 24.5% in 2023 from 20.9% in
2022 in their Q2 monetary policy statement.
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6. Monetary policy

6.1

6.2

6.3

6.4

6.5

The MPC held its second meeting on 26th and 27th April 2023 during which they
increased the Policy rate from 18.0% to 22.0% and effectively the Lombard rate from
18.2% to 22.2%. The MPC also raised the LRR on domestic currency deposits from 3.75%
to 5.75% but maintained the LRR on foreign currency deposits at 3.75%. The MPC
tightened the monetary policy stance in order to address inflationary pressures which

are expected to remain elevated in 2023.

Chart 8 indicates that the Policy rate has been below headline inflation rate since
January 2022.

(Data source: Reserve Bank of Malawi, National Statistical Office)
The Market Reference Rate (MRR) for commercial banks increased to 21.0% in June
2023 from 17.3% in March 2023 following the increase in the Policy rate.

Looking ahead, upward risks for interest rates are expected to remain high emanating
from elevated inflation risks.

The next Monetary Policy Committee (MPC) meeting is scheduled for 26 and 27 July
2023.

7.  Economic growth

7.1

7.2

7.3

The Government projects a real GDP growth rate of 1.9% for 2023 from an estimated
1.1% growth in 2022, anchored on expected growth in manufacturing (1.0%), utilities
(5.1%) and wholesale and retail trade (0.6%) which in 2022 registered negative growth
rates.

Other industries including construction; mining and quarrying; accommodation and
food services; transport and storage; real estate and agriculture sectors are also
forecasted to register notable growth rates of 4.0%, 3.3%, 3.3%, 3.2%, 2.2% and 1.0 %,
respectively.

The EIU projects a real GDP growth rate of 0.7% for 2023. They expect growth to be
undermined by weather shocks (Cyclone Freddy), huge funding gaps and a severe
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7.3 monetary tightening shock. Consumer spending will also be hit hard by high inflation
and high borrowing costs.

7.4 Higher growth is expected from 2024 supported by improved funding brought about by

a possible three-year Extended Credit Facility (ECF), alongside gradual monetary policy
loosening.

Table 3a: Annual real output growth rates by typ of activity (at 2017 prices)

Sector 2019 2020 2021 2022* 2023*
Agriculture 5.9 3.4 3.8 09 1.0
Mining and quarrying 74 3.1 -B.6 25 3.3
Manufacturing 7.6 4.p 41 -1.9 1.0
Utilities 7.6 4.7 -1.8 -2/8 5.1
Construction 7.8 3.y 2/8 34 4.0
Wholesale and retail trade 6.0 -0.1 8.3 2.1 0.6
Transport and storage 8.8 -6/9 5.7 21 3.2
Accommodation and food service activities 3.4 -23.4 1.7 6.5 3.3
Information and communication 9.8 5(9 6.9 1.5 3.2
Financial and Insurance services 5.1 4.8 6.3 5.4 3.7
Real estate activities 2.8 31 4.5 1.5 2.2
Public administration and defense 95 4.2 3.6 4.9 3.6
GDP in 2017 constant prices 5.4 0.8 4.6 1.1 1.9

Source: RBM Financial and Economic Review, published on 1 June 2023
* Projections

Table 3b: Projections by the Economist Intelligence Unit

2022e 2023f 2024f 2025f 2026f 2026f
GDP at constant market prices (%
change) 11 0.7 2.0 25 3.2 35
Agriculture 1.1 1.0 1.3 15 2.2 2.6
Industry 1.7 0.2 1.6 2.3 2.6 3.0
Services 1.0 0.7 2.5 3.1 3.9 4.1

Source: Malawi Country Report - Q2 20z

8.  Stock market performance

8.1 In Q2 2023, the Malawi Stock Exchange (MSE) registered a positive return on index of
35.32% (31.85% in US$ terms), higher than 29.44% (29.44% in US$ terms) registered in
Q1 2023 and 8.00% (-14.10% in US$ terms) registered in Q2 2022. The Foreign Share Index
registered a higher return (46.47%) than the Domestic Share Index (34.19%).

8.2 The Year-to-date (YTD) return on the MASI stood at 75.15% as at the end of June 2023,
compared to the YTD return of 9.32% during the same period in 2022.

8.3 13 companies registered share price gains, 1 company registered no share price
movement and 2 companies registered share price losses during the quarter.

8.4 The market also registered an increase in both total volume and total value of shares
traded during Q2 2023 compared to the volume and value traded in Q2 2022. The market
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8.4 transacted a total of 232,382,498 shares at a total consideration of K24.96 billion
(US$24.15 million) in 3,396 trades during Q2 2023. This is compared to 118,816,338 shares
traded at a total consideration of K6.85 billion (US$6.68 million) in 1,545 trades in Q1
2023, and 166,088,409 shares traded at a total consideration of K11.98 billion (US$14.26
million) in 929 trades in Q2 2022.

8.5 Chart 9 shows a graphical analysis of the Malawi All Share Index (MASI), Domestic
Share Index (DSI) and Foreign Share Index (FSI) over the past year and Table 4 shows
performance of individual companies in Q2 2023.

Chart 9: Malawi Stock Exchange share price indices

(Chart source: Malawi Stock Exchange)

Table 4: Share trading summary
30un 2023-31Mar2023  30Jun 2023- 31 Dec2022
(quarterly) price change (year to date) price changy

30-un-23 31-Mar-23 31-Dec-22 (%) (%)
Market indices
MASI 10865697 8029812 6203605 35.32% 75.15%
DSl 87,07103 6488676 5080403 34.1% 713%
FS 12,276.49 838179 5614.30 46.47% 11866%
Gainers
NBS 13190 62.89 34.00 10973% 287.94%
TNM 29.97 1550 14.00 93.35% 11407%
NITL 35000 20001 12499 74.9%% 18002%
FDHB 63.95 3898 17.37 64.06% 26816%
ICON 1899 1189 1195 59.71% 58.91%
SUNBIRD 18052 12000 92.06 50.43% 96.0%
LIOVO 112141 75000 54000 49.52% 107.67%
FMBCH 24539 16698 11086 46.96% 121.3%%
AIRTEL 10006 75.01 56.64 3340% 76.66%
NICO 16304 13600 60.00 19.88% 17173%
NBM 204671 176629 154205 15.88% 3273%
oMU 96000 88004 98500 9.0%0 -254%
SANDARD 235001 220060 200016 6.7%% 17.4%
No price movement
MPICO 20.58 20.58 20.64 0% -R%%
Losers

PCL 218126 218130 218137 -0002% -001%
BHL 10.06 10.96 10.97 -821% -830%

(Data source: Malawi Stock Exchange)

CDH Investment Bank



0. Conclusions

9.1

9.2

9.3

9.4

9.5

Inflation pressures are expected to remain high on average in 2023 owing to persistent
pressures on domestic prices of both food and non-food items.

Upward risks on interest rates are expected to remain high in the short to medium term
emanating from persistent high inflation pressures.

Currency depreciation pressures are also expected to remain high in 2023 as the forex
reserves position remains relatively low, despite the seasonal improvement in the
supply of forex observed in Q2 2023.

The stock market remains vibrant, registering positive return in the Malawi All Share
Index and an increase in trading activity.

Malawi is expected to register subdued economic growth in 2023, largely reflecting the
impact of lower agricultural production during the year caused by weather shocks, in
addition to continued low supply of forex.
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