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Country: Malawi

Social and Economic Background of Malawi

The World Bank estimates that Malawi’s population totaled 11,182,260 in 2004, 52% of whom  were between the ages of 15-64.  The World Bank also states that in 1998, the latest date for which the information is available, approximately 42% of the population lived on under US$1 per day and 76% lived on under US$2 per day. In 2004, the PPP adjusted GDP per capita was $632 in international dollars, a 3.77% increase from $609 in 2003.  The informal sector accounted for 40.3% of gross national income in 2003, according to a World Bank database. The country received US$859,120 remittances in 2004, according to the IMF.  The UN reports that Malawi’s Gini index value in 1997 was 0.5. The World Bank reports that the M2/GDP ratio was 21% in 2004. In 2003, according to the OECD, Malawi received US$498 million in foreign aid and development assistance, and the IMF states that it received US$23 million in foreign direct investment in the same year.
The currency of Malawi is the Malawian Kwacha (MWK).  The average exchange rate was MWK76.69:USD1 in 2002, MWK97.43:USD1 in 2003 and MWK108.89:USD1 in 2004 respectively, according to the Economic Intelligence Unit,

Malawi is classified as a Least Developed Country by the United Nations.  

The country is not included nor plans to participate in the FSAP project.  

No data is available on unemployment rates.

Doing Business in Malawi
The World Bank uses several indicators to assess the business environment of a country.  Ten steps were required to start a business in 2004, compared to averages of 11 and 6 for the region and OECD countries, respectively, at a cost of 141% of gross national income per capita and duration of 35 days.  In order to register property, 6 steps are needed, taking 118 days and costing 3.5% of property value.  Malawi scores a 2 on the Disclosure Index, which ranges from 0-7 and is a measurement of the degree to which investors and business owners are protected. The regional average is 2.1 and OECD average is 5.6.  There is no data identifying the costs to create collateral and no official credit registry of business owners or individuals.  Malawi’s Credit Information Index rating is 0, measured from 0-6, while the regional and OECD average ratings are 2.1 and 5.0, respectively.

Regulatory and Legal Environment of Malawi
According to the World Bank, it takes 16 procedures and 277 days for a plaintiff to get compensated.  The cost of enforcing contracts is 137% of debt value.  It takes 2.6 years to file for bankruptcy, at a cost of 8% of the estate value.  The recovery rate for creditors is $0.18 per $1.

The Consultative Group to Assist the Poor (CGAP) states that banking and finance regulations include the Banking Act of 1989, Building Societies Act, and the Cooperative Societies Act and Cooperative Societies Rules of 1946. CGAP also notes that banks tend to exclude the poor by requiring a minimum deposit.  Credit unions are described as having poor capacity and operating within an insufficient regulatory environment. Unlicensed microfinance organizations are prohibited from taking deposits. 
There are restrictions on the ownership of credit unions, and the types of collateral that can be used for credit union loans. According to CGAP, there must be two forms of surety in order to secure a loan from a credit union. Moveable property can not be used as surety except for crops and goods.  Interest rates can be determined by the by-laws of the union’s society.

A report from the Ministry of Agriculture, Irrigation and Food Security on the Malawi Agriculture Sector Investment Programme in 2000 discusses the various institutions within and organization of the microfinance sector and makes note of a Companies Act that also regulates the financial sector.  The report notes that typically the commercial banks had offered microfinance-type projects, especially lending for agricultural production, but since 1995 this role has diminished because of the lack of profitability of such lending. At the time of the report, the Reserve Bank of Malawi had “no legal responsibility for supervising the operations of Development Financial Institutions (DFIs) and the microfinance sector.” The report mentions draft legislation seeking to give the central bank regulatory power over this sector. 
According to the World Bank, in 2004,  it provided Malawi with a credit of US$50 million to implement fiscal reform under the Fiscal Management and Accelerating Growth project, which seeks to allow the government to pursue decentralization initiatives, meet macroeconomic stabilization targets and protect pro-poor expenditures.

The Ministry of Trade and Private Sector Development website notes the adoption of a Competition and Fair Trading Act and Competition Policy geared to provide a competitive arena for the attraction of foreign direct investment. 

Microfinance Institutions (MFIs) and Commercial Banks’ Involvement in Malawi
Public and private financial institutions as well as NGOs are involved in microfinance in Malawi. According to CGAP, there are 11 commercial financial institutions in Malawi, although the total number of clients for these banks is unavailable.  Of these 11 banks, 2 are directly involved in microfinance, although in a diminishing role, according to a Ministry of Agriculture, Irrigation and Food Security report.  This report states that commercial banks had 29,000 clients participating in microfinance initiatives. These initiatives include group lending under a United Nations Capital Development Fund (UNCDF) sponsored program that also provides credit training and supervision, with a high recovery rate of 98%.  

Seventy-one credit unions are members of the Malawi Union of Savings and Credit Cooperatives, according to the World Council of Credit Unions (WOCCU) although credit unions are not legally required to join. The credit unions in Malawi are serving 51,035 clients and providing savings programs, loans and insurance, according to WOCCU and the Ministry of Agriculture, Irrigation and Food Security.
CGAP counts more than 7 MFIs in the country while the Ministry of Agriculture, Irrigation and Food Security notes that there are 4 DFIs, 2 Savings Institutions, and a few NGOs (no precise number but 3 are mentioned explicitly).  According to the Ministry report, only 1 DFI is sustainable.  However, there is missing data for this indicator.  CGAP notes that there are at least 170,000 clients, mostly belonging to the Malawi Rural Finance Company. These MFIs offer credit extension services, identification of workshop space, seasonal and small business loans, and other credit/loans according to the Ministry report.

There is a microfinance network in Malawi, namely Malawi Microfinance Network (MMN). MMN is a member organization of the Africa Microfinance Network (AFMIN). While there is no direct information for the MMN, AFMIN’s purpose is to “support country-level African microfinance networks” by influencing policies, facilitating growth, bringing practitioners together to exchange ideas and experiences, and devising performance standards.  As a requirement to be a member of the AFMIN, country-level organizations must be “legally constituted; have a roster of at least five members that are representative of significant client reach and of serious MFIs in the country; have a permanent secretariat; have a business plan; be providing services to members; and have performance-based criteria for their membership including outreach and financial performance.”

There is no information on potential microfinance clients in Malawi.
Activities of Malawi’s National Committee

Malawi’s National Committee was established in April 2005. Its members include representatives from the government, central bank and bank associations, private sector, nonprofits/NGOs, multilateral agencies, and academia. The Committee is hosting meetings and conferences on the IYM and to share best practices on microcredit. For instance, the Committee held a Cooperative Microfinance workshop in May 2005; a national conference is scheduled for the end of the year. It is holding a press conference and launching a media campaign. It is conducting a public awareness campaign on the IYM and the contributions of micro-entrepreneurs to national development and to the attainment of the MDGs. As part of this campaign, the Committee published a press release to educate the general public about IYM and the existence of the Committee. The country is reporting on activities through the IYM website and other media. Malawi is also participating in the Global Microentrepreneur Awards (GMA) programme. 
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