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1. INTRODUCTION 
 
An  analysis  of   the  situation   of   poverty  in 1993  revealed that 60% and  
65% of Malawi's population in urban and rural areas, respectively, lives 
below the poverty line.  This situation of poverty has been confirmed by 
various other studies including the 1998 UNDP Human Development 
Report.  There is great need, therefore, to put into place action that can 
reduce or   even   eradicate  poverty in the country.  One way of doing this is  
to promote income generation and employment creation among the poor.  
Increased access to credit, savings opportunities and other financial 
services    will   be    crucial   in     this    respect.    The Government's Policy  
Framework for the Poverty Alleviation Programme developed in 1995 
recognises this role and has, as one of its strategies, 'the improvement of 
access to credit facilities by deepening and broadening the financial sector 
to      assist      the     poor   to      diversify     their     sources    of    income'.  
Furthermore, the Vision 2020 recognises the importance of accelerating 
enterprise development as a strategy for attaining fair and equitable 
distribution of income and wealth.  Specifically, one of the strategies is to 
make credit accessible to all levels of the population through a variety of 
lending institutions. 
 
In Malawi access to credit, savings opportunities and other financial services 
still remains one of the major constraints to enterprise development.  This is 
more so among micro-enterprises who form 96.4% of all micro, small and 
medium enterprises and in particular those owned by women.  The formal 
financial sector does not cater for these enterprises because they do not 
have collateral and security guarantees.  They are also believed to be high-
risk clients who are unable to repay loans and the cost of delivering credit 
and saving services to them is said to be very high.  In fact only 1.2% of 
MSMEs had received credit from formal financial institutions by 1992 
(GEMINI Report, 1993).  The formal financial sources have also been 
unable to satisfy the demand of these entrepreneurs. 
 
The important contribution to poverty reduction by increased access to 
credit, savings opportunities and other financial services by low income 
clients has long been recognised in Malawi as evidenced by the 
development and implementation of programmes and schemes targeting 
this    sector    with   micro credit.  Government    organizations   have   each  
provided   and     continue   to      provide    micro credit      to   the poor.  
Non-Governmental Organizations (NGOs) have also played their role. 
Special programmes    and    schemes   have   also  been implemented, 
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usually with  
 
donor support.      By   1997   available    information   suggested  that  only 
122,000   micro-entrepreneurs    had    accessed   loans  amounting to    
K17 million. 
 
Most of these schemes have had a positive impact on the lives of the 
recipients in terms of increased food consumption, increased self-
employment, increased savings, access to other basic necessities and 
business expansion.  Women who have accessed these schemes have 
been empowered while increased income has enabled recipients to have 
greater control over their lives. 
 
The multiplicity of institutions, programmes and schemes providing micro 
credit   to  low   income   clients   has led to diversity in lending policies 
with  respect   to   repayment   period,   interest rates, repayment schedules,  
loan    processing   and     conditionalities, credit recovery, methodology and  
client   selection,   among others.  As   a   result   of    this    diversity    some  
schemes   have   adversely    affected   the   performance of others.  Others 
have been short-lived.  This clearly indicates the need for harmonisation and 
promotion    of best practices to ensure sustainability.  Currently    there 
is no policy to guide Government, practitioners and donors on the way 
forward. 
 
In 1997, at the first National Forum on Microfinance held in Mangochi, 
Malawi adopted Microfinance as the way forward to increasing access to 
credit, savings opportunities and other financial services by low-income 
clients.  Microfinance   is   a   relatively   new phenomenon  in accessing the 
 poor with financial services and Malawi is just coming onto the scene.  
Microfinance needs to be viewed as business activity and should not be 
treated   as   social   initiative.    It   is   therefore,   imperative   to   have    an  
environment    that   would   facilitate   and   encourage      the   adoption   of  
universally   acknowledged   best   practices   by  those involved in providing  
this service. This further strengthens the need for a policy and regulatory 
framework within which all players operate to ensure sustainability and 
increased outreach. 
 
2. DEFINITION OF MICROFINANCE 
 
Microfinance refers to savings and credit services appropriate to and 
accessible   by   poor   and  low-income   people  who  are  generally denied  
access  to   the   formal   financial   system  on  a sustainable basis following  
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best practices.  Best practices are those norms and operating modes 
derived from international experience by microfinance institutions (MFIs) 
which   have   been   able   to  achieve significant outreach to the poor while  
covering operating costs and moving towards full financial sustainability. 
 
 
3. OBJECTIVE OF THE POLICY 
 
The purpose of the Policy Statement is: 
 
To promote the development of a sustainable microfinance industry which 
provides credit, savings opportunities and other financial services to low-
income people, which will create wealth and employment in Malawi. 
 
4. The objective of the Policy Statement will be achieved by the 

pursuance of a strategy consisting of the following: 
 
• The creation of an enabling legal and regulatory environment as well 

as overall economic policies conducive to the development of 
microfinance; 

 
• Improvement of capacity of implementing institutions and their 

clientsand other key actors such as the Malawi microfinance network; 
the Reserve Bank of Malawi and the Ministries of Commerce and 
Industry and Finance and Economic Planning; 

 
• Promotion of best practices in the industry among microfinance 

institutions (MFIs), Government and the donor community; 
 
• Increase the co-ordination among the various actors in the 

Microfinance sector. 
 
 
Improvement of Legal and Regulatory Framework 
 
While recognizing that overall, the existing legal environment is not hostile to 
   the    development   of    microfinance   in   Malawi,      Government,    in  
Collaboration    with    MFIs    and    other   stakeholders   including      donor  
community, and MSMEs, shall endeavour to improve the environment to 
make it more friendly through review, revision, amendment and even repeal 
if necessary of those laws and regulations that stand in the way of 
microfinance development. 
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For legal and regulatory purposes, the policy recognises the need to 
distinguish different kinds of institutions, based on the nature of their 
activities,   scale  and  funding  sources.  For  MFIs  that   mobilise   savings, 
there   will   be   need   for  mandatory  supervision  and  regulation  through  
public intervention. At the same time, however, it is recognised that other 
forms    of      supervision,     including    self-monitoring     through   a    peer  
organisation, may promote the aim of increasing the quality and 
transparency of implementing institutions that do not fall under the 
supervision of the public. 
 
Capacity Building for the Microfinance Sector 
 
The capacity of MFIs shall be enhanced in order to enable them to 
effectively deliver microfinance services to their clients.  This shall be done 
in a manner that would meet the needs of a diverse group of practitioners, 
each of which have unique characteristics in terms of mission, scale and 
level of development.  The capacity building approach shall focus on issues 
of quality, transparency and sustainability. 
 
Capacity building efforts in the industry shall aim at building a local training 
facility to address the needs of local MFIs.  Such a facility may eventually 
become a regional training centre. 
 
Government's capacity for policy making and supervision shall be enhanced 
and effectively utilised, whereby there will be special attention for the role 
the Reserve Bank of Malawi will play in supervising MFIs. 
 
Promotion of Best Practices 
 
To achieve a maximum impact, there will be need to foster the adoption of 
best practices in all microfinance institutions.  Microfinance institutions will 
be encouraged to adopt cost recovery interest rates, introduce voluntary 
savings, adopt aggressive collection of interest rates, introduce effective 
incentives to repay loans, and expand their outreach in order to reduce cost 
of their operations. 
 
MFIs shall charge sustainable interest rates.  Such rates shall take into 
account administration costs; loan loses, cost of funds including inflation and 
capitalisation for growth.  Interest rates shall not be subsidised. 
 
Increased co-ordination among the actors in the Microfinance sector 
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Government   will    orient   its   approach   to    the   development     of    the 
Microfinance   sector    through   more   active involvement of the Ministry of  
 
Finance  and Economic Planning, the Reserve  Bank  of Mlawi, the Ministry 
of  Agriculture  and   Irrigation,   Ministry  of  Commerce  and  Industry   and 
others to ensure effective coordination. 
 
Microfinance practitioners shall continue with their efforts to formalize the 
Microfinance Network into an association (The Microfinance Association of 
Malawi) so as to serve as effective partners in a continuing policy dialogue 
and in the co-ordination of capacity building activities. 
 
Donors will be encouraged to co-ordinate their capacity building efforts and 
other forms of assistance to MFIs to promote best practices and to work with 
the government to create an optimal policy environment. 
 
 
ROLES OF KEY STAKEHOLDERS 
 
Key stakeholders including Government, donors and practitioners shall 
uphold microfinance best practices considered desirable for the sustainable 
development of the microfinance industry in Malawi. 
 
The Role of Government 
 
Overall, a healthy MFI industry will consist of private and autonomous 
institutions operating according to widely accepted best practices, within a 
set of conducive policies enacted by Government.  Any policies or actions 
that force MFIs to deviate from the said best practices would be considered 
undesirable to the development of the microfinance industry in Malawi. 
 
In order for microfinance and the activities it supports to flourish, there will be 
need to maintain a stable macroeconomic and political environment and to   
develop   a  supportive     infrastructure  (transparency,  communications  
and national identification system). 
 
The Role of Reserve Bank of Malawi 
 
The Reserve Bank of  Malawi will  nurture  the nascent  microfinance  sector 
 by    ensuring    orderly    development.   It   will   play   an   important role in  
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designing an appropriate regulatory framework for the MFIs in Malawi in 
close coordination with the Practitioners to facilitate broadening and 
deepening of the financial system. 
 
The Role of Practitioners 
 
Microfinance institutions shall provide a high quality financial services to low-
income clients on a sustainable basis adhere to universally accepted best   
practices    and    respect   industry-wide   code   of    conduct.      The  
microfinance institutions will be encouraged and supported to develop 
capacity for self-regulation and, over time, to participate in a programme for 
formal supervision by Reserve Bank Malawi. 
 
Microfinance practitioners shall provide a high quality financial services to 
low income clients on a sustainable basis, adhere to universally accepted 
best practices and respect industry-wide code of conduct of conduct. The 
microfinance institutions will be encouraged and supported to develop 
capacity    for  self   regulation  and,  over time,  to participate in a 
programme for formal supervision by the Reserve Bank of Malawi. 
 
Role of Donors 
 
Donors  shall   draw  up  guidelines  on their support  for  capacity   building,  
best practices   awareness  and   transparency. Their support  to the   sector 
shall reflect the appropriate balance of operational and technical support 
and loan  funds with   a preponderance of support in the former categories. 
 
 
      
      
     MINISTRY OF COMMERCE AND INDUSTRY 
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ACTION PLAN               
 
ACTION TO BE TAKEN SUB ACTIVITIES 

 

TIME FRAME 

WORK 

PARTIES INVOLVED LEAD PARTY 

 

Objective 1        Legal Environment and Regulatory Framework for Microfinance practitioners improved 

 

1.1 Develop microfinance legislation and 

review, amend, update or repeal existing 

laws 

• Hire Purchase Act 

• Business Licensing Act 

• Land Act 

• Sheriff’s Act 

• Rules of Court 

 

 1.2    Develop regulatory and supervisory 

framework 

 

 

 

 

 

 

 

 

 

1.1.1 Form a committee to recruit and supervise 

national expert 

1.1.2 Identify and recruit national experts  

1.1.3 Review existing laws and develop 

microfinance specific legislation by consultant 

1.1.4   Present report to Committee for review 

 

 

 

1.2.1 Formulate Aid Memoir 

1.2.2 Mobilize funding 

1.2.3 Establish a Working Committee 

1.2.4 Review existing documentation 

1.2.5 Carry out consultations with all stakeholders 

1.2.6 Formulate regulatory and supervisory 

framework  

1.2.7 Presentation of draft legislation and regulatory 

framework to Consultative forum 

1.2.8 Follow-up meetings between RBM and  

             the Network to finalize document  

             threshold, regulation and self monitoring 

 

1.2.9 Submit legislation and regulatory  

            framework to Government for approval  

Jan 2003  

 

April 2003 

Jun – July 2003 

 

August 2003 

 

 

 

Done 

Jan- May 2003 

May 2003 

May 2003 

July–Aug 2003 

 

September 2003 

 

October 2003 
 

 
 

December 2003 
 
 
 
 
Oct-Dec 2003 

Ministry of Finance 
Ministry of Commerce & 
Industry 
Ministry of Lands 
Ministry of Finance  
Reserve Bank 
Ministry of Justice 
Microfinance Network 
 
 
 
 
 
 
Ministry of Finance 
Reserve Bank 
Ministry of Commerce & 
Industry 
Network of practitioners 
 
 
 
 
 
 
Reserve Bank 
 
 
 
 
 
 
 
 
 

MCI 
 
 
 
 
 
 
 
 
 
 
 
 
 
RBM 
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ACTION TO BE TAKEN SUB ACTIVITIES 

 

TIME FRAME 

WORK 

PARTIES INVOLVED LEAD PARTY 

 

OBJECTIVE 2:         CAPACITY BUILDING FOR THE MICROFINANCE SECTOR 

 

2.1 Create a permanent training facility 

on microfinance 

 

 

 

 

 

 

 

 

 

 

 

 

2.2   Develop capacity for MFI 

beneficiaries 

 

 

 

2.1.1 Carry out training needs assessment  

2.1.2  select national training institute 

 

2.1.3 Select International Firm   

2.1.4 Development of curriculum and training 

materials 

2.1.5 International firm to conduct Training of 

Trainers 

2.1.6 Carry out pilot trainings for selected MFIs 

in collaboration with international firm 

2.1.7 National training institute to conduct 

trainings on cost-recovery basis for MFIs 

 

2.2.1     Conduct training needs assessment 

2.2.2 Develop training methodologies and 

materials 

2.2.3 Conduct Training for MFI clients 

 

April 2004 
 
June 2004 
 
August 2004 
 
October 2004 
 
 
November 2004 
 
 
January 2004 
 
 
 
Starting from Feb 
2005 

MFIs 
Network of practitioners  
Training institute 
International Firm 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
MFIs 

Network of practitioners 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Malawi Microfinance Network 
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ACTION TO BE TAKEN SUB ACTIVITIES 

 

TIME FRAME 

WORK 

PARTIES INVOLVED LEAD PARTY 

 
OBJECTIVE 3:        STRENGTHENING  MICROFINANCE PRACTITIONERS NETWORK 
 
3.1 Strengthen the network of   

practitioners 
 
 
 
 
 
 
 

3.1.1 Network to draft constitution 
3.1.2 Register with Registrar General 
3.1.3 Develop a business plan 
3.1.4 Mobilise funds for the Secretariat 
3.1.5 Establish secretariat 
 
3.1.6 Strengthen secretariat with office space, 

equipment and training 
3.1.7 Consultant to draft “Code of Conduct” 
3.1.8 Code of conduct discussed, adopted and 

disseminated 
3.1.9 Assist secretariat with info dissemination 

through setting up of database and library 
3.1.10 Establish links with commercial banks in 

terms of whole-lending and training 
 
 

Done 
Done 
Done 
On going 
 
 
July 2003 
 
Done 
Done 
 
Aug-Dec 2003 
 
 
 
On going 

Network practitioners 
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ACTION TO BE TAKEN SUB ACTIVITIES 

 

TIME FRAME 

WORK 

PARTIES INVOLVED LEAD PARTY 

 
OBJECTIVE 4:       Delineate the role between government and practitioners 
 
4.1 privatise government-owned MFIs 
 
 
 
4.2   Institutionalise Government, donor 

and private sector microfinance forum 

4.1.1 Develop and implement privatisation 
strategy 

 
 
 
4.2.1    Hold regular meetings for stakeholder 

June 2003- June 
2004 
 
 
 
 
On going 

Min. of Finance Govern 
owned MFIs 
Min. of Commerce & 
Industry 
 
 
RBM. Ministry of Finance, 
Ministry of Agric and 
Irrigation, Min of Local 
Government, Microfinance 
Network and donors 

Privatisation Commission 
 
 
 
 
 
 
Min of Comm & Ind 

 
OBJECTIVE 5:   national identification system established 
 
5.1 Encourage establishment of national 

identification system 
 

5.1.1 Liase with Ministry of Home Affairs  
 

On going Ministry of Home Affairs 
Ministry of Comm & Ind. 
Ministry of Finance 

Min. of Home Affairs 

 
OBJECTIVE6:      Donor coordination improved 
 
6.1 regularize donor coordination 6.1.1 Regularize donor coordination meetings 

6.1.2 Develop guidelines for donor support 
 

On going 
On going 

Donors 
Donors, Network and 
government 

DFID 
UNDP 
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