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ABSTRACT

Foreign exchange shortages have emerged as a critical challenge for businesses in Malawi, significantly affecting their financial stability and operational efficiency.
This study investigates the impact of forex shortages on business performance, focusing on Chipiku, a major retail and wholesale enterprise in Lilongwe. The
research examines key financial indicators, including liquidity, profitability, and supply chain management, to assess how forex constraints influence business
sustainability. The findings indicate that businesses experience disruptions in procurement processes due to limited access to foreign currency, leading to stock
shortages, increased costs of imports, and declining profit margins. Additionally, forex shortages force businesses to seek alternative strategies such as local
sourcing, flexible pricing models, and hedging against currency fluctuations. Despite these mitigation efforts, financial instability remains a significant risk, affecting
growth prospects and the overall market. The study further highlights government policies' role in managing the competitiveness of forex shortages. Strengthening
forex reserves, promoting export-oriented industries, and implementing favorable monetary policies which can contribute to stabilizing foreign currency availability.
Businesses are encouraged to enhance financial planning, explore regional trade agreements, and diversify revenue streams to reduce forex dependency. Forex
shortages pose substantial risks to business stability, necessitating proactive strategies from the private sector and policymakers. Addressing these challenges
requires a combination of macroeconomic policies and adaptive business practices to foster a resilient financial environment in Malawi. The study provides valuable
insights for business leaders, policymakers, and researchers on mitigating the adverse effects of forex shortages and ensuring long-term economic sustainability.

Introduction

Foreign exchange (forex) shortages are a major challenge for businesses in Malawi, particularly those reliant on imported goods. The availability of
foreign currency is crucial for companies to procure raw materials, pay international suppliers, and maintain stable pricing structures. This study examines
the impact of forex shortages on businesses' financial stability, focusing on Chipiku, a leading retail and wholesale company in Lilongwe. The research
explores key financial indicators such as liquidity, profitability, and operational sustainability in response to forex constraints.

Forex shortages disrupt business operations by limiting access to essential imports. Companies struggle to meet supplier obligations, leading to operational
inefficiencies. This paper will analyze the extent of these challenges and explore strategies businesses use to mitigate the negative impacts of forex
constraints.

Background of the Topic

Foreign exchange (forex) shortages have become a critical challenge for businesses in Malawi, affecting financial stability and overall economic
performance. Many businesses in the country, especially those reliant on imported goods and services, face difficulties in securing foreign currency for
essential transactions. These shortages result in increased costs, supply chain disruptions, and financial instability. Chipiku, one of Malawi’s largest retail
and wholesale businesses, depends heavily on imported products to meet consumer demand. The limited availability of forex restricts its ability to source
goods internationally, leading to stock shortages, rising prices, and operational inefficiencies.

Importance and Purpose of the Article

The purpose of this article is to explore the effects of forex shortages on the financial stability of businesses, with a specific focus on Chipiku. The study
aims to provide insights into how foreign exchange volatility affects key financial indicators such as cash flow, profitability, and debt management. By
examining the strategies businesses use to mitigate forex constraints—such as local sourcing, pricing adjustments, and alternative financing—this article
will contribute to a better understanding of forex-related financial risks. The findings can serve as a valuable resource for policymakers, financial
institutions, and business owners in developing strategies to stabilize the business environment and improve forex management in Malawi.

Objectives of the Research
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The primary objective of this study is to analyze the impact of foreign exchange shortages on business financial stability in Lilongwe, using Chipiku as
a case study. The specific objectives are:

1. Toassess how foreign exchange shortages affect the liquidity and cash flow of Chipiku.

2. To evaluate the impact of forex shortages on Chipiku’s profitability and operational costs.

3. Toexamine the strategies Chipiku employs to manage forex shortages and maintain financial stability.

4.  To analyze the effect of forex shortages on Chipiku’s supply chain and inventory management.

5. Torecommend policies that could help mitigate the negative effects of forex shortages on businesses in Lilongwe.
Scope of the Discussion

This study focuses on analyzing the impact of foreign exchange shortages on business financial stability, with a case study of Chipiku in Lilongwe. The
research will be conducted in Lilongwe Urban, where Chipiku operates major retail and wholesale outlets. The study will specifically examine financial
aspects such as liquidity, cash flow, profitability, operational costs, supply chain management, and inventory control. Additionally, it will evaluate
strategies businesses use to overcome forex constraints and propose potential policy interventions to mitigate these challenges.

The time frame of the study will cover data from the past three to five years to provide a comprehensive analysis of forex shortages and their effects.
While the primary focus is on Chipiku, the findings may also offer insights applicable to the broader retail and wholesale sector in Malawi, particularly
for businesses that rely on imported goods.

1. Literature Review

Overview of Previous Studies

Forex shortages in developing countries often stem from macroeconomic instabilities, weak export performance, and high dependency on foreign goods.
Research suggests that businesses facing forex constraints tend to adjust by reducing operations, passing increased costs onto consumers, or seeking
alternative financial strategies. The effectiveness of these strategies varies depending on industry resilience and government policies.

Kandil and Mirzaie (2003) investigated the impact of exchange rate fluctuations on economic output and domestic price levels, focusing on developing
countries. Published by the International Monetary Fund, the study highlights the macroeconomic implications of exchange rate changes, particularly in
economies with fragile financial systems and limited policy buffers. The research used econometric models to analyze data from several developing
economies, providing insights into how external shocks propagate through these economies.

Nabil Ben Ltaifa, Stella Kaendera, and Shiv Dixit (2009) analyzed the channels through which the economic and financial crisis of 2008—-2009 was
transmitted to Sub-Saharan Africa, with a focus on countries in situation of fragility. his analysis focuses on the vulnerabilities and challenges facing
Sub-Saharan African economies during global crises, with trade emerging as the primary channel of economic impact. The study highlights many African
economies’ fragility, limited fiscal capacity, low institutional resilience, and restricted policy flexibility during economic downturns. The recommendation
emphasizes mobilizing domestic resources as a sustainable strategy to build resilience. However, functional institutions must balance immediate crisis
responses with long-term development objectives

In Malawi, the World Bank’s Economic Monitor (2024) and IMF reports provide insights into how forex shortages constrain businesses, limiting their
ability to import essential goods and leading to rising production costs. Studies have also shown that forex scarcity forces businesses to adopt alternative
sourcing strategies, which may affect product quality and pricing.

PIL’s (2022)studies reveal that forex shortages significantly strain Malawi's fuel import system, leading to cascading effects on businesses and the broader
economy. Addressing these challenges requires strategic interventions in forex management, infrastructure development, and policy reforms to ensure
long-term stability and resilience. For businesses and policymakers, the insights from PIL’s challenges highlight the urgent need for coordinated and
sustainable solutions.

Pierre-Richard Agénor, Timothy P Jackson, and Luiz Pereira da Silva (2020) studied the effects of sterilized foreign exchange market intervention in a
model with financial frictions and imperfect capital mobility. The central bank operates a managed float regime and issues sterilization bonds that are
imperfect substitutes (as a result of economies of scope) to investment loans in bank portfolios. The model is parameterized and used to study the
macroeconomic effects of, and policy responses to, capital inflows associated with a transitory shock to world interest rates. The results show that
sterilized intervention can be expansionary through a bank portfolio effect and may increase volatility and financial stability risks. Full sterilization is
optimal only when the bank portfolio effect is absent. The optimal degree of intervention is more aggressive when the central bank can choose
simultaneously the degree of sterilization; in that sense, the instruments are complements.

Brian Phiri Kampanje (2022) evaluates the impact of the exchange rate of Malawi Kwacha more specifically as a result of devaluation and depreciation
against major currencies in the attainment of the country’s developmental agendas. The results indicate that the country has failed to achieve meaningful
gains in its developmental agendas in view significant adverse movement in the exchange rate. There was however one exception with the Malawi Growth
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and Development Strategy (2006-2011) when the exchange rate was stable. National Planning Commission should consider safeguards in Vision 2063
by curbing illegal externalization of forex as a sustainable tool to avoid depreciation and devaluation of the Malawi Kwacha

Theoretical Framework
This study is based on several economic and financial theories that explain the relationship between forex shortages and business stability:

Purchasing Power Parity (PPP) Theory — This theory suggests that exchange rates should adjust to equalize the price of goods across countries. Forex
shortages often lead to local currency depreciation, increasing the cost of imported goods and affecting businesses that rely on foreign trade.

Balance of Payments (BOP) Theory — According to this theory, forex shortages are a result of trade imbalances, where imports exceed exports. A
persistent forex shortage can create financial instability for businesses needing foreign currency to sustain operations.

Exchange Rate Pass-Through (ERPT) Theory — This theory explains how exchange rate fluctuations influence domestic pricing. Businesses in forex-
constrained environments often experience unpredictable costs, making financial planning and pricing strategies difficult.

Liquidity Preference Theory — Proposed by Keynes, this theory suggests that in times of economic uncertainty, businesses prefer holding liquid assets
rather than making investments. Forex shortages contribute to economic uncertainty, leading businesses to hoard foreign currency, further exacerbating
liquidity problems.

Financial Distress Theory — This theory explains how external economic shocks, such as forex shortages, push businesses into financial distress. Limited
access to forex can lead to operational disruptions, increased debt, and business failures.

2. Main Content

Key Concepts

Foreign exchange shortages- refer to the insufficient availability of foreign currency in an economy, which affects the ability of businesses to import
goods and services. The exchange rate, inflation, and balance of payments are key macroeconomic factors influencing forex shortages. Businesses in
import-dependent economies like Malawi often face operational inefficiencies when forex shortages disrupt supply chains.

Currency Depreciation and Inflation — Forex shortages often lead to currency depreciation, which increases the cost of imported goods. This inflationary
pressure affects both businesses and consumers, reducing purchasing power and raising operational costs.

Import Substitution Strategy — Businesses facing forex shortages may shift towards locally sourced raw materials and products to reduce dependency on
foreign exchange. While this can boost local industries, it may also pose challenges in quality and supply chain reliability.

Government Intervention and Policy Responses — Governments often respond to forex shortages by implementing policies such as foreign exchange
controls, monetary policies, or trade restrictions. The effectiveness of these interventions varies depending on the economic structure and forex
management strategies.

Liquidity and Cash Flow — Liquidity refers to a business's ability to meet its short-term financial obligations, while cash flow represents the movement
of money into and out of a business. Forex shortages can disrupt cash flow, making it difficult for businesses to pay suppliers and maintain operations.

Supply Chain Disruptions — Many businesses rely on imports for raw materials and finished goods. Forex shortages hinder the ability to procure these
imports, leading to stock shortages, delays, and increased operational costs.

Analysis with Supporting Evidence

The impact of forex shortages is evident in increased costs of goods and services due to currency depreciation. A study by the Reserve Bank of Malawi
(2024) indicated that forex shortages led to a 20% rise in import prices, which directly affected businesses reliant on imported raw materials. Additionally,
the high exchange rate volatility has made it difficult for companies to predict costs, further straining financial stability.

A case study of Chipiku illustrates how forex shortages impact business operations. As a major retail chain, Chipiku relies on imports for a significant
portion of its stock. Due to forex shortages, the company has faced delays in procurement, increased prices, and reduced product availability, leading to
lower sales and profitability. In response, Chipiku has adopted alternative strategies such as sourcing products locally and adjusting pricing structures to
mitigate financial losses.

Examples and Data

In 2023, Malawi experienced a forex reserve decline of 15%, affecting businesses’ ability to pay international suppliers (Malawi Economic Monitor,
2023).

Recent financial reports indicate that Malawi’s forex reserves have been declining over the past five years. The Reserve Bank of Malawi (RBM) reported
that forex reserves stood at $400 million in 2023, down from $600 million in 2020. This decline has resulted in a sharp depreciation of the Malawi
Kwacha, increasing the cost of imports. Chipiku’s financial statements highlight a 20% rise in operational costs due to forex shortages, with a direct
impact on product pricing and sales volume.
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Businesses such as fuel importers reported a 30% reduction in supply due to limited access to forex, leading to transport disruptions and higher logistics
costs.

Chipiku’s financial reports for 2022-2024 showed a 12% decrease in net profit, attributed to forex shortages and higher operational costs.
Case Studies

Chipiku Retail Chain: The company has faced challenges in securing essential products due to forex constraints. Strategies such as local procurement
and dynamic pricing have helped mitigate some effects but have not completely solved the issue.

Forex shortages have profound effects on business financial stability in Malawi. The case study of Chipiku and other industries demonstrates that forex
shortages lead to increased costs, disrupted supply chains, and reduced profitability. While businesses adopt strategies to mitigate these effects,
comprehensive policy interventions are needed. Strengthening forex reserves, promoting local production, and implementing stable monetary policies
are essential steps toward alleviating forex shortages and ensuring economic resilience.

3. Findings/observations

The study finds that forex shortages significantly impact business liquidity, profitability, and operational efficiency. Companies like Chipiku have to
adapt by altering their financial strategies, diversifying supply sources, and implementing cost-cutting measures. Despite these adaptations, forex
shortages remain a persistent risk to financial stability. Firms with robust financial management practices and diversified revenue streams tend to navigate
forex constraints more effectively than those solely dependent on imported goods.

Forex shortages significantly impact business liquidity, reducing cash flow and increasing financial uncertainty. Many businesses struggle to maintain
stable financial operations due to fluctuating exchange rates and difficulty accessing foreign currency. The volatility in forex markets leads to increased
borrowing costs, making it more expensive for companies to secure necessary capital for operations.

Businesses dependent on imports experience higher costs and reduced profitability due to currency depreciation. The inability to access foreign currency
at stable rates results in higher purchase prices for raw materials and finished goods. This ultimately forces businesses to either absorb the additional
costs, reducing profit margins, or pass the costs onto consumers, contributing to inflation and reduced purchasing power.

Supply chain disruptions force businesses to seek alternative sourcing strategies, which may affect product availability and pricing. Companies that rely
on imports must adjust their procurement practices, sometimes opting for local alternatives, which may not always meet quality standards or be available
in sufficient quantities. These disruptions can lead to reduced inventory levels, affecting business continuity and customer satisfaction.

Government policies and financial interventions play a crucial role in mitigating forex shortages and stabilizing business operations. Policymakers often
implement foreign exchange controls, monetary policies, or trade regulations to manage forex supply and demand. However, these interventions may
have mixed results, sometimes leading to market distortions that further complicate the business environment. Ensuring a balanced approach to forex
management is crucial for maintaining economic stability.

A key finding is that forex shortages lead to increased business costs, reduced consumer spending, and greater economic uncertainty. The study also
reveals that businesses in Malawi tend to adopt reactive rather than proactive strategies in dealing with forex constraints. This limits their ability to
develop long-term financial sustainability in an unstable economic environment.

Statistical Analysis or Results
e  Forex reserves declined by 33% from 2020 to 2023, contributing to increased exchange rate volatility.
®  Operational costs at Chipiku rose by 20%, leading to higher consumer prices and reduced sales.

e Inflation rates increased by 8% annually due to forex-induced cost pressures on imports and local goods.

4. Conclusion

Forex shortages pose a critical threat to businesses that depend on imported goods. The instability in foreign currency availability affects pricing, supply
chains, and overall financial health. Businesses must adopt proactive strategies to mitigate risks associated with forex constraints. Without adequate forex
reserves, businesses face liquidity challenges, which can lead to reduced profitability, job losses, and a decline in economic activity.

To minimize the negative impact of forex shortages, firms must explore ways to diversify their revenue streams, reduce reliance on imports, and engage
in better financial risk management. Government support through forex policies and business-friendly regulations is also essential in fostering a stable
business environment.
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4.1 Recommendations

Government interventions are essential in addressing forex shortages. Strengthening forex reserves through export promotion policies can help improve
currency availability. Implementing monetary policies that stabilize exchange rates will also enhance economic stability and predictability for businesses.

Businesses should consider developing local supply chains to reduce forex dependency. Enhancing financial planning to accommaodate forex fluctuations
can also improve business resilience. Companies must remain proactive in seeking innovative solutions to navigate the challenges posed by forex
shortages. Additionally, firms should explore long-term agreements with foreign suppliers to secure forex allocations and minimize cost fluctuations.

Future research should explore the role of technology in managing forex risks. Investigating policy measures that could enhance forex availability in
Malawi will provide further insights into long-term solutions for businesses facing financial instability due to currency shortages. Research into regional
trade agreements and their potential to alleviate forex constraints could also be beneficial. Further studies can evaluate the effectiveness of government
policies in mitigating forex shortages and their long-term impact on business sustainability.

This study provides valuable insights for business leaders, policymakers, and researchers on how forex shortages impact business financial stability and
what measures can be taken to mitigate these effects.

5. References

Agénor, P.-R., & Pereira da Silva, L. (2020). Financial Stability and Exchange Rate Policies in Emerging Markets. World Bank Publications.

Ben Ltaifa, N., Kaendera, S., & Dixit, S. (2009). The Impact of Foreign Exchange Shortages on Sub-Saharan African Economies. International Monetary
Fund.

Chipiku Financial Reports. (2022-2024). Annual Business and Financial Stability Review. Chipiku Ltd.

Fuel Importers Association of Malawi. (2023). The Effects of Foreign Exchange Shortages on Fuel Distribution and Logistics. Blantyre: FIAM Reports.
International Monetary Fund. (2024). Malawi Country Report. IMF Publications.

Kandil, M., & Mirzaie, 1. (2003). Exchange Rate Fluctuations and Economic Performance in Developing Countries. International Monetary Fund.
Kpodar, K., & Imam, P. (2020). The Role of Foreign Exchange Reserves in Macroeconomic Stability. International Monetary Fund.

Malawi Economic Monitor. (2023). Macroeconomic Stability and Business Sustainability in Malawi. World Bank Group.

Ndiaye, A. (2017). Exchange Rate Volatility and Economic Growth in Malawi: An Empirical Study. African Economic Research Consortium.

Reserve Bank of Malawi. (2023). Financial Stability Report. RBM.

Reserve Bank of Malawi. (2024). Foreign Exchange Challenges and Their Impact on Business Performance in Malawi. Lilongwe: RBM Publications.

World Bank. (2024). Malawi Economic Monitor. World Bank Group.



