MINUTES OF THE FOURTEENTH MEETING OF THE MONETARY POLICY COMMITTEE (MPC) HELD ON 17 SEPTEMBER 2001, AT THE RESERVE BANK OF MALAWI, LILONGWE.
Present: 

Dr E.E. Ngalande – Governor and Chairman
Dr Bingu Wa Mutharika – Deputy Governor
Mr C.S.R. Chuka – General Manager, Economic Services
Mr E.J. Kambalame – General Manager, Operations
Mr R.P. Dzanjalimodzi – Secretary to the Treasury
Dr. M.M. Mkwezalamba – Principal Secretary, Economic Affairs
Dr H. L. Ng’ombe – Principal Secretary, NEC

In attendance: 

Director, Financial Market Operations
Director, Bank Supervision
Director, Research and Statistics (Secretary)
Manager, International Operations
Bank Officer, Internal Finance

Apologies
Deputy General Manager, Blantyre Branch
Director, Internal Finance
Director, International Operations

1.0 PURPOSE OF THE MEETING 

The meeting was convened to review monetary developments up to end August, 2001 and decide on the stance of monetary policy. 

2.0 PROCEEDINGS OF THE MEETING 

REVIEW OF BANK RATE DETERMINATION
2.1 The Committee considered a paper on the two options that could be adopted for the Bank Rate determination and agreed that a decision would be made at their next meeting when more information would be made available.

DOMESTIC MONEY MARKET DEVELOPMENTS
2.2 The Committee noted that open market operations intensified in August. A total of K4,282.2 million (TB and RBM Bills) were issued against maturities of K3,325.3 million. Net foreign exchange sales during the month amounted to K792.8 million. The above transactions culminated in a total net withdrawal of K1,749.7 million from the economy.

2.3 The intensification of open market operations resulted into an increase in both the TB and RBM bill yields from 38.2 percent and 39.2 percent, respectively, in July to 41.7 percent.

2.4 Some members of the Committee felt that the amounts apportioned to various tenors of the TBs had a bearing on yields. This observation was acknowledged but it was noted that the yield curve would correct itself over time.

2.5 In the money market, the Committee observed that liquidity in the system dropped as evidenced by negative excess reserves of the commercial banks, an increase in interbank borrowing and borrowing from the RBM.

2.6 In terms of reserve money projections, the Committee noted that the projected reserve money for end-September at K11,243.9 million meant that the target of K8,232.0 million for the quarter would likely be missed. This, therefore, required a coordinated effort to aggressively intensify open market operations and increase sales of foreign exchange. These efforts would bear fruit only if coupled with fiscal restraint.

2.7 The Committee further observed that the outlook for reserve money to the end of the year was equally worrisome unless the level of open market operations would be sustained. 

2.8 Considering the turn of events above, other members of the Committee were of the view that the reserve money target needed to be reviewed. However, others felt that relaxation of reserve money target would lead to higher inflation. Thus fiscal expenditure cuts would be needed to reduce interest rates.

Developments in the Foreign Exchange Market 

2.9The Committee noted that gross official reserves closed the month at 5.1 months of import cover, compared to the 5.2 months of imports in July. Total international reserves were equivalent to 6.4 months of imports compared to 6.5 months in July. 

2.10 Total purchases by banks dropped from US$79.8 million in July to US$59.3 million in August, largely reflecting the closure of the tobacco auction floors. Total sales by banks were US$64.8 million compared to US$67.0 million in the preceding month. The bulk of sales during the month were for imports of fertilizers and petroleum products. 

2.11 The RBM sold US$21.0 million to banks against purchases of US$9.5 million. Of the total sales, 93.0 percent went to smaller banks as the two big banks remained net sellers of forex to the RBM. 

2.12 The Committee observed that the big banks had since the beginning of the year held on to their dollar positions, thereby maintaining a more depreciated Kwacha. The RBM had to correct the distortion by selling dollars on to the market. In the process, the big banks made some revaluation losses as the Kwacha strengthened. 

2.13 The Committee observed that banks have a tendency to charge different exchange rates to customers from those displayed on their boards. While negotiated rates are applicable in the wholesale market or to large transactions, the posted rates should normally rule in the retail market. 

2.14 In terms of the exchange rate, the Kwacha appreciated further to K65.4/US$ from K68.8/US$ in the previous month, reflecting the weakening of the dollar on the international scene and competition for customers on the domestic front. 

Government Performance.
2.15 The Committee noted that total revenue amounted to K3.7 billion, of which K3.2 billion was from domestic resources with the MRA alone depositing K2.0 billion. 

2.16 Expenditures amounted to K5.0 billion, of which K1.8 billion was for redemption of TBs and interest payment on LRS. 

2.17 The resulting deficit of K1.3 billion was financed by drawing down government deposits and through advances of K199.8 million. 

Monetary Developments.
2.18 The Committee observed that monetary developments in July were still expansionary as money supply recorded an annual growth rate of 41.0 percent to K22,015.8 million. Pressure on money supply arose from the accumulation of foreign assets and lending to the government and private sector. 

2.19 Net domestic credit to government rose by K503.3 million on annual basis and amounted to negative K398.8 million from a decline of K201.4 million in June. This was mainly due to conversion of ADMARC bank loans to government securities and to depletion of government deposits. 

2.20 While gross credit to the private sector rose on annual basis by K388.6 million to K5,499.8 million, net domestic credit to statutory bodies dropped by K1,245.0 million largely due to a loan repayment by ADMARC through the government. 

2.21 Total net international reserves amounted to K18,458.8 million (US$268.2 million) from K19,992.9 million in June US$(269.5 million). The contraction in these reserves resulted from exchange rate revaluations coupled with some debt service. 

2.22 The Committee observed that the outturn in monetary developments was unsatisfactory compared to the September program targets. Money supply and net domestic credit overshot their targets by K1,660.8 million and K4,223.0 million, respectively, whereas net foreign assets fell short by K3,009.2 million. 
3.0 RESOLUTION. 

The Committee considered the developments above and resolved that: 

· A tight monetary policy stance through the intensification of open market operations and increased sales of foreign exchange should be maintained. 
· Reserve money would continue as an anchor of monetary policy. 

4.0 DATE OF NEXT MEETING 

The meeting was adjourned at 16:20 hours and to reconvene on 9 October, 2001 at 9:00 hours.

