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MINUTES OF THE 47th MEETING OF THE MONETARY 

POLICY COMMITTEE (MPC) 

1.0 INTRODUCTION

The 47th meeting of the MPC took place on 22 July 2005 at the Reserve Bank of Malawi in Lilongwe.  The purpose of the meeting was to review monetary developments during June 2005 and to decide on the stance of monetary policy.

Present

Mr. V. Mbewe - Governor (Chairman)

Mrs. Mary C. Nkosi - Deputy Governor

Dr. W.T. Banda - General Manager, Economic Services

Mr. M.M. Zeleza - Deputy General Manager, Operations

Mr. T. Sitimawina - Director, Economic Affairs, Ministry of Finance

Prof. B. Kalua - 
Chancellor College, University of Malawi

In Attendance

Director, Research and Statistics

Director, International Operations

Director, Internal Finance

Manager, Financial Market Operations

Apologies

Mr. P. Kabambe, Acting Secretary to the Treasury

Deputy General Manager, Economic Services

Acting Deputy General Manager, Supervision of Financial Institutions

Mr. P. Kamwendo - Principal Secretary, Economic Planning & Development

Director, Financial Market Operations

Executive Assistant in the Governor’s Office and Public Relations Officer

2.0 REVIEW OF MONETARY AND FINANCIAL DEVELOPMENTS 

Overview

2.1 Monetary conditions were expansionary in June 2005 as the major monetary aggregates performed below expectations. Both money supply and reserve money remained high despite intensive mop up operations. The cash budget deficit worsened on account of the maturing Treasury bills, while inflation edged up in June compared to May. The exchange rate also depreciated further as pressure on foreign reserves mounted.

2.2
However, in terms of the performance criteria under the IMF Staff Monitored Program (SMP) for end-June 2005, targets on net domestic assets and net foreign assets of the monetary authorities were met with comfortable margins. 
Broad Money

2.3
Broad money balances rose month-on-month by 2.3 percent and amounted to K51.5 billion in June 2005 compared to 4.4 percent in May. The increase was largely attributable to net foreign assets of the banking system. Net domestic assets however declined by 2.6 percent due to intensive open market operations. 

2.4
Over the twelve-month period to June 2005, money supply decelerated to 20.5 percent from 24.3 percent recorded in May. 

Credit Developments

2.5 
Total net domestic credit extended by the banking system rose by K1.3 billion and amounted to K46.0 billion during the month under review. While claims on the government and private sectors increased, net credit to statutory bodies dropped in June 2005.

2.6
Net credit to government from the banking system amounted to K30.3 billion, an increase of K691.4 million compared to K1.1 billion in May. Government borrowing increased due to the need to finance large maturities of Treasury bills which on net basis amounted to K7.2 billion in June 2005.

2.7
Gross credit to the private sector rose by K633.2 million to K16.6 billion compared to an increase of K1.0 billion during the preceding month. Demand for credit was largely for the procurement of farm inputs in preparation for the next growing season. 

2.8
Net credit to the parastatal sector decreased by K69.5 million to minus K872.5 million following another decrease of K137.1 million in May. Commercial banks’ net lending to the sector went down following an increase in the entities deposits at the banks.  

Monetary Authorities Accounts

2.9
Net domestic assets (NDA) of the monetary authorities declined by K6.7 billion in June 2005 on account of repurchase agreements (REPOs) with commercial banks. Nonetheless, net credit to government from the monetary authorities rose by K311.3 million to K22.2 billion as a result of net maturities of government securities.

2.10
Net foreign assets of monetary authorities rose by K2.8 billion (US$22.0 million) and amounted to K4.1 billion (US$33.0 million) in June 2005.  The build up in reserves mainly arose from some donor inflows during the month in support of balance of payments and government projects coupled with some purchases from the market.

2.11
Reserve money dropped from K23.5 billion in May to K19.6 billion owing to a drop in bankers’ deposits because of open market operations in June 2005. This development notwithstanding, reserve money was still high compared to end-June 2005 projections.

2.12
In terms of the SMP performance criteria for June 2005, NDA were within their target of K17.6 billion by K2.1 billion and NFA were above the minimum allowable reserves by K3.0 billion. 
Inflation Developments

2.13 Annual inflation rose from 15.5 percent in May to 15.9 percent in June 2005. Inflation has been on the upward trend since October 2004 largely due to low food crop production that mostly resulted from erratic rainfall. Pressure on inflation in June 2005 resulted from costs associated with food as well as non-food items.

2.14
Food inflation rose annually by 19.6 percent compared to 18.6 percent in May on account of food shortages, particularly maize. Non-food inflation also increased by 12.1 percent in June due to increases in costs associated with petroleum products as well as the depreciation of the Kwacha.

2.15
Month-to-month inflation nevertheless dropped by 2.9 percent in June 2005 compared to a drop of 1.5 percent in May mainly due to the easing of pressure on food as some donor agencies had started distributing maize in some parts of the country.

Budgetary Operations

2.16
In June 2005, Government resources totalled K8.1 billion compared to K8.5 billion in May. Malawi Revenue Authority contributed the most at K5.6 billion. Expenditures amounted to K21.8 billion in June 2005, of which, Government recurrent outlays amounted to K6.2 billion while K15.6 billion was spent on the public debt account, and in particular payment towards Treasury bills redemptions. 

2.17
The transactions above resulted into a resource gap of K13.8 billion in June compared to K11.9 billion in May and was covered by proceeds from Ways and Means advances and new issues of Treasury bills.

2.18
The Committee commended Government’s efforts for running a surplus on the recurrent budget but raised concern regarding public debt expenditures, which reversed the surplus on the recurrent budget and precipitated an overall resource gap. 

Foreign Exchange Market Developments 

2.19
Gross official international reserves amounted to US$120.6 million in June (1.92 months of imports) compared to US$106.2 million in May (1.69 months). Economy-wide, these reserves amounted to 3.08 months in June compared to 3.02 months in the previous month.

2.20
Inflows amounted to US$37.8 million in June of which US$17.5 million were purchases from the market mostly in form of swap deals with the authorized dealer banks (ADBs) amounting to US$15.0 million, Government project funds of US$14.9 million and donor inflows in respect of balance of payment support from the Swedish Government of US$5.3 million. Outflows were US$23.4 million comprising mainly sales to ADBs of US$15.9 million and debt service of US$5.9 million.

2.21
Foreign currency denominated account (FCDA) balances amounted to US$73.4 million in June 2005 compared to US$75.76 million in May. These balances are much lower compared to US$95.0 million in June 2004 due to less than satisfactory tobacco proceeds in the current season.

2.22
The Malawi Kwacha continued to depreciate against the dollar in June to K122.9853/1US$ from K119.0662/1US$ in May, reflecting mounting pressures on foreign exchange. The Kwacha is however expected to stabilize in a few months as donor inflows resume.

2.23
On the international front, US short term interest rates rose by a quarter point to 3.25 percent in June while the European Central Bank kept interest rate at 2.0 percent. In terms of the exchange rate, the US dollar appreciated by 12.0 percent against the euro and 9.0 percent against the yen. 

2.24
Within the region, the South African rand gained somewhat against the US dollar as the price of gold rose amid speculation that the US deficit worsened in May. The appreciating rand would however translate into a high import bill for Malawi as most of our imports within the region are from South Africa.

Domestic Money Market Developments 

2.25
In June 2005, liquidity dropped by K2.8 billion against an injection of K2.7 billion in May. Open market operations accounted for K5.4 billion through repurchase arrangements with financial institutions whereas the combined foreign exchange purchases and government operations injected some K3.1 billion during the month of June.

2.26
In the interbank market, liquidity was fairly tight in June as evidenced by a decrease in daily average excess reserves from K520.0 million in May to K350.0 million. This led to a drop in the daily average interbank borrowing of K260.0 million to K580.0 million in June and an increase in daily average discount window borrowing of K50.0 million to K370.0 million.

2.27
The all-type Treasury bill yield rose by 7.0 basis points to 24.60 percent while that for the RBM bill increased by 5.0 basis points to 24.46 percent during the month under review. The average interbank rate also rose by 31.0 basis points to 24.55 percent and this was on account of tight liquidity as alluded to above.

3.0
RESOLUTIONS
The Committee reviewed the developments above and noted that both reserve money and inflation were still high. The Committee therefore resolved to:

· Continue with a tight monetary policy stance.

· Maintain the Bank Rate at 25.0 percent.

4.0 DATE OF NEXT MEETING

The meeting closed at 12.50 hours. The next meeting was scheduled for 25 August 2005.
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