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MINUTES OF THE 50th MEETING OF THE MONETARY POLICY

COMMITTEE (MPC) 

1.0 INTRODUCTION

The 50th meeting of the MPC took place on 29 November 2005 at the Reserve Bank of Malawi in Lilongwe.  The purpose of the meeting was to review monetary developments during October 2005 through mid- November 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. P. Kabambe - Acting Secretary to the Treasury 

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

In Attendance

Deputy General Manager Operations

Acting Deputy General Manager, Supervision of Financial Institutions
Director, Research and Statistics

Director, Internal Finance

Director, International Operations

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

Manager, Financial Market Operations

Apologies

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

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

Deputy General Manager, Economic Services

Director, Financial Market Operations

2.0 REVIEW OF MONETARY AND FINANCIAL DEVELOPMENTS 

Overview

2.1 Monetary developments during October through mid- November 2005, were largely expansionary. Money supply and inflation registered increases in October 2005 and government budget deficit deteriorated. The Malawi Kwacha exchange rate appreciated against the US dollar during October, but the trend reversed in November as the kwacha slightly depreciated, and traded  at K123.6522/US$ by 18 November 2005 from K123.2314/US$ as  at end September 2005.

Broad Money

2.2 Money supply (M2) rose month-to-month by 0.4 percent in October 2005 to K51.3 billion, compared to a decrease of 1.6 percent in September 2005. The expansion was on account of an increase in net domestic assets (NDA), particularly net credit to government.
2.3 Annual growth of M2 accelerated to18.9 percent in October compared to an increase of 17.6 percent in September, 2005.
Domestic Credit

2.4 Total net domestic credit extended by the banking system rose by K5.5 billion to K43.7 billion in October 2005, compared to a decrease of K4.3 billion during the preceding month.
2.5 Net credit to government rose by K4.8 billion to K25.8 billion in October against a decrease of K4.0 billion recorded in September, 2005. The increase was due to credit extended by the monetary authorities through Ways and Means Advances in order to augment government resources which fell short of outlays in October. However, credit from the commercial banks declined following Treasury bill redemptions. 
2.6 Gross credit to the private sector during October rose by K738.8 million compared to a decrease of K68.0 million in September, 2005. This development was seasonal as most companies accessed credit to procure agricultural inputs in readiness for the upcoming growing season.
2.7 Net credit to the parastatal sector decreased by K38.1 million compared to a decline of K129.5 million during the preceding month.
Monetary Authorities Accounts

2.8 During the week ending 18 November 2005, net domestic assets of monetary authorities dropped by K657.9 million to K19.4 billion, largely on account of other assets (net), as net credit to government rose during the week.
2.9 Net international reserves of monetary authorities declined by K1.3 billion (US$10.7 million) and amounted to K2.2 billion (US$17.9 million) as of 18 November 2005. The drop was on account of foreign exchange sales to the market, external debt service and other government payments. The main sources of foreign exchange during the week were inflows in respect of government project funds amounting to US$2.5 million.
2.10 Reserve money stood at K21.7 billion, reflecting a week-to- week decrease of K1.9 billion, and was explained by declines in both bankers’ deposits as well as currency outside banks.
2.11 In terms of the December 2005 PRGF financial programme, net domestic assets exceeded the respective target by K5.8 billion, and net foreign assets underperformed by K5.0 billion (US$40.8 million). Reserve money also underperformed by K754.2 million.
Inflation Developments

2.12 Annual inflation rose to 15.9 percent in October 2005 from 15.8 percent in September 2005. This was mainly on account of food inflation which accelerated to 16.1 percent in October from 15.6 percent in September. However, non-food inflation slowed down to 15.7 percent from 16.0 percent in September, 2005.
2.13 On a month-to-month basis, inflation increased, albeit slowly, at a pace of 1.2 percent in October compared to 5.9 percent in September, 2005. Correspondingly, food and non-food inflation accelerated by 1.8 percent and 0.5 percent, respectively, from increases of 6.8 percent and 4.9 percent in the preceding month.
Government Operations

2.14 Government revenues totaled K8.9 billion in October 2005, compared to K8.7 billion in the preceding month, of which, K4.5 billion was from Malawi Revenue Authority. In addition, Government raised K9.6 billion through Treasury bills. Expenditures amounted to K21.3 billion in October 2005 compared to K17.5 billion in September, 2005. Major outlays included  reimbursements to commercial banks and Treasury bill and Local Registered Stocks maturities. 
Foreign Exchange Market Developments 

2.15 Gross official international reserves amounted to US$127.7 million in October 2005, equivalent to 2.0 months of imports, compared to US$167.3 million in September 2005.  As of 18 November 2005, gross official reserves had rebounded to US$130.3 million (2.1 months of imports).
2.16 Inflows amounted to US$27.9 million in October, of which US$16.0 million and US$11.7 million were government project funds and donor balance of payments support, respectively. Outflows totalled US$67.5 million, the bulk of which was in respect of sales to the market, amounting to US$46.8 million. Other major outflows were in respect of government maize option payments, debt service and foreign mission payments at US$8.4 million, US$6.7 million and US$2.6 million, respectively.
2.17 Foreign currency denominated account (FCDA) balances declined to US$68.6 million in October 2005 compared to US$73.9 million in September, 2005.
2.18 The Malawi kwacha appreciated against the US dollar in October, moving from K124.1002/U$ at the end of September to K123.2314/US$ at the close of October 2005. The appreciation was mainly on account of disbursement of donor funds during the review period. However, since end October the trend reversed and by 18 November, 2005 the kwacha had depreciated steadily and traded at K123.6522/US$.
2.19 The South African rand remained under pressure against the US greenback as the US currency strengthened elsewhere but remained relatively stable against the euro. The rand hit a recent high of 6.8 against the US dollar, but gold prices helped mitigate pressure on the rand afterwards.
Domestic Money Market Developments

2.20 In October 2005, a total of K910.0 million was injected into the financial system compared to a withdrawal of K780.0 million in September, 2005. Government operations at K7.1 billion were the main contributing factor, in contrast to foreign exchange operations which withdrew K8.1 billion. In the period to 11 November 2005, a total of K100.0 million had been withdrawn from the financial system.
2.21 During October 2005, daily average excess reserves of the banking system averaged K480.0 million, 56.4 percent lower than the preceding month. However, volumes of daily average inter-bank market activity declined by 11.2 percent to K310.0 million, an indication that the inter-bank market supply was almost adequate. Accordingly, discount window accommodation declined by 62.0 percent to K1.1 billion in October. During the first two weeks of November 2005 daily excess reserves averaged K1.1 billion while inter-bank market activity increased to K460.0 million.
2.22 The all-type Treasury bill yield increased by 4 basis points to 24.31 percent in October 2005. As of 11 November 2005 the all type Treasury bill yield increased by 11 basis points to 24.42 percent. The all type RBM bill yield rose by 10 basis points to 24.21 percent during October 2005 and dropped by a basis point to 24.20 percent as of 11 November 2005. 
3.0
RESOLUTIONS
In order to mitigate inflationary pressures arising from fuel and food price hikes, the Committee 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 adjourned at 13.45 hours. The next meeting was scheduled for 20 December, 2005.

V. Mbewe
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