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MINUTES OF THE 56th MEETING OF THE MONETARY POLICY

COMMITTEE (MPC) 

1.0 INTRODUCTION

The 56th meeting of the MPC took place on 3 July 2006 at the Reserve Bank of Malawi (RBM) in Lilongwe.  The purpose of the meeting was to review monetary developments during May 2006 and part of June 2006, 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

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

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

Dr. W. Masanjala - Head of Economics Department, Chancellor College, University of Malawi

In Attendance

Executive Director, Treasury

Executive Director, Corporate Services
Executive Director, Supervision of Financial Institutions

Director, Research and Statistics

Director, Banking and Payment Systems

Director, Exchange Control and Debt Management

Executive Assistant in the Governors Office and Director, Public Relations

Manager, Treasury

Apologies

Mr. R. Mwadiwa, Secretary to the Treasury

2.0 REVIEW OF MONETARY AND FINANCIAL DEVELOPMENTS 

Overview

2.1 During May 2006, monetary developments were expansionary and the trend continued in June as reflected by an increase in reserve money during the week ending 23 June 2006.  Money supply, recorded a slower growth in May compared to April, 2006. Gross official reserves were higher in May compared to April 2006, while the kwacha exchange rate continued to depreciate. Annual inflation slowed down further in May as a result of stable food prices due to good harvest. There were pressures experienced on the budget largely due to heavy maturities of Treasury bills. 

Broad Money

2.2
Money supply recorded a month-to-month growth of 0.8 percent (K450.7 million) to K55.7 billion in May 2006, compared to 2.2 percent in April 2006.  The slight increase emanated from an expansion in domestic credit as net foreign assets of the banking system and other assets (net) declined.

2.3
The annual growth of money supply decelerated to 12.6 percent in May 2006 from 16.7 percent in April 2006, partly reflecting the slowdown in the inflation rate during the month.

Domestic Credit

2.4
Total net domestic credit extended by the banking system rose by K1.6 billion and amounted to K44.8 billion in May 2006. In April, total net domestic credit declined by K923.5 million. The outcome was on account of an increase in credit extended to the private sector.
2.5
Net credit to Government dropped by K459.3 million and amounted to K27.5 billion compared to another decrease of K1.3 billion in April 2006. This was largely due to a decline in credit extended by the commercial banks. 

2.6
Net credit to the statutory bodies increased by K150.8 million in May 2006 to negative K1.4 billion, compared to a decrease of K213.9 million in the preceding month. This outcome was largely due to borrowing from commercial banks. 

2.7
Credit extended to the private sector during May 2006 rose by K1.7 billion to K18.8 billion, following another increase of K609.5 million during the preceding month.

Monetary Authorities Accounts 

2.8
Net domestic assets (NDA) of the Monetary Authorities dropped by K1.6 billion to K12.5 billion as of 23 June 2006, on account of decrease in net credit to government. 

2.9
Net credit to Government from the Monetary Authorities decreased by K1.7 billion to K7.7 billion during the week. The decrease was largely due to full repayment of Ways and Means advances of K1.6 billion coupled with an increase of K79.3 million in Government deposits with the RBM. Government was able to repay the Ways and Means advances following receipt of US$18.9 million from the European Union (EU). 

2.10
Net foreign assets (NFA) of the Monetary Authorities rose by K2.8 billion (US$19.9 million) and amounted to K8.5 billion (US$60.9 million) as 23 June 2006. Major inflows during the week were receipt of US$18.9 million from the EU for balance of payments support and US$1.0 million in respect of purchases of foreign exchange from government foreign funded projects.
2.11
Reserve money rose by K1.2 billion to K21.2 billion during the week due to an increase of K836.9 million in bankers’ deposits with the RBM following Treasury bill maturities. Currency issued rose by K366.2 million and amounted to K16.1 million. 

Inflation Developments

2.12
Headline inflation slowed down in May 2006 to 15.8 percent from 16.1 percent in April. The decline was on account of both food and non-food inflation. 

2.13 Food inflation dropped annually to 18.1 percent in May from 18.5 percent in April, on account of seasonal developments and improved food supplies following the good maize harvest in most parts of the country.  Non-food inflation dropped marginally to 13.1 percent in May from 13.3 percent in April 2006.

2.14 Month-to-month inflation decelerated to 1.8 percent in May 2006 compared to a disinflation of 1.9 percent in the preceding month. This development reflects low levels of food prices.

Government Operations

2.15 In May 2006, Government revenue totaled K8.8 billion compared to K17.9 billion in April. Malawi Revenue Authority (MRA) contributed K5.9 billion, about 67 percent of the total revenue during May 2006. In the period to June 27 2006, Government revenue amounted to K11.0 billion, of which, K4.2 billion were MRA deposits. Total expenditure for May 2006 amounted to K21.0 billion, an increase of K2.2 billion on that recorded in April. Of the total, Government recurrent outlays amounted to K8.2 billion while K12.8 billion was spent on public debt. As of 27 June 2006, total government expenditure amounted to K13.1 billion.
2.16 The above developments resulted into resource gaps of K12.2 billion and K2.1 billion in May 2006 and period up to 27 June 2006, respectively, compared to a smaller deficit of K940.9 million in April. During May 2006 the resource gap was financed through Treasury bills of K6.6 billion and Ways and Means advances of K5.1 billion. In the period up to 27 June 2006, there was further financing through Treasury bills of K8.9 billion. Of these proceeds, K2.0 billion were from the conversion of Ways and Means advances into Treasury bills, which enabled Government to record a surplus position of K1.9 billion as at 27 June 2006.
Foreign Exchange and Money Market Developments

2.17 Gross official reserves as at end May 2006 amounted to US$107.3 million or 1.7 months of imports, up from April’s closing position of US$102.5 million or 1.6 months of imports. By 23 June 2006, foreign reserves had increased to US$136.1 million or 2.2 months of imports. Economy-wide, foreign reserves reached US$232.5 million or 3.7 months of imports by 23 June 2006.
2.18 Major supply of foreign exchange during May 2006 included privatization receipts amounting to US$10.0 million, World Bank International Development Association (IDA) receipt of US$6.8 million, and government project funds amounting to US$2.9 million. Demand amounted to US$17.3 million and comprised largely, sales to authorized dealer banks (ADBs) and other institutions amounting to US$9.2 million and debt service to the tune of US$4.4 million. During the period to 23 June 2006, foreign currency inflows amounted to US$39.5 million and comprised US$18.9 million for balance of payments support from the EU, US$9.4 million refund on maize purchases for humanitarian food aid from the United Kingdom Department for International Development (DFID) and US$8.5 million in National Aids Commission (NAC) and Health SWAp receipts. Major source of demand was US$7.8 million for external debt service.
2.19 Foreign currency denominated account (FCDA) balances which closed at US$91.2 million in April, increased to US$92.9 million in May but declined to US$91.1 million by 23 June 2006. The build up in these balances is seasonal and mainly associated with receipt of proceeds from sales of tobacco at the auction floors.
2.20 The Malawi kwacha lost K1.38 or 1 percent against the US dollar since end April 2006, as it moved from K137.6090/US$ on 28 April 2006 to  K 138.9862 /US$ on 29 June 2006.

2.21 On the international market, the US dollar reached an eight week high against the euro on increasing speculation that the Federal Reserve Bank will raise interest rates to curb inflation. Forecasts of rising interest rates in the US have resulted in weakening gold prices and therefore the South African rand. Trading at K19.2074/ZAR, a weaker rand should benefit cross border traders and may in turn worsen the bilateral trade balance between Malawi and South Africa.
2.22 Monetary operations in May 2006 were expansionary as a total of K5.5 billion was injected into the financial system, in sharp contrast to a withdrawal of K6.2 billion in April. This was mainly on account of Government which injected K3.7 billion. During the same period, open market and foreign exchange operations injected into the system K1.3 billion and K520.0 million, respectively. In the period to 16 June 2006, foreign exchange, open market and Government operations, however, withdrew K1.0 billion from the system.
2.23 During May 2006, there were net RBM bill maturities of K1.5 billion. There was also monetary injection emanating from the foreign exchange front due to RBM purchases of K2.9 billion worth of foreign exchange from government projects. In the period to 16 June, open market operations withdrawals emanated from net repos and RBM bill issuances which amounted to K710.0 million and K210.0 million, respectively. Foreign exchange injections were mainly in the form of purchases of government project funds.
2.24 Daily average inter-bank market activity increased marginally from the April level of K490.0 million to K520.0 million in May 2006. Consequently daily average discount window borrowing increased to K830.0 million in May from K60.0 million in April. In the period to 16 June 2006, daily excess reserves of the banking system declined to K660.0 million from K900.0 million in May, while daily average inter-bank market borrowing and discount window accommodation averaged K540.0 million and K270.0 million, respectively.
2.25 Yields on securities were characterized by mixed developments during the period under review. On a month-to-month basis the all-type Treasury bill yield rose by 5 basis points to 19.76 percent whilst the all-type RBM bill yield lost 12 basis points to 18.87 percent. In the period to 16 June, however, both all-type Treasury and RBM bill yields dropped to 19.72 percent and 18.84 percent, respectively.
3.0
RESOLUTIONS


The Committee considered the developments in money supply and inflation, and noted the declining trend, but took caution of inflationary pressures arising from the exchange rate depreciation and increase of oil prices in the international markets. The Committee therefore resolved to:

· Continue with a tight monetary policy stance.

· Maintain the Bank Rate at 25.0 percent.

· Maintain the LRR at 20 percent.

4.0

DATE OF NEXT MEETING


The meeting closed at 12.35 hours. The next meeting was scheduled for 27 July 2006.

Victor Mbewe





Efford Goneka
CHAIRMAN
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