MINUTES OF THE TWENTY-THIRD MEETING OF THE MONETARY POLICY COMMITTEE (MPC) 
1.0 INTRODUCTION 


The 23rd meeting of the MPC was held on 26th July 2002 at the Reserve Bank of Malawi in Lilongwe. The purpose of the meeting was to review monetary developments up to June 2002 and to decide on the stance of monetary policy.

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
Dr. M. Kutengule – Principal Secretary, National Economic Council 

In attendance: 

Deputy General Manager, Blantyre Branch
Director, Research and Statistics
Director, Financial Market Operations
Director, International Operations
Director, Internal Finance 

APLOLOGIES 

Mr. P.E. Chilambe – Secretary to the Treasury
Dr. M.M. Mkwezalamba – Principal Secretary, Economic Affairs
Director, Bank Supervision

2.0 REVIEW OF MONETARY AND FINANCIAL DEVELOPMENTS 

Overview

2.1 The Committee noted that monetary growth continued to decelerate and grew annually by 8.6 percent. However, the level of money stock missed its June target by a considerable margin. 

Broad Money

2.2 Broad money totaled K23983.9 million in June up from K23854.2 million in May, a month on month growth rate of 0.5 percent. The marginal increase in broad money emanated from net foreign assets (NFA) of the banking system, which recorded a monthly increase of 16.3 percent. The full monetary impact of the increase in NFA was, however, counteracted by a 28.6 percent drop in net credit to government.

2.3 The Committee noted that in spite of the marginal increase, broad money still missed its June programme target by K2,741.9 million. The Committee also noted that net foreign assets of the banking system at K13390.9 million were K2332.9 million above target while net credit to government was K3838.3 below target. 

Inflation

2.4 The annual rate of inflation decelerated from 17.1 percent in May to 16.7 percent in June. The Committee observed that the downward trend that had started in August 2001, had continued to June 2002. If this trend was maintained, the Committee was confident that the programme target of 5.0 percent (core inflation) by end December could be achieved. Nonetheless, risks remain in the light of the difficult food situation.

Domestic Money Market Developments

2.5 The Committee noted that as of end June 2002 reserve money had totaled K8235.7 million, or K216.7 million above the second quarter programme target of K8019.0 million.

2.6 Treasury Bills and RBM bills redemptions together with foreign exchange purchases injected a total of K2,470.1 million into the economy. Total withdrawals through issues of RBM and Treasury Bills as well as sales of foreign exchange amounted to K2907.8 million, resulting into a net liquidity withdrawal of K437.7 million.

2.7 In terms of cut-off marginal yields, the RBM bill lost 126 basis points to close the month of June at 44.91 percent while that of Treasury Bills lost 227 basis points to close at 44.27 percent.

2.8 Preliminary estimates indicated that by end July, the reserve money target would most likely be missed unless open market operations were intensified.

Budgetary Operations

2.9 The Committee noted that total resources for the month of June amounted to K4200.8 million while expenditures (including debt service) totaled K4,061.4 million, resulting in a budgetary surplus of K481.3 million. This assisted to bring down borrowing from the Reserve bank of Malawi by K1,924.2 million.

Foreign Exchange Market

2.10 The Committee was informed that gross official reserves closed the month of June at US$190.44 million an increase of US$15.12 million from the end-May level. 

2.11 This level of gross official reserves represented 3.21 months of imports and the banking system as a whole held reserves equivalent to 4.42 months. 

2.12 The Committee noted that foreign currency denominated account balances (FCDA’s) continued to rise and closed at US$58.9 million from US$55.64 million as at end May. These balances were expected to rise further in July and August before tapering-off after the closure of the tobacco auction floors.

2.13 The Kwacha continued to be relatively stable against the US Dollar and closed the month at K76.6110 from K75.8850 in May. The slight depreciation was in line with market developments.

2.14 The Kwacha was forecast to remain stable in the months ahead given the expected supply and demand situation. 

Domestic Credit

2.15 Total domestic credit extended by the banking system dropped by K1972.0 million to K12839.4 million.

2.16 The drop was mainly due to a decline of K2213.9 million in net credit to government. Net credit to the parastatals and gross credit to the private sector, however, went up by K209.7 million and K32.2 million, respectively.

2.17 The drop in net credit to government was largely due to the receipt of funds from USAID in respect of Nature and Agricultural Sector Adjustment Program.

3.0 RESOLUTIONS 

Taking into account the current stock of official domestic debt, government’s commitment to reducing this debt, and the continuing slowdown in inflation since August last year, the Committee resolved to:

(i) reduce the bank rate from 46.8 percent to 43 percent with effect from 29th July 2002, and to

(ii) closely monitor the situation and to review the Bank Rate as appropriate.

4.0 DATE OF NEXT MEETING 

The meeting was adjourned at 13.30 hours and would reconvene on 27th August 2002 at 09.00 hours. 

