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MINUTES OF THE 2ND MEETING OF THE MONETARY POLICY COMMITTEE (MPC) FOR 2010, HELD ON 6TH MAY 2010 AT THE RESERVE BANK OF MALAWI (RBM), LILONGWE

PRESENT

Dr. Perks Ligoya, Governor (Chairperson)

Mr. N. W. Nyirongo, Executive Director, Economic Services

Mr. Joseph Mwanamveka, Secretary to the Treasury

Mr P. Mphwiyo, Deputy Director of Economic Affairs, Ministry of Finance

Dr. W. Masanjala, Senior Lecturer, Chancellor College 

IN ATTENDANCE

Director, Research and Statistics (Secretary)

Director, Treasury

General Counsel and Bank Secretary

Director, Banking and Payment Systems

Director, Currency Management
Director, Exchange Control & Debt Management

Principal Economist, National Accounts and Balance of Payments, Research and Statistics

APOLOGIES
Mrs. Mary C. Nkosi, Deputy Governor 

Dr. W.T. Banda, General Manager

Mr. T. Sitimawina, Principal Secretary, Ministry of Development Planning and Cooperation

Mr. T. S. Chinkhwangwa, Executive Director, Supervision of Financial Institutions

Director, Special Duties

Executive Assistant in the Governor’s Office
RECENT ECONOMIC DEVELOPMENTS
The report gave an outlook on recent economic and financial sector developments for the month of February 2010 and some updates were also presented where information was available.

Money supply

1.1 Money supply (M2) during February 2010 decreased by K10.8 billion to K155.4 billion following another decrease of K7.5 billion during the preceding month. The decline was a result of a decline in Net Domestic Assets (NDA) as net foreign assets went up during the month. The decrease in net domestic assets was reflected in its statistical counterparts of domestic credit mainly credit to government and private sector as credit to statutory corporations marginally increased. Correspondingly, demand deposits declined by K4.5 billion while currency in circulation dropped by K2.0 billion and amounted to K72.3 billion and K49.7 billion.  

1.2 Net domestic credit in February 2010 decreased to K193.0 billion from K206.5 billion in January on account of a K13.0 billion decline in net credit to the government and K546.5 million to the private sector while statutory corporations increased their obligations by K70.7 million.

1.3 The banking system’s net claims on government dropped to K93.8 billion from K106.8 billion in January. This outcome was on account of a decrease in credit from both monetary authorities and commercial banks. Monetary Authorities net credit to government went down by K8.6 billion while claims from the commercial banks dropped by K4.4 billion.  The drop in net credit to government from the monetary authorities was on account of redemption of Treasury bills of K2.5 billion, Local Registered Stocks of K500.0 million, and Ways and Means advances amounting K1.2 billion backed by  an increase in deposit of K4.4 billion. Commercial banks claims on government decreased by K4.4 billion to K19.6 billion primarily due to an increase in deposits while Treasury bills stock slightly decreased by K162.0 million. Government total borrowing from the economy stood at K129.0 billion in February from K143.6 billion in the previous month. 

1.4 The banking system’s claims on statutory corporations went up by K70.7 million following interest revaluation for ADMARC loan with the central bank of K50.2 million and credit from commercial banks amounting to K104.8 million.

1.5 Banking system financing to the private sector decreased by K546.5 million in February and stood at K92.9 billion. The drop arose from repayments of K1.4 billion in foreign exchange loans and K696.6 million from the agricultural sector. However, the commercial and industrial sector contracted loans to the tune of K1.3 billion whereas mortgages and loans to individual households amounted to K86.5 million and K74.7 million respectively.

1.6 Smallholder Farmers Fertilizer Revolving Fund of Malawi (SFFRFM), Illovo Sugar Malawi Limited, Agriculture Development and Marketing Corporation (ADMARC) and Press Group still remained the four largest borrowers from the banking sector. The overall total outstanding loan balance as at 26th February 2010 stood at K23.1 billion from K22.3 billion, recorded in January 2010. On the other hand, the total outstanding balances for ten major borrowers stood at K34.6 billion down from K36.5 billion due to repayments by Press corporations, ADMARC, Premium TAMA Tobacco, ESCOM and MOTA Engil.  The largest portion of the above facilities was made available for agriculture related companies and was used for the importation of fertiliser and purchase of farm produce. Other facilities were availed for working capital.
Monetary Authorities Accounts as at 23 April 2010

1.7 Reserve money developments as observed up to 23 April 2010 were contractionary as Reserve money declined by K683.2 million to K450.9 billion on account of a drop in net foreign assets that was partly offset by an increase in net domestic assets. Net foreign assets decreased by US$14.5 million. Foreign exchange outlays comprised US$7.8 million sales of foreign exchange to the market, US$2.0 million sales to Petroleum Importers Limited (PIL) for the importation of petroleum products, US$3.0 million settlement for time deposits, US$0.9 million remittances to embassies, US$0.6 million debt service and US$0.6 million uncategorized government payments. The only source of foreign exchange in the week ending 23rd April was US$1.1 million miscellaneous receipts for various government projects. Consequently, gross official reserves declined to US$170.7 million representing 1.3 months imports.

1.8 Net domestic assets rose by K1.5 billion to K56.9 billion explained largely by an increase in other items (net) of K2.4 billion as net credit to government decreased by K860.2 million. Net credit to government declined to K69.7 billion from K70.6 billion reported during the preceding week. This outturn was explained by a K1.6 billion drop in gross credit to government following net maturities of Treasury bills held by the RBM amounting to  K10.0 billion. In turn, Government however borrowed of K8.4 billion through Ways and Means advances, to  pay for the maturing Treasury bills. 

Performance against June 2010 targets 

1.9 Net domestic assets at program exchange rate were above their target of K52.4 billion by K4.6 billion. Net international reserves were below their floor of US$76.0 million by US$35.2 million whilst reserve money was below its indicative target of K52.5 billion by K1.7 billion.
1.20
Net domestic assets and net international reserves performance worsened further during the week ending 23rd April 2010. It was observed that it was therefore imperative that tight monetary and prudent fiscal measures are put in place coupled with economizing on the sale of foreign exchange while ensuring that foreign exchange queues are contained.


Inflation rate

1.21
Inflationary pressures during February 2010 continued to mount as overall year on year inflation rose by 0.4 percentage points to 8.2 percent. Food inflation roughly remained constant in February at 6.8 percent from 6.7 percent in the preceding month mainly due a rise in food inflation in the rural areas symptomatic of seasonal decline in the availability of major food stuffs from previous season’s stock. Price pressures marginally picked up during the month of March 2010 as inflation accelerated to 8.3 percent from 8.2 percent in the preceding month. Food inflation is however, expected to slow down in the months ahead as food becomes more readily available in the country. 
Foreign exchange market conditions

1.22
Gross official reserves rose to US$127.7 million or 1.01 months of imports as at the end of February 2010 from US$101.6 million or 0.81 months of imports as at end January 2010. The slight boost in reserves emanated from balance of payment grants from DFID. However, official reserves remained low as the Bank continued to support the market during the lean period. Conversely, private sector reserves declined and closed the month of February at US$135.8 million or 1.05 months of imports from US$144.3 million or 1.12 months of imports held during January 2010. By 19th March 2010, official reserves went up to US$148.2 million or 1.15 months of import cover following a receipt of US$70.2 million from the European Union.


Money market situation

1.23
Banking system liquidity in February declined sharply as evidenced by commercial banks’ use of excess reserves to purchase foreign exchange from the Bank. As a result, discount window accommodation rose to K1.2 billion from K740.0 million during the previous month while trading volumes on the inter-bank market dropped slightly. Liquidity conditions notwithstanding, the inter-bank market rate closed the month under review at 10.12 percent, down by 65 basis points from the previous month.
1.24
During the period up to 19th March 2010, excess reserves averaged K900.0 million per day. Inter-bank market rates responded accordingly by declining to 7.55 percent. The strong reversal in liquidity levels signals the start of the agricultural marketing season. In addition investors have been unwinding their investment with discount houses and shifting their funds into commercial banks in anticipation for foreign exchange availability since tobacco proceeds that go directly to commercial banks. 

1.25
The RBM intervened in the foreign exchange market to ease demand pressures. As such foreign exchange sales withdrew about K4.6 billion from the system. Furthermore, contractionary fiscal operations removed K560.0 million Overall, a net of K5.0 billion was withdrawn from the system during the month of February 2010. 
1.26
Accordingly, reserve money declined to K45.4 billion as of 26th February 2010 but still underperformed the end March target by K890.0 million.  Currency in circulation and bank deposits respectively closed the month at K27.2 billion and K18.2 billion compared to K29.2 billion and K19.9 billion at the end of January 2010. However, by 19th March 2010, reserve money had gone up to K47.4 billion following an 8.2 percent increase in bank deposits. 

Government Performance
1.27
In February 2010, developments in the fiscal sector recorded a surplus of K5.9 billion in sharp contrast to an overall deficit of K0.4 billion recorded in January 2010. The outturn was largely attributed to an increase in revenue following a receipt of BOP support. The current primary balance recorded a surplus of K2.7 billion in February compared to a surplus of K1.3 billion in January 2010. 

1.28
During February 2010, total revenue received increased by K5.6 billion to K20.5 billion from K14.9 billion collected in January 2010. Malawi Revenue Authority (MRA) deposited K12.8 billion, compared to a total of K10.7 billion collected in the previous month. Additional domestic sources of revenue were non-tax revenue amounting to K3.3 billion. Government also received K4.4 billion for BOP support from DFID.

1.29
Total expenditure in February 2010 amounted to K14.6 billion from K15.3 billion during the month of January 2010. The contraction in total expenditure was mainly attributed to a drop in interest payments of Treasury bills. The bulk of the expenditures were recurrent expenditures at K13.4 billion while reimbursements to commercial banks amounted to K2.6 billion.
1.30
The above developments resulted in a surplus of K5.89 billion. However, during the course of the month total Treasury bill proceeds amounted to K10.4 billion while maturities amounted to K12.3 billion. The net deficit was financed from the surplus. A total of K5.0 billion Ways and Means Advances was converted into Treasury bills in February 2010.
Update on fiscal developments as at 19 March 2010
1.31
Government operations as at 19th March 2010 registered a net budgetary surplus of K6.9 billion as total revenue stood at K22.6 billion against total expenditure of K15.7 billion. Total revenue included K7.26 billion from Malawi Revenue Authority, K0.8 billion from Departmental receipts, and K0.6 billion from Development accounts. In addition, government received a total of K11.0 billion from the EU as budget support. Total expenditure mainly included Government withdrawals K9.2 billion, reimbursements to commercial banks K1.8 billion, and  foreign payments amounting to K3.2 billion mainly K2.63 billion to Insured Escrow Services.

1.32
The deficit resulting from mismatches between Treasury bill maturities and proceeds of K17.4 billion was financed by borrowing through Ways and Means Advances. Government also borrowed through Ways and Means Advances. The closing balance on Ways and Means as at 19th March was K10.4 billion.

Treasury Bills (T-Bills) Primary Market
1.33
In February 2010, subscriptions at the primary auctions amounted to K7.7 billion, 26.0 percent down from January subscriptions reflecting deteriorating liquidity levels in the system. The subscriptions were 1.3 percent lower than the rollover target of K7.8 billion for the month. As of 18th March 2010, total subscriptions amounting to K5.6 billion for the first three auctions were still below the rollover target of 7.5 billion, an indication that liquidity situation had not improved.  

Discussions
2.0
Members noted the challenge monetary policy faced during the month of February and March which was mainly the low levels of foreign reserves. 
2.1
Members also noted that in the period up to 19th March 2010, average excess reserves increased, leading to a decline in Inter-bank rate.  The strong reversal in liquidity levels signals the start of the agricultural marketing season. Monetary policy was implemented through Repurchase Agreements (REPOs) and sale of foreign exchange. 

2.3
Members expressed satisfaction in the fiscal performance as government recorded a surplus of K5.9 billion compared to a deficit of K0.4 billion during January. The surplus was largely attributed to an increase in revenue collection and donor inflows.

2.5
The Committee noted that inflationary pressures continued in February as headline inflation accelerated to 8.2 percent from 7.8 percent during the month of January. In March, inflation went slightly up to 8.3 percent. The outlook for inflation for the ensuing months is that it would decline as more food would be available as the harvesting had started. Even though there are threats to inflation because of the increased fuel prices on the international markets, the effects would be outweighed by a decline in food inflation because of the larger weight the food component has in inflation.  
2.6
To sum up, members noted that fiscal developments had shown a satisfactory performance, inflation is expected to decline in the months to come. Money supply was expected to go down, so too liquidity.  These indicators give room for interest rate reduction, but the time might not be right because of shortage of foreign exchange. Members agreed that stringent measures should be maintained while observing developments of these indicators in April and May for a decision on  the Bank Rate.  However, there were limitations to what monetary policy could attain without the support of fiscal policy. The Committee  agreed that  it was essential to specify stance on both monetary and fiscal policies. 
Resolutions
3.0
Considering the recent developments in inflation, level of foreign exchange reserves, the liquidity position in the market, monetary policy must continue focusing on containing inflation, providing sufficient liquidity to support economic activity while allowing for a build up in the official reserves. As such, members resolved to tighten both fiscal and monetary policy stance if the goal of reserves accumulation is to be achieved. Therefore, the Committee resolved to;
· Maintain tight monetary policy through intensified open market operations

· Maintain the bank rate at 15.0 percent


Date of the next meeting
4.0 The meeting closed at 14:25 hours. The date of next meeting would be communicated to members by the Secretariat. 

Dr. Perks Ligoya
Efford Goneka
CHAIRPERSON
SECRETARY

