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MINUTES OF THE 77th MEETING OF THE MONETARY POLICY COMMITTEE (MPC) HELD ON 31ST JULY 2009 AT THE RESERVE BANK OF MALAWI (RBM), LILONGWE

PRESENT

Mrs. Mary C. Nkosi, Deputy Governor (Chairperson)
Dr. W.T. Banda, General Manager
Mr. T. S. Chinkhwangwa, Executive Director, Supervision of Financial Institutions

Dr. W. Masanjala, Senior Lecturer, Chancellor College 

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

Director, Research and Statistics (Secretary)
Director, Treasury

General Counsel and Bank Secretary

Director, Banking and Payment Systems
Director, Currency Management

Manager, Debt Management
Manager, Public Relations
Principal Economist, Research and Statistics
APOLOGIES
Mr. N. W. Nyirongo, Executive Director, Economic Services

Dr. P. Ligoya, Director of Economic Affairs, Ministry of Finance
Mr. Radson Mwadiwa, Secretary to the Treasury

Director, Exchange Control & Debt Management

RECENT ECONOMIC DEVELOPMENTS

Money supply

1.1
During June 2009, money supply (M2) stock rose by K8.1 billion to K155.4 billion as both net domestic assets and net foreign assets expanded by 5.1 percent and 21.0 percent, respectively. Subsequently, annual M2 growth accelerated to 20.0 percent in June 2009 from 18.1 percent in May 2009. Reflective of the transactional, precautionary and yield-seeking motives for holding monetary assets, monetary expansion was spread in all demand-side categories. 

1.2
At K175.0 billion, total net domestic credit extended by the banking system dropped by K1.1 billion from the preceding month’s position and the drop was on account of net lending to the official and parastatal sectors. Lending to the private sector however rose considerably during the month.

1.3 The government’s net position with the banking system improved by K4.8 billion as net credit to government dropped to K87.2 billion in June 2009 following another decline of K1.6 billion during the preceding month. This development was attributed to subdued growth in government’s indebtedness to the monetary authorities of K5.1 billion on account of accumulation of government deposits following substantial foreign capital inflows. 

1.4 Statutory corporations reduced their banking system’s indebtedness by K234.9 million largely due to repayments of K246.1 million to the commercial banks whilst the monetary authorities extended K11.3 million to the sector.

1.5 Growth in the banking system’s financing to the private sector regained momentum in June 2009 supported largely by higher loan disbursements. Subsequently the stock of outstanding credit to the private sector by the banking system stood at K83.2 billion representing gross extensions of K4.0 billion over the month. The bulk of the credit was extended to the commercial and industrial sector and the resources were earmarked for procurement of fertilizer for the subsidy programme, enhancement of existing facilities and facilitation of tobacco trading.
1.6 Total net foreign assets of the banking system increased by US$5.4 million to US$31.4 million in June 2009. Despite the increase in foreign reserves, the banking system’s foreign exchange coverage stood at 1.6 months of prospective imports. The monetary authorities’ net foreign assets position registered savings of US$23.9 million to US$7.5 million.  However, foreign exchange demand remained high as outlays amounted to US$131.6 million.


Inflation rate

1.7 Inflation continued its downward trend with overall inflation decelerating to 8.4 percent in June 2009 from 8.7 percent in May 2009. The decline stemmed from both the rural and urban areas aided by increased availability of food across the country due to the good harvest. Reflecting the abundant food supply across the country, the consumer price index (CPI) for food items dropped by 3.3 percent in June 2009. However the CPI for non-food items rose by 0.4 percent as all the sub-categories experienced episodes of inflation.
Tobacco auction sales

1.8 Total tobacco sales amounted to 121.9 million kilograms as of 10th July 2009, compared to 120.3 million sold in a similar period of 2008. This was sold at an average price of US$1.75/kg compared to US$2.39/kg fetched in a corresponding period of 2008. Despite the lower cumulative average price, the average price has significantly improved from a low of US$1.22 fetched in March 2009. Tobacco proceeds totaled US$213.4 million as at 10th July 2009, representing a 25.7 percent decrease on US$287.4 million realised in the same period in 2008. 

1.9 According to the Tobacco Control Commission’s final round estimates, tobacco production for the 2008/09 season is estimated at 224.3 million kilograms, up from 194.9 million kilograms that was produced last year. As a result, the country’s tobacco foreign exchange earnings are projected at US$392.7 million in 2009 compared to US$472.4 million earned in 2008. 
Foreign exchange market conditions

1.10 Gross official reserves continued to improve reaching US$ 133.3 million or 1.03 months of imports at the end of June 2009 from US$ 108.9 million or 0.84 months of imports reported on 29 May 2009. The increase emanated from proceeds of tobacco sales and BOP loans and donor support. Similarly, private sector reserves during the same period rose to US$175.7 million or 1.36 months of imports up from US$135.5 million or 1.05 months of import. However by 17 July 2009, official reserves declined to US$109.9 million or 0.85 months of import following sales to ADBs and PIL. Private sector reserves also declined by 17.9 percent to US$144.3 million or 1.12 months of import.


Money market situation

1.11 Excess reserves averaged K440.0 million per day in June 2009 compared to K1.5 billion per day during the previous month as liquidity in the domestic money market sharply declined due to the market’s increased purchases of foreign exchange from the Bank. The prevailing market condition is distinctly different from patterns observed in recent years whereby the market during this period is awash with liquidity stemming from increased agricultural trading. Indeed, excess reserves during June 2007 and June 2008 averaged K1.8 billion per day. 
1.12 By 17 July 2009, banking system liquidity contracted further with excess reserves averaging K196.9 million per day as commercial banks experienced net outflows, July being a compliance month for corporate tax. The situation was compounded by continued purchases of foreign exchange by the market. 

1.13 In view of the market’s condition, monetary operations were expansionary as the Bank supplied liquidity to the market through discount window accommodation which more than tripled from the previous month’s level to K49.4 billion in June 2009. Whilst the majority of market participants sort accommodation from the discount window in order to maintain their weekly LRR averages, it appeared some clearly had serious mismatches on their balance sheets as they had become perpetual borrowers from the Bank. In the period up to 17 July, the Bank continued to supply liquidity to the market. As such, accommodation from the window surged, reaching K45.3 billion by 17 July 2009 compared to K49.4 billion borrowed during the entire month of June.
Government Performance

1.14 In June 2009 the Government operated within its available financial resources and registered an overall surplus of K5.24 billion. This represented a significant improvement from K2.41 billion recorded in May 2009. The development was mainly attributed to a drop in total expenditure. Total expenditure contracted by 12.5 percent to K18.08 billion from K20.67 billion while total revenue increased by 1.0 percent albeit marginally to K23.32 billion from K23.08 billion. The current primary deficit improved significantly from K4.60 billion in May to K0.70 billion. 

Treasury Bills (T-Bills) Primary Market

1.15 Total subscription at the primary auctions during the month of June 2009 amounted to K16.6 billion, 64.4 percent higher than the May subscriptions of K10.5 billion but 16.87 percent lower than the month’s rollover target of K18.5 billion. The improved subscriptions for the month were on account of uninterrupted tobacco marketing that had improved somewhat the supply of foreign exchange.

1.16 Subscriptions on the primary market peaked in February 2009, started falling in March and, with the exception of June, had maintained the downward trend for the first half of the year. Besides mirroring the maturity profile, the declining subscriptions had been associated with developments in the tobacco and foreign exchange markets, which had been characterized by interruptions, in the case of the tobacco market, and shortages for the foreign exchange market. It had, therefore, been impossible to rollover maturing bills, a situation that is expected to continue in the third quarter of the year. Subscriptions during the first three auctions of July totalled K5.27 billion against a rollover target of K7.1 billion.


Discussions
1.17 Members noted that prospects for the period ahead point to further acceleration in the broad money stock on account of pick up in economic activity and continued purchases of tobacco dollars by the monetary authorities. This however, is expected to have no major impact on inflation rate in the short to medium term. Members further noted that inflation rate in June 2009 eased further to 8.4 percent and short term forecasts indicate a continued downward trend if looked at from the food availability angle. As a result, medium-term outlook for food prices remains favourable due to a good harvest in 2009.

1.18 While members noted that government in June 2009 operated within its available financial resources and recorded an overall surplus of K5.24 billion, it appears to be short lived as government recorded a deficit of K4.4 billion as at 17th July 2009, which was financed by borrowing through Treasury Bills and Ways and Means Advances. Total Ways and Means Advances amounted to K14.45 billion. There is therefore a need for fiscal discipline.

Resolutions
1.19 The MPC noted with concern the low levels of foreign reserves, acceleration in money supply growth and hailed the declining levels of inflation rate. It was therefore agreed that monetary policy must continue focusing on reducing inflation, providing sufficient liquidity to support economic activity while allowing for a gradual build up in the official reserves. Given the current policy of maintaining a stable Malawi Kwacha, it was recommended that it was essential to tighten both fiscal and monetary policy stance if the goal of reserves accumulation is to be achieved. 
1.20 The MPC therefore resolved to:  

· Maintain tight monetary policy through intensified open market operations

· Maintain the bank rate at 15.0 percent


Date of the next meeting
1.21 The meeting closed at 12:57 hours. The date of next meeting would be communicated to members by the Secretariat. 

Mary C. Nkosi
Efford Goneka
CHAIRPERSON
SECRETARY

