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MINUTES OF THE 40th  MEETING OF THE MONETARY 

POLICY COMMITTEE (MPC) 

1.0 INTRODUCTION

The 40th meeting of the MPC was held on 21st September 2004 at the Reserve Bank of Malawi in Lilongwe.  The purpose of the meeting was to review monetary developments in August and up to mid September 2004 and to decide on the stance of monetary policy.

Present

Dr. E.E. Ngalande – Governor (Chairman)

Mrs. Mary C. Nkosi – Deputy Governor

Mr. E.J. Kambalame – General Manager, Operations

Dr. W.T. Banda – General Manager, Economic Services

Dr. M. Kutengule –Secretary to the Treasury

Mr. G. Zimalirana – Director, Economic Affairs, Ministry of Finance

In Attendance

Deputy General Manager, Blantyre Branch

Director, Research and Statistics

Director, International Operations

Manager, Financial Market Operations

Manager, Internal Finance

Executive Assistant in the Governor’s Office

Apologies

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

Director, Financial Market Operations

Director, Bank Supervision

Director, Internal Finance

2.0 REVIEW OF MONETARY AND FINANCIAL DEVELOPMENTS 

Overview

2.1 Money supply as well as inflation edged somewhat in August on a month-to-month basis while Government deficit on a cash flow basis improved from K10.7 billion in August 2004 to K4.6 billion as of 15 September 2004. The exchange rate maintained some stability over the period under review. Annually, money supply expanded marginally in August while inflation remained relatively stable compared to July 2004.

Broad Money

2.2
Money supply totalled K43.8 billion in August 2004, a month-to-month increase of 2.8 percent against a decline of 0.4 percent in July. The expansion arose from an increase in net foreign assets of the banking system largely due to RBM purchases of foreign exchange from the Auction Holdings. Net domestic assets also rose in August due to an increase in net domestic credit. At that level however, money supply was within its September 2004 IMF target of K44.0 billion.

2.3
On the demand side, the increase was largely from demand deposits following an increase in holdings of transactional money balances associated with the crop marketing season.

2.4
Over the twelve-month period, money supply increased by 25.7 percent in August compared to 25.3 percent in July 2004.

Domestic Credit

 2.5 
Net domestic credit of the banking system amounted to K38.0 billion in August 2004, an increase of K332.7 million compared to K898.7 million in July, largely on account of lending to Government which rose by K1.4 billion to K27.8 billion in August compared to a drop of K662.1 million in July. The outcome resulted from increased Treasury bill uptake by commercial banks of K1.6 billion in anticipation of a reduction in the liquidity reserve requirement. Borrowing from the RBM however dropped during the month under review.

2.6
The parastatal indebtedness to the banking system rose by K63.8 million compared to K86.3 million in July due to an increase in loans and advances during the month.

2.7 Borrowing by the private sector dropped by K1.1 billion to K10.9 billion due to some major loan repayments during the month of August.
Monetary Authorities Accounts

2.8
Monetary authorities’ net domestic assets decreased week-on-week by K165.0 million to K15.8 billion as of 17 September 2004. The decline was on account of net credit to Government which during the week under review dropped by K170.0 million to K15.4 billion due to some maturities of Treasury bills held by the RBM.

2.9
Net international reserves held by the monetary authorities dropped by K116.5 million as of 17 September to K745.2 million due to sales of foreign exchange to the market which more than offset purchases during the week.

2.10
Reserve money decreased by K281.5 million during the week under review to K16.5 billion and this was due to a decline in currency outside banks as well as in bankers deposits with the RBM.

2.11 In terms of the targets under the staff monitored program, all the monetary aggregates had been contained within the September 2004 targets. Net domestic assets and reserve money were below their ceiling by K4.3 billion and K2.3 billion respectively while net foreign assets were above their floor by K2.0 billion as of 17 September 2004.

Inflation Developments 

2.12
Inflation rose on a month-to-month basis by 0.6 percent in August from a decline of 0.2 percent in July. The outcome was attributable to food inflation which increased by 0.4 percent against a decline of 1.8 percent in the comparable month. The increase was an indication of a depletion of agricultural food crops, particularly maize. Meanwhile, non food inflation decelerated from 1.3 percent in July 2004 to 0.7 percent in August 2004.

2.13
In contrast, the annual inflation rate was 11.3 percent in August 2004 compared to 11.4 percent in July. The slow down in inflation was on account of non food inflation which dropped from 16.9 percent in July to 16.5 percent in August due to decreases in prices of clothes, shoes and household items. Food inflation however remained unchanged at the July rate of 6.3 percent.

Budgetary Operations

2.14
As of 15 September 2004, Government resources amounted to K5.0 billion compared to K4.6 billion in August. Of the total, K2.7 billion was budgetary support from the World Bank, while the remainder was from domestic resources.

2.15
Outlays on cash flow basis, amounted to K9.6 billion as of 15 September compared to K15.2 billion in August. This amount included K5.2 billion that was paid towards the maturity of Government securities while K4.4 billion catered for recurrent expenditures. 

2.16
The budget gap narrowed from K10.7 billion in August to K4.6 billion as of 15 September and was financed through new issues of Treasury bills and proceeds from part conversion of Ways and Means advances into Treasury bills.

2.17
The Committee observed that in recent months, Government had strived to match its outlays with resources but domestic debt remained high. This therefore required Government to collect much more revenue in the period ahead so as to realize some surpluses on the recurrent transactions to enable the reduction of debt.

Foreign Exchange Market 
2.18
Gross official international reserves rose to US$132.98 million as of 10 September 2004, equivalent to 2.11 months of imports compared to 1.66 months in August. The overall banking system held some US$224.21 million, equivalent to 3.56 months compared to 2.8 months in August.

2.19 The increase in foreign reserves arose from a World Bank budget support disbursement of some US$24.62 million and another US$1.23 million under EDRP. This compares with August inflows of US$32.05 million against outflows of US$19.19 million.

2.20
The Kwacha maintained its relative stability at K108.9909/US$ as of 10 September compared to K108.9792/US$ in August 2004 largely due to some donor inflows during the review period coupled with RBM purchases of foreign exchange from the Auction Holdings.

Money Market Developments
2.21
As of 10 September 2004, liquidity withdrawn from the market totalled K2.19 billion compared to some injection of K83.7 million billion in August. Net Government operations that withdrew K3.41 billion more than offset liquidity injected from net forex and net open market operations of K380.0 million and K840.7 million respectively.

2.22
Liquidity in the banking system was tight as daily excess reserves dropped from K920.0 million in August to K400.0 million as of 10 September 2004. Consequently, discount window accommodation rose from K2.0 billion in August to K10.68 billion as of 10 September 2004.

2.23
In the money market, all-type Treasury and RBM bill yields gained some 19 and 18 basis points to their respective yields of 24.15 percent and 24.57 percent as of 10 September 2004. The interbank rate rose to 24.64 percent from 13.76 percent in August, mainly reflecting the tight liquidity conditions in the banking system.

3.0
RESOLUTIONS


Having considered the above developments, the Committee resolved to:

· Maintain a tight monetary policy stance.

· Maintain the Bank Rate at 25 percent.

4.0
DATE OF NEXT MEETING


The meeting closed at 14.00 hours. The next meetingm was scheduled for 26 October 2004.

Dr. E.E. Ngalande





G.P. Kabango
CHAIRMAN
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