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MINUTES OF THE 52nd MEETING OF THE MONETARY POLICY

COMMITTEE (MPC) 

1.0 INTRODUCTION

The 52nd meeting of the MPC took place on 26 January 2006 at the Reserve Bank of Malawi in Lilongwe.  The purpose of the meeting was to review monetary developments in December 2005 through mid-January 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, Economic Services 

Mr. P. Kabambe - Acting Secretary to the Treasury

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

Prof. B. Kaluwa - Chancellor College, University of Malawi

In Attendance

Deputy General Manager Operations

Director, Research and Statistics

Director, International Operations

Director, Internal Finance

Manager, Financial Market Operations

Apologies
Deputy General Manager, Supervision of Financial Institutions

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

Deputy General Manager, Economic Services

Director, Financial Market Operations

Executive Assistant in the Governor’s Office and Public Relations Officer

2.0 REVIEW OF MONETARY AND FINANCIAL DEVELOPMENTS 

Overview

2.1 The Committee noted that monetary developments during December through mid-January 2006 were largely contractionary. Money supply declined month-on- month by 0.9 percent in December compared to an increase of 2.7 percent in November 2005. The year-on-year inflation rate for December 2005 accelerated slightly to 16.5 percent from 16.2 percent in the preceding month. Excluding domestic debt obligations, government operations registered a surplus of K1.7 billion compared to K0.1 billion in November 2005. The Malawi kwacha remained stable against the US dollar during December, 2005; but had slightly depreciated by 20 January 2006. 

Broad Money

2.2 Money supply (M2), which is an anchor of monetary policy, declined by 0.9 percent in December 2005 to K52.2 billion, compared to an increase of 2.7 percent in November 2005. The outcome was largely due to a decrease in net domestic credit. This development eased pressure on inflation which had been on the increase following food shortages. Net foreign assets of the banking system, however, expanded by 35.7 percent following significant donor inflows in December, 2005. However, despite putting pressure on money supply, the increase in foreign exchange reserves rendered support to the stability of the exchange rate against the US dollar.
2.3 Annually, M2 grew by 14.3 percent in December 2005 compared to 22.1 percent recorded in November.

Domestic Credit

2.4 Total net domestic credit extended by the banking system declined by K5.2 billion to K39.3 billion in December 2005, compared to an increase of K905.8 million in November, 2005. The decline was observed in all sectors.

2.5 The banking system’s net lending to government registered a decrease of K4.1 billion to K23.3 billion in December 2005, against an increase of K1.6 billion in November 2005. The decrease emanated entirely from monetary authorities and was explained by a drop of K6.1 billion in the outstanding stock of Treasury bills held by the Reserve Bank following maturities.
2.6 Gross credit to the private sector decreased by K810.1 million to K17.5 billion in December 2005 due to repayments made by some institutions. 
2.7 Net credit to the parastatal sector decreased by K299.1 million to negative K1.5 billion in December 2005 on account of their increased deposits with the commercial banks.

Monetary Authorities Accounts

2.8 During the week ending 20 January 2006, net domestic assets of monetary authorities dropped week-on-week by K755.4 million to K12.8 billion, largely due to a decrease in other assets (net), as net credit to government rose during the week. The overall drop in net domestic assets reflected open market operations by the bank aimed at reducing the level of reserve money.
2.9 Net foreign assets of monetary authorities dropped by K409.0 million (US$3.3 million) and amounted to K5.2 billion (US$42.1 million) as of 20 January 2006. The drop in net foreign assets is seasonally expected as this is a lean period, however these balances are expected to pick up in the coming months when the agricultural marketing season commences. 

2.10 In terms of the March 2006 Poverty Reduction and Growth Facility (PRGF) program targets; net domestic assets underperformed by K60.6 million against a benchmark of K12.7 billion, net foreign assets were within their target of K5.2 billion by K50.3 million; and, reserve money, underperformed by K110.9 million against a benchmark of K17..9 billion.
Inflation Developments

2.11 Annual inflation for December 2005 increased to 16.5 percent in December 2005 from 16.2 percent in November 2005. This was mainly on account of food inflation which accelerated to 17.2 percent from 16.5 percent in November, 2005. 
2.12 The national inflation rate for 2005 averaged 15.4 percent from 11.5 percent in the preceding year.

2.13 The Committee noted that there was artificial scarcity of maize during the review period due to hoarding, which resulted in increases in the price of maize on the parallel market. However, in the months to come, the large scale distribution of fertilizer undertaken by government coupled with the provision of fertilizers at subsidized prices to small-scale farmers, and supported by good pattern of rainfall, is expected to improve the food situation, and therefore reduce  pressures on inflation.

2.14 The Committee however noted that efforts to reduce inflation may be adversely affected by the continuing increase in global oil prices.
Government Operations

2.15 The Committee noted that excluding domestic debt obligations, government operations registered a surplus of K1.7 billion compared to K0.1 billion in November 2005.
2.16 Total government revenue amounted to K9.9 billion, compared to K9.6 billion in the preceding month. Malawi Revenue Authority was the major source, depositing K4.8 billion, representing 49 percent of total revenue. In addition, government raised K11.0 billion through Treasury bills and K2.7 billion through Ways and Means advances.
2.17 Expenditures excluding debt obligations amounted to K8.2 billion. However, when public debt charges amounting to K16.2 billion are included, total expenditure amounted to K24.4 billion of which, K7.6 billion was in respect of Treasury bill and Local Registered Stocks maturities. 

Foreign Exchange Market Developments 

2.18 Gross official reserves position as of 25 January 2006 was at US$122.0 million, equivalent to 2.0 months of imports, compared to US$154.3 million recorded at the end of December 2005. 
2.19 The closing reserves position for December 2005 was higher than what was initially expected due to increased foreign exchange inflows. Inflows during the month were mostly in the form of balance of payments support amounting to US$39.1 million. During this period, sales to commercial banks amounted to US$15.8 million.
2.20 Foreign currency denominated account (FCDA) balances declined to US$68.6 million as of 13 January 2006 from a high of US$83.0 million in December 2005, in line with seasonal expectations and overall market developments.
2.21 The Malawi kwacha exchange rate remained stable during December 2005 trading at K123.7789 against the US dollar on account of increased foreign exchange reserves.
2.22 On the international scene, the Federal Reserve Bank of New York is expected to raise further the short-term interest rates to 4.75 percent from 4.5 percent at its next policy meeting in March, following indications of presence of inflation risk. And, in South Africa, the rand gained 6 percent from December 2005 to-date as the price of gold surged.
Domestic Money Market Developments

2.23 In December 2005, a total of K5.1 billion was withdrawn from the financial system compared to a withdrawal of K1.5 billion in November. This was mainly on account of government and foreign exchange operations which withdrew K2.9 billion and K2.0 billion, respectively. Open market operations withdrew K330.0 million. In the period to 13 January 2006, K20.0 million had been injected mainly through open market operations (K1.3 billion). Government and foreign exchange operations withdrew K700.0 million and K550.0 million, respectively.
2.24 The all-type Treasury bill yield increased by 8 basis points on a month-on-month basis to 24.41 percent. As of 13 January, the all-type Treasury bill yield had declined by 9 basis points to 24.32 percent. Similarly the all-type RBM bill yield increased to 24.24 percent during December 2005, after gaining 10 basis points. As of 13 January 2006, the all-type RBM bill yield lost 3 basis points to 24.21 percent. 

 3.0
RESOLUTIONS

In anticipation of bumper crop in the staple grain, and slowdown in money supply growth, the Committee took the position that prospects for bringing down inflation were good. The Committee therefore resolved that:
· The LRR be reduced to 20 percent from 27.5 percent effective 1 February 2006
· The Bank rate be maintained at the current level of 25.0 percent
4.0 DATE OF NEXT MEETING

The meeting adjourned at 12.21 hours. The next meeting was scheduled for 28 February, 2006.
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