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MINUTES OF THE FIRST 2010 MEETING OF THE MONETARY POLICY COMMITTEE (MPC) HELD ON 1st FEBRUARY 2010 AT THE RESERVE BANK OF MALAWI (RBM), LILONGWE

PRESENT

Mrs. Mary Nkosi, Deputy Governor (Chairperson)
Dr. W.T. Banda, General Manager
Mr. N. D. W. Nyirongo, Executive Director, Economic Services

Mr. J. Mwanavekha, Secretary to the Treasury

Mr. T. Sitimawina, Principal Secretary, Ministry of Development Planning and Cooperation
Dr. W. Masanjala, Chancellor College 
Mr. T. Chinkhwangwa, Executive Director, Supervision of Financial Institutions
Mr. P. Mphwiyo, Acting Director of Economic Affairs, Ministry of Finance
IN ATTENDANCE

Director, Research and Statistics (Secretary)
Director, Exchange Control & Debt Management

General Counsel and Bank Secretary

Manager, Banking, Banking and National Payment Systems

Manager, Middle office, Treasury

Principal Economist, Financial Services and Public Finance, Research and Statistics
APOLOGIES

Dr. Perks M. Ligoya, Governor
Director, Banking and National Payment Systems

Director, Currency and Protective Services

Director, Treasury
RECENT ECONOMIC DEVELOPMENTS

Money supply

1/01/10
During the month of December 2009, money supply rose on monthly basis by 0.5 percent (K929.1 million) to K173.6 billion. This outturn was attributed to an increase in net domestic assets as net foreign assets of the banking system decreased during the month. The developments in net domestic assets were on account of increases of K2.4 billion in net credit to government, K2.4 billion in gross credit to the private sector and K155.0 million in net credit to statutory bodies. The central government resorted to banking system resources as revenues fell short of expenditures during the month coupled with net maturities of Treasury bills. The expansion in gross credit to private sector was on account of an increase in foreign exchange loans coupled with a rise in loans disbursed to the household sector. 
2/01/10
Developments in the external sector were characterized by a decrease in net foreign assets of the banking system by US$26.3 million. This largely arose from a drop in net foreign assets of the central bank by US$19.9 million as the Bank continued to support the market following the commencement of the lean period. Net foreign assets of the commercial banks followed the same trend and decreased by US$6.4 million during the month. 
3/01/10
In response to persisting pressure on foreign exchange reserves, the Malawi kwacha weakened and was consequently selling at K147.44 against the US dollar at the close of December 2009 compared to K141.9918 at the end of December 2008. As at 29th January 2009, the kwacha was trading at K151.4928 per U.S. dollar. 

Inflation rate

4/01/10 
Overall headline inflation accelerated to 7.6 percent in December 2009 from 7.2 percent in November 2009, a reversal of the downward trend that prevailed since February 2009. Subsequently, the annual average inflation rate for 2009 remained within the single digit threshold at 8.4 percent and compared favourably to the 8.7 percent recorded in 2008. Reflecting the seasonal scarcity of food stuffs, food inflation increased by 0.3 percentage points to 6.6 percent in December 2009.  Non-food inflation also rose to 8.7 percent in December 2009 from 8.0 percent in the preceding month. The increase was explained largely by the recent hike in electricity tariff coupled with price increases in recreational services, beverage and tobacco and housing. 

Capital Market Developments
5/01/10
The Malawi Stock Exchange showed signs of recovery following price gains in selected counters. The primary market recorded no new listings. In the secondary market, a total of 188.6 million shares exchanged hands for a total consideration of K433.7 million compared to 55.8 million shares valued at K459.0 million transacted in the period ending November 2009. The Malawi All Share Index (MASI), closed off at 5,154.95 points compared to 5,139.05 points recorded at end of November 2009 on account of an increase in the Domestic Share Index(DSI) from 4,049.21 points to 4,087.19 points and the Foreign Share Index (FSI) which rose from 263.94 points to 314.21 points during the review period. Market capitalisation closed off at K1,172.1 billion on account of price gains in selected counters compared to K1,018.4 billion recorded in November. In the corresponding period last year, market capitalisation closed off at  K1,838.8 billion. 


Money market situation

6/01/10
Expansionary fiscal operations injected about K4.7 billion into the financial system. The effects of this injection were however mitigated by foreign exchange operations which removed K7.4 billion. As a result, a net of K3.0 billion was withdrawn from the system during the month of December.

7/01/10
Total subscriptions for the month of December 2009 amounted to K11.5 billion, a decrease of 4.2 percent from K12.0 billion in November 2009. The outturn reflected economic agents’ pre-occupation with the fuel crisis and purchases of agricultural inputs.  Meanwhile, Treasury bills maturities amounted to K11.0 billion in December 2009 whilst realizations stood at K9.2 billion resulting into net Treasury bills maturities of K1.8 billion. The all type yield declined from 9.5 percent in November to 9.4 percent in December. This was due to downward movements in the 91-day and 273-day tenors which dropped from 7.6 percent and 10.6 percent to 7.2 percent and 10.2 percent, respectively. However, the 182-day tenor rose to 10.8 percent from 10.4 percent, respectively. 

Developments up to 14 January 2010
8/01/10
Central bank operations during the week ending 14th January 2010 were contractionary as reserve money declined by K374.9 million to K48.3 billion. The decrease emanated from net foreign assets that dropped by US$12.2 million. The bulk of the outlays constituted US$8.8 million sales to the Authorized Dealer Banks (ADBs) and US$2.0 million government’s miscellaneous payments abroad. Meanwhile, net domestic assets rose by K1.4 billion to K62.3 billion on account of increased recourse of government to central bank resources
9/01/10
Government operations as at 14th January 2010 registered a net budgetary deficit of K1.2 billion as revenues at K5.6 billion fell short of expenditures at K7.7 billion. Revenues were mostly receipts from Malawi Revenue Authorities (MRA) amounting to K3.1 billion, departmental receipts of K1.0 billion. Total expenditures included Government withdrawals of K3.3 billion and interest payments on Treasury bills a mounting to K2.2 billion.

Discussions
10/01/10
Members noted that pressure on prices will persist in the coming months. Food prices are expected to increase as it is a lean period. In, addition, oil prices on the international scene have been increasing due to the severe winter in the northern hemisphere, increased demand for fuel by China and decreased production from Nigeria. The depreciation of the kwacha against currencies of the country’s trading partners will also have a pass through effect on domestic inflation.   

11/01/10 
Members agreed that open market operations should be intensified in order to contain inflation. Pressure on bank rate will be minimised due to the low Treasury bills yields. 
Resolutions
12/01/10
The MPC considered the recent economic developments during the month of December 2009 to mid-January 2010. It observed that despite inflation being below 10.0 percent the downside risks were high. 
13/01/10
The MPC therefore resolved that the current monetary stance be 
maintained. As a result: 

· The Bank rate was maintained at 15.0 percent.
· The Liquidity Reserve Requirement remained at 15.5 percent.

Date of the next meeting
14/10/01
The meeting closed at 12:35 hours. The date of next meeting 
would be communicated to members by the Secretariat. 

Mrs. Mary Nkosi
Efford Goneka
CHAIRPERSON
SECRETARY

