Bank of Namibia
71 Robért Mugabe Avenue .
P.O. Box 2882, Windhoek, Namibia .
Tel: +264-61-283 5130  Fax: +264-61-229874

Office of the Governor

Ref. 9/6/2 \ | 26 October 2011

Media statement

MONETARY POLICY STATEMENT ISSUED BY THE BANK OF NAMIBIA

- The Monetary Policy Commiitee V(M_PC) of the Bank of Namibia met on the 25" of

October 2011 to deliberate on the a’pp’ropriate stance of monetery policy for the
next two months The deliberations included, amongst others, a comprehenswe
review of developments in the global and domestlc economy since its Iast meetlng
held on the 23™ of August 2011. ‘

The giobai economy

2.

The MPC noted that growth in the global economy has moderated during the
second quarter of 2011. Several factors that contributed tc this deveiopment
include  persistently weak exports and constmer  spending, supply chain
disruptions onglnatlng from Japan, soverelgn debt concerns in the Euro area, and

' the continued weakness in the US housing and iabour markets.

Growth in many adva‘nced"economies slowed mainly on account of sovereign deﬁt
crisis, high unemp!oymeht and subdued consumer demand. In the US and the
Euro area real GDP growth eased to 1.6 per cent during the second quarter of
2011 from 2.2 per cent and.2.4 per cent in the previous quarter, _respective[y.
Similarly, rea'E‘G[:_)_P growth in the UK also slowed to 0.6 per cent in the second
quarter of 2011 from 1.6 per cent in the preceding quarter. In Japan, however, real
GDP growth contracted by 1.1 per cent in the second quarter of 2011, compared to

a contraction of 1.0 per cent in the previous quarter.
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The MPC also noted that real GDP growth in emerging market economies sjlbwed
during the second guarter of 2011. Real GDP growth in Russia and Brazil slowed

~more significantly to 3.4 per cent and 3.1 per cent d'urihg the seCo_n;d qguarter of

2011 from 4.1 per cent a.ﬁ_d.4-,_2 per cent, during the previous quarter, respectively.
Similarly, growth in india and South Africa also fnoderated to 7.7 per cent and 3.0
per cent from 7.8 per cent and 3.5 per ¢ent over the same period, respectively.
The Chinese economy, déspite being the main driving force behind the growth in
the emerging rriarket economies, its growth also slowed ma'_rginaily".to 9.1 per cent
in the third quarter of 2011 from 9.5 per cent in the preceding quarter.

The subdued performance in the emerging market econotriies was attributed to a
combination of. factors, including weak performance of manufacturing and

construction sectors, as well as restrained conisumer spending.

While advanced economies maintained accommodative monetary policies to

" nurture their respective fragile economies, some  emerging market economies
tighfgned the_ir- monetary policy stances in response' to mounting inflationary

pressures.

The domestic economy

7.

The MPC noted’ that most real sector indicators of domestic economic activities

signalled a bleak performance year-to-date in some in$tances- up to ‘September -

2011 co_mf;;)are'd‘.tb the ‘corresponding period of last year. This. particularly is
reflected by weak performances in the primary industry and some of the key

indicators in the secondary industry.

In the prim_ary indusfry, the performance of the agricultural sector year-on-year has
been weak. For instarice, during the month of September, the number of cattle and
small stock marketed declined by 13.6 per cent. Likewise, lower production of

diamonds, uranium, gold and zinc concentrate was responsible for the decline in

the mining sector.
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10.

12

13.

The secondary industry, however, displayed mixed ‘res_u-Ei's as reflected in the

‘manufacturing and construction sector. in the minéral processing in'dqstry', for

instahce,. production of refined zinc declined while production of blist‘er copper

increased.

In the tertiary industry, activities rernained positive, as reflected by the positive real
turnover in the wholesale and retail trade, including the number of new vehicles
sold. Likewise, the transport, communication and tourism sectors performed

reasonably well over the same period.

MPC noted that the domestic inflationary pressures abated during the period under
réview. in 1:this.r rega'rd . overall ‘annua-:lJ inflation éas‘ed_, to 6.3 per cent in September .
2011 from 5.4 per cent in August 2011. Fhis moderation wés‘attrib'uted to a
decrease in inflation rates for food and non-alcoholic beverages miscellaneous
goods and serwces and furnzshmgs Desplte this moderatxon MPC also noted the

minor increases. observed in other categories, although they were too margmal to

yield an upward effect on overall mﬂatlon These categories inciude housing,

watér, electnc:tx gas and other fuels; and transport.

The '_ke"y domestic demand' i'ndicatOr — growth in private sector cre'dit‘extension
(PSCE) ~ remained strong dunng the penod under review. The annual growth rate
of credit extension to the prlvate sector rose to 11.9 per cent at the end of- ‘August
2011 from 11.0 per cent at the end of July 2011. The growth in PSCE reflects the
increase in bank lending mai‘nl'y to the corporate sector over the review period..

This development augurs well to support the recovery of the domestic economy.

With regards to performance in the public éectOr, despite a moderate increase in
Central Government borrowing, the fiscal position c’xﬁntin-ue‘d to be fairly prudent.
The ratio of Central Government debt to GDP, increased during the period under
review. Domestic debt in relation fo GDP increased to 15.1 per cént at the end of
September 2011 from 14.4 per cent at the end of August 2011.
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14. On the external sector front, the stock of official reserves decreased by 4.6 per
cent to N$10.7 biilion at thé= end of September compared to the level recorded at
the end of August 2011. Despite the decline in international reserves, the MPC is

of the view that the reserves are more than adequate to sustain the currén'cy peg.
Monetary Policy Stance

15, Overall, the MPC holds the view that the global economic picture has deteriorated
since the previous meeting and that the pace of activities in the domestic economy
-moderated during the second quarter of 2011 ¢ompared to the preceding quarer.
in view of this, the MPC believes that there is still a need for nurturing growth in the

~ domestic economy to mitigate the impact of the external factors on the domestic

~ economy.

16. With the opportunity provided by the benign and low inflation outlook, the MPC
decided to keep the Repo rate unchanged at 6.0 per cent to support domestic

growth in the face of the Wgak and prevailiﬁ_g_ glbbal uncertainty.

17. NQVedhel'eés, the Committee remains deeply concerned with the uncertainty in the
direction of ‘glob_aEKﬁr_lahgial markets and the lack of cbn_ﬁ:dé_nce that tﬁi_s may bring
about. Conseguently, the MPC will continue to closely monitor the .gi‘ob_al' and
domestic economic developments, and will not hesitate to Aadjust policy ,shbﬂid

economic conditions so demand.




