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	HIGHLIGHTS

· The consumer price index rose by 0.81% in September and year/year rate declined slightly to 13.72% from 13.79% in August.
· Foreign Exchange Markets: Reducing imbalances and Nominal Depreciation of the Kwanza 
· Improved Overall Economic Perspectives: light at the end of the tunnel gets brighter

· Miscellaneous
RECENT DEVELOPMENTS
Year-over-year inflation, as measured by the CPI, inched down again for the second consecutive month, although year-to-date inflation remains above levels registered in the two previous years. Chart 1. The year-over-year (y/y) inflation decreased slightly in September (13.72%) compared to August (13.79%) and July (13.97%). The main reason was the small decline in y/y food prices (17.58%) compared to the previous two months (18.6% in July and 17.92% in August). The y/y “Core-inflation,” meaning CPI excluding “food and non-alcoholic beverages”, increased from 8.92% in July to 9.19% in August and 9.30% in September.
 It is important to note that the small decreases in August and September for overall CPI (monthly and year-over-year) are likely to be reversed in the last quarter of the year as the recent devaluations of the Kwanza in all markets will continue to pressure prices of imported goods upward and pushing inflation up. Another important point is the persistent price increases of popular food products such as carapau, pao cacete, fuba de milho, and coking oil, which represent a large percentage in the consumption basket of the poor.
The Foreign Exchange Markets: The Road for normalization. The last month macro-brief described the large imbalances remaining in the foreign exchange market as a problem to be addressed by the Central Bank (BNA). Since May, the Central Bank sold, in the primary market, limited amount of dollars at a fixed reference rate (78 Kwanzas per US dollars) using a formula to allocate them among commercial banks. The BNA sales were not sufficient to satisfy the demand for foreign currency resulting in accumulated non-satisfied demand and an increasing gap between the reference exchange rate and rates prevailing in the secondary (Commercial Banks and their clients) and parallel markets (street markets). The September brief stated that auctions (volume and price) could return with limited risk of strong devaluation of the Kwanza in the primary market when the Central Bank could offer larger quantities of dollars in a systematic and consistent way, and that the normalization of the primary market would have reflections in the secondary and parallel markets and rates would start converging again.  On October 3, a Friday, the BNA reestablished the auction system offering substantially more dollars than previously but not enough to satisfy the demand accumulated in previous months. As expected, the exchange (sales) rate depreciated substantially in the first day of auction, jumping from 78 to 83.92 (7.6% nominal depreciation). Chart 8.  The depreciation trend continued in the next three weekly auctions, but at a much lower speed, going from 83.92 to 85.08 (1.4% depreciation), to 85.83 (0.9 depreciation), and to 85.94 (0.1% depreciation). In the next two auction in the following week, the Kwanza experienced small appreciations of 0.1% and 0.7%, followed by a 0.1% depreciation and, in the last auction before the release of this brief, a 0.05% appreciation.  The current rate of 85.4, represents a 9.5% total depreciation since the auctions started again. The small variations of the last auctions signal that a market-clearing rate is around the 85 Kwanzas per dollar.  As the BNA sold more dollars in the primary market and commercial banks passed them in the secondary market, the demand in the parallel market declined and the Kwanza appreciated in that market. The spread between the reference and parallel exchange rates declined from close to 30% at the begging of October to less than 14% on October 20, due to 9.5% depreciation in the reference rate and an appreciation of 3.8% in the parallel market. The spread is likely to decline further as more dollars enter the primary and secondary markets resulting in additional appreciations in the parallel markets.  However, it is likely that the spread will remain higher than in previous years as the BNA continues with some degree of foreign currency controls such as limits for individuals to send money to other countries.  
Improved Overall Economic Perspectives: A time for cautious optimism and continuous prudence in the conduction of macroeconomic policies.  The overall economic situation of Angola has improved since the last brief.  First of all, the price of oil has been recuperating. In September, the average price of Girassol (oil reference for Angola) remained 30% below the level registered one year ago and 48% below its peak of July 2008, but 68% above the bottom price in December 2008. (Charts 2 and 5).  For the last three months of 2009, average price will be higher than price in the same period of 2008. Oil production (Chart 3) has also increased substantially from the low levels observed in the beginning of the year, with average daily production in September (1.859 million barrels) close to 13% above lower production point in February (1.646 million barrels).  The increase in production and price of oil resulted in improvements of tax oil revenues (Chart 6). Measured in American dollars, the average monthly tax revenue increased from 0.84 billions in the first quarter to 1 billions in the second quarter and to 1.6 billions in the first two months of the third quarter.  In other words, monthly average oil revenues have doubled in August and September compared to the first three months of the year, helping substantially the government fiscal position. Net foreign reserves stabilized and even grew slightly in the last three months (September experienced a 5.4% above levels of June) (Chart 7). The larger quantities of dollars sold by BNA in the last weeks are likely to reflect in a small decrease of net international reserves in October, although reserves are likely to grow again as the foreign exchange market stabilized and inflows of improved Capital Account continues to improve and disbursements from IMF start. Money supply has been very tight in 2009 compared to 2008 (Chart 9).
 There was a strong shift after May 2009 from demand to time deposits, resulting in slower growth of M1 and faster growth of M2. Comparing the first nine months of 2009 and 2008: M1 grew 13% compared to 55.1% as notes and coins in circulation experienced a slight contraction and the growth rates of demand deposits slowed down dramatically (in foreign currency 8.6% compared to 48% and in domestic currency 22.3% compared to 87.6%). The slowdown in growth of M2 was less dramatic (59.5% in 2008 compared to 34.3% in 2009), due to faster growth in time deposits in the first nine months of 2009, over 95% in foreign currency  and an impressive 434% in domestic currency (Chart 10). M3 growth rate went from 75.2% in 2008 to 5.3% in 2009 due to over 50% decline in loans and repurchase agreements in the first three quarters of 2009. Commercial banks has extended credit at a much slower pace in the first three quarters of 2009 (8.7% growth) compared to the same period in 2008 (111% growth) as credit to the government declined by 9.4% compared to a growth of 270% for the first three quarters of 2009 and 2008, respectively; while growth of credit to the private sector grew by 28% in 2009 compared to 43% in 2008.    
Miscellaneous
The Council of Ministers approved the liberalization of markets for refining, storage and distribution of fuel.  Some analysts have raised concerns that this is a signal that government will increase fuel prices. However, this decision will benefit consumers as services will improve with competition (reduction of time waiting in line to get fuel), and even if the government changes the subsidy policy, competition will help to hold prices down (what would not happen in the presence of a monopoly).

	Chart 1: [image: image1.emf]Chart 6: CPI - Total, Food, and Excluding Food 2008-2009
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Chart 2: [image: image2.emf]Chart 8: Oil Price - US$/b - 2007/ 2009
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Chart 3: [image: image3.emf]Oil Production - Angola and Nigeria (2006 - 2009, million barrels/day)
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Chart 4: [image: image4.emf]Nominal Exchange Rates
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Chart 5:

[image: image5.emf]OPEC Reference Basket Daily Price - 2007, 2008, 2009
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Chart 6:
[image: image6.emf]Exports, Prices and Oil Tax Revenues
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Chart 7
[image: image7.emf] Net International Reserves - US$millions
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Chart 8
[image: image8.emf]Exchange Rates and Spread, October 2009
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Chart 9
[image: image9.emf] Evolution of Monetary Aggregates
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Chart 10
[image: image10.emf] Evoluation of Deposits (Billions of Kwanzas) 
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� In this brief “core inflation” is the CPI index after excluding the “food and non-alcoholic beverages” component from the consumer basket, which represents 46.09% of total consumption.  The core-inflation was calculated by creating a series of all the other components, recalibrating their respective shares of the consumption basket to sum 100%, and creating the new “core-inflation” index.


� M1 is the sum of currency outside banks plus demand deposits. M2 is the sum of M1 plus time deposits and other liabilities (in general resources associated with imports of goods).  M3 is the sum of M2 plus other less liquid instruments such as loans and repurchase agreements.





