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After having expanded by 3.2 percent in the 
previous month, total money supply contracted by 
0.2 percent or VT67.1 million in July 2005.  The 
slight decline in money supply resulted from a 
negative growth in the net foreign assets of 
commercial banks. Domestic credit, on the other 
hand, recorded a minor growth.  
 
Determinants of Money Supply 
 
Total net foreign assets declined by 0.2 percent in 
July as the commercial bank’s net foreign assets 
(NFA) position declined. This decline outweighed 
the increase of 0.6 percent in the NFA position of 
the monetary authorities.  Despite this decline, 
total NFA was higher by 1.4 percent and 10.3 
percent in comparison to the levels over the 
previous three and twelve months, respectively.   
 

Chart 1: Foreign Assets 
(Millions of Vatu)
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The monetary authorities’ NFA position has 
improved by VT39 million in July.  This 
improvement continues to reflect an increase in 
foreign exchange inflows to the Reserve Bank 
particularly from interest received on foreign 
exchange investment abroad.  Over the last three 
and twelve months respectively, the monetary 

authorities position grew by 2.6 percent and 25.2 
percent, respectively.   
 
A much larger increase in the commercial banks’ 
foreign liabilities prevailed over the minor growth 
in the commercial banks’ holding of foreign assets, 
thereby led to a decline in commercial banks NFA. 
The increase in commercial banks’ liabilities was 
reflected in balances due to non- residents which 
rose by 2.3 percent.  Moreover, a decline in the 
banks’ foreign currency liabilities to residents, 
particularly demand deposits in foreign currency 
partly explained the downtrend.  Commercial 
banks’ NFA, though declined this month, has 
grown over the past three and twelve months by 
1.1 percent and 4.5 percent, respectively.    
 
Domestic credit expanded further in July by 0.9 
percent to VT17,707.2 million as lending to the 
private sector rose. Net lending to the Government 
and lending to non-financial public enterprises 
have registered reduction in credit growth. 
Domestic credit in July was also up by 4.6 percent 
and 13.9 percent from the previous three and 
twelve months, respectively.  
   
Following its deterioration in the previous month, 
the Government’s net lending position vis-à-vis the 
banking system substantially improved in July. 
This improvement was mainly reflected by the 
Government’s net lending position with the 
commercial banks a substantial increase in 
Government deposits with the banks. On the other 
hand, the Government’s net lending position with 
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the monetary authorities has deteriorated by 57.4 
percent.  While the Government has refrained to 
borrow from the Reserve Bank though the 
overdraft facility, it drew down its deposits with the 
Bank to finance the temporary imbalance in its 
budget as there are 3 Government paydays in 
July.  Moreover there are a number of unbudgeted 
expenditures which includes the establishment of 
the Millennium Challenge Account Unit in the 
Ministry of Finance.  
 
Private sector credit continued to expand but at a 
slower rate of 1.2 percent compared to the 
previous month.  Private sector credit also 
expanded from the previous three and twelve 
months by 3.6 percent and 13.8 percent, 
respectively. The trend in private sector growth 
continued to reflect the current state of the 
economy.  
 
Private sector credit growth in July was 
contributed mainly by increased lending to 
business by 15 percent and to other non-profit 
originations by 2.3 percent. The aforesaid growth 
trends indicated that there is an increase in 
business activities taking place within the 
economy.  
 

Chart 2: Claims on Private Sector
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The aforementioned growth was also reflected in 
the increase in loans to various economic sector 
which  includes; manufacturing sector which 
increases by 19.7 percent, distribution (2.7%), 
tourism (4.1%), construction (4.0%), professional 
and other services (3.0%), loans for housing and 
land purchases (5.1%), while other personal 
sector recorded an increase of 4.4 percent.  The 
increase in lending to other personal sectors was 
concentrated on personal consumption; this 
coincides with a huge demand of spending during 

the independence festivities towards the end of 
July. 
 
Components of Money Supply 
 
Among the components of money supply, the 
decline in narrow money by 4.4 percent 
underpinned the overall decline in money supply. 
Quasi-money, on the other hand, has expanded 
by 2.2 percent.  
 

Chart 3: Money Supply 
Components
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A substantial drop in demand deposit 
denominated in foreign curreny by 10.8 percent 
underpinned the overall reduction in narrow 
money growth in July. This trend possibly 
indicated that residents are switching their 
demand deposits in foreign currency into 
investment in longer-term maturities, as indicated 
by an increase of 2.2 percent in time and savings 
deposits in foreign currency. Both the demand and 
time and savings deposits in local currency noted 
growths of 0.2 percent and 2.3 percent, 
respectively. Currency outside banks recorded a 
huge increase of 10.3 percent in July; this 
development reflects a vast increase in demand 
for currency towards the independence festivities 
towards the end of July.    
 
Reserve Money 
 
Developments in Reserve money 1  registered a 
10.3 percent growth, the highest growth ever 
recorded since last year. This growth stemmed 
from expansion in all its components, of which 
currency in circulation increased by 13.2 percent, 
the raise in currency in circulation was in line with 
the Independences festivities towards the end of 

                                                 
1 Reserve Money comprises of currency outside banks, statutory 
reserve deposits (SRD) and excess reserves. 

Narrow Money 

Quasi-Money 

Broad Money 
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the month. Excess reserves rose substantially by 
24.8 percent, as driven mainly by a reduction in 
outstanding notes by VT239 million at the end of 
July. SRD recorded a slow growth of 0.9 percent 
indicating that resident’s average vatu deposits 
plus half of their demand deposits in foreign 
currency grew slightly over the months of May and 
June 2005. 
  

Chart 4: Components of Reserve 
Money
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RBV Notes 
 

Chart 5: 91-days RBV Notes (Yields)
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Total RBV notes issued during the month by the 
Bank reached VT155 million compared to VT575 
in June. Total tenders received reached VT440 
million of which VT285 million were rejected. Of 
the total notes issued in July, VT75 million was 
allotted to 14-days maturity while VT20 million 
each was allotted to the 28-days, 63-days, 91-
days and 119-days. Thus, total outstanding notes 
reduced by MVT240 to VT785 million at the end of 
July compared to VT1025 million at the end of 
June. 
 
Interest Rates 
 

Commercial banks deposit interest rates and 
lending rates were maintained as in the previous 
month. (See table).  
 

 
DEPOSIT INTEREST RATES 

 Savings 1-mnth 2-6 
Months 

Above 6 
Months 

May05 0.5-2.0 2.0-5.0 2.0-5.75 2.21-7.00 
Jun05 0.5-2.0 2.0-5.0 2.0-5.75 2.25-7.00 
Jul05 0.5-2.0 2.0-5.0 2.0-5.75 2.25-7.00 

 
ADVANCE RATES 

 Commercial Personal Housing Agriculture 

May05 8.5-16.0 12.0-25.0 5.9-14.75 11.0-16.0 
Jun05 8.5-16.0 12.0-25.0 8.25-14.75 11.0-16.0 
Jul05 8.25-16.0 12.0-25.0 8.25-14..75 11.0-16.0 
 
Interest rates on overnight inter bank lending 
remained unchanged at 5.5 percent. The interest 
rate on 91-days RBV Notes was also maintained 
at 2.45 percent as recorded in the previous month. 
Also, the Bank maintained its official interest rates 
at 6.25 percent. 
 
Exchange Rate Development 
 
In the month of July the US dollar continued to 
increase, however marginally fluctuated towards 
the end of the month. The continuous stimulus 
from monetary policy and the low level of long 
rates are likely to support the US growth in the 
coming months.  With the dollar strengthening 
almost across the board, by end period it 
appreciated against the vatu by 2.5 percent since 
January 2005 and remained stable from closing of 
last month. The US dollar is also expected to 
strengthen moderately however by the time of 
writing this report the US dollar has been 
fluctuating around the July average. 
 
These developments also averaged the US dollar 
rate by 1.0 percent up from last month and down 
by 2.6 percent from July last year.  The month 
recorded high at 111.9 on July 8th and low at 109.7 
on July 22nd for the US dollar. Mean while, the 
Australian dollar fluctuated around the average 
and closed at 83.68 the same level as the closing 
of June. Although the AUD have strengthened in 
June, most analysts expect it to come under 
downward   pressure as the interest rate 
differential with respect to the US narrows.  
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Bilateral Exchange Rate of Vatu against AUD &  USD 

( Jul 04 - Jul 05)
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In the month of July, the AUD recorded high at 
83.98 on July 22nd and low at 82.76 on July 8th. 

     
Local News 
 
Vanuatu CPI at 0.4 % in the second quarter 
 
The national statistics office has released its 
quarterly statistics news for the consumer price 
index for the second quarter of 2005. During the 
second quarter of 2005, the CPI registered 0.4% 
changes over the first quarter of 2005 and 1.3% 
over the second quarter of 2004. The expenditure 
groups contributing to the increase over the 
quarter were housing and utilities (1.1%), food 
(0.6%), drinks and tobacco (0.5%), and recreation, 
education and health (0.2%). The increases in the 
housing and utilities were due to increase in the 
price of electricity. However, household supplies 
indicated a decrease of 1.7%, and transport and 
communication with -0.3% over the same period.  
Clothing and footwear indicated no changes over 
the period. The decrease was due to the fall in the 
prices of durable goods and household 
appliances.                                                   
(Vanuatu Daily Post, August 6 2005) 
 
Domestic flights fare increase due to fuel 
costs 
 
Prices on domestic flights will be raised slightly. 
Due to the increasing world fuel prices, Air 
Vanuatu has introduced a fuel surcharge on its 
domestic network effective on 15th August, 2005 
and applicable on all Domestic flights. 
(Vanuatu Daily Post, August 11, 2005) 
 
VT1 billion wharf renovation started. 
 
The Vanuatu Government is currently embarking 
on its VT1 billion project to extend its main wharf. 

This project also includes funding of heavy 
equipment purchases. The wharf holds a greater 
number of containers and this year there will 
estimate 4000 with a tendency for larger ones to 
be used. 
(The Independent, August 28 2005) 
 
Shefa announced domestic departure tax 
 
Shefa provincial council has made a stand to 
introduce domestic departures tax. As revealed by 
the shefa province president that the 
establishment of this by-law is to assist its revenue 
rising. Their sea port departure tax was VT200 per 
person with new cargo departure tax prescribed at 
VT50 per cargo. 
(The Independent, August 21 2005) 
 
Regional News 
 
Fiji bans Vanuatu Kava 
 
Fiji has announced that it has formally banned 
kava imports from Vanuatu for the next six 
months; the measure comes in retaliation against 
a ban imposed last year by Vanuatu on Fijian 
Biscuits. The ban was repealed earlier this year 
but replaced with a 50% duty and a quota system 
which was described by Fijian officials as worse 
than a ban. Fiji had previously warned Vanuatu 
that they would consider a ban. Kava exports to 
Fiji from Vanuatu amount to roughly 6million Fiji 
dollars a year (VT400m a year). 
(Vanuatu Daily Post, August 19 2005) 
 
PNG into Oil-exporting 
 
PNG is to look into the possibility of exporting oil 
to its Pacific neighbors. PNG currently produces 
35,000 barrels a day but only consumes 18,000. It 
currently exports the extra round the world but 
would prefer to export it to its pacific neighbors. 
(Vanuatu Daily Post, August 19 2005) 
 
Fijian Cabinet approves currency changes 
 
Fiji’s cabinet has approved the changes to the 
country’s currency including introduction of a 100 
dollar bill, and the removal of one and two cent 
pieces from circulation. Finance Minister Ratu 
Jone Kubuabola says the cost of minting the one 
cent and two cent is higher than their face value. 
Other changes include upgrading of security 
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features as well as updates in design and bank-
note sizes. 
(The Independent, August 21 2005) 
 
France pours $US 10,000 per person into New 
Caledonia 
 
New Caledonia’s daily newspaper has calculated 
that France pours equivalent of $US10,000 a head 
into its Pacific territory per year. The recent 
census estimated New Caledonia’s population at 
about 230,000. That is less than Australian’s 
Pacific colony, Papua New Guinea which has well 
over five million people. Noumea’s  daily 
newspaper, Les Nouvelles estimated that the total 
French funding to New Caledonia last year was 
$2.3 billion which comes down to $10,000 per 
head. 
(The Independent, August 28 2005) 
 
International News 
 
New Zealand currently has overvalued 
currency 
 
New Zealand currently has a much larger trade 
deficit than it would want with imports being high 
and exports low. It may do something to redress 
this situation. The NZ dollar is currently largely 
viewed as overvalued. Business confidence in the 
second quarter of 2005 was low. The RBNZ left 
the cash rate unchanged at 6.75% at the end of 
July as property prices in New Zealand have 
continued to increase. Inflation is predicted to 
increase which means that it is unlikely that rates 
will drop in the foreseeable future even though the 
economy is starting to show signs of slowing. 
Manufacturing, spending and GDP growth have all 
shown decreases of late.   
(Vanuatu Daily Post, August 2 2005) 
 
Oil Prices continue to increase 
 
The death of the King of Saudi Arabia led to the 
increase of oil prices at the start of the month to 
$62 a barrel. It continued to rise to $63.85 a barrel 
on the 7th of August after a security threat in Saudi 
Arabia caused the US to shut down its embassy 
and major building in the country. Another report 
that US petrol stocks fell by 2.1 million barrels 
caused oil prices to hit new record heights of 
$64.9 a barrel on the 11th of August. Prices 
continue to rise to reach $98 dollars a barrel on 
the 15th of August due to the security threat in Iran 
after they announced they would be reopening 

their nuclear facilities. With the high increase in oil 
prices this month has caused Goldman Sachs and 
Merrill Lynch to increase their forecasts for oil 
prices. The increase in oil price might signal a 
severe shortage of crude oil, however this doesn’t 
point to it, according The Economist. Sheikh 
Ahmad Fahad Al Sabah, Kuwait’s oil Minister, said 
OPEC’s output was 30.4m barrels a day and 
rising. Part of the reason lies with refining as there 
is a mismatch between the available grades of 
crude oil and refining technology. Apart from this 
robust demand and tight refining, the high down-
stream prices have in turn fed back into higher 
prices of crude oil. On August 10th, the price of 
barrel of West Texas Intermediate (WTI) was 
breached at $65. The prevailing view of the 
market puts the price of oil to increase to $70, all 
as a result of forward prices increasing more than 
spot prices. 
(The Economist August 13th 2005) 
 
China’s new currency basket is broader than 
most economists had expected. 
 
On August 10th, three weeks after China 
abandoned its decade–old peg to dollar and 
moved to a managed float of the Yuan against a 
basket of currencies, Zhou Xiao chuan, the 
governor of the People’s Bank of China revealed 
the currencies the basket contains. Mr. Zhou said 
that the dollar, the yen, the euro and the South 
Korean worn the biggest weight but the basket 
also contains other currencies including of 
Singapore, Britain, Malaysia, Russia, Australia, 
Thailand and Canada. China also announced the 
liberalization of its foreign-exchange trading 
allowing more banks to conduct forward trading 
and non-banks to trade in the spot market. The 
reform was aimed to make the foreign-exchange 
market more liquid. 
(The Economist August 13th 2005) 
 
Economic slowdown for Australia 
 
Surveys in Australia are pointing to an economic 
slowdown with a survey at the start of the month 
showing poor manufacturing performance. The 
RBA decided to leave the cash rate unchanged at 
5.5% in its August meeting. Data from July further 
indicated an economic slowdown as it emerged 
those consumer sentiments has slipped, 
companies are reporting slower sales and the rate 
of housing loan approvals has declined as well. 
But unemployment remains low at 5%. 
(Vanuatu Daily Post, August 12 2005) 
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Euro zone boost in manufacturing sector 
 
The Euro zone seems to be fairing slightly better 
as the manufacturing sector grew more quickly 
than expected in July. There was also an increase 
I business sentiment which has been very low. 
The euro-zone was boosted by the news that the 
French jobless rate fell for the first time in four 
years in June and that the German jobless rate 
also fell in June and July. 
These promising trends could not stop the IMF 
from cutting its growth estimate for the Euro zone 
from 1.6% to1.3% for 2005. 
In its August meeting the ECB left the interest rate 
unchanged at 2%. 
(Vanuatu Daily Post, August 4th August) 
 
Increase in growth for US economy 
 
Surveys at the start of the month showed that the 
manufacturing sector is growing strongly with an 
expected boost in the third quarter which may help 
prevent further falls in the dollar. 

Economic growth in the second quarter 
has been robust at 3.4% on an annualized basis. 
Consumer spending also increased 3.3% in June 
however inflationary pressures are mounting. This 
increase in growth should give the fed more scope 
to increase rates.  

The US also performed well in July as the 
rate of job creation was the highest in five months, 

unemployment remains low at 5%, and however 
factories are shedding jobs. The fed chose to 
increase the rates by a further 0.25 percentage 
points in August as a result of the encouraging 
growth figures but still worrying inflationary 
pressures. Despite the rate rises, the long term 
rates are staying low. The higher oil prices have 
contributed to an increase in the US trade deficit 
and US Inflation has also increased to a yearly 
rate of 3.5%. 
(Vanuatu Daily Post, August 16 2005) 
 
China slowdown growth 
 
Manufacturing surveys have pointed to a 
slowdown in growth. China is currently trying to 
slow the economy down as there are fears that it 
may be growing too fast. There are signs that this 
is happening as oil demand has dropped, credit 
and profit growth have also slowed, and imports of 
machinery China’s growth is also important as 
China is currently fuelling much of the high 
demand for commodities and causing their prices 
to rise. Any slowdown in growth from China would 
probably cause commodity prices to fall, which 
should affect Australia in particular. The slowdown 
so far has not been produced and China’s growth 
looks set to remain at 8.5% this year and 
equipment have gone down. 
 (Vanuatu Daily Post, 19 August, 2005) 
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