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In a change on recent trends, money supply fell 
this month by 2.8 percent to reach a level of 
VT38147.6 million. This represents an increase 
of 0.4 percent on three months ago and 9.8 
percent on a year ago. This month’s decrease 
can be attributed to the decrease in net foreign 
assets, partly offset by the growth in net 
domestic assets.  
 
Determinants of Money Supply 
 
Net foreign assets declined by 4.2 percent this 
month, due to the decline in the net foreign 
assets of the commercial banks, this leaves net 
foreign assets at a level that is 1.1 percent lower 
than three months ago but 11.7 percent higher 
than 12 months ago. 
 

Chart 1: Foreign Assets 
(Millions of Vatu)
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The NFA position of the monetary authorities 
increased this month by 6.6 percent, this 
represents growth of 16.4 percent on three 
months ago and 35.4 percent on last year. This 

increase in the NFA position of the monetary 
authorities was offset by the decline in the NFA 
position of the commercial banks, which caused 
total NFA to decline for the month. Official 
reserves are currently sufficient to cover 5.47 
months of imports, down slightly from 5.6 
months of import cover at the end of November. 
This trend was due to an upward revision of 
forecasted imports. 
 
The commercial bank’s NFA position declined 
this month by 7 percent, this represents a 
decline of 5.5 percent on three months ago but 
an improvement by 6.1 percent on a year ago. 
 
Domestic credit improved by 1 percent this 
month. This was due predominantly to the 
increase in claims on the private sector as net 
claims on Government, the other major 
component of domestic credit; saw a large 
decline this month. 
 
Net claims on Government declined by 16.3 
percent this month reflecting the continued 
improvement in the Government’s net lending 
position. This improvement stemmed from the 
VT200 million received in aid from the Chinese 
government. The Government’s net lending 
position now shows an improvement of 18.7 
percent on three months ago and 15.4 percent 
on a year ago. The aid went directly into the 
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Government’s account at the Reserve Bank and 
caused the Government’s position against the 
monetary authorities to improve by 41.3 percent 
this month. This represents an improvement of 
41.4 percent on three months ago and 48.8 
percent on 12 months ago. 
 
The Government position against the 
commercial banks however showed no such 
improvement with a worsening by 7.6 percent on 
last month. This represents a worsening by 1.9 
percent on three months ago and 28 percent on 
a year ago. The worsening in the Government’s 
net lending position against the commercial 
banks over the year was more than offset by the 
improvements against monetary authorities, as 
is shown by the improvement of the Government 
net lending position over the year. 
 
Private sector credit continued on its upward 
trend registering growth of 2.2 percent on last 
month. This represents growth of 3.3 percent on 
three months ago and 9.3 percent on this time 
last year. This month’s increase in private sector 
credit was driven by loans to households and 
individuals, which increased 7.04 percent on last 
month, loans to businesses, on the other hand, 
decreased by 1.65 percent.  
 

Chart 2: Claims on Private Sector
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A breakdown of sectoral lending reveals that the 
main contributors to the increase in private 
sector credit were personal loans which 
increased 3.9 percent, construction, up 0.7 
percent and transport up 6.9 percent. Where as 
distribution, tourism and manufacturing all saw 
decreases in loans, by 6.3, 3.8 and 39.6 percent 
respectively. 
 
Components of Money Supply 
 

The money supply decrease this month was 
reflected in drops in both narrow money and 
quasi money. 
 
Narrow money decreased by 1.2 percent, 
despite this; the figure remains up on three 
months ago and a year by 2.9 and 4.6 percent 
respectively. This month’s decrease in narrow 
money stems is underpinned by demand 
deposits, which decreased by 2.9 percent with 
the foreign currency component decreasing by 
5.6 percent.   
 
The 12-month growth rate for currency outside 
banks now stands at 18.1 percent. Demand 
deposits also show a positive growth rate for the 
year of 1.7 percent with the foreign currency 
element declining by 2.0 percent.  
 
Quasi money decreased by 3.6 percent this 
month bringing the three-month growth rate 
down to -0.8 percent and the twelve-month 
growth rate to 12.7 percent. This month’s 
decrease in quasi money was caused by a 
decrease in time deposits by 4.2 percent, where 
as savings deposits increased by 29.2 percent. 
The foreign currency components of time and 
savings deposits declined by 6.6 and 5.3 
percent respectively. 
 
The yearly growth rate for time deposits now 
stands at 12.9 percent with the foreign currency 
component increasing by 8.5 percent, savings 
deposits are up 10.8 percent on a year ago and 
the foreign currency element has grown by 47 
percent. 
  

Chart 3: Money Supply Components
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Reserve money 1 continued on its upward trend 
registering a growth of 1.6 percent on last 
month’s figure. This amounts to an increase of 
4.7 percent on three months ago and 9.7 
percent on last year. The increase in reserve 
money this month stemmed from the increase in 
money in circulation, which went up by 11.2 
percent on last month. This was predominantly 
due to the fact that people were withdrawing 
large amounts of cash for Christmas spending 
coupled with some large land sales and the 
three Government pay days in December.  
 

Chart 4: Components of Reserve 
Money
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Currency Issued SRD Excess Reserves

  
RBV Notes 
 
The RBV continued to issue RBV notes at the 
start of December to mop up the high liquidity, 
this policy eased off however towards the end of 
the month when liquidity tightened due to 
Christmas spending. The RBV issued a total of 
VT750 million of notes in December.  
 

Chart 5: 91-days RBV Notes (Yields)
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1 Reserve Money comprises of currency outside 
banks, statutory reserve deposits (SRD) and excess 
reserves. 

RBV notes outstanding increased again this 
month however to VT1075 million, reflecting the 
high liquidity at the start of the month. The yield 
for 91-day note dropped in December to 3.5 
percent, down from 3.6 percent last month, 
reflecting the high bidding for notes driving the 
price down.  
 
Total Notes issued during December increased 
to VT750 million from VT650 million in 
November.  This increase continued to reflect 
the increase in systems liquidity.  Total tenders 
received were VT1350 million, of which, VT600 
million were rejected. Of the notes that were 
issued in November, VT250 million were allotted 
to 14-day notes, VT200 million to 28-day notes, 
while VT150 million each were given to 63-days 
and 91-days.  
 
Interest Rates 
 
For deposit interest rates, a decrease of 1.0 
basis points was recorded in the upper range for 
deposits maturing within one-month, while an 
increase of 0.29 was recorded for the upper 
range for deposits above six months. The 
interest rate ranges for savings deposits and the 
various categories of time deposits were 
unchanged from the preceding month (see table 
below).  
 

 
DEPOSIT INTEREST RATES 

 Savings 1-mnth 2-6 Mnths Above 6 
Mnths 

Oct04 0.5– 2.0 1.5-6.0 1.5-7.0 2.25-7.26 

Nov04 0.5– 2.0 2.0-6.0 2.0-6.0 2.75-7.26 

Dec04 0.5– 2.0 2.0-5.0 2.0-6.0 2.75-7.55 
 

ADVANCE RATES 
 Commercial Personal Housing Agriculture 

Oct04 8.5-16.0 12.0-25.0 5.9-14.75 11.0-16.0 

Nov04 8.5 -16.0 12.0-25.0 5.9-14.75 11.0-16.0 
Dec04 8.5-16.0 12.0-25.0 5.9-14.75 11.0-16.0 

 
Interest rates on loans remained unchanged as 
in the previous month (see table above). 
 
Interest rates on overnight inter bank lending 
remained unchanged at 5.5 percent.  The 
interest rate on 91-days RBV Notes decreased 
to 3.50 percent. The Bank maintained its official 
interest rates at 6.5 percent. 
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Exchange Rate Development 
 
The huge current account and budget deficits in 
the United States continued to be the issue at 
the heart of the continuous decline of the US 
dollar. 
 

Exchange rat e t rend  July -  D ec 2 0 0 4
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In December 2004, the average rate of the Vatu 
against the US Dollar appreciated by 0.69 % 
from the November average. It opened on the 
1st at 107.46 while it closed on the 31st at 
106.53. It is envisaged that it will need to fall 
further still to cut the deficit to a sustainable 
level. “The Economist” suggested that a level of 
2-3% of GDP would be sustainable. But, at the 
time of writing, the current account deficit stood 
at US$165 million, or 5.6% of GDP. 
 
The rate of the Vatu against the Australian 
Dollar opened at 82.96 in December and closed 
at 83.06. The average against the AUD for the 
December month appreciated by 0.9% from the 
previous month’s average. It is predicted that 
the Australian dollar will appreciate against the 
Vatu reaching a peak around July 2005. The 
appreciation of the Australian dollar is expected 
to create inflationary pressure in Vanuatu, 
especially in the third quarter as the price of 
imports increases offset by an expected 
increase in tourism receipts.  
 
 
 
 
 
Vanuatu’s offshore center review 
 
Consultants are reviewing Vanuatu’s offshore 
center to decide its value to the country’s 

economy. It employs about 400 local people and 
attracts several million dollars a year to the 
country in the way of investment, fees and other 
revenue. Apart from assessing the center’s real 
value, the consultants will make 
recommendations for improving its reputation 
and volume of business attracted by it. 
(Islands Business, January 2005) 
 
 
 

Tourism investment increase substantially in 
the region 

Statistics have indicated that there has been a 
substantial increase in tourism investment in the 
pacific Islands in recent years. Major 
investments have been taking shape in the 
Cook Islands, Fiji, New Caledonia and Samoa 
and other destinations like Vanuatu are seeing 
“exiting properties upgrading facilities and some 
smaller expansion.’’ A regional tourism survey 
conducted by a Fiji-based South Pacific Tourism 
Organisation (SPTO) shows that although 
investment approvals for tourism projects in the 
region have increase substantially in the last few 
years, the level of projects that have started 
developing did not increase the same level until 
2004. “ This indicated a growing confidence in 
the tourism sector in the Pacific, which follows a 
period of sustained growth in the market and 
increasing profitability for operators,” said Ross 
Hopkins, SPTO technical advisor.                
(Vanuatu daily post January 5, 2005)… 

SPSE growth throttled    

Fiji’s Capital Markets Development Authority 
says the growth of the Suva-located South 
Pacific Stock Exchange is being throttled by a 
shortage of available shares. In 2004, buy 
orders exceeded sell orders by an average of 75 
to 9. It says the Fiji Government’s decision to 
sell shares it has in Fiji Television, 
Amalgamated Telecom Holdings, a telecom 
monopoly, and the Colonial National Bank will 
help ease the shortage.                                  
(Islands Business, January 2005) 
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New Zealand ranked among top 10 
‘economically free’ countries 
 
New Zealand has been ranked fifth equal in a 
Wall St survey of worldwide economic freedom. 
The survey sought to find a correlation between 
economic freedom ans prosperity. New Zealand 
was on par with Ireland. It was behind Hong 
Kong (1st), Singapore (2nd), Luxembourg (3rd), 
and Estonia (4th). The UK was 7th, followed by 
Iceland and Denmark (8th equal). 
 
“ During the last nine years, countries that have 
done the most to improve their scores on the 
index’s 10 measures of economic freedom have, 
in general, experience the highest rates of 
economic growth,’’ the survey found. The 2005 
Index of Economic Freedom survey, published 
by the Heritage Foundation and The Wall St 
Journal, analysed the economies of 155 
countries. For the first time the United States 
was ranked outside the top 10, at 12th, because 
its economic growth had remain static, the 
survey found. 
 
In the Asia-Pacific region, economic freedom 
continued to grow. “ Still, the news of Asia-
Pacific isn’t completely good,” the survey said.  
“The region is the only one in which the average 
and the median freedom scores have declined 
over the past nine years, even as the rest of the 
globe has enjoyed a trend toward greater 
freedom.” While four of the world’s top 10 were 
in Asia-Pacific, the majority of countries in the 
region were ranked as “ mostly unfree,’’ the 
survey found.  
(Vanuatu daily post January 6, 2005)……………                         

The US Conference Board consumer 
confidence increase in January 

 The US Conference Board's January consumer 
confidence index rose to 103.4 in January from 
102.7 in December. The index was especially 
propped by optimism in the labor market as the 
Jobs Plentiful rose to its highest hit a 3-year high 
and the Jobs Hard To Get index fell to a 3-year 
low. Sales of existing homes fell by 3.3% to 6.69 
million from November's revised 6.92 million 
overshooting an expected drop of 1.3%.                       
(Forex news, January 26, 2005) 
 
USDCAD hits 4-week high after BoC  
 
The US dollar hit surged to a month high at 1.24 

after the Bank of Canada's made the expected 
decision of keeping interest rates unchanged at 
2.50% and omitted its description of 
"considerable amount of monetary stimulus" for 
the extent of liquidity conditions. That was 
interpreted by traders to read that the Bank 
views the current situation with normalcy and 
that further rate hikes are not expected. 
(Forex news, January 26, 2005) 
 
Reserve Bank of New Zealand left the OCR 
unchanged at 6.50 percent 
 
The Reserve Bank has left the OCR unchanged 
at 6.50 per cent. Reserve Bank Governor Alan 
Bollard said "As indicated in their last Monetary 
Policy Statement, they continue to expect that 
the current policy position will achieve inflation 
between 1 and 3 per cent on average over the 
medium term. This outlook assumes that 
significant pipeline effects from past interest and 
exchange rate increases will eventuate and act 
to further constrain the economy over the period 
ahead. 
 
"Economic developments are generally proving 
at least as strong as they anticipated, although a 
slowdown is still expected over the year ahead. 
Inflation has risen to close to 3 per cent and is 
expected to remain around this level before 
easing back later in 2006. On the upside there is 
clearly a risk that the current momentum in 
household demand will hold up longer than 
expected. Rising wage and salary pressures 
also present an upside inflation risk given 
persistent labour market tightness. On the 
downside there is the possibility of more 
exaggerated movements in the US dollar and 
US interest rates, leading to a stronger New 
Zealand TWI, weaker exports and less inflation 
pressure. 
 
"The tightening in monetary policy over the past 
year currently looks sufficient to keep medium 
term inflation pressures in check. However, with 
inflation expected to remain toward the top of 
the 1 to 3 per cent target band over the medium 
term, there is little headroom to absorb stronger 
than expected inflation pressures. If such 
pressures emerge, a further policy tightening 
cannot be ruled out. Further, the current outlook 
offers little scope for an easing in policy in the 
foreseeable future. They will review the situation 
at the March Monetary Policy Statement." 
(RBNZ Press Release, January 27, 2005) 

Address editorial correspondences to: The Director, Research Department, Reserve Bank of Vanuatu, Private Mail Bag 062,
Port Vila, S.W Pacific, Tel. No. (678) 23333 or 23110, Fax No. (678) 24231; e-mail: mhililan@rbv.gov.vu  


