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FINANCIAL & ECONOMIC NEWS 
SUMMARY 

The news items covered in this publication do not necessarily imply any judgment by the Bank on the accuracy of the 
information or any endorsement or acceptance of such news 
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Money supply continued to trend upwards in 
February 2004 to VT38,814.2 million. This 
represented increases of 1.4 percent and 8.5 
percent on the previous month and twelve 
months ago, respectively. This level, however, 
was lower by 1.1 percent on three months ago. 
The month’s increase in money supply was 
attributed to both determinants of money supply, 
of which, net foreign assets increased by 0.9 
percent and domestic credit by 1.0 percent.   
 
Determinants of Money Supply 
 
Net foreign assets (NFA) grew slightly by 0.9 
percent from the level recorded in January 2005. 
This month’s trend was due to growths in the 
NFA’s of the monetary authorities and the 
commercial banks by 0.1 percent and 1.2 
percent, respectively. NFA in February 2005 
was also higher by 8.0 from twelve months ago 
but declined by 2.7 percent from three months 
ago.  
 

Chart 1: Foreign Assets 
(Millions of Vatu)
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The growth in gross official reserves slowed to 
0.5 percent in February 2005 from around 1.7 
percent in the preceding month.  Consequently, 
the NFA of the monetary authorities grew by just 
0.1 percent in February as compared with 1.8 
percent in January 2005.  With this increase, the 
current NFA position increased over the 
previous three and twelve months ago by 8.6 
percent and 40.4 percent, respectively. Thus, 
the existing level of official reserves were 
sufficient to cover 5.58 months of imports. 
  
Though commercial banks foreign liabilities 
increased by 1.1 percent, this was outweighed 
by a 1.2 percent growth in commercial banks 
gross foreign assets. Consequently this increase 
in gross foreign assets contributed to the 
increase in commercial banks NFA. The current 
level of commercial banks’ NFA was also higher 
by 0.9 percent over the same period of 2004 but 
lower by 5.7 percent against three months ago.  
 
After having declined in the previous month, 
domestic credit picked up again this month by 
1.0 percent.  This trend was mainly due to 
increases in net claims on the Government and 
claims on private sector.  
 
Following an improvement in January, the 
Government’s net lending position vis-à-vis the 
banking system deteriorated in February by 5.3 
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percent. This deterioration stemmed from an 
increase of 6.0 percent in the Government’s net 
borrowing from commercial banks, on the other 
hand, the Government’s net borrowing from the 
monetary authorities improved by 0.5 percent.  
This improvement generally reflected the 
substantial increase of 10.4 percent in 
Government deposits held with the Reserve 
Bank in February.  Though it deteriorated in 
February, the Government’s net lending position 
with the banking system improved from three 
months ago by 43.8 percent and on last year by 
46.9 percent.  
 
Growth in private sector credit increased to 0.9 
percent in February from 0.6 percent in January.  
This month’s growth was contributed mainly by 
lending to individual & households which 
increased by 5.1 percent. Loans to businesses 
and others classification were reduced by 2.3 
percent and 0.5 percent, respectively.  
 

Chart 2: Claims on Private Sector
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The aforesaid growth was also driven by 
expansion in loans to various sector of the 
economy such as: fisheries (VT3,207 million), 
mining (VT1,0194 million), manufacturing 
(VT2,626 million), distribution (VT6,5319 
million), entertainment & catering (VT,4014 
million) financial institution (VT5,172 million) 
other personal sectors (VT74,549 million) and 
miscellaneous sectors (VT33,668 million).  
 
Components of Money Supply 
 
Quasi-money grew by 2.1 percent, thus, 
contributing the overall growth in money supply. 
Narrow money, in contrast, declined marginally 
by 0.1 percent.  
 

The slight drop in narrow money was particularly 
due to a decline by 1.6 percent in currency 
outside banks, demand deposits alternatively 
indicated a slight increase by 0.7 percent. This 
increase was mainly contributed by demand 
deposits in local currency which expanded by 
6.1 percent while its foreign currency component 
fell by 3.2 percent.  Narrow money also declined 
by 2.7 percent against three months ago but 
increased by 4.5 percent over twelve months 
ago. 
 
Both components of quasi money registered 
increases which explained its uptrend. Of these, 
time and savings deposits in the local currency 
increased by 1.0 percent while that in foreign 
currency by 2.7 percent. Quasi money was 
lower by 0.3 percent against the past three 
months but up by 10.5 percent from twelve 
months ago. 
 

Chart 3: Money Supply Components
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Reserve Money 
 
After having increased in the previous month 
Reserve money 1  decreased marginally by 0.7 
percent in February.  However, the current level 
was higher than the previous three and twelve 
months by 3.5 percent and 15.6 percent, 
respectively.                                                                      
 
A considerable decline of 34.8 percent in excess 
reserves accompanied by a moderate decline in 
currency in circulation by 2.1 percent mainly 
explained this trend. On the other hand, SRD 
grew substantially by 56.1 percent in February. 
The decrease in excess reserves reflected the 
improvement in the Government’s net lending 
                                                 
1 Reserve Money comprises of currency outside banks, statutory 
reserve deposits (SRD) and excess reserves. 

Narrow Money 

Quasi-Money 

Broad Money 



 
3

position with the Reserve Bank and the increase 
in outstanding RBV Notes.  
 

Chart 4: Components of Reserve 
Money

0

1000

2000

3000

4000

5000

6000

F04 A04 J04 A04 O04 D04 F05

M
ill

io
ns

 o
f V

at
u

Currency Issued SRD Excess Reserves

 
 
RBV Notes 
 
In February the Reserve Bank issued a total of 
VT650 million in RBV notes as compared to 
VT375 million allotted in January. Moreover 
some notes have matured. As a result, total 
outstanding RBV notes in February increased by 
VT200 million to VT1025 million. 
 

Chart 5: 91-days RBV Notes (Yields)
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Total tenders received in February amounted to 
VT800 million, of which, VT150 million were 
rejected. Of the total notes that were issued in 
February, VT200 million each were allotted to 
the 14-days and 28-days notes, VT150 million to 
63-day notes, while VT100 million were allotted 
to 91-days notes   
 
Interest Rates 
 
As at end February, commercial bank’s deposit 
and lending interest rates ranges were 
maintained as in the previous month.  (See 
table).  

 
DEPOSIT INTEREST RATES 

 Savings 1-mnth 2-6 
Mnths 

Above 6 
Mnths 

Dec04 0.5– 2.0 2.0-6.0 2.0-6.0 2.75-7.55 
Jan05 0.5– 2.0 2.0-5.0 2.0-6.0 2.75-7.25 
Feb05 0.5-2.0 2.0-5.0 2.0-6.0 2.75-7.25 

 
ADVANCE RATES 

 Commercial Personal Housing Agriculture 

Dec04 8.5-16.0 12.0-25.0 5.9-14.75 11.0-16.0 
Jan05 8.5 -16.0 12.0-25.0 5.9-14.75 11.0-16.0 
Jan05 8.5-16.0 12.0-25.0 5.9-14.75 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 decreased 
to 3.2 percent. The Bank maintained its official 
interest rates at 6.5 percent. 
 
Exchange Rate Development 
 
The US dollar’s persistent weakness against the 
Vatu bottomed out during the last week of 
November and from there on a slight 
appreciation which had been fluctuating for the 
month of December and the first two months of 
this year. In February Federal Open Market 
Committee decided to raise its target by 25 
basis points to 21/2 percent. It is perceived that 
even after this action the stance of monetary 
policy remains accommodative and couple with 
robust underlying growth in productivity is 
providing ongoing support to economic activity. 
Labour market continued to improve and output 
growing at a moderate pace. Also the inflation 
and longer term – inflation expectations remain 
well contained. 
 
On the other hand, the Aussie dollar has been 
appreciating against the Vatu since October of 
last year. The trade weights given to each 
currency as a result of the volume of between 
Australia and Vanuatu and between the US and 
Vanuatu has impacted on the exchange rates. 
 
The graph indicated the trend over a six months 
period showing the movement of the US dollar 
and the Aussie dollar against the Vatu. Thus, in 
February the mid average rate of Vatu against 
the US dollar was 107.28, this represented an 
appreciation of 0.8 percent from last month. The 
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mid closing rate for the same period was 106.50 
as compared to 107.72, an appreciation of 1.13 
percent. 
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For the same period under review the Vatu 
against the Aussie dollar mid average rate 
indicated a depreciation of 1.07 percent from 
82.88 to 83.77 recorded. The end periods mid 
rate also recorded a depreciation of 0.49 
percent. 

 
 
 
 
 
EU assists govt with VT92 million 
 
The European Union has approved the direct 
payment into the Government’s central account 
of the amount of VT92 million.  This grant 
payment is in support of Vanuatu’s efforts 
towards macro-economic stability and proper 
public finance management.  Another release of 
the same amount is foreseen in the last quarter 
of the current year subject to the fulfillment of 
certain conditions.  These concern the 
evaluation of key indicators in the field of public 
finance management as well as in the social 
sectors.  The Head of the EC Office in Port Vila 
congratulated the Government for the country’s 
sustained efforts to achieve macro-economic 
stability and to enhance public finance 
management.  He also assured the Government 
of the European Commission’s willingness to 
continue its support for the on-going reform of 
the country’s economy and public service.  
Similar future budgetary aid schemes may be 
envisaged. 
(Vanuatu Daily Post March 4, 2005) 
 

NZ Open for fruit imports 
 
New Zealand has given the greet light to import 
eggplant and six varieties of green cucumber 
from Vanuatu.  New Zealand High 
Commissioner Paul Willis said: “The best thing 
about opening up for Vanuatu fruit export 
opportunities to New Zealand is that it is not like 
aid assistance”. 
 
The High Commissioner made the remarkable 
when he presented the document to the Director 
of Quarantine and Inspection Service (AIS), 
Benuel Tari confirming New Zealand’s approval. 
“Trade in eggplant can now commence under 
the new Import Health Standard.  This will be 
the first commodity that Vanuatu will be able to 
export to New Zealand using the local High 
Temperature Forced Air Unit”, High 
Commissioner Willis said.  
(Vanuatu Daily Post March 4, 2005) 
 
 
 
 

Fiji exceeds 500,000 mark 

Fiji, the South Pacific’s main tourist destination, 
received an estimated 507,00 visitors in 2004.  It 
was the first time the country exceeded the 
500,000 mark, the Fiji Visitors Bureau (FVB) 
reported.  The result was 18 percent up on the 
2003 figure. But the FVB doesn’t expect this 
growth of between seven and 10 percent for 
2005.  Much of the 2004 growth was derived 
from intensifying airline competition and lower 
rates on routes from the main Australian and 
New Zealand markets, the FVB said. 
(Islands Business, March 2005) 
 
Visitor arrivals up 
 
The Northern Marianas received 535,224 
visitors in 2004, 16.4 percent more than in 2003.  
Japan was the main source of growth, although 
December figures showed a falling trend for 
Japanese business in contrast to steep rising 
arrival numbers from Korea, Taiwan and Hong 
Kong. 
(Islands Business, March 2005) 
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U.S Supports activities aimed at combating 
money laundering 
 
United States Ambassador to Fiji, David Lyon 
has presented US$60,000 to the Pacific Islands 
Forum Secretariat to support activities aimed at 
combating money laundering. “The funding 
support from the U.S is very timely, as the 
Forum has organized a number of activities 
aimed at improving the skills of Financial 
Investigators in the region”, said acting Forum 
Secretary General, Iosefa Maiava. “The training 
will help investigators to tackle both money 
laundering within their own jurisdictions 
generated by domestic criminal activity, and 
money laundering by transnational organized 
criminal groups.  It will also strengthen the 
capacity of law enforcement to clamp down on 
the financial networks that might also be used to 
support terrorism,” he said. 
(Vanuatu Daily Post March 6, 2005) 
 

                  

 
RBNZ increased OCR to 6.75 percent. 
 
The Reserve Bank of New Zealand has 
increased the Official Cash Rate (OCR) by 25 
basis points to 6.75 per cent. 
 
Speaking at the release of the Reserve Bank's 
March 2005 Monetary Policy Statement, 
Reserve Bank Governor Alan Bollard said: "In 
our December and January reviews we 
emphasized that inflation was expected to 
remain toward the top of the 1 to 3 per cent 
target band over the medium term, providing 
little headroom to absorb additional inflation 
pressures. We also projected a near-term 
economic slowdown which was expected to 
constrain inflation consistent with the Policy 
Targets Agreement. With the economy 
remaining very strong and resources becoming 
increasingly stretched, we assess that a further 
tightening of policy is now necessary.  
 
"The momentum in today's economy is 
underlined by the continuing vigorous 
employment growth through December and by 
ongoing high levels of business and consumer 
confidence. Investment remains at record levels, 
our terms of trade remain very favorable and 

exports are generally holding up well despite the 
high exchange rate.  
 
"Our revised economic projections incorporate a 
stronger outlook for activity in the near-term with 
the projected slowing in growth now not 
occurring until later in 2005. World demand and 
export prices are projected to moderate through  
2005. Net immigration has slowed appreciably. 
Housing activity continues to ease, but has been 
held up at least temporarily by last year's 
mortgage price war. The pipeline effects from 
last year's policy tightening will continue to raise 
average effective mortgage rates through this 
year but the impact will be gradual. The greater 
momentum in activity in the near term implies 
stronger underlying inflation pressures than we 
expected. The additional tightening today is 
required to contain these pressures.  
 
"Since we remain of the view that the economy 
is close to a turning point, we have to carefully 
confront the possibility that a further tightening in 
policy at this stage of the cycle might exacerbate 
an eventual slowing in activity. However, not 
responding to the prospect of stronger inflation 
pressures now would create a risk that inflation 
expectations and wage and price setting 
behavior could change in a way that would 
make the task of containing inflation more 
difficult in the future, even if growth slows. Being 
prudent now reduces the prospect of a tighter 
monetary policy later on. 
 
"Whether there is any further tightening ahead 
will depend on how the risks play out over the 
coming period. Certainly, the current outlook 
offers little scope for an easing of policy in the 
foreseeable future." 
(RBNZ News Release, March 10, 2005) 
 
Drought hits Thailand’s economy 
 
A drought in Thailand could affect economic 
growth this year, Prime Minister Thaksin 
Shinawatra has said. “It will have an impact on 
GDP growth. The drought is extremely severe 
this year. If the May rains arrive late we could 
see greater damage”, he said.  The drought is 
hitting most of the country – with water in many 
dams declining significantly.  The drought hit 
fourth quarter economic results by significantly 
affecting output in the agricultural sector.  The 
Prime Minister said the government remained 
hopeful the economy would grow by 5.5 to 6.5% 
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in 2005 after 6.1% growth in 2004. The country 
cuts its economic growth forecast in December 
to account for the effect of the tsunami, which hit 
six Thai tourist provinces.  Hopes for a second 
rice-crop this year have been frustrated by the 
drought, and crops have been withering in fields. 
(Vanuatu Daily Post March 15, 2005)   
 
Fed`s Measured Alert Drives Dollar  

The FOMC raised its Fed funds rate by 25 bps 
to 2.75%, while sticking to its phraseology of 
removing liquidity at a measured pace. More 
significantly, the FOMC has recognized rising 
inflationary pressures along with a pick up in 
pricing power--as was the case in the most 
recent Beige  Book. 
 
It was the latest Beige Book (issued Mar 9) 
which reported: "widespread and overall wage 
gains" as well as more ease of manufacturers to 
raise prices, that sent the 10-year yield past the 
5.50% figure. The survey was a blatant 
departure from previous surveys which prices on 
the wholesale and retail level to have been 
largely  benign. 
 
On the growth side, the FOMC showed discreet 
signs of upgrading its economic assessment by 
substituting the February statement indicating 
"Output appears to have been growing at 
moderate pace" with "Output evidently continues 
to grow at a solid pace".  

 

 

 

 

 

 

 

 

 

 

Considering that oil prices have soared to new 
all time highs and that annual core CPI hit 2.2% 
in January 0.1% short of its September 2002 
high-the changes in FOMC statement are rather 
discreet. This reflects the Fed's increasing 
concern over disrupting the liquidity of the US 
economy by pressing too hard on the brakes, at 
a time when the US engine risks facing 
obstacles from rising oil and from spillover effect 
from a GM downgrade.  

Considering that the spread between 2-year and 
10-year yields remains near at its 4-year lows, 
there arises the risk that of some exposed 
hedge funds, who had been betting a widening 
spread via their carry trade. As players who 
borrowed on the short end and bought on the 
long end see their short term costs escalate, 
they rush in to close their eroding holdings on 
the long end. The rise in long yields can easily 
be exacerbated by bond bears who have taken 
large leveraged positions. Despite the fact that 
the Fed may be ahead of the inflation curve and 
that foreign investors continue to buy US 
treasuries, the resulting effect could accelerate 
gains in bond yields towards the 4.71% trend 
line resistance, especially if Japanese demand 
for Treasuries posts an unprecedented fifth 
decline over the last 6 months. 
(Forex News March 23, 2004)……………………. 
 

 
 
 
 
 
 
 
 
 

 

 
 
 
 
 
 
 
 

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  


