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Total money supply continued on an upward 
trend in April, registering an increase by 1.4 
percent to VT40,186.8 million. This level of 
money supply was also higher by 4.9 percent 
and 10.0 percent, as compared to the previous 
three and twelve months, respectively. The 
trend in April was primarily caused by an 
increase in net foreign assets while domestic 
credit was virtually unchanged as in the previous 
month.   
 
Determinants of Money Supply 
 
Growths in the net foreign asset (NFA) positions 
of both the monetary authorities and the 
commercial banks by 2.1 percent and 2.4 
percent, respectively, contributed to the overall 
growth in NFA. Total NFA also recorded growths 
of 5.2 percent and 8.8 percent against the 
previous three and twelve months.  
 

Chart 1: Foreign Assets 
(Millions of Vatu)
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The growth in the monetary authorities’ NFA 
was mostly explained by an increase in net 
purchases of foreign exchange from the 

Government, in particular a budget support 
grant from the Chinese government. With this 
increase, the official foreign reserves are 
currently sufficient to cover 5.7 months of the 
country’s import bills. Over the last three and 
twelve months, respectively, the monetary 
authorities’ NFA grew by 3.3 percent and 43.1 
percent.   
 
The growth in commercial banks’ NFA is 
attributed to a combination of a slight growth of 
0.2 percent in banks’ foreign assets, and a 
decline in likewise banks’ foreign liabilities by 
6.7 percent. On the other hand, commercial 
banks’ domestic liabilities, in terms of time 
deposits in foreign currency, grew from the 
previous month by 2.4 percent. Commercial 
banks’ NFA also grew by 5.8 percent and 1.5 
percent from the past three and twelve months 
ago, correspondingly 
 
Growth in domestic credit remains virtually 
unchanged from the preceding month. However 
the level in April was higher by 1.7 percent as 
compared to the level in January 2005 and 5.6 
percent higher in relation to that in April 2004. 
Though growth in domestic credit was 
unchanged in percentage terms, it declined by 
VT0.1 million in absolute terms. The decline was 
underpinned by net claims on Government, 
claims on municipalities and claims on non-
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financial public enterprises. Private sector credit, 
on the other hand, continued to increase.   
 
Following on from an improved position in 
March, the Government’s net lending position 
vis-à-vis the banking system further improved by 
68.6 percent in April 2005. This was due mainly 
to huge decline in the monetary authorities’ net 
credit to Government by 254.0 percent, and to a 
lesser extent Government net lending from 
commercial banks which declined by 25.1 
percent. The improvement in April was basically 
explained by the receipt of a Chinese grant 
which improved the Governments’ deposits with 
the Reserve Bank.  As a result, the 
Government’s net position with the banking 
system also improved from the last three and 
twelve months by 73.6 percent and 86.4 
percent, each. 
 
Private sector credit continued to trend upward 
in April 2005, indicating a growth of 2.1 percent 
from the previous month. Growths of 4.5 and 
12.8 percent were also recorded from the past 
three and twelve months, respectively. This 
months growth was underpinned by loans and 
advances to businesses which increased by 
20.5 percent. Loans to individuals and 
households and others category have 
decreased in the review month. 
 

Chart 2: Claims on Private Sector
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The aforementioned growth was also driven by 
loans to various sector of the economy such as: 
fisheries (31%), mining and quarrying (75.3%), 
transport (5.8%), public utilities (11.8%), 
construction (2.0%) professional and other 
services (0.02%), housing and land purchases 
(0.8%), other personal sectors (6.2%) and 
miscellaneous sectors (19.3%).  

Components of Money Supply 
 
Monetary growth in April was mostly reflected by 
quasi-money which grew by 2.9 percent, 
whereas narrow money contracted by 1.6 
percent.  
 
The decline in narrow money was mainly 
associated with a decline in demand deposits, 
although currency outside banks increased by 
3.4 percent. Demand deposits denominated in 
both the local and foreign currency recorded 
negative growths of 4.5 percent and 1.3 percent, 
consequently contributed to the downtrend in 
demand deposits. Despite the decline, narrow 
money grew by 7.5 percent from three months 
ago and by 16.4 percent over twelve months 
ago. 
 
Quasi-money expansion came from increases in 
both of its components, of which, time and 
savings deposits in the local currency grew by 
4.1 percent, while that in foreign currency 
increased by 2.2 percent. Quasi money was 
also higher by 3.7 percent against the past three 
months and by 7.0 percent higher, in 
comparison to twelve months ago.  
 

Chart 3: Money Supply Components
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Reserve Money 
 
Reserve money 1 further decreased by 2.4 
percent in April.  The current level also declined 
from the previous three months. Despite this 
decline a year on year growth rate of 13.4 
percent was recorded in April 2005.                                                         
 

                                                 
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 declining trend continues to reflect mostly, a 
considerable drop in excess reserves by 13.1 
percent and to a lesser extend a 0.6 percent 
decline in currency in circulation.  SRD, on the 
other hand, recorded an increase of 1.3 percent. 
The decline in excess reserves was caused by 
an improvement in the Government’s net 
lending position with the Reserve Bank and an 
increase in outstanding RBV notes.   
 
Residents average vatu deposits plus half of 
their demand deposits in foreign currency 
increased over the months of February and 
March as indicated by the trend of SRD. 
 

Chart 4: Components of Reserve 
Money
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RBV Notes 
 

Chart 5: 91-days RBV Notes (Yields)
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During April the Reserve Bank issued a total of 
VT550 million in RBV notes. This is in contrast 
to VT900 million in March.  Total tenders 
received amounted to VT1050 million, of which 
VT500 were rejected. Of the total notes issued, 
VT75 were allotted to the 14-days, VT125 were 
allotted to the 28-days, VT150 million were 
allotted to 63-days, and VT100 million each to 
91-days and 119 days. Consequently, total 

outstanding notes at the end of April reached 
VT944 million, an increase by 124 million from 
March 
  
Interest Rates 
 
As at end April 2005, commercial bank’s deposit 
interest rates on maturity over six months 
showed a decline of 0.25 basis points in the 
maximum range. A decline of 0.5 basis points in 
the lower interest range was also noted for 
maturities above six months. Interest rates on 
other deposits remained unchanged as in the 
previous month.  Interest rates on loans and 
advances remained unchanged as in the 
previous month.  (See table).  
 

 
DEPOSIT INTEREST RATES 

 Savings 1-mnth 2-6 
Months 

Above 6 
Months 

Feb05 0.5– 2.0 2.0-5.0 2.0-6.0 2.75-7.25 
Mar05 0.5-2.0 2.0-5.0 2.0-6.0 2.75-7.00 
Apr05 0.5-2.0 2.0-5.0 2.0-5.75 2.25-7.00 

 
ADVANCE RATES 

 Commercial Personal Housing Agriculture 

Feb05 8.5 -16.0 12.0-25.0 5.9-14.75 11.0-16.0 
Mar05 8.5-16.0 12.0-25.0 5.9-14.75 11.0-16.0 
Apr05 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 2.6 percent. Also, the Bank maintained its 
official interest rates at 6.5 percent. 
 
Exchange Rate Development 
 
The US current account has improved in the 
month of April. However, due to the daily 
changes in these variables, the US dollar has 
seen some variability over the month. The 
development of the US dollar dominated the 
foreign exchange market in early 2005 and had 
a large bearing on the movement of the Vatu 
against the currencies of its major trading 
partners.  At the time of writing this report, the 
US dollar has shown further appreciation which 
is probably as a result of the narrowing of the 
trade deficit in the month of March. It is 
anticipated that US dollar may get stronger 
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against the Vatu in the very nearest future as 
US dollar gains confidence.   
 
During the month of April, the domestic currency 
fluctuated around the USD and AUD and close it 
with an appreciation against the US dollar by 
(0.7%) while it depreciated against the AUD by 
(0.2%)  as compared to last month level. The 
yearly comparisons saw the USD dropped by 6 
percent while AUD rose by 0.4 percent. 
Movement of these currencies against the vatu 
is expected to change directions in the coming 
months. 
 
Exchange rate trend (April 2004- April 2005) 
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Visitor arrival increases 
 
Vanuatu was one of the six countries in the 12-
member South Pacific Tourism Organisation 
(SPTO) that had record increases in visitor 
numbers last year. Tourism arrival figures from 
the National Statistics Office show that the 
number of visitors who entered the country in 
2004 was 61,453. This was an increase of 
11,053 from the 2003 figures. In 2003 the visitor 
arrivals was 50,400. The figures for the two 
years show that there had been a 22 percent 
growth in visitor arrivals to Vanuatu in 2004 from 
2003. 

SPTO further stated that while most of 
the tourism destinations in the Pacific were 
growing, they are being led by Fiji and Vanuatu. 
It said that growth was being driven by 
increased air capacity and competition through 
the introduction of low cost carriers, but also by 
stronger country and regional marketing and 

growing consumer demand for safe 
destinations. 
(Vanuatu Daily Post May 14 2005) 
 
Government must overcome obstacle for 
more economic growth, UN report says 
 
The economy of Vanuatu went through growth 
of 2.4 percent in 2003 and further by 3.2 percent 
in 2004 after the 2001 and 2002 GDP falls. 
 According to a report for 2005 by the 
United Nations ESCAP, the upturn was helped 
by sound macroeconomic management, a 
recovery in the agriculture sector, and increase 
tourism and land development around the 
capital.  
 However, the report stated that high 
population growth rate has led to stagnation in 
per capita income leading to a fall in the average 
GDP per capita from 20 years ago. 
 This has been blamed on continuing 
political instability, difficulties in mobilizing land 
for investment and the presence of monopolies 
which are mainly state-owned in key areas, 
particularly essential services. 
 While an estimated $19 million in 
foreign direct investment or about 8 percent of 
GDP was attracted in 2003, this was more than 
the 2002, which was 6.6 percent. However the 
report warned that the Government needed to 
overcome some of the obstacles already 
identified if economic growth was to improve. 
 In the issue of influx of tourists into the 
country following more frequent airline services 
from Australia and New Zealand. However, the 
report pointed out that the country is a high-
priced destination owing to the relatively high 
exchange rate. It recommended that in the 
management of exchange rate, a critical 
decision has to be made whether to continue to 
favor existing activities to allow other activities 
such as tourism and agriculture to become more 
internationally competitive. 
 The UN ESCAP findings shoe that the 
Government’s ability to promote development 
has been reduced by increased current 
spending, mainly on wages and salaries. 
(Vanuatu Daily Post May 16 2005) 
 
 
 
 
 
Fiji’s economic growth dives 
 

RREEGGIIOONNAALL  NNEEWWSS  
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Fiji’s economic growth this year will fall to about 
1.5 percent of GDP from an estimated 3.8 
percent in 2004 because of the closure of the 
garment factories that lost their United States 
market at the end of 2004, when their quotas 
expired, according to the Reserve Bank of Fiji. It 
said the manufacturing sector was “shrinking 
considerably” due to the closure of factories that 
employed about 4000 people. Garment factories 
that employ 8000 other workers are expected to 
continue to supply Australian buyers under a 
fresh round of concession to be extended to the 
Fiji industry by Australia. The bank said other 
sectors of the economy such as tourism and 
gold mining were expanded to maintain their 
momentum for growth, while reforms of the 
sagging sugar industry were expected to lift 
sugar output. The bank said the 2004 inflation of 
4.5 percent was expected to average 3.5 
percent in 2005, provided an application by the 
Bus Operators Association for a nine percent 
increase in bus fares was rejected by the 
Transport Control Board. 
(Islands Business, May, 2005) 
 
ADB outlook for Pacific not good 
 
The outlook for Pacific Islands economies for 
2005-07, as predicted by the Asian 
Development Bank (ADB), is, usual, not very 
good. In some areas it is depressingly bad. 
ADB’s predictions are for slow growth of about 
two percent, worsening unemployment, 
worsening hardship for poor people in rural and 
town areas and the failure of Pacific Islands 
governments to attract more private investment 
by fixing up bad habits of governments as 
quickly as they should do. 
 While the growth for islands members 
should grow slightly to about two percent, their 
Asian neighbors will hit an overall expansion of 
6.5 to 6.9 percent, the bank says. A “major” 
slowdown of growth of Fiji, the region’s second 
biggest economy, is expected due to failure in 
production by its waning garment export industry 
and the pain if reorganizing its fading sugar 
industry. Papua New Guinea, the largest 
economy in the region should maintain a modest 
growth, but at a slightly lower average of 2.4 
percent because some of the country’s big 
mines are nearing the end of their lives and 
logging is curtailed. 
 Inflation in the island region will hover 
in the range of 3.4 to four percent in the medium 
term, the ADB says in the seventeenth of the 

annual reports it produces for member countries 
in the Asia/pacific region covered by its work. 
Aggregated growth for the Pacific islands in 
2004, an estimated 2.6 percent didn’t move from 
2003. Increases in GDP ranged from 1.6 
percent to 4.6 percent for the Solomon Islands, 
where the economy based mainly fishing, 
forestry and agriculture, began to recover from 
the collapse that began in 2000. 
The economies of the Federated States if 
Micronesia, the Marshall Islands and Tuvalu 
shrank because or reduction in public sector 
activity.  

Vanuatu picked up a little more growth 
from agriculture, which contributed to a pick-up 
of growth in Fiji. 

Papua New Guinea’s mining and 
agriculture industries expanded. But the growth 
was dragged down by the depletion of 
production from the country’s small oil fields. 
Growth fell from 2.8 percent in 2003 to 2.6 
percent. 

The ADB notes that the region’s 
biggest industry, tourism, grew generally due to 
intensifying airline competition that brought 
airfares down. Services and construction 
business benefited from that trend. The Cook 
Islands, Fiji, Samoa and Vanuatu did particularly 
well from tourism. At the other end of the 
measure the small Micronesian region caused 
by a lack of airline competition. 

The buoyancy of international financial 
markets boosted earnings by the long-
established Kiribati and Tuvalu trust funds 
(national investment funds) and new funds 
established by the Federated States if 
Micronesia and Marshall Islands as a condition 
of future aid from the United States. 

Although employment throughout the 
Pacific grew slightly, it was way below 
population growth rate. 

Samoa and Tonga had double-digit 
inflation rates (more than 10 percent), but 
elsewhere inflation fell overall, mainly to a sharp 
drop in Papua New Guinea. 

Fiscal management generally improves 
through the region except in Federated States of 
Micronesia and the Marshalls. 

Export accounts generally improved 
with export growth outpacing import growth, and 
tourism earnings improved. 

A number of its Pacific members 
continued to experience political uncertainties, 
the ADB says, with corruption and poor 
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governance remaining as the big impediments 
to healthier development. 

The ADB regards Vanuatu as having 
the shakiest of countries in the region in 2004. 
But in Nauru voters replaced a bad government 
with a reform-minded one. 

For most of its Pacific members, the 
ADBs say, “Physical infrastructure development 
and the creation of an effective legal and 
regulatory environment for business, including 
property rights, remained the major challenges. 

“ Relatively large civil services still 
needed rightsizing and refocusing on 
performance, and the importance of public 
enterprises reform was underlined by the 
bankruptcy of Royal Tongan Airlines.’’ 
(Islands Business May 2005) 
 

                  

 
GDP forecast 
 
The OECD has cut its growth forecasts, 
becoming especially gloomy about the euro 
area, which it now expects to grow only 1.2 
percent in 2005. Policy makers, it says, must 
address the euro area’s “chronic pattern of weak 
resilience and diverging activity” as a matter of 
urgency. It gives warning that America’s 
“unsustainable” current account deficit, forecast 
to reach 6.7 percent of GDP in 2006, might lead 
to an abrupt weakening in the dollar. 
(The Economist, May 25t 2005)  
 
Imports Dive Despite Rising Oil Bill 
 
The 2.5% drop in US imports occurred despite a 
4% rise in petroleum imports and a 23% jump in 
crude oil imports. Yet, it's worth mentioning that 
the volume of crude imports did pull lower.  
          The drop in the US bilateral trade deficit 
with China was instrumental in the overall 
decline of the March trade gap. After tumbling 
9% in February, the US trade gap with China fell 
7% to $12.9 billion as exports jumped 7% while 
imports fell 4%. Nonetheless, compared to a 
year ago, the trade deficit with China has risen 
19% as Imports pushed up 19% while exports 
rose 9%. 
          Also worthy of note, the US trade deficit 
with the Newly Industrialized Countries of Hong 
Kong, South Korea, Singapore and Taiwan 

dived 800% to 222 million as exports rose 22% 
and imports  rose  7%. 
          The trade deficit also stabilized with 
Canada, falling 12.5% to $5.05 billion as exports 
rose 15% while imports 9%. The trade gap with 
Japan rose 14% while that with OPEC rose 
5%.The US trade deficit rose 6% and 5% with 
the AutoZone and the UK respectively. But the 
deficit with the UK fell 23% after having declined 
41%  in  January.  
              The 2.5% decrease in US imports does 
look like an aberration especially since it is the 
highest increase since December 2001. 
Considering that US import and export growth 
has averaged a monthly increase of 1.0% and 
0.8% between January 2003 and February 2005 
respectively, there is a high likelihood of seeing 
a pickup in imports for capital goods, especially 
with oil imports 
(Forex news, May 12 2005) 
 
Diminished expectations weigh down euro 
 
Slow economic growth and deteriorating 
expectations throughout Europe are hampering 
any increases in EURUSD. With Europe's 
largest economy - Germany - reporting an 
unexpected decline in business confidence, as 
the Ifo index falls to 92.9 from 93.3, the euro 
continues to face downward pressure. Further 
economic declines and political setbacks could 
indicate additional euro bearishness. 
(Forex news, May 26 2005) 
 
Dollar Rallies as Trade Deficit Hits 6-mth low  

The US trade deficit fell 9% in March to $54.9 
billion from a revised $60.6 billion (previous 
$61.0 billion) in February. Imports fell 2.5% to 
$157.2 bln, registering their biggest percentage 
monthly decrease since December 2001, while 
exports rose 1.51% to $102.2 bln after having 
remained stagnant in the preceding 2 months. 
(Forex news, May 12 2005) 
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