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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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Following a growth of just 0.2 percent in 
September 2005, the growth of total money 
supply accelerated to 1.2 percent in October. 
This trend stemmed from increases in all 
sources of money supply. Domestic credit 
expanded owing to further expansion in private 
sector credit.  Net foreign assets of the banking 
system increased slightly during the review 
period. As a result, on a year-on-year basis 
total money supply grew strongly by 12.8 
percent in October 2005. 
 
Determinants of Money Supply 
 
The slow growth in total net foreign assets 
(NFA) by 0.5 percent was attributed to trivial 
increases in the NFA positions of both the 
monetary authorities and the commercial banks 
by 0.9 percent and 0.4 percent, respectively. 
However, over the year to October 2005 total 
NFA increased by 9.2 percent, driven mainly by 
a strong year on year growth in the NFA 
position of the monetary authorities.   
 
The NFA position of the monetary authorities 
improved further by VT65.6 million or 0.9 
percent to VT7160.4 million in October. This 
level of reserves is equivalent to 5.8 months of 
import cover.  The uptrend continues to reflect 
net purchases of foreign reserves from the 
Government, the Bank, and Others.  Against 
the previous year, monetary authorities’ NFA 
expanded considerably by 24.3 percent.   
   
 

Chart 1: Foreign Assets  
(Millions of Vatu)
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Commercial banks’ NFA position depicted a 
fluctuating trend.  Following its decline in the 
preceding month, the NFA position of 
commercial banks rose by 0.4 percent in 
October. This slight growth was reflected by a 
decline of VT2.6 million in commercial banks’ 
liabilities to non-residents which outweighed a 
slight decline in growth of commercial banks’ 
holding of foreign assets. Commercial banks’ 
NFA noted an annual growth of 5.4 percent 
during October 2005.    
 
Domestic credit expanded further in October, 
as well as increasing from the previous three 
months and twelve months ago. This trend is 
largely driven by increase in loans to private 
sector and municipalities. Net credit to the 
Government and credit to non-financial public 
enterprises have recorded decline in credit 
growths.  
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The Government’s net lending position vis-à-
vis the banking system improved further in 
October as its net lending position with the 
monetary authorities declined.  The 
Government’s net lending with the commercial 
banks, however, deteriorated during the month. 
The persistent improvement in the 
Government’s net lending position with the 
monetary authorities was so as a result of the 
continuous accumulation of the Government 
deposits with the Reserve Bank.  The current 
level also improved from the level recorded 
over the same month of last year.  
 
Loans extended to the private sector rose to 
VT18,409.6 million. Private sector credit growth 
continued the upward steady trend since 
twelve months ago.   This trend indicates that 
the economic activities are continuing to grow 
in the economy. 
 

Chart 2: Claims on Private Sector
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The increase in credit to businesses, 
households and others category contributed to 
the overall growth in loans notably loans for 
fisheries sector which noted a substantial 
increase in credit by 33 percent. This trend 
indicated that there is an increase in activity by 
businesses or individual engaging 
commercially for catching fish and other sea 
products. Other economic sectors which 
contributed to the overall growth in credit 
includes, housing and land purchases which 
noted a growth of 0.5 percent, transport (8%), 
tourism (0.8%), distribution (1.1%) and 
manufacturing (2.8%).    
 
Components of Money Supply 
 
Money supply growth in October stemmed from 
quasi-money, narrow money, on the other 
hand, has declined. 

 

Chart 3: Money Supply Components
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Narrow money recorded a slight reduction of 
0.6 percent to VT13951.5 million. Though 
narrow money declined over last month the 
level was however higher than that over a year 
ago.  The reduction was driven mainly by 
demand deposits in foreign currency. Demand 
deposits denominated in local currency and 
currency outside banks both noted increases. 
Currency outside banks was still high since 
three months ago and even compared to the 
previous year. This indicates that residents 
prefer to hold cash rather than depositing in 
banks. Likewise the growth in demand deposits 
in local currency signifies that residents can 
easily access the funds to support for the 
increasing activities taking place within the 
economy.  
 
On the other hand, the decline in demand 
deposit in foreign currency showed that 
residents may be switching part of their 
demand deposits in foreign currency to time 
and savings deposits in foreign currency as 
reflected in the increase in time and savings 
deposits in foreign curreny. Likewise time and 
savings deposits in local currency also 
increase which led to the expansion of 2.2 
percent in quasi-money. 
 
Reserve Money 
 
Reserve money1   continued to expand from 
the previous month as well as from three 
months and twelve months ago, respectively.  
The growth was reflected in all components of 
reserve money, of which, money in circulation2  
expanded by 1.0 percent while SRD and 

                                                 
1 Reserve Money comprises of currency outside banks, statutory 
reserve deposits (SRD) and excess reserves. 
2 Money in Circulation consists of currency issued by the 
Reserve Bank plus commercial banks cash. 

Narrow Money 

Quasi-Money 

Broad Money 



 
3

excess reserves both noted increases of 0.2 
percent and 3.0 percent, respectively. The 
increase in excess reserves was contributed 
mostly by inflows through the balance of 
payments. The increase in SRD reflected the 
increase in the average of vatu deposits and 
half of demand deposits in foreign currency in 
the months of August and September 2005.  
 

Chart 4: Components of Reserve 
Money
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RBV Notes 
 

Chart 5: 91-days RBV Note (Yields)
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The yield on 91-days RBV Notes rose further in 
October to 4.00% from 3.85% in September, 
instigated by the continuing tight liquidity 
situation in the domestic banking system. 
During the month, RBV issued VT165 million 
worth of RBV notes, of which VT50 million 
each were allotted to 14-days and 28-days 
maturities, VT35 million was allotted to 63-days 
maturity and the remaining VT30 million was 
allotted to 91-days maturity.  At the end of 
October, 2005, total outstanding RBV notes 
stood at VT565 million. 
 
Interest Rates 
 
Commercial banks’ deposit interest rates 
indicated few changes from the previous month 

particularly for term-deposits above 6 months 
maturity which noted an increase of 0.5 
percentage points.  Interest rates on other 
deposits and lending rates were maintained as 
in the previous month. (See table).  
 

 
DEPOSIT INTEREST RATES 

 Savings 1-mnth 2-6 
Months 

Above 6 
Months 

Aug05 0.5-2.0 2.0-5.0 2.0-5.75 2.25-7.00 
Sept05 0.5-2.0 2.0-5.0 2.0-5.75 2.25-7.00 
Oct05 0.5-2.0 2.0-5.0 2.0-5.75 2.75-7.00 

 
ADVANCE RATES 

 Commercial Personal Housing Agriculture 

Aug05 8.25-16.0 12.0-25.0 8.25-14.75 11.0-16.0 
Sept05 8.25-16.0 12.0-25.0 8.25-14.75 11.0-16.0 
Oct05 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 yield 
on the 91-days RBV Notes rose to 4.00 in 
October. The Bank still maintains its official 
interest rates at 6.25 percent. 
 
Exchange Rate Development 
 
The foreign currency market was relatively flat 
in the second week of October ahead of the 
much-anticipated (and highly debated) interest 
rate decision by the Federal Reserve. With the  
dollar is marginally weaker across the board 
today, it has been supported by mounting 
market expectations of a further 25 basis point 
hike in interest rates and by end period it 
appreciated against the vatu by 2 percent since 
January 2005 and around 0.23 percent from 
closing of last month. 
 
As investors focus on interest rate and growth 
differentials favoring the United States, the 
USD dollar rebounded against its major 
international currencies. The US dollar is also 
expected to strengthen moderately against the 
vatu however by the time of writing this report 
the US dollar has been fluctuating and around 
the October average.  
 
These developments averaged the US dollar 
rate by 0.9% down from last month and 1.1 
percent down from October last year. It 
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recorded a high of 110.94 on October 19th and   
low at 109.85 on October 7th. 
 
Mean while, the Australian dollar fluctuated 
around the average and closed at 83.17. It 
recorded high at 83.99 on October 7th and low 
at 82.93 on October 24th. Most analysts expect 
the Australian dollar to come under downward   
pressure as the interest rate differential with 
respect to the US narrows.  
 

     Bilateral  Exchange  Rate 
(Oct'04 --Oct'05)
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Local News 
 
VTO forges Corporate Relationships 
 The Vanuatu Tourism office 
continues to strengthen its capacity to 
promote the destination of Vanuatu with 
improving corporate relations. Recently the 
VTO entered an agreement with Hawkes 
Law and Telecom Vanuatu Limited to 
support the launch and distribution of the 
Tourism offices new emailers. Four 
emailers have been developed to improve 
the distribution of information related to 
Vanuatu Tourism. The agreement between 
the three parties runs through to the end of 
2006. 
(The Ni-Vanuatu, 5th November, 2005) 
 
Destination marketing at Work 
 After a period of consultation and 
exchanging of ideas the Vanuatu Tourism 
Office (VTO), The Vanuatu Tourism 
Association (VTA), the Vanuatu Hotel & 
Resorts Association (VHRA) and Airlines 
(Air Vanuatu and Pacific Blue) have 
launched a 40% off sale into the Australian 
and New Zealand Markets. The program 
focuses on 40% off accommodation deals 

with substantial airlines savings on airfares. 
The program is designed to fill gaps in 
occupancy across the pre Christmas period 
and the period from the end of January 
until the end of January until the end of 
March 2006.Funding will be provided by 
parties to the agreement to our Australian 
Wholesalers advertising through 
campaigns schedules on Sydney and 
Brisbane radio and a direct email campaign 
initiated by empowered in Australia. 
(The Ni-Vanuatu, 5th November, 2005) 
 
Ban on Vanuatu Kava still in place 
 The trade ban on the importation 
of Vanuatu kava is still in place according 
to Fiji’s Foreign Affairs Minister, Kaliopate 
Tavola. He also said that he would submit 
a report on the review of the kava ban at 
the next cabinet meeting. 
(Pacnews, 9th November, 2005) 
 
Vanuatu qualifies for MCC Fund 
 Vanuatu is among the 23 countries 
chosen by the United States to receive the 
Millennium Challenge Corporation (MCC) 
fund. This announcement follows a 8th 
November meeting of the MCC board of 
directors in Washington. MCC administers 
the Millennium Challenge Account (MCS), 
an imitative by President George Bush to 
promote democratic change and sound 
economic policies in developing countries. 
Vanuatu is qualified because its application 
demonstrated its commitment to ruling 
justly, investing in people and encouraging 
economic freedom. 
(Vanuatu Daily Post, 14th November) 
 

Regional News 
 
Unity in independence and improving 
economy 
 Following Papua New Guinea’s 
30th Independence Celebration, the country 
is on a sound financial path. Chief 
Secretary Joshua Lalinoe said the 
government was on the target to achieve 
its first project of stabilizing the budget, 
adding that 2004 has seen a budget 
surplus of 1.4% of the country’s GDP. 
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  He also said that 70% of the 
success was due to world prices and 30% 
due to actual economic growth. Other 
highlights outlined: working towards a 
manageable debt level, embarking on new 
loans including concessional borrowing, 
improved non-tax revenue collections, 
Internal revenue staring to make surplus 
every month and was over the target of 
K300 million with government made 
savings of almost K7 million from the 
exercise. 
(Islands Business, November, 2005) 
 
Nauru revive its phosphate industry 
 Nauru has teamed up with an 
Australian company to try to revive its 
phosphate industry. The fertilizer group, 
Incitec Pivot will provide materials and 
engineering expertise to a new company 
set up by the Nauruan government to 
operate the phosphate rock operations, at 
an expected cost of nearly US$4.5 million 
(Pacnews, Vanuatu Daily Post, 22nd November, 2005) 
 
Fiji cuts VAT on Basic Food items 
 Fiji’s government has announced 
the removal of a value added tax on some 
basic food items as a way of helping the 
country. The measure is contained in the 
country’s 2006 budget. Finance Minister 
Ratu Jone Kubuabola says the 12.5% VAT 
on a number of food items like rice, flour 
and canned tuna will be zero-rated. The 
minister says a depreciating Fiji dollar and 
rising oil prices have taken their toll on 
consumers and a zero-rating VAT on basic 
food items will bring some relief. 
(Pacific News, the Vanuatu Independent, 13th November, 
2005) 
 
Fiji’s economy 
 Reserve Bank of Fiji governor 
Savenaca Narube said the productivity 
growth average of one percent over the 
last 10 years was far too low compared 
with Mauritius (4%) and Australia (2%). 
The future of gold output was uncertain 
and real estate prices were pushed to 
bursting level. Narube said that since the 
level of national debt had surpassed 50% 

of GDP and the balance of payment was 
widening affected by the pressures of rising 
oil price. 
(Island Business, November, 2005) 
 
International News 
 
Oil 
 Energy futures declined across the 
board as warmer-than-usual weather 
sapped U.S demand for home-heating 
fuels. Light sweet crude for December 
delivery fell $1.73 to $58.85 a barrel in 
trading on the New York Mercantile 
Exchange. And while oil and natural gas 
production in the Gulf of Mexico is 
recovering, it is still well below pre-
hurricane levels. The U.S. Minerals 
Management Service announced then that 
52 percent of daily oil production and 46 
percent of natural gas production in the 
Gulf of Mexico remained off-line. 
(The Associated Press 7th Nov) 
 
US Economy 
 Federal policy makers have 
increased overnight lending rate a quarter 
point to 4 percent to keep up with the 
increasing energy cost hurricane-related 
disruptions. The last time rates were at 4 
per cent was in June 2001. This is the 12th 
rate increase since June 2004 and brings 
the "fed funds" rate to its highest point 
since June 2001. Consumer spending 
adjusted for inflation fell in September. 
Since 2002, household spending accounts 
for 70% of total output. Consumer price 
index has increased to 1.2 percent in 
September. GDP expanded at a 3.8 
percent rate in the third quarter. 
Manufacturing has expanded in October 
with home prices rising by 13.4% in last 
year of previous quarter. Fed’s interest rate 
has had an effect on bond yields and 
mortgage rates. "The cumulative rise in 
energy and other costs have the potential 
to add to inflation pressures," said the 
statement. "However, core inflation has 
been relatively low in recent months and 
longer-term inflation expectations remain 
contained." 
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(Bloomberg.com 1st November 2005) 
 
Australia economy 
 The Reserve Bank of Australia has 
left official interest rates on hold at 5.50 per 
cent over the last eight months since it 
change in March which is the first move 
since December 2003.  
(ABC News online 2nd November 2005) 
 
Philippians economy 
 
The Philippians inflation rate probably 
stayed at a year-low in October as rice 
imports helped stabilize food prices with 
the consumer price index probably rose 7 
percent from a year earlier. Slower inflation 
may give the central bank room to hold off 
from raising interest rates helping to 
increase spending and investment in the 
nation. On Oct. 26, the bank has raised its 
2006 inflation forecast to an average of 8 
percent to 8.5 percent from an earlier 
estimate of 7.5 percent. 
(Bloomberg.com November 2005) 
 
 
 
 
 
 
 
 
 
 

China Revalue Yuan 
 China revalued the Yuan by 2.1 
percent to 8.11 against the dollar on July 
21 started managing its value against a 
basket of currencies including the euro and 
yen. The Yuan which is a denomination of 
China’s currency is allowed to move by as 
much as 0.3 percent against the dollar form 
a daily rate set by the central bank. The 
maximum swing is 3 percent against the 
euro, yen and other currencies. 
(Bloomberg.com 20 November 2005) 
 
Asia free Trade agreement 
 China, India, South Korea and 
three other Asian countries agreed to 
extend and deepen tariff cuts starting on 
July 1 as part of an expanded free trade 
agreement. The ministers, who met in 
Beijing, agreed to implement an accord 
reached in April 2004 that expands the so-
called “Bangkok agreement” first concluded 
in 1975 which renamed the Asia Pacific 
Free Trade Area. 
(Bloomberg.com 2nd November 2005) 
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