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Total money supply, though in percentage terms depicted no 
movement from the previous month; the level was up by just 
VT5.9 million. This signifies that money supply growth was 
rather slow during February and March. This slight 
movement in the money supply was caused by offsetting 
movements in the two main sources of money supply; in 
particular, an increase in domestic credit was offset by a 
decline in the banking systems’ Net Foreign Assets (NFA). 
Total money supply expanded from the preceding three 
months and twelve months by 1.8 percent and 9.3 percent 
respectively. 
 
Determinants of Money Supply 
 
Commercial banks’ holdings of NFA constituted 
approximately 74 percent of the total NFA. Following its 
decline in February, commercial banks’ NFA made a decline 
in March by VT283.4 million or by 1.3 percent. The decline in 
commercial banks’ NFA this month is the main cause to the 
decline in total NFA by 0.6 percent or by VT188.9 million 
from the previous month (See chart 1).  Despite the decline, 
total NFA increased in growth by 1.4 and 4.9 percent from 
the preceding three and twelve months respectively.  
 

Chart 1: Growth rate of Total Net Foreign 
Assets
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Chart 2:  Growth Rate of Monetary 
Authorities' NFA
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The NFA position of the monetary authorities, on the other 
hand, grew by VT94.5 million, a 1.2 percent in March from 
0.7 percent in the previous month. This level of reserves is 
equivalent to 5.8 months of import cover. As compared 
with the level over a year ago, monetary authorities NFA 
noted a significant increase of 17.3 percent. This continues 
to reflect surplus inflow of foreign exchange through the 
balance payments. 
 

Chart 2:  Growth Rate of Commercial 
Banks' NFA
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The current decline in commercial banks’ NFA position was 
so, as their holdings of foreign assets declined by 2 percent. 
Commercial banks’ liabilities to non-resident banks declined 
4.2 percent contributing the overall decline.  Despite the 
decline in banks’ NFA this month, this level is higher by 0.1 
percent and 1.2 percent against the previous three months 
and twelve months ago. 
 
Domestic credit continued its upward trend from the previous 
month, recording a growth of 1.7 percent during March 2006. 
This expansion in growth was fueled mainly by private sector 
credit. Net credit to Government, credit to non-financial 
public enterprises and municipalities each registered 
monthly declines. Over the previous three months, Domestic 
Credit increased by 6.0 percent while during the year to 
March 2006, domestic credit rose by 14.8 percent. 
 

Chart 4: Monthly Growth Rate of Net 
Claims on Government
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The Governments’ net lending position vis-à-vis the banking 
system continues to improve, as its net lending from the 
banking system declined by 8.2 percent in March, after a 
49.2 percent decline was recorded for February 2006. This 
month’s improvement was an outcome of decline in its net 
lending from the monetary authorities by 7.5 percent, 
whereas its net lending position with the commercial banks 
deteriorated by 30.3 percent. The improvement in the 
Government’s net lending position with the monetary 
authorities continues to depict the scenario of Government 
achieving a budget surplus in March thus resulting in an 
increase in its deposits with the RBV by 3.3 percent.   
 
Private sector credit continues to maintain a positive growth 
as it expanded by 1.4 percent during March 2006.The 
current level is higher than in the preceding three and twelve 
months by 7.8 percent and 21.4 percent respectively. Loans 
and advances during the review month were mainly granted 
to businesses and other sectors. This positive growth 
continues to indicate the increase in level of investment 
within the economy.    
 

Chart 5: Growth rate of Private Sector 
Credit 
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The increase in private sector credit was mainly reflected 
by increases in loans and advances granted to Agriculture 
sector by 106.1 percent, Transport sector by 17.8 percent, 
Fisheries by 14.8 percent, Tourism by 11.7 percent and 
construction sector by 0.7 percent. 
 
Components of Money Supply 
 
The minute growth of money supply over the month to 
March 2006 was reflected by the offsetting growth in its two 
main components, of which narrow money rose by 2.5 
percent, while quasi-money contracted by 1.2 percent.  
 

Chart 6: Growth Rate of Narrow Money
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The main factors contributing to the growth of narrow 
money is the increase in both demand deposits and 
currency outside banks. Currency outside the banking 
system rose by VT69.1 million, or 2.8 percent while 
demand deposits increased by VT250.1 million or 2.4 
percent. The movement in demand deposits stemmed from 
positive growth recorded in all components of demand 
deposits of which demand deposits denominated in the 
local and foreign currency increased by 1.1 percent and 
3.4 percent respectively. Compared to three months ago, 
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narrow money increased by 3.9 percent and rose by 6.4 
percent over the year to March 2006. 
 
The negative growth recorded for Quasi-money during 
March mainly stemmed from a decline recorded for time and 
saving deposits denominated in foreign currency by VT565.3 
million or 3.2 percent while time and savings deposits 
denominated in local currency expanded by VT215.7 million 
or 1.9 percent. Over the last three and twelve months, Quasi 
money rose by 0.8 percent and 10.9 percent respectively. 
 

Chart 7:Growth Rate of Quasi Money
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Reserve Money 
 
Reserve money1 rose in March by VT21.2 million or 0.4 
percent after a contraction was recorded for February 2006. 
Over the previous three months, it declined by 4.1 percent, 
however it expanded by 7.5 percent from the previous year 
level. This slight increase in reserve money in March was 
owed to increases in excess reserves and level of Statutory 
Reserve Deposit.  
 

Chart 8: Components of Reserve Money
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1 Reserve money comprises of currency in circulation (includes Commercial Banks 
vault cash), Statutory Reserve Deposits (SRD) and Excess Reserves. 
 

Excess reserves and SRD each recorded monthly 
increases of VT44.7 million or 5.7 percent and VT6.1 
million or 0.3 percent respectively. Currency issued, on the 
other hand, contracted by 1.0 percent. The growth in 
excess reserves was due to a) decline in currency in 
circulation and b) inflow of foreign exchange through the 
Balance of Payments.  
 
RBV Notes 
 
During the month of March, the RBV undertook the fifth 
and sixth open market operations of 2006 by which VT425 
million worth of RBV notes were issued. Total tenders 
received was VT700 million and the allotments made were 
as follows; VT105 million to 14-days, 28-days and 63-days 
and VT110 million to 91-days maturity. The commercial 
banks continued to be the only participants in the RBV 
notes market. By end of March, outstanding RBV notes 
stood at VT710 million compared to VT780 million at the 
end of February.  
 

The yield on 91-days notes continues to trend downwards 
by 22 basis points to 4.08 percent in March compared to the 
end of February level. This decline reflects the increasing 
liquidity in the banking system caused by a positive net RBV 
notes maturities coupled with the reduction in currency in 
circulation. 

Chart 9: Yield rate on the 91-day Note
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After the yield on 91-day Note trended upwards to 4.3 
percent in February, the yield has declined by 5 points to 
4.25 percent in March. This decline reflected the rise in 
banks’ liquidity. 

Interest Rates 
 
Table 1 depicted that commercial banks’ deposit interest 
rates range have shown no movements from the previous 
month. Deposit interest rates for savings were maintained 
as the previous month. Interest rates ranges for term 
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deposits were maintained for the one month and 2-6 months 
maturities and maturities above six months. 

 
Interest rates on loans and advances in February were 
maintained as in the previous months as shown in table 1. 
Interest rates on overnight inter-bank lending remained 
unchanged at 5.5 percent. The interest rate on 91-days RBV 
Notes increased to 4.3 percent. The Bank in March reduced 
its official interest rates from 6.25 percent to 6.00 percent. 
 
Exchange Rate Development 
 
Exchange Rate developments are clearly influenced by a 
wide range of factors, and the importance of each varies 
from country to country and for any given currency, over 
time. For instance, development in the financial markets for 
the month of March revealed the appreciation of the US 
dollar, gardening support from higher interest rate 
expectations and optimism about consumer spending.  
 

     Bilateral  Exchange  Rate 
(Feb'05 -  Feb'06)
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Therefore, these developments in the international markets 
reflected a significant appreciation of the US dollar against 
the vatu in the month of March, 2006. The US dollar was 
averaged by 1.5% and closed by 1.8%, both up from 
February 2006. The period review also hit high at 115.65 
on March 29th, low at 111.29 and closed at 114. 49. 
 
On the other hand, the month of March also saw the 
Australian dollar fell on score factor such as sore 
commodity prices creating external trade imbalances. This 
was also reflected in the deprecation of the AUD against 
the vatu by 0.5% from February. The Aussie dollar closed 
low at 81.85 at end of review period. 
 
The outlook from May 3rd, 2006 showed that the 
commodity price scenario is now extremely positive for the 
Aussie, while the interest rate gap is likely to be neutral to 
mildly supportive, just depending on whether the RBA 
hikes interest rates and the Fed pauses," (TD securities)” 
while on the other hand the USD is now seen as weak 
across the board in overseas market and may continue to 
remain low. 
 
In addition to Vanuatu’s other major currencies, it is also 
important to note that the NZD was depreciating against 
the vatu in early March, proved strength towards the end of 
the period, but then pulled back, currently fluctuating lower 
than the March average. The Euro and Japanese Yen had 
been appreciating against the vatu in March; fluctuate in 
April; however both are currently trading high in the 
international market.  
 
      
   
 
NZ opens doors to Vanuatu citrus fruits 
 New Zealand High Commissioner Paul Willies 
advised that the New Zealand Ministry of Agriculture has 
signed off on import health standards for various citrus 
fruits opening a gateway for exports and more of Vanuatu 
agricultural products to be exported to Aoteroa. This was 
followed after an official ceremony held on the 24th of 
March at the department of Quarantine. The Import Health 
Standards (HIS) cover citrus fruits including Tahitian lime, 
lime, etc. High Commissioner Willis said that New Zealand 
was committed to developing a two-way trade in the Pacific 
region as well as Vanuatu in order to assist locally-led 
agricultural development and to foster greater regional 
economic integration.  
(The Vanuatu Independent, 26th March, 2006) 
 
Reserve bank of Vanuatu (RBV) ease monetary policy 
stance 

Table 1:  INTEREST RATES 
DEPOSIT INTEREST RATES 

 Savings 1-mnth 2-6 
Months 

Above 6 
Months 

Jan06 0.5-2.0 2.0-6.5 2.0-7.75 2.75-7.00 
Feb06 0.5-2.0 2.0-6.5 2.0-7.75 2.75-7.00 
Mar06 0.5-2.0 2.0-6.5 2.0-7.75 2.75-6.5 

ADVANCE RATES 
 Commercial Personal Housing Agriculture 

Jan06 8.25-16.0 12.0-25.0 8.25-14.75 11.0-16.0 
Feb06 8.25-16.0 12.0-25.0 8.25-14.75 11.0-16.0 

Mar06 8.25-16.0 12.0-25.0 8.25-14.75 11.0-16.0 

Local News 
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The Reserve Bank of Vanuatu has relaxed the bank’s 
current monetary policy stance in March, 2006. An easing of 
monetary policy could signal to the market that the Bank is 
comfortable with the current economic situation. This 
involves a reduction of the discount rate from 6.25 percent to 
6.00 percent as a signal of easing monetary policy stance.  
(Reserve Bank of Vanuatu, News Release, 29/03/06) 
 
Iririki Island Resort buys Grand Hotel 
 The owners of the Iririki Island Resort have 
purchased the so called Grand Hotel on the waterfront 
opposite Iririki at a cost of AUD$12.5 million. According to 
Andrew Spinks of the company, APHM, the two hotels will 
be complimentary to each other. Iririki will continue to serve 
the resort clients as it has been doing for twenty years, whilst 
the new hotel will offer business people to doing business 
downtown in ease and comfort. The new hotel is expected to 
be called the Le Grand Hotel & Casino. Apart from currently 
recruiting staff in the hospitality industry, there are also plans 
to get the Melbourne route re-opened and to boost up 
passenger capacity. In addition, national tourism plans to 
take advantage of the huge increase in Chinese overseas 
tourism since Iririki is already well-known in Australia for its 
promotions. Le Grand Hotel & Casino is expected to open by 
July/August.  
(The Independent, 2nd April, 2006) 
 
National Bank of Vanuatu (NBV) results show strong 
growth in 2005 
 The National Bank of Vanuatu has released its 
2005 results showing continued growth and development as 
the country’s local bank. The third consecutive dividend is 
expected to be paid to the government, confirming the 
remarkable turn around NBV in recent years. Managing 
Director Bob Hughes said the results highlighted a year of 
new products, should investment and staff development at 
the bank.  
 
Achievements in 2005 includes launching of the bank’s 
electronic banking service IsiBank, expanded successful 
Microfinance product, a close working relationship with the 
Vanuatu Post to deliver services to remote islands and see 
promotion of our first female Ni-Vanuatu Executive. The 
bank has released figures showing an audited profit of 85.4 
million vatu for the year, a remarkable result considering 
position of the bank before CRP. 
 (Vanuatu Daily Post, 22nd April, 2006) 
 
Pacific Forum Secretariat to make negotiations on 
goods to gain access to the EU community 
 The Pacific Forum Secretariat will negotiate on 
behalf of island countries on goods which will privilege 
access to the European community. A new agreement to 
replace the Cotonou agreement is being worked out to 

become effective in 2008 with negotiations still yet to take 
place. Vanuatu will negotiate for beef, cocoa, coffee and 
timber, although there is still time for other production to be 
added to the list, William said that Vanuatu could also 
negotiate for cheaper access for certain European exports.  
(The Vanuatu Independent, 23rd April, 2006) 
 
 
 
 
ADB (Asian Development Bank) forecasts economic 
growth 
 The Asian Development Bank says Pacific Island 
economies are set for higher growth in 2006 and 2007. The 
Bank’s annual economic report card, the Asian 
Development Outlook, says economic growth in 2006 is 
expected to be 2.9 per cent, while in 2007 it should reach 3 
per cent. Robie Sly, Director of Pacific Operations at the 
Asian Development Bank, says one key factor has been 
the entry of budget airlines which has made tourism to 
several of these countries much cheaper such as from 
Australia and New Zealand. With expected growth from 
tourists from Southeast and mainland Asia giving an 
improved prospective for Pacific countries with tourism 
industries over the next few years. (The Vanuatu 
Independent, radioaustralia.net.au, 16th April, 2006) 
 
Tourism revenue props Fiji economy 

With another record international tourism year 
being recorded by the World Tourism Organization, where 
international tourism grew by 5.5 percent in 2005 and in 
Oceania, by 4 percent, the local industry believes that Fiji 
has yet to see the apex of this good performance. Fiji 
Visitors Bureau predicts that the local tourism business 
would grow at seven to nine percent for the next five years. 
The successful rise of the tourism business underscores 
the optimism of those who view it as a resilient industry. 
Tourism earnings before 2000 were hitting over F$500 
million, according to the Fiji Bureau of Statistics figures, 
while in 2000, earnings slid to F$387.2 million. Fiji Visitors 
Bureau chief executive officer Viliame Gavoka that tourist 
arrivals have grown by 9 percent in 2005 over 2004 
creating huge demands for accommodation, leading to a 
furious pace of construction of hotels. Average hotel 
occupancy for 2005 was at 80.4 percent, which is quite 
attractive for investors.  
(SPTO, Trade magazine, issue 1, 2006) 
 
 
 
 
US view on borrowing costs 
 Fed officials are now basing rate decisions on 
what incoming data say about their forecast of slower 

Regional News 

International News 
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economic growth in the second half of 2006. A more robust 
expansion combined with rising energy prices may lead the 
central bank to keep raising borrowing costs. Slower growth 
may limit the number of increases after 15 in a row since 
June 2004. The FOMC voted unanimously March 28 to raise 
the main U.S. rate to 4.75 percent, and said more increases 
may be needed to keep prices under control. Commodity 
prices are soaring, spurred by concern over Iran’s nuclear 
program and speculation about rising demand in China. 
Crude oil prices touched a record of $71 a barrel on the New 
York mercantile Exchange up 40 percent over the past year. 
Public’s inflation expectation will start to rise with the rise in 
commodity price. House prices and their impact on 
consumer spending are one of the uncertainties about 
economic outlook. 
(Bloomberg, 18th April, 2006) 
 
China’s fast pace in economic growth 
 China, the world’s fastest-growing major economy, 
showed no sign of slowing in the first quarter as investment 
in factories and real estate surged, a government report 
showed. Gross domestic product in China, which overtook 
the U.K to become the world’s fourth-largest economy last 
year, rose 10.2 percent in the first quarter, the fastest pace 
in at least a year. China’s foreign-exchange controls and 
relaxed curbs on lending have led to an abundance of cheap 
credit for real estate and manufacturing projects. The 
nation’s increasing dependence on investment and exports 
for growth makes government efforts to encourage 
consumption more urgent. Investment accounted for 45 
percent of China’s economy in 2004 with an expectation for 
the ratio to climb to a record of 50 percent this year. Rapid 
growth in the money supply, fuelled by higher savings and 
surging foreign exchange reserves, is providing banks with a 
flood of capital to lend for investment projects. Faster 
appreciation of the Yuan may help to moderate growth in the 
nation’s foreign exchange reserves in money supply growth. 
The nation’s foreign-exchange reserves are now the highest 
in the world, surging 32.8 percent from a year earlier to 
$875.1 billion at the end of March, and the central bank said 
last week.  
(Bloomberg, 18th April 2006) 
 

Rising fuel prices triggers New Zealand’s economic 
growth 
 Rising fuel prices helped to drive up inflation up by 
0.7 percent in the first three months of 2006 taking the 
annual inflation rate to 3.4 percent. The inflation rate is 
outside the Reserve Bank’s comfort zone of 3 percent 
making it unlikely it will offer any interest rate relief in the 
near future, despite the slowing economy. On a Press 
Release from the Reserve Bank of New Zealand, Governor 
Alan Bollard stated that short-term inflation pressures has 
intensified with recent economic indicators suggests that 
the economy will continue to grow modestly though 2006. 
And with the current outlook, Reserve Bank of New 
Zealand will continue to keep the Official Cash Rate (OCR) 
at 7.25 percent.  With headline CPI stuck at 3.4 percent 
year-on-year, and data showing that inflation will not fall 
until Q3, there is little scope for a cut in monetary policy, 
despite the fact that NZ is 50/50 on the question of 
recession at present. Other forces that that have driven 
fuel prices higher were increasing world commodity prices 
and falling exchange rate.  
(NZ Herald, 19th April 2006; News Release, RBNZ, 27th April, 2006) 
 
Projected economic growth for Australia’s economy 
 Australia’s economy looks set for moderate 
growth in the year ahead, though signs are activity did pick 
up in the first quarter just ended. March employment 
figures have come up strong showing a drop in jobless rate 
to match 30-year lows at 5.0 percent. This led analysts to 
predict gross domestic product rose around 0.9 percent in 
first quarter of 2006. In addition, Australia’s Foreign 
Minister, Alexander Downer has outlined plans to double 
Australia’s foreign aid budget after releasing a policy white 
paper on lifting aid to AUD$4 billion annually by 2010.The 
Whit paper keeps the aid focus on Papua New Guinea and 
the South Pacific, Indonesia and Asia.  
(NZ Herald, 19th April 2006; ABC Radio Australia, the Independent, 30th 
April 2006) 
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