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Following its increase in June, total money supply 
contracted in July 2006 by 2.3 percent. This contraction was 
underpinned by declines in net foreign assets (NFA), 
notably net foreign assets of the rest of the banking system, 
and net claims on Government.  Despite the decline, total 
money supply grew over the year to July 2006 by 8.6 
percent.  
 
Determinants of Money Supply 
 

Chart 1: Growth rate of Total Net Foreign 
Assets
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The rest of the banking system’s NFA which constitutes 
almost 70 percent of overall NFA has declined by 6.2 
percent.  This decline has outweighed an increase by 5.2 
percent in the NFA holdings of monetary authorities, thus 
caused the overall NFA to decline.  Whilst total NFA 
declined over the month, it grew by 7.5 percent from the 
same month last year (See chart 1).  The year-on-year 
growth was largely driven by the NFA position of the 
Monetary Authorities.   
 
The NFA holdings of the Monetary Authorities have 
expanded for the seventh consecutive month during July. 
Major foreign exchange inflows during July originated from 
commercial banks, Government, few bilateral deals, and 
investment income on the Reserve Bank’s investment 
abroad. 

Chart 2:  Growth Rate of Monetary 
Authorities' NFA
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With the level of net foreign reserves currently standing at 
VT9,628.7 million, the country’s import cover during July   
have increased to 7.33 months.  The current level of 
monetary authorities NFA was significantly higher by 39.4 
percent from a year ago. 
   

Chart 2:  Growth Rate of Commercial 
Banks' NFA
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….  
The decline in the NFA holdings of the rest of the banking 
system was attributable to a decrease of 2.1 percent in 
commercial banks’ holdings of foreign assets, notably their 
foreign assets held with head offices and branches outside 
Vanuatu. Alternatively, their foreign liabilities, in particular 
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banks’ liabilities to other non residents have increased.  
This was also mirrored in banks’ liabilities with respective to 
residents’ foreign currency deposits that declined during the 
month. These developments have suggested that there may 
have been some changes in the residency status of some 
bank depositors. As a result of the decline, commercial 
banks’ NFA in July was also lower by 2.2 percent compared 
to the corresponding month of the preceding year. 
 
Following a decline in the previous month, domestic credit 
expanded slightly by 0.6 percent during July 2006.  This 
growth was contributed by private sector credit, credit to 
municipalities and non-financial public enterprises. Net 
credit to the Government, on the other hand, declined over 
the month. Domestic credit also increases by 11.6 percent 
from a year ago. …………………………………………….. 
  

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 has improved further in July as shown by a decline 
in net claims on Government by 16.4 percent. This 
improvement was contributed by a decline in the 
Government’s net lending from both the commercial banks 
and the Reserve Bank by 9.2 percent and 4.0 percent, 
respectively. The development indicated that the 
Government has continued to accumulate deposits with 
both institutions during the month.  The improvements in 
Government position with the banking system reflected a 
budget surplus achieved during the month. The 
Governments’ net lending position with the banking system 
also improved from a year ago. 
 
After a decline in the previous month, commercial banks’ 
loans and advances to the private sector noted an increase 
of 0.8 percent during the month of July 2006.  Private sector 
credit has expanded by 16.0 percent from the level 
recorded in 2005. During the month, the transport sector 
received the biggest increase in credit of 115 percent, 
relating to loans to the shipping industry. Other sectors 
which also received increase in credit extensions are; 

agriculture sector (6.6%), manufacturing (3.2%), tourism 
(4.9%), financial institutions (7.7%), professional and other 
services (8.1%), and housing and land loans (1.6%).  
 

Chart 5: Growth rate of Private Sector 
Credit 
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Components of Money Supply 
 
Total money supply contracted during July, as both of its 
components also noted declines. Narrow money fell by 0.3 
percent and quasi-money by 3.4 percent. Chart 6 depicted 
the trends in total money supply. 
 

Chart 6:  Growth rate of total money 
supply
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Narrow money noted a slight decline of 0.3 percent in July, 
the decline was mainly attributed to demand deposits, in 
particular demand deposits denominated in foreign 
currency, which fell by 5.0 percent. Demand deposits 
denominated in the local currency on the other hand rose by 
4.9 percent. These offsetting movements depicted that   
residents are either converting their demand deposits in 
foreign currency to local currency to cater for immediate 
requirements or residents are using their demand deposits 
in foreign currency to finance overseas trade.  Currency 
outside the banking system witnessed an increase of 3.4 
percent; this increase reflected the independence festivities 
towards the end of the month.  Though narrow money 
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declined in July, the level was higher by 8.4 percent from 
the previous year’s level.  
 

Chart 7: Growth Rate of Narrow Money
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Quasi-money also fell during the month as time and savings 
deposits denominated in foreign currency contracted by 6.3 
percent. The growth rate of time and savings deposits 
denominated in the local currency was moderate. Quasi-
money grew by 8.7 percent from the previous year’s level. 
  

Chart 8:Growth Rate of Quasi Money
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Reserve Money 
 
Reserve money1 grew further by 6.7 percent in July. This 
increase was contributed by all its components, of which 
money in circulation rose by 5.8 percent, SRD by 2.4 
percent and excess reserves rose by 13.9 percent.  The 
level of reserve money in July was considerably higher by 
29.2 percent against the corresponding month of the 
previous year.   

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

Chart 9: Components of Reserve Money
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The significant growth in excess reserves in July was 
contributed mainly by continued inflows of foreign exchange 
to the Reserve Bank as reflected by the persistent growth in 
net foreign assets of the Reserves Bank.  Deposits with 
commercial banks have increased during the previous two 
months as reflected by the increase in SRD. The expansion 
in money in circulation reflected the independence festivities 
towards the end of July. 
 
RBV Notes 
 

Chart 10: Yield rate on the 91-day Note
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The banking system’s liquidity remains high in July despite 
the attempt to reduce it by increasing the volume of RBV 
notes issued. The total amount of the float for the month 
was VT800 million whereas total bids received was only 
VT635 million, all of which were allotted as follow; VT295 
million to 28-days, VT240 million to 63-days and Vt100 
million to 91-days.  There were no bids received for 14-days 
maturity.  
 
Total RBV notes maturing during the month was VT 605 
million bringing outstanding RBV notes to VT1020 by end of 
July compared to VT 990 million at the end of June.  
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RBV notes yields decreased marginally in July compared to 
June figures. The yield on 91-days RBV notes subsided by 5 
basis points to 4.95%. Generally, rates remain high 
compared to the first quarter of the year which means that 
banks continue to bid up interest rates despite the high level 
of excess liquidity which they hold.  

Interest Rates 
 

 
Commercial interest rates on deposits and loans and 
advances were maintained as in the previous month as 
depicted 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 5.25 percent, while the Reserve 
Bank’s official rate remained at 6.00 percent. 
 
Exchange Rate Development 
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With the US trade gap expected to surpass 2005’s 
$716.7bn by some $60bn. blamed on rising oil prices2, the 
bilateral exchange rate of the Vatu against the US dollar is 
expected to remain around the 110VT/$ mark at the end of 
the year against strong forecasts early this year.  
 
The US dollar depreciated by two thirds of a percent against 
the Vatu during August 2006. The AUD oddly depreciated 
against the Vatu by the same margin during the same 
period.  
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The NZD gained against the Vatu appreciating by just under 
4% during August 2006. The appreciation of the NZD is 
expected to continue until the end of the year stemming 
from the government's prudent fiscal strategy 
reinforcement3.  
 
The Euro somewhat gained against the Vatu during 
the month under review.  
 
      
   
 
Local expert, Vincent Lebot says there is need for 
Pacific countries to put an end to EU kava ban 
Dr Lebot commented that, following the decision of the UK 
to uphold the ban on kava after the completion of the results 
of the study and research done by UK scientists, following 
the ban imposed by Germany and France. The action taken 
by the two European countries in 2002 followed allegations 
made by the health authorities in Germany that kava may 
cause liver cancer. Currently kava is illegal in Germany, 
                                                 

2 source: http://www.news.bbc.co.uk/2/hi/business, 10 
August, 2006 

 
3 source: http://www.scoop.co.nz/stories , Current account deficit 
underlines fiscal prudence  speech by Honorable Michael Cullen, 
New Zealand Finance Minister 
 

Table 1:  INTEREST RATES 
DEPOSIT INTEREST RATES 

 Savings 1-mnth 2-6 
Months 

Above 6 
Months 

May06 0.5-2.0 2.0-6.50 2.0-7.00 2.75-7.00 
June06 0.5-2.0 2.0-6.00 2.0-6.50 2.75-6.50 
July06 0.5-2.0 2.00-6.00 2.0-6.50 2.75-6.50 

ADVANCE RATES 
 Commercial Personal Housing Agriculture 

May06 8.25-16.0 12.0-25.0 8.25-14.75 11.0-16.0 
June06 8.25-16.0 12.0-25.0 8.25-14.75 11.0-16.0 

July06 8.25-16.0 12.0-25.0 8.25-14.75 11.0-16.0 

Local News 
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France and England. In Vanuatu, kava is one of the main 
sources of income for population in the rural area and, since 
the ban in 2002, there has been a great effort to improve 
and to maintain good quality in kava with the initiative taken 
by the government and the Camber of Commerce and 
Industry to encourage the planting of 10 noble varieties of 
kava.  
(The Independent, 13th August, 2006) 
 
Ni-Vanuatu Business Scheme has its own Constitution 
The Minister for Ni-Vanuatu business has launched the first-
ever constitution of the Ni-Vanuatu Small Business 
Development Fund (NVSBDF) and its name on the 21st 
August, 2006. During the launching he acknowledged the 
Chinese Government for its assistance in establishing the 
micro-finance. The launching was not only significant but 
timely in that indigenous Ni-Vanuatu are now encouraged to 
apply for the micro-finance scheme in other areas provided 
within the new Constitution. The Ni-Vanuatu Business 
Minister also explained that the constitution was the 
guideline for the board members of the Ni-Vanuatu Micro-
finance Scheme and also as a guideline to interested 
members.  
(Vanuatu Daily Post, 27th August, 2006) 
 
Port Vila on Sale a success 
One of the first-ever held events during the month was the 
Port Vila on Sale trade fair over a three day period from 
Monday 14th through to Wednesday 16th August, 2006. 
Organizing committee includes the Chamber of Commerce 
and Industry (CCI), Port Vila Municipality, volunteers, and 
business houses along with the gratitude of the Australian 
High Commission sponsorship of tents as stands which 
housed and displayed huge range of local products from 
INTV, Melanesian Furniture, Vanuatu Volcanic Ash, etc. 
There were also impressions of this event becoming an 
annual event. This Port Vila on Sale comes as an initiative 
from the CCI as a promotion of Vanuatu-made products 
(The Independent, 20th August, 2006)  
 
 
 
 
 
Samoa’s remittances up 6% 
Samoa’s economic performance in tourism and remittances 
has increased. The Central Bank of Samoa’s latest report 
for May 2006 has revealed a six percent increase in private 
remittances of about US$16 million. It’s an increase of 23 
percent compared to the same month the previous year. 
Tourism earnings increased to nine percent to about US$9 
million – 14 percent higher than in May 2005. Based on 
seasonal trends, tourist arrivals were estimated to increase 
three percent to 8,319 in May. Contributing largely were 

overseas teams arriving for the Samoa International Game 
Fishing tournament and visitors to the annual 
Congregational Church conference.  
(Business Intelligence, Islands Business, August 2006) 
 
Nickel growth boosts economy 
New Caledonia’s economy is understood to have grown 
four percent last year, despite the regular bouts of industrial 
unrest that brought the territory’s life to a grinding halt on at 
least a couple of occasions. Despite tourism having 
remained stagnant at about 100,000 visitors, Asia’s 
insatiable appetite for nickel seems to have done the trick to 
Noumea. Exports of that crucial ingredient in steel grew by 
five percent, enough to meet 60 percent of the territory’s 
import bill. Transfer from France too grew by five percent 
US$1 billion in 2005.  
(Business Intelligence, Islands Business, August 2006) 
 
Tourism will continue Lead Role (Fiji) 
Tourism will continue to be the main driver of Fiji’s 
economic growth in the future, says State Minister for 
National Planning, Jone Navakamocea. We said the tourism 
sector had a lot of potential for creating jobs, improving 
sustainable livelihoods and increasing the participation of 
resources owners. He emphasized the importance of 
spreading the benefits of tourism to other parts of the 
country. Although the tourism sector had a lot potential, it 
had high import content and outflows. The challenges are 
yet to lower outflows. Mr. Navakamocea also said that 
employment opportunities must be increased for resource 
owners and Fiji nationals and if locals had expertise and the 
qualifications of a particular position, the industry should try 
to localise the position. He also urged hotelier to provide 
their total import requirements and to identify those products 
and services which could be sourced locally, particularly 
food and beverages.  
(SPTO Newsletter, Fiji Times 3rd July 2006) 
 
 
 
 
 
OCR unchanged at 7.25 per cent – Reserve Bank of 
New Zealand 
Reserve Bank Governor Alan Bollard said: “Recent 
economic developments have been broadly in line with our 
June Monetary Policy statement. However, economic 
activity has been a little stronger than expected. Indicators 
of both consumer demand and business activity have not 
softened to the degree anticipated. We are also seeing 
slightly more short-term inflation pressure as a result of the 
continued upward trend in world oil prices. Headline annual 
CPI inflation reached 4 per cent in the June quarter and is 
likely to persist around this level for several quarters to 

Regional News 

International News 
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come. We remain wary of the risks to inflation expectations 
presented by these high headline inflation rates. Our 
medium-term view is for underlying inflation pressure to 
trend downwards. Economic growth is forecast to remain 
subdued through 2006 and 2007, and CPI inflation is 
expected to return within the 1-3 per cent target range by 
late 2007. 
 (News Release, Reserve Bank of New Zealand, 27th July 2006) 
 
Australia’s trade deficit narrows on record exports 
Australia’s trade deficit shrank in June as exports surged to 
a record, which may spur faster growth in the Asia-Pacific 
region’s fifth-largest economy. Mining and energy 
companies recovered from cyclones that curbed production 
in the first quarter, and are also expanding on soaring Asian 
demand. This may boost exports and fuel economic growth 
in the world’s largest shipper of iron ore and coal, 
countering a possible slowdown in consumer spending after 
the central bank raised interest rates twice in four months. 
(Bloomberg.com, 11th August, 2006) 
 
Unemployment probably increased to highest in four 
years. 
U.K unemployment may have risen to the highest in more 
than four years in July, making it harder for workers to 
demand pay increases. Unemployment has risen in all but 
one of the past 16 months as factories shed workers to 
protect margins from soaring oil prices and people joined 
the workforce faster than service companies could hire 
them. The rate of wage increases probably was unchanged 
in the second quarter. In addition, the Bank of England has 
also raised the benchmark interest rate a quarter- point to 
4.75 percent. Inflation moderated to 2.4 percent in July from 
2.5 percent in June. That’s still above the 2 percent the 
bank aims for. 
 (Bloomberg.com. 16th August, 2006) 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
Jobless rise as US economy slows 
US unemployment rose last month for the first time this 
year, providing further evidence that the economy is 
slowing. The US economy added 113,000 new jobs last 
month, fewer than expected, and this pushed the jobless 
rate up to 4.8% from the 4.6% reported in June. Experts 
believe the economy has shifted down a gear after a strong  
first quarter, with house sales cooling. The Fed has been 
tightening rates over the past 18 months and the persistent 
fears about rising inflation have led to stock market 
instability in recent months. A further hike in rates from their 
current level of 5.25% - their highest mark for five years – 
now seems less likely, despite further the increases in the 
cost of borrowing seen in the UK and the eurozone in recent 
days. June saw 124, 000 jobs being created. The number of 
“non-farm payroll” jobs created last month was not enough 
to offset those leaving the workforce, resulting the first rise 
in unemployment since November.  
(BBC, Vanuatu Daily Post, 7th August, 2006) 
 
Japan’s Economy expands at half forecast pace as 
company inventories drop 
Japan’s economy grew at less than half the pace expected 
as companies such as Toshiba Corp. ate into stock piles to 
keep up with demand. Consumer and business spending 
accelerated. The initial estimate for gross domestic product, 
the value of all goods and series produced in the Japan, 
showed the economy expanded an annualized 0.8 percent 
in the quarter ended June 30, below the 2 percent median 
forecast of 32 economists surveyed by Bloomberg News, 
the Cabinet Office said today. Consumer spending, which 
accounts for more than half of Japan’s $4.57 trillion 
economy, may gather speed as the lowest jobless rate in 
almost eight years fees wage growth and spurs confidence. 
Companies plan to build new factories and replace 
equipment at the fastest pace in 16 years to keep up with 
demand. 
 (Bloomberg.com, 11th August, 2006) 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Address editorial correspondences to: The Director, Research Department, Reserve Bank of Vanuatu, Private Mail Bag 062, Port Vila, S.W Pacific, Tel. 
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