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Following an increase of 1.2 percent in January, the growth 
of total money supply slowed to 0.6 percent in February 
2006.  This slight expansion was caused by offsetting 
movements in the sources of money supply; in particular an 
increase in domestic credit was slightly offset by a decline in 
the banking systems’ net foreign assets (NFA).  Total money 
supply also expanded from the previous three months and 
twelve months ago by 0.5 percent and 11.6 percent, 
respectively.  
 
Determinants of Money Supply 
 
Since commercial banks’ holdings of NFA constitutes 
approximately 75 percent of the total NFA, a contraction in 
their NFA position by 1.0 percent has caused total NFA to 
fall by 0.5 percent. Though NFA declined in February, the 
level was higher when compared with three months ago and 
twelve months ago, see Chart 1. 
 

Chart 1:  Total Net Foreign Assets
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The growth in the NFA position of the monetary authorities 
slowed to 0.7 percent during February from 3.4 percent in 
the previous month. With this growth, the level of reserves in 
February is sufficient to cover 6.01 months of imports as 
compared to 5.99 months in January.  This trend continues 
to reflect surpluses in the balance of payments.  The NFA 
position of monetary authorities increased substantially 
during the year to February 2006. 

Following its upward trend in January, commercial bank’s 
NFA made a decline in February by VT215.9 million or by 
1.0 percent, though a year-on-year growth of 4.6 percent 
growth was recorded. This month’s decline in growth was 
contributed by a decline of 0.4 percent in commercial 
banks’ holding of foreign assets, at the same time their 
liabilities to non-residents banks rose by 5.5 percent.   
 
Domestic credit continued on an upward trend, increasing 
by 0.6 percent during February 2006.  This slight 
expansion in growth was caused by private sector credit 
and credit to non-financial public enterprises. Net credit to 
the Government and credit to municipalities, on the other 
hand, noted decline in growth. During the year to February 
2006, domestic credit grew by 13.6 percent. 
 

Chart 2: Net Credit to the Government
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The Governments’ net lending position vis-à-vis the 
banking system continued on an improving trend, recording 
a decline in net lending from the banking system by 49.2 
percent in February. This month’s improvement was an 
outcome of a decline in its net lending from the monetary 
authorities by 33.7 percent, whereas its net lending 
position with commercial banks deteriorated by 16.2 
percent. The improvement in the Government’s net lending 

Inside this Issue: Page 
Exchange rate development        4 
Signing of MC Compact  VT7 billion funding         5 
VIPA investment increases by 83.9 percent 5 

RBF tightens monetary policy          5           
RBNZ maintains interest rates 5 

MMOONNEETTAARRYY  SSUURRVVEEYY    



   

 2

position with the monetary authorities indicated that the 
Government has recorded a budget surplus in February, as 
a result its deposits with the RBV increased by 12.4 percent 
(see chart2) 
 
Private sector credit continues to make a positive trend, 
increasing by 1.6 percent in February 2006. The increase in 
loans and advances was mainly granted to businesses and 
other sectors. Private sector credit growth increased from 
the last three months and from last year by 6.1 percent and 
21.4 percent, respectively. This positive growth is an 
indication that the level of investments within the economy 
continues to grow. 
 

Chart 3: Claims On Private Sector 

-1
0
1
2
3
4
5

F0
5

A05 J0
5

A05 O05 D05 F06C
ha

ng
es

 in
 P

er
ce

nt
(%

)

 
The increase in loans and advances were noted for the 
transport sector by 17.0 percent, fisheries by 13.9 percent, 
tourism by 2.9 percent, financial institution by 2.0 percent, 
construction by 1.6 percent, manufacturing by 0.9 percent 
and entertainment and catering sector 0.1 percent.  
 
Components of Money Supply 
 
The expansion in money supply during February was 
reflected by a 1.7 percent growth in quasi-money, offset, 
however, by a contraction by 1.6 percent in narrow money.  
 
The decline in narrow money stemmed from a decline in 
both currency outside banks and demand deposits. Currency 
outside the banking system fell by 3.6 percent from the 
previous month; a decline of 9.5 percent was noted against 
the highest level in December 2005 as currencies continue 
to flow back into the banking system. The decline in Demand 
deposits stems from  a decline in demand deposits 
denominated in foreign currency by 2.8 percent while 
demand deposit in local currency increased by 0.9 percent. 
Compared to three months ago, narrow money declined by 
0.4 percent, whereas it rose by 13.6 percent over the year to 
February 2006. 
 

Time and savings deposits denominated in both the local 
and foreign currency grew by 1.2 percent and 2.1 percent, 
respectively, therefore contributed to the overall growth in 
Quasi-money. This development indicated that residents 
are building up deposits in interest bearing deposits. Quasi 
money rose over the prior three and twelve months by 0.9 
percent and 10.7 percent respectively. 
 

Chart 4:Money Supply Components
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Reserve Money 
 
Reserve money1  contracted further in February by 2.4 
percent as well as 6.3 percent from the previous three 
months, however it expanded by 5.1 percent from the 
previous years level. The decline in February was driven 
by decreases in currency in circulation and excess 
reserves. SRD in contrary expanded slightly.  
 

Chart 5: Components of Reserve Money
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The main factors that contributed to the decline in excess 
reserves are; a) an increase in SRD, b) an increase in 
outstanding RBV notes, and c) an improvement in the 
Government’s net credit position with the RBV. 
 
RBV Notes 
 

                                                 
1 Reserve money comprises of currency in circulation (includes Commercial 
Banks vault cash), Statutory Reserve Deposits (SRD) and Excess Reserves. 
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The RBV undertook two open market operations in February 
with a total float of VT450 million. Total tenders received 
amounted to VT790 million, out of which VT450 million was 
accepted. The allotments were as follows; VT120 million to 
14-days maturity while VT110 million each were allotted to 
28-days, 63-days and 91-days maturities Total RBV notes 
matured in February totaled to VT440 million. This brought 
the RBV notes outstanding to VT780 million at the end of the 
month compared to VT770 million at end of the previous 
month.  
 

Chart 6: Yield rate on the 91-day Note
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After the yield on 91-day Note slipped to 4.0 percent in 
January, the yield has trended upwards by 30 points to 4.3 
percent by end of February. This increase reflects the tight 
market liquidity during the month in the banking system. 

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 
in the previous month. Interest rates ranges for term 

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 
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As predicted, the US Dollar began appreciating against the 
currencies of its major trading partners in early February 
amid expectations of strong US economic data for the first 
half of 2006. The USD appreciated against the Vatu by 
2.13% of the February month while the AUD depreciated 
against the Vatu by 0.77% over the same period.  
 

Source: www.neatideas.com 
 
The graph above shows the past trend, present value & 
future projection of the USD per Australian Dollar currency 
exchange rate.  
 

Table 1:  INTEREST RATES 
DEPOSIT INTEREST RATES 

 Savings 1-mnth 2-6 
Months 

Above 6 
Months 

Dec05 0.5-2.0 2.0-6.5 2.0-7.00 2.75-7.00 
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 

ADVANCE RATES 
 Commercial Personal Housing Agriculture 

Dec05 8.25-16.0 12.0-25.0 8.25-14.75 11.0-16.0 
Jan06 8.25-16.0 12.0-25.0 8.25-14.75 11.0-16.0 

Feb06 8.25-16.00 12.0-25.0 8.25-14.75 11.0-16.0 
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Exchange Rate of the Vatu against the 
NZD  (Jan'03 - Feb '06)
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The NZ Dollar continued to depreciate against the Vatu, a 
declining trend that started in December 2005. The 
depreciation in NZD is caused by a strengthening USD and 
a deteriorating growth outlook for New Zealand for 2006-
2007. The widening current account deficit is also 
exacerbating the depreciation of the NZD. The NZD 
depreciated against the vatu by just under 2% over the 2006 
February month and is expected to depreciate sharply 
against the Vatu in March 2006.  
 
      
   
 
New kava toxicology report to help lift Europe ban 

Kava producing countries in the Pacific will incur an 
accumulated loss of US$1.2 billion in revenue by the end of 
2006 due to the kava ban imposed by the European 
countries. On a positive note the Pacific international Kava 
Executive Council (IKEC) believes that with the recent 
scientific studies commissioned by the council proves that 
kava is not toxic and will help convince Germany to lift the 
ban on kava. Pacific countries hope that Germany’s decision 
will have a flow on effect on other European countries. Co-
chairman of IKEC, Eddie Wilson says the kava ban could be 
lifted by as early as the end of 2006.The IKEC meeting Suva 
also resolved to see that kava producing countries in the 
region (Fiji, Samoa, Tonga, Vanuatu) are prepared to supply 
the market as soon as the ban is lifted and also increase 
kava production to meet market demands.  
(Vanuatu Daily Post, 3rd February, 2006)  
 
Signing of the MC Compact Agreement 

The signing of the Millennium compact agreement 
for access to 7 billion vatu funding (amounted US$65 million) 
from the Millennium Challenge Corporation took place on 
Thursday 2nd of March, 2006 at the Parliament house by the 
Prime Minister, Honorable Ham Lini and Vice President for 
Department of Accountability, Charles Sethness. The 
ceremony took place in the Government Restaurant 
witnessed by the US Ambassador to PNG, Solomon Is and 

Vanuatu, Robert Fitts, members of the MCC delegation, 
members of the cabinet and Parliament, Heads of all 
Diplomatic Missions and representatives of Private Sector. 
The MCC program is expected to have a transformative 
impact on Vanuatu’s economic development by increasing 
average income per capita by 15% within 5 years and 
directly impacting the lives of more than 65,000 rural 
inhabitants. 
(The Vanuatu Independent, 5th March, 2006) 
 
VIPA investments increase 83.9 percent 

VIPA has advised that from 2004 to 2005, the 
number of approved projects increased by 14%, from 151 
projects to 177. The number of proposed local employees 
rose from 462 in 2002 to 4,240 in 2005. In relation to the 
proposed investment value annually, VIPA confirmed that 
the proposed investment value in 2005 increased 
significantly in value over the previous year. This shows a 
sharp increase of 83.9% from 2004. The proposed 
employment totaled to 4,245 – an increase of 81.4% over 
the previous year. The VIPA office in its response said that 
the actual 2005 annual report will be released sometime by 
the end of March. 
(The Vanuatu Independent, 5th March, 2006) 
 
 
 
 
Board of the Reserve Bank of Fiji raises official interest 
rates from 2.25 percent to 3.25 percent. 

The Reserve Bank of Fiji has decided to raise 
official interest rates from 2.25 percent to 3.25 percent. The 
current monetary stance was still accommodative. 
Economic data shows suggests that consumer demand 
continues to increase supported by the strong credit growth 
along with the high international oil prices. In pursuing the 
policy option, the Board recognizes that investment activity 
has been on the rise and these developments will provide 
a stronger base for Fiji’s economy in the medium term. The 
Bank’s twin objectives of low inflation and maintaining an 
adequate level of foreign reserves remains intact. Inflation 
was 2.3 percent in January and official foreign reserve 
levels stood at $850.1 million as at 23 February 2006, with 
4.0 months of import of goods. 
(News Release, Reserve Bank of Fiji, 24th February, 2006) 
 
Trade war between Fiji and PNG over the corned beef 
issue 

Papua New Guinea and Fiji are in a trade over the 
corned beef issue with the Trade and Industry Minister 
threatening to increase by over 100 percent tariffs on Fiji’s 
Island Beef. Minister Paul Tiensten told Parliament that he 
will make a submission for the Treasury Minister to 
increase the tariff rate from the current 25 percent to 55 

Local News 
Regional News 
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percent until the two trade partners come to a round-table 
discussion.  
(Vanuatu Daily Post, PACNEWS, 23rd February, 2006) 
 
Reserve Bank of Tonga’s reserves under stress 

On January, 13 the National Reserve Bank of 
Tonga (NRBT) announced a credit ceiling on banks for the 
curbing of lending and braking of eroding foreign reserves. 
At the end of November, 2005, reserves were comfortable at 
4.3 months of imports, and at 4.6 months of import in 
December, with expectations of falling all through 2006. The 
bank says that reserves will come under pressure and 
inflation flare back to double digit figures of about 14-15%. 
This was followed after a six-week civil strike that ended in 
September 2005 which forced the government to agree to 
pay rises backdated to July 1st, 2005 with 60% to be paid in 
2005 and the balance in 2006. Left unmanaged, the 2006/07 
deficit would trigger a balance of payment crisis, sap foreign 
reserves and exchange rate dangerously and push inflation 
higher. The government will be forced to cut down 
government services drastically, so worsening the economic 
and financial downturn. 
(Island Business, March, 2006)                                                     
 
Reserve Bank of Fiji implements further tightening 
monetary measures 

The Reserve Bank of Fiji Board has approved at its 
monthly meeting in March to further tighten monetary policy 
to supplement the increase in interest rates announced in 
February. The Governor of the Reserve Bank and Chairman 
of the Board, Mr. Savenaca Narube, said that, “The Board 
has taken the following measures to tighten liquidity and to 
allow a more conducive environment for better flow through 
of its interest rate increases: Statutory reserve Deposit 
(SRD) – effective from 8 May 2006, the ratio will be 
increased from 5 percent to 7 percent of all licensed 
commercial banks’ deposits and similar liabilities; and 
Minimum Lending Rate (MLR) – effective from 8 May 2006, 
the margin between the official indicator rate and MLR will 
be increased from 50 basis points to 100 basis points. 
Hence, the current MLR will bow rise from 3.75 percent to 
4.25 percent. The Reserve Bank has also noted the increase 
in commercial banks’ credit rate which cannot be supported 
by the increase in real national incomes and is contributing 
to excessive rise in indebtedness and buoyant import 
demand. This situation will be closely monitored by the RBF. 
(Press Release, Reserve Bank of Fiji, 24th March 2006) 
 
 
Japan’s monetary PolicyBank of Japan 
 
 
Bank of Japan 

On March 9th, the Bank of Japan (BOJ) declared 
that its practice of flooding the banking system with free 
money which begun five years ago are now over. This 
drastic measure, known as “ quantitative easing’ was 
designed to pull Japan out of deflation after cutting of 
interest rates to nil has failed to do the trick. Evidence of 
economic recovery is mounting with GDP growth by 2.8% 
in 2005 and 4.2%, year-on-year in the fourth quarter. For 
some months, BOJ has been noting signs of inflation’s 
return. Now prices, at least, measured by the core 
consumer-price-index are rising again. The bank’s first, 
delicate job is managing a smooth end to quantitative 
easing. The idea was to get banks with shrinking loan 
books to lend more and so boost the economy. 
 (The Economist, 11th March, 2006) 

 
US trade deficit at $68.5 billion 

The US trade deficit has hit a new monthly high of 
$68.5 billion with imports of oil and cars continuing to grow 
significantly. January’s deficit was 5% higher than a month 
earlier. US inflation slowed sharply last month suggesting 
the Fed may now choose to end its recent round of interest 
rate hikes.  The closely watched Consumer Price Index 
rose only 0.1% in February compared to 0.7% in January. 
The economy grew at an annual rate of 1.6% in the final 
quarter of 2005, dragged down by the high energy prices, a 
relatively low US dollar and the impact of Hurricane 
Katrina. This growth was the slowest quarterly pace in 
three years. 
(Bloomberg, 16th -20th March, 2006) 
 
Official Cash Rate (OCR) will remain on hold at 7.25 per 
cent 

Reserve Bank Governor Alan Bollard said:” 
Recent data have confirmed our earlier view that economic 
growth is slowing business activity and confidence have 
been softening for some time. With household spending 
showing a recent decline, a key driver of strong household 
spending has been the buoyant housing market which has 
shown signs of cooling, still remains active. Overall growth 
still remains subdued with recovery in net exports as 
domestic demand weakens. A decline in the New Zealand 
dollar exchange rate is expected to play a role in this 
rebalancing. Despite the slower growth, inflation and cost 
pressures remain persistent. The key inflation risk over the 
next two years remains the housing market which needs to 
see slow down in growth so that consumption moderates 
and helps to reduce inflation pressures. As long as these 
inflation risks remain under control, we do not expect to 
raise interest rates again in this cycle. 
(News Release, Reserve Bank of New Zealand, 9th March, 2006) 
 
Australian Economy 

International News 
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Australia’s economy grew a slower than expected 
0.5% last quarter as a surge in business investment was 
partially offset by a downturn in the housing sector and a 
dismal trade performance. Australian employment increased 
twice as much as expected in February when miners hired 
workers, increased productivity and driving growth. 
Employment rose 25,900 after falling a revised 3,200 in 
January. The jobless rate fell to 5.2% from 5.3%, the highest 

in more that a year. The Australian dollar fell to its lowest 
this year amid speculation demand for the higher yields of 
the country’s bonds will wane as interest rates in the US, 
Europe and Japan rise. 
(BBC News Online, 1st – 20th February 2006) 
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