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Broad money growth was rather slow at the beginning 
of 2007, seeing that it depicted an increase of merely 
0.2 percent from the level recorded at the end of 2006 
to reach VT45,655 million in January 2007. This 
slight growth was principally attributed to an increase 
in the net foreign assets of commercial banks; while 
domestic credit declined. 
 
Determinants of Money Supply 
 
Net foreign assets (NFA) depicted an expansion of 1.6 
percent during the reviewed month. This trend was 
contributed by an increase of 3.0 percent in the NFA 
holdings of commercial banks. The monetary 
authorities’ holdings of NFA, on the other hand, 
contracted by 1.2 percent. Net foreign assets noted an 
annual growth of 9.4 percent.   
 

Chart 1: Growth rate of Total Net Foreign 
Assets
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The monetary authorities’ NFA which has been 
experiencing vast increases throughout 2006 portrayed 
a decline of 1.2 percent at the beginning of 2007.  
This decline occurred as the Reserve Bank recorded a 
net outflow of foreign exchange reserves of almost 128 
million during January 2007.       
 

Chart 2:  Growth Rate of Monetary 
Authorities' NFA
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Despite these outflows, the official foreign reserves 
remained comfortable, given that the import cover has 
increased from 8.21 months in December 2006 to 
8.38 months at the end of January 2007. Over the year 
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foreign liabilities.  Commercial banks liabilities to non-
resident foreign banks contracted by almost 18 
percent. Conversely commercial banks’ liabilities to 
residents with regards to foreign currency deposits 
namely, demand and fixed deposits have expanded 
therefore partly explain the increase.  Commercial 
banks NFA in contrast declined against the level 
recorded last year.   
 
Total domestic credit continued to depict a declining 
trend since the last month of 2006. During January 
2007, domestic credit noted a negative growth of 0.4 
percent. This slow down in growth was attributable to 
declines in net credit to the Government, claims on 
municipalities and non financial public enterprises.  
Claims on private sector conversely noted a positive 
growth.  Domestic credit however grew by 3.0 percent 
from the corresponding month of 2006.    
…

Chart 4: Monthly Growth Rate of Net 
Claims on Government
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The Government’s net credit position with the 
banking system improved during the month as the 
Government’s net lending from commercial banks and 
monetary authorities recorded declines of 23.7 percent 
and 34.6 percent, respectively. The Government’s net 
lending position with commercial banks improved as 
the Government retired  one of its bond worth 
VT120 million that was held by one commercial 
bank. The improvement in its net lending position 
with the monetary authorities continues to reflect 
accumulation in deposits held with the Reserve Bank. 
The Governments net lending position also improved 
substantially from a year ago. 
Loans and advances granted to the private sector noted 
a 1.2 percent growth from the level recorded at the end 
of 2006.  This level was however up by 5.9 percent 
from that recorded over a year ago.  The annual 
growth trend has been depicting a declining trend as 

shown in Chart 5; this reflected the slow growth in 
private sector credit experienced throughout 2006.  
During January 2007, the economic sectors which 
received increases in loans are; the agriculture sector 
which increased by 0.1 percent, manufacturing (0.5%), 
distribution (1.8%), transport (4.5%), construction 
(2.8%) and professional & other services (3.2%). 
Personal consumption are also mounting seeing that, 
housing and land loans noted an increase of 1.1 
percent and other personal loans, 7.00 percent.   
 

Chart 5: Growth rate of Private Sector 
Credit 
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Components of Money Supply 
 
The slow growth in money supply at the end of 
January 2007 resulted from offsetting movements in 
its components; of which a decline in narrow money 
was offset by an increase in quasi money.  
 

Chart 6:  Growth rate of total money 
supply
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Narrow money declined further by 0.6 percent at the 
end of January 2007, as compared to 2.8 percent at 
the end of 2006.  This downward trend was 
contributed mainly by currency outside banks, which 
noted a huge decline of 9.4 percent from the level 
recorded in December 2006.  This development 
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implied that part of the currencies which have 
circulated during the festivities towards the end of last 
year and the beginning of January 2007; including 
those currencies which have been hoarded have flowed 
back to the banking system.  The counteracting 
movement in currency outside banks generated the 1.6 
percent increase in demand deposits. This increase 
stemmed from growths contributed by both its 
components, demand deposits in local currency grew 
by 3.3 percent, while that in foreign currency by 0.1 
percent. Narrow money yet expanded by 8.3 percent 
from the level recorded in January 2006.  
 

Chart 7: Growth Rate of Narrow Money
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Quasi-money continued to expand by 0.6 percent 
during January 2007. This expansion was caused by a 
2.0 percent increase in time and savings deposits in 
foreign currency. This growth reflected better interest 
rates offered on term-deposits in foreign currency. 
Time and savings deposits denominated in local 
currency, on the other hand contracted by 0.6 percent 
during the month.  Quasi money, expanded by 4.8 
percent against the previous year’s level.   
 

Chart 8:Growth Rate of Quasi Money
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Reserve Money 
 
Following an expansion recorded at the end of 2006, 
reserve money1 noted a decline of 5.6 percent at the 
end of January 2007. This trend was contributed by 
declines of 10.7 percent and 3.6 percent in currency in 
circulation and excess reserves, respectively. SRD on 
the other hand increased by 1.7 percent. The decline in 
excess liquidity was due to a) outflows of foreign 
exchange reserves as indicated by a decline in the net 
foreign assets of the monetary authorities, b) increase 
in outstanding RBV notes, c) offsetting movement in 
SRD, and d) a pickup in private sector credit. Reserve 
money noted an annual growth of 28.7 percent.   
 

Chart 9: Components of Reserve Money
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Open Market Operation 
 
        Chart 10: Yield on 91-days RBV Note 
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During the month of February, RBV issued VT200 
million worth of RBV notes in line with the Monetary 
Policy Committee’s decision to scale down on the 

                                                 
1 Reserve money comprises of currency in circulation (includes Commercial Banks 
vault cash), Statutory Reserve Deposits (SRD) and Excess Reserves. 
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volume of the open market operation pending the 
outcome of a current review of the monetary policy 
framework undertaken by the Bank.  Consequently, 
liquidity continues to build up due to maturing RBV 
notes and the slight deterioration in the Government’s 
position with the Bank. 
 
The tenders received were oversubscribed by VT395 
million. In terms of the allotments made, 14-days, 28-
days, 63-days and 91-days, each received VT50 
million, while the 119-days and 182-days were 
dropped out.  Also during the month VT490 million 
worth of RBV notes matured and by end of the 
month, total outstanding RBV notes stood at 
VT1,565 million. 
  
The yield on RBV notes subsided during the month. By 
the end of the month, the yield curve was flat at 4.98% 
for all maturity terms.  

Interest Rates 
 
Commercial banks’ term-deposit interest rates noted 
decreases within their respective ranges respectively. 
With regards to the one-month maturity deposits, 
both the minimum and the maximum rates were 
reduced by   0.5 basis points and 0.45 basis points 
respectively. Deposits within maturities ranging from 
2-6 months noted a 0.5 basis points reduction in their 
lower range, while their upper range declined by 0.25 
basis points. The upper interest rates remunerated on 
maturities above six months decreased by 0.5 basis 
points. This reduction in interest rates continued to 
reflect the current excess liquidity in the system. 
 
While interests rates on deposits are being reduced, 
commercial banks are at the same time increasing their 
lending rates for major loans; this is intended to 
indirectly compensate for the risks associated with 
lending. Minimum lending rates for commercial loans 
and agriculture loans were increased by 2.75 basis 
points and 1.5 basis points, respectively.  Likewise, the 
lower interest rate for personal loan increased by 2.5 
basis points. (See table 1). 
 
 
The Inter-bank rate has remained at 5.5 percent while 
the Reserve Bank’s official interest rate was unchanged 
at 6.00 percent. The interest rate for the 91-days RBV 
Notes remained at 4.98 percent. 

 
Exchange Rate Development 
 
Exchange rate developments for the month of 
February continue to reflect developments in 
international financial markets.  
The recovery in the Euro area continues to gather 
momentum and as GDP as a whole grew by 2.7 % in 
2006, growth is expected to continue.  
In the United States, the fresh look at the housing 
market was sobering. New-home sales plummeted by 
16.6 percent in January from the previous month. 
That was the largest decline since January 1994, when 
sales slid by 23.8 percent. America trade deficit in 
goods and services and imports is still large reflected 
by growing imports. However, core inflation measured 
by the CPI of personal consumption expenditure 
excluding food and energy is expected to fall this year. 
According to the Federal Reserves semi –annual report 
to the congress, it expects America to grow by 2.5% – 
3% this year. 
 
In China, Consumer prices rose by 2.2% and Britain 
by 2.7% in the year to January 
These and other developments had a lot of impact on 
the USD which further effects other currencies 
including the vatu. 
The developments at end February as compared to end 
January shows a depreciation of the US dollar by 
1.4%, while appreciation was recorded for Australian 
dollar by (0.5%), New Zealand dollar and Euro by 
1.4% all against the vatu. The Vatu/USD was high at 
108.2 on Feb 13th and low at 106.10 on Feb 27th. 
Vatu/AUD was high at 84.44 on February 27th and 

Table 1:  INTEREST RATES 
DEPOSIT INTEREST RATES 

 Savings 1-mnth 2-6 Months Above 6 
Months 

Nov06 0.5-2.0 1.75-4.20 1.75-4.50 2.75-4.75 

Dec06 0.5-2.0 1.75-4.20 1.75-4.50 2.75-4.75 

Jan07 0.5-2.0 1.25-3.75 1.25-4.25 2.75-4.25 

ADVANCE RATES 

 Commercial Personal Housing Agriculture 

Nov06 8.25-16.0 12.0-25.0 8.25-14.75 11.0-16.0 

Dec06 8.25-16.0 12.0-25.0 8.25-14.75 11.0-16.0 

Jan07 11.00-16.0 14.50-25.0 8.95-14.75 12.50-16.0 
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low at 83.53 on Feb 13th. The US dollar is expected 
to slightly increase in the coming months 
 

    Exchange Rate of Vatu Against Major Currencies 
( Sep'05 - Feb'06)
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Chinese air-port experts on fact finding mission  

A group of Chinese airport experts has been in 
the country on a fact-finding mission meeting various 
Government Ministries and officials. The 11-member 
delegation included the Ambassador for Vanuatu in 
China, His Excellency Lo Chi Wai. The main 
objective for the Chinese delegation’s visit was to get 
first hand information on international airport 
development in the country and follows a request by 
the Vanuatu Government for assistance to develop an 
international standard airport that would cater for 
bigger and wider body aircrafts. 
(The Vanuatu Daily Post 1st February, 2007) 
 
Developers plan Vt7 billion investment in Whitesands 
Resort 

The developers of Whitesands Resort and 
Golf Club led by Dominic Dinh has announced that 
they plan to invest Vt7 billion (A$80 million) into a 
world class resort and residential development on the 
1,000 acre site. This investment will include 300 
residential lots surrounding a new world class 18 hole 
golf course designed by the world leading architect of 
golf courses Robert Trent Jones II. The new golf 
course will itself cost A$10 million (Vt850 million) 
to construct and will have freshwater lagoons 
throughout the course and high class residential units 
selling for around Vt25 million (A$300,000) each. 

The construction of the golf course under stage has 
already started and some 60% of residential lots 
opened stage 1. Dinh said, “This development will 
create approximately new Jobs in the construction and 
hospitality industry.  
(The Vanuatu Daily Post, 9th February 2007) 
 
 
 
 
PNG Central Bank warns government on spending  

There is concern by the Papua New Guinea 
Central Bank that heavy spending by the government 
leading up to the elections could push up the exchange 
rate and inflation. The Post courier reports that its 
monetary policy statement for the Bank urged the NG 
to prudently manage the fiscal operation in the lead-up 
to the elections and continue to redirect expenditure to 
priority areas of health, education, law and order and 
physical infrastructures. Governor Wilson Kamit has 
warned that since much of the money in the last two 
supplementary budgets totaling more than K1.3 billion 
(US$0.44 billion) was locked away in trust accounts 
for future draw downs, this may increase government  
spending in the next 6 months this year adding to the 
already highly cashed banking system. In addition to 
this, he added that the bank will also face a tough time 
to diffuse liquidity injections.  
(The Vanuatu Independent, 11th-17th February 2007) 
 
Economy will shrink, Reserve Bank warns 

The Reserve Bank of Fiji has projected the 
economy will shrink two to four percent this year. 
Reserve Bank Governor Savenaca Narube said the 
range of decline has been deliberately widened as the 
central bank continued to evaluate the full impact of 
the political crisis. Before the December 5 takeover, the 
Reserve Bank had estimated a two percent growth. Mr. 
Narube said the country had always carried many 
economic problems with unsatisfactory performances 
in the sugar, fishing, forestry, agriculture and mining 
industries. He said the political crisis had brought an 
additional dimension to those challenges with the 
situation further worsened by the flooding the 
Western and Northern divisions. Fiji’s export goods 
were not performing well, imports continued to boom 
with the bank’s primary challenge which was to revive 
exports in order to restore a proper balance of 
payments. Mr. Narube said they have progressively 
raised interest rates over the past four years, tightened 
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liquidity and since December last year, imposed a 
credit ceiling on commercial banks and reduced their 
delegated limits on selected overseas transactions. 
“Tourism will play a critical part of our economic 
recovery as it did in 2000. We hear some good news 
that tourism is bouncing back.” 
(Fiji Times, The Vanuatu Daily Post, 26th February 2007) 
 
Australian Wages Growth Probably Accelerated in 
Fourth Quarter 

Australian wages growth probably accelerated 
in the fourth quarter as a shortage of skilled workers 
fueled pay increases in the Asia-Pacific region’s fifth-
largest economy. The unemployment rate has dropped 
to a 31-year low after the economy last year posted the 
fastest annual jobs growth since 1989. The shortage of 
skilled workers is fueling wage increase, which drives 
up companies’ costs and may stoke inflation even after 
three interest-rate increase last year. The 
unemployment rate was 4.5 percent in January, the 
lowest since May 1976, after companies and 
government agencies created more than 300, 000 extra 
jobs last year. “Labor market conditions remain tight, 
with firms experiencing shortages of skilled labor,” the 
Reserve Bank of Australia said in its quarterly 
monetary-policy statement on Feb.12. “Labor scarcity 
continues to constrain their activity to a greater extent 
than lack of demand.” The central bank’s overnight 
cash rate target has been at a six-year-high 6.25 percent 
since November. Annual inflation was 3.3 percent in 
the three months ended Dec. 31, slowing from 3.9 
percent the previous quarter. The bank targets 
inflation between 2 percent and 3 percent.  
(Bloomberg.com, 18th February, 2007) 
 

 
 

 
European Economies: ECB’s Trichet Signals Further 
Rate Increase 

European Central Bank President Jean-Claude 
Trichet signaled the ECB will raise interest rates next 
month as the pace of economic growth threatens to 
fuel inflation. “Strong vigilance remains of the essence 
so as to ensure that risks to price stability over the 
medium terms do no materialize,” Trichet said at a 
press conference in Frankfurt . The bank left its 
benchmark rat at 3.5 percent, a level he referred to as 
“low”. Trichet, who has used the word, ‘ vigilance” to 
signal each of the ECB’s exchange rate increases since 

late 2005, is preparing for a seventh as wage demands 
in Germany and surging money supply growth fan 
inflation. His remarks prompted traders to increase 
their bets on further rate increase, futures trading 
shows. The yield on the three-month Euribor contract 
for September rose as much as 4 basis points to 4.15 
percent during the press conference, suggesting 
investors are almost certain of a further increase by 
then.  
(The Bloomberg.com, 8th February, 2007) 
 
Japan Bank Lending Rises 1.8% fails to accelerate 

Japan’s bank lending failed to accelerate, 
adding to signs the economy may not be strong 
enough to withstand an increase in interest rates, the 
lowest among major economies. Loans excluding trusts 
rose 1.8 percent in January from a year earlier, 
matching the increase in December, the Bank of Japan 
said in Tokyo today. Recent reports have pointed to 
weakness in the economy, with inflation slowing and 
wages dropping the most in 16 months in December. 
Lending started to climb last February after 10 years 
of contraction following the bursting of the bubble 
economy in the early 1990s. The slow acceleration of 
credit growth, along with sluggish wage gains, may 
undermine the Bank of Japan’s case that a decade of 
deflation has ended and the economy is ready for 
borrowing costs to rise from 0.25 percent. Bank of 
Japan Governor Toshihiko Fukui and his policy board 
kept interest rates unchanged last month, saying they 
need more evidence of price gains and a rebound in 
consumer spending. The bank has held its key short-
term lending rate at 0.25 percent since raising it last 
July. Lehman Brothers considers bank lending among 
one of three indicators of whether Japan has beaten 
deflation. The other two are wage growth and the risk 
appetite of households, which Shiraishi said measures 
whether Japanese are taking money out of savings to 
invest. Demand for bank loans among Japanese 
companies stalled in January, a quarter central bank 
survey of the nation’s top 50 banks showed on Jan.24. 
(Bloomberg.com, 7th February 2007) 
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