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Broad money contracted by 0.1 percent to 
reach VT45554.9 million at the end of 2006.  
This negative growth rate was attributed to 
declines in net foreign assets and domestic 
credit. Despite this decline, M2 was higher by 
2.5 percent from three months ago and 7.0 
percent from the previous year.  
 
Determinants of Money Supply 
 
Total net foreign assets (NFA) declined by 0.8 
percent during December 2006. This 
downtrend in growth was mainly caused by a 
reduction in commercial banks NFA by 2.7 
percent. The monetary authorities on the 
other hand, continue to record positive 
growths in its holdings of NFA; in December 
it rose by 3.0 percent. Despite its decline over 
the month, total NFA grew by 3.3 percent 
and 10.5 percent from the previous three 
months and twelve months ago, respectively.  
 

Chart 1: Growth rate of Total Net Foreign 
Assets
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The monetary authorities’ NFA has 
persistently been increasing throughout the 
year as significant inflows of foreign exchange 

have been recorded. With additional inflows 
during December, the official foreign reserves 
are currently sufficient to cover 8.21 months 
of the country’s import bills. Foreign 
exchange continued to be sourced from the 
Government through official transfers from 
donor partners, and commercial banks. In 
addition, the growth in the Reserve Bank’s 
investment income abroad has contributed 
significantly to the uptrend in NFA. The 
monetary authorities’ NFA also expanded by 
9.7 percent and 49.1 percent, against the 
level recorded over the previous three and 
twelve months, respectively 
 

Chart 2:  Growth Rate of Monetary Authorities' 
NFA
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Commercial banks’ NFA, on the other hand, 
has declined at the end of 2006.  This was 
attributed to a 1.6 percent decline in banks’ 
assets held abroad. This can also be attributed 
to the decline in commercial bank’s liabilities 
to residents in foreign currency, in particular 
demand and savings deposits. Commercial 
banks’ NFA however has increased from the 
level recorded over the past three months, 
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but were lower when compared to the level 
a year ago.   
 

Chart 2:  Growth Rate of Commercial 
Banks' NFA
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Total domestic credit has declined by 0.6 
percent over the month to December 2006, 
and by 0.3 percent from the level recorded 
three months ago. The decline reflected 
offsetting movements in its major 
components whereby a minute growth in 
private sector credit was more than offset by 
a large decline in net credit to the 
Government.  Claims on municipalities and 
non financial public enterprises also noted 
negative growth rates during the month.  The 
stock of domestic credit was higher by 7.0 
percent from the corresponding month of 
2005. 
…

Chart 4: Monthly Growth Rate of Net 
Claims on Government
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Net credit to the Government vis-à-vis the 
banking system has declined at the end of 
2006, as well as against the previous year. 
This improvement in the Government’s 
position with the banking system was 

contributed by declines in the Government’s 
net lending from both the monetary 
authorities and commercial banks.  This 
development reflected an accumulation of 
Government deposits held with both 
institutions during the month.  
 
Private sector credit depicted a minor growth 
of 0.4 percent during December 2006; while 
an annual growth rate of 9.6 percent was 
recorded. The only sectors which noted 
increases in lending includes the agriculture 
sector, which increased by 35 percent and 
housing and land loans which noted a 3.8 
percent growth.  
 

Chart 5: Growth rate of Private Sector 
Credit 
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Housing and land loans continued to be the 
dominant sector, claiming 26 percent of the 
total,  other personal loans followed with 16 
percent, tourism sector came third with a 
share of 11 percent, while the fourth largest 
share of 10.6 percent was jointly claimed by 
the distribution and construction sectors, 
respectively. 
 
Components of Money Supply 
 
The contraction of broad money at the end 
of 2006 also reflected offsetting movements 
in its components. A contraction in narrow 
money has more than outweighed an 
increase in quasi-money.    
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Chart 6:  Growth rate of total money 
supply
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Narrow money witnessed a decline of 2.8 
percent at the end of the year. The decline 
mainly stemmed from demand deposits 
which fell by 4.9 percent.  This decline 
prevailed over an increase of 6.4 percent in 
currency outside banks. This is a seasonal 
phenomenon at every end of year, as 
residents are converting their demand 
deposits to spending money for the Christmas 
and New Year’s festivities. Additionally, 
commercial banks have significantly increased 
their holdings of domestic currency by 40.6. 
Though narrow money declined from the 
previous month, the level was still higher 
than that recorded over the past three and 
twelve months.   
 

Chart 7: Growth Rate of Narrow Money
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Quasi money, on the other hand, witnessed a 
growth of 1.4 percent during the month.  The 
growth was mainly contributed by a 2.0 
percent growth in fixed term deposits. Quasi 
money also grew against the previous three 
and twelve months, respectively.  

Chart 8:Growth Rate of Quasi Money
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Reserve Money 
 

Chart 9: Components of Reserve Money
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Reserve money1  witnessed a growth of 7.5 
percent at the end of December 2006.  This 
trend was attributable to all its components.  
Currency in circulation rose by 11 percent; 
SRD increased by 0.4 percent, while excess 
reserves grew by 8 percent.  The monthly 
increase in excess liquidity reflect continuous 
inflows of foreign exchange though the 
Balance of payments as reflected by the 
increase in the net foreign assets of the 
monetary authorities.  
 
Open Market Operation 
     

                                                 
1 Reserve money comprises of currency in circulation (includes Commercial 
Banks vault cash), Statutory Reserve Deposits (SRD) and Excess Reserves. 
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Chart 10: Yield on 91-days RBV Note
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The anticipated surge in the banking system 
liquidity had prompted the Bank to issue 
VT1,000 million worth of RBV notes, divided 
equally into two issues for the month. This 
inflow is expected mainly from the reduction 
in currency in circulation which hit an 
historical level of around VT4,000 million 
during the last Christmas and New Year 
season.   
 
 Bids received revealed an under subscription 
of VT135 million due to banks’ credit limits. 
Total allotments for the month was VT865 
million, of which VT100 million was allotted 
to 14 days, VT150 million to 28 days, Vt150 
million to 63 days, VT165 million to 91 days, 
VT200 million to 119 days and VT100 million 
to 182 days maturities.    
 
Also during the month VT920 million worth 
of RBV notes matured and by end of the 
month, total outstanding RBV notes stood at 
VT1,854 million. 
  
The yield on RBV notes has continued to 
remain high above 5 percent despite the high 
banking system liquidity, probably attributing 
to the banks’ attempt to fix the parity with the 
international level. By January end, yields for 
current maturities are as follow; 5.24% for 14-
days and 28-days, 5.11 % for 63-days, 5.18 for 
91-days, 5.14 for 119-days and 5.15 for 182-
days maturities. 

Interest Rates 
 

Commercial banks’ interest rates ranges were 
maintained in November and December 
2006. Deposit interest rates were somewhat 
reduced during the last two months of 2006, 
this is reflected by the high excess liquidity in 
the banking system. Lending rates on the 
other hand were maintained over the period 
(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 5.18 percent. 
 
Exchange Rate Development 
 
Exchange developments for the month of 
January continue to reflect developments in 
international financial markets.  
 
The U.S. economy regained momentum at 
the end of 2006, pulling out of a midyear 
slowdown as gasoline prices fell and 
Americans reached into their wallets with 
renewed confidence. The government said on 
31st January that its broadest and best-known 
measure of economic growth, the gross 
domestic product, advanced at an annual rate 
of 3.5 percent from October through 
December. That was noticeably stronger than 

Table 1:  INTEREST RATES 
DEPOSIT INTEREST RATES 

 Savings 1-mnth 2-6 
Months 

Above 6 
Months 

Oct06 0.5-2.0 2.0-6.00 2.0-6.5.0 2.75-6.50 

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 

ADVANCE RATES 

 Commercial Personal Housing Agriculture 

Oct06 8.25-16.0 12.0-25.0 8.25-
14.75 

11.0-16.0 

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 
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the 2 percent rate of growth in the third 
quarter and the 2.6 percent measured in the 
second quarter. 

The U.S. Federal Reserve left interest 
rates unchanged, as it has since June, but it 
was more optimistic than in the past those 
inflationary pressures were ebbing. Readings 
on core inflation have improved modestly, 
and inflation pressures seem likely to 
moderate over time," the central bank said. 

At the same time, it acknowledged 
signs of "somewhat firmer economic growth." 
These had a lot of impact on the USD which 
further effect other currencies including the 
vatu. 
 

Exchange Rate of Vatu against major currencies 
 September 2005  - January 2007
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The developments at end January as 
compared to end December shows a slight 
appreciation of the US dollar by 1.5 percent 
against the vatu. While over the same period 
the level of comparison against other major 
currencies, saw depreciation of the Australian 
dollar by (0.7%), Euro by 0.07% and the 
New Zealand dollar by 0.8%. The Vatu/USD  
was high at 108.08 on January 31st and low 
at 105.95 on January 3rd. Vatu/AUD was 
high at 84.43 on January 24th and low at 
83.35 on January30th. The US dollar is 
expected to further increase in the coming 
months. 
 
 
 

ANZ Bank cuts interest rate on home loans  
ANZ announces plans for a full 1.0% 

reduction it its standard variable home loan 
interest rate for its personal customers. This 
reduction will bring interest rate of new 
borrows to 8.75 percent p.a.  
(Vanuatu Daily Post, 24/01/07) 
 
Vanuatu Opens First Agriculture College 

The Prime minister and Minister of 
Agriculture, officially opened Vanuatu’s first 
Agriculture College on the 26th of January 
2007. The Minister of Agriculture confirmed 
that the curriculum for Vanuatu Agriculture 
College has been developed based on the 
needs of local farmers and agriculture 
producers. He says one of the areas that the 
college will focus on is about processing 
produce into value-added-products for 
exports and local consumption.  
(Vanuatu Daily Post, 18th January, 2007) 
 
 
 
 
Samoa’s Economy 

Samoa’s economy hit a rough patch 
following the government’s politically 
expedient spending spree in the run up to last 
year’s election. The credit squeeze is put in 
place in the latter half of the year continues 
into 2007 and the private sector will feel the 
heat well into this year. The construction and 
infrastructure industries will find the ride 
bumpy with the squeeze on credit as projects 
related to the 13th South Pacific Games (SPG) 
to be hold in the middle of this year near 
completion. Samoa now has a more 
definitive plan to woo investment. It has set 
up a one-stop shop involving the ministries of 
commerce, industry and labour for faster 
clearance of projects. Outlook for the 
economy will see constructive activity and 
the running of the SPG will boost business 
sentiments as well as tourism numbers.  
(Island Business, January 2007) 
 

Local News 

Regional News 
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New Zealand Consumer Prices fall 0.2% on 
Fuel Costs.  

New Zealand’s consumer prices fell for 
the first time in almost six years in the fourth 
quarter as gasoline costs plunged, reducing 
prospects the central bank will raise interest 
rates. Consumer prices fell 0.2 percent in the 
three months ended Dec. 31 for an annual 
increase of 2.6 percent, Statistics New 
Zealand said in Wellington. Economists 
surveyed by Bloomberg news expected a 2.8 
percent gain from a year earlier after prices 
rose 3.5 percent in the third quarter. Bollard 
on Dec.7 forecast a 0.1 percent decline in 
consumer prices in the fourth quarter. The 
governor predicted annual inflation would 
slow to 1.9 percent by September. He also 
said there is an “increased chance” of higher 
interest rates because inflation is likely to 
accelerate toward the top of the central 
bank’s target by early 2008 as the benefit of 
the plunge in fuel costs subsidies. Gasoline 
prices dropped 15 percent in the fourth 
quarter from the previous three months, the 
statistics agency said today. Excluding fuel, 
consumer prices rose 0.6 percent in the 
quarter, the agency said.  
(The Bloomberg.com, 12th January 2007) 
 

 
 

 
Oil Falls to 19-Month Low on Saudi Rejection 
of More OPEC Cuts.  

Crude oil in New York plunged to the 
lowest in more than 19 months after Saudi 
Arabia’s oil minister rejected calls for more 
production cuts. The Organization of 
Petroleum Exporting Countries must wait to 
assess the effect of supply curbs that start Feb. 
1, the minister, Ali al-Naimi, told reporters in 
New Delhi. Prices have plunged 16 percent 
this year, leading Venezuela and Algeria to 
call for OPEC to restrain output. 
(Bloomberg.com.12th January, 2007) 

 

IMF forecast Global Growth of 5%, Sees 
lower Risks. 

The world economy is poised for its 
fastest five-year growth streak in three 
decades, the International Monetary Fund 
said, adding that declining oil prices have 
helped make it forecast more certain. Global 
growth will approach 5 percent this year, the 
fund’s managing director, Rodrigo de Rato, 
told a news conference in Washington. The 
outlook is virtually unchanged from the 
fund’s September forecast for a 4.9 percent 
expansion. The price of a barrel of crude oil 
has fallen 32 percent since early August, 
suggesting energy prices will be less of a 
catalyst for inflation. Another risk identified 
by the fund, lopsided global trade and 
investment flow, has also diminished, de Rato 
said. The U.S. trade deficit narrowed in 
November to the smallest since July 2005. 
The growth spurt gives policy makers a 
chance to remove barriers to global trade and 
investment flows, has also diminished, de 
Rato said. Growth in the Euro Zone economy 
of the 12 nations sharing the euro will 
probably cool from the fastest pace in six 
years as the slowdown in the U.S. restrains 
demand for the continent’s exports, the IMF 
predicted in September. De Rato said 
lopsided global trade and investment flows 
are still a “significant risk,” though that risk 
has diminished somewhat. The IMF is 
concerned that a sudden collapse of investor 
confidence in the dollar could drive up U.S. 
interest rates and trigger a global slowdown  
(Bloomberg.com, 12th January, 2007) 
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