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Total money supply grew further by 1.1 percent or 
VT567.3 million from the level recorded in August to 
reach VT49979.2 million in September 2007.  This 
expansion was attributed to an increase in the net 
foreign assets of the rest of the banking system which 
more than offset the declines in other determinants of 
money supply, such as the net foreign assets of the 
monetary authorities and domestic credit.  
 
Determinants of Money Supply 
 
Total net foreign assets (NFA) increased further to 
VT34645.5 million in October; representing a monthly 
growth of 2.5 percent. The uptrend was driven by an 
expansion in commercial banks’ NFA. Measured over 
three months and twelve months, the NFA position of 
the banking system improved by 5.1 percent and 9.9 
percent, respectively.  
 

Chart 1: Growth rate of Total Net Foreign 
Assets
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The NFA of the monetary authorities declined by 1.5 
percent compared to an increase recorded in the 
previous month. Net outflows of foreign  exchange 
during the reviewed month has caused the official 
foreign reserves to decline slightly, accordingly the 

Chart 2:  Growth Rate of Monetary Authorities' 
NFA
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months of import cover fell from 7.67 months  at the 
end of August  to 7.61 months at the end of the 
reviewed month. Despite the monthly decline the 
monetary authorities’ NFA improved by 9.0 percent 
during the year to September 2007. 
 

Chart 2:  Growth Rate of Commercial 
Banks' NFA
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The NFA position of commercial banks rose by 4.4 
percent during the month, an improvement which was 
driven mainly by a decline  in commercial banks’ 
liabilities to non-residents, especially balances due to 
non-resident banks which declined substantially by 55 
percent. This decline was mainly attributed to a 
repayment of a financing arrangement by a domestic 
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bank to their head office overseas.  In addition, 
commercial banks’ holdings of foreign assets 
expanded by 0.2 percent during the reviewed month. 
Commercial banks’ NFA also improved by 10.2 
percent from the corresponding month of the previous 
year. 
 
Domestic credit contracted by 3.5 percent at the end of 
the reviewed month. This decline was attributed to 
declines in private sector credit, net credit to the 
Government, and loans to non-financial public 
enterprises.  Despite this decline domestic credit 
nonetheless recorded a year on year growth of 7.2 
percent.  
…

Chart 4: Monthly Growth Rate of Net 
Claims on Government

-100

-50

0

50

100

S06 O06 D06 J0
7

F07 M07 A07 M07 J0
7
Ju

l-0
7

Aug
-07

Sep
-07Pe

rc
en

t

Total NCG
Monetary Authorities (Net)
Commercial Banks (Net)

……………………  
The Government’s net credit position vis-à-vis the 
banking system has improved further in August 2007.  
This improvement was primarily reflected in the decline 
in the Government’s net lending from the monetary 
authorities by 6.8 percent. The Government’s net 
lending from commercial banks, on the other hand, 
increased by 7.9 percent. This trend continued to 
reflect an accumulation of Government deposits with 
the Reserve Bank. Moreover, the Government’s net 
credit position with the banking system has also 
improved against the corresponding month of 2006.  
 
Commercial banks’ outstanding credit to the private 
sector contracted by 3.1 percent at the end of 
September 2007, in contrary to a growth of 1.7 percent  
recorded during the previous months. This decline was 
predominantly attributed to a repayment of a major 
loan during the month. This is a one-off decline seeing 
that private sector credit growth is expected to trend 
upward in the upcoming months.   
 

 

Chart 5: Growth rate of Private Sector 
Credit 
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Table 1: depicted the sectors which noted decreases in 
additional credit during the month.  The growth rate of 
loans in the year to September 2007 stood at 9.1 
percent as compared to 13.3 percent recorded during 
the year to August 2007. Nevertheless, the annual 
growth trend continued to reflect the positive growth of 
the economy.   
 
 Table 1:COMMERCIAL  BANKS SECTORAL DISTRIBUTION OF LOANS & ADVANCES  

              (Millions of Vatu)
SECTOR Sep-06 Aug-07 Sep-07 I Month 12 Months
Agriculture 287.7 353.7 305.4 -13.7 6.2
Fisheries 24.2 23.5 22.5 -4.3 -7.0
Mining & Quarrying 42.5 37.3 0 -100.0 0.0
Manufacturing 1127.1 1234.4 1230.3 -0.3 9.2
Tourism 2320.4 2359.1 1593.4 -32.5 -31.3
Entertainment & Catering 124.4 44.5 35.5 -20.2 -71.5
Transport 1918.3 931.9 1038.1 11.4 -45.9
Public Utilities 6 6.4 6.4 0.0 6.7
Construction 2195.4 2097.8 1995 -4.9 -9.1
a) Government 0.3 4.1 0.3 -92.7 0.0
b) Public  Corporation 40.5 34.7 41.9 20.7 3.5
Financial Institutions 155.4 141.8 126.7 -10.6 -18.5
Professional & Other Services 930.4 1084.9 1090.8 0.5 17.2
Distribution 1305 1995 1925.9 -3.5 47.6
Housing & Land Purchases 5130.7 7156.6 7292.8 1.9 42.1
Personal: Others 3368.8 4256.4 4020.1 -5.6 19.3
Miscellaneous 1233.7 1002 1327.9 32.5 7.6
TOTAL 20,210.8 22,764.1 22,053.0 -3.1 9.1
  Of which: Vatu 17789.2 20142.6 22104.5 9.7 24.3

% change

 
Components of Money Supply 
 
The expansion in broad money supply during 
September 2007 was mainly reflected in an increase in 
narrow money by 3.6 percent, which outweighed the 
slight decline (0.1 percent) in quasi-money. Over the 
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year to September 2007, total money supply rose by 
12.6 percent.   
 

Chart 6:  Growth rate of total money 
supply
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The growth in narrow money during the month 
mirrored the expansion in demand deposits. The 
uptrend in demand deposits was attributed to 
increases in both its components. Demand deposits in 
the local currency witnessed a growth of 8.0 percent, 
while that in foreign currency rose by 1.5 percent. The 
improvement in the level of demand deposits was 
partly explained by the offsetting effect of the decline in 
currency outside banks and partly explained by the 
possibility of residents switching time and savings 
deposits into demand deposits to cater for immediate 
transactions. The year on year rate of narrow money 
growth accelerated to 13.7 percent in September 2007 
from 6.9 percent in the preceding month.  
 

Chart 7: Growth Rate of Narrow Money
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Time and savings deposits denominated in both local 
and foreign currency declined by 0.1 percent, 
respectively as quasi-money contracted during the 
reviewed month. Quasi money however expanded by 
11.8 percent during the year to September 2007.  

Chart 8: Growth Rate of Quasi Money
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Reserve Money 
 
Reserve money1  expanded by 2.3 percent during the 
reviewed month as compared to a decline of 7.2 
percent during August 2007. The expansion was 
reflected in all its components, of which currency in 
circulation increased by 1.2 percent, SRD and excess 
reserves grew by 2.0 percent and 5.6 percent, 
respectively. The increase in excess reserves was due 
to a) a decline in the level of RBV notes outstanding by 
5.3 percent, b) the decline in private sector credit and 
c) the decline in currency outside the banking system. 
Reserve money grew by 8.4 percent in the year to 
September 2007. 
 

Chart 9: Components of Reserve Money
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Open Market Operation 
 
The abrupt hike in the inflation figure for the first 
quarter of 2007 has prompted the Bank to further 

                                                 
1 Reserve money comprises of currency in circulation (includes Commercial 
Banks vault cash), Statutory Reserve Deposits (SRD) and Excess Reserves. 
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tighten up its monetary policy stance by increasing the 
volume of its open market operations to VT1.3 billion 
for the month to curb further unwanted inflation surges.   
 
Allotments made for the two issues were as follow; 
VT400 million each to 14 and 28 days and VT300 
million to the 63 days and VT200 million to 91 days.  
 
Also during the month, a total of VT1.1 billion worth of 
RBV notes have matured, resulting in an overall net 
liquidity withdrawal of VT200 million.  
 
Chart 10: Yield on 91-days RBV Note 
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Market yields for RBV notes started to hike during the 
month after recording a two years low in the previous 
month. Consequently, the yield on the 91-days notes 
yield increased to 3.95% during the last issue of the 
month compared to 2.50% at September end as 
depicted on the chart 10 above.  
 
Interest Rates 
 

 

Table 2 depicted that Interest rates ranges on deposits 
and lending rates were maintained as in the previous 
month’s level. In addition, a special rate of 7.99 
percent offered on land loans was maintained during 
the month.  
 
With regards to quarterly interest rates, the weighted 
average rate on fixed deposit has increased from 4.08 
percent during the June quarter to 4.10 percent during 
the September quarter. Despite this increase the 
weighted average rate of interest on total bank 
deposits remained at 1.92 percent during the 
September quarter. Weighted average interest rates 
on total bank loans have increased from 10.49 percent 
during the previous quarter to 12.11 percent at the end 
of the September quarter.  
 
The inter-bank market interest rate has remained 
unchanged at 5.5 percent. The Interest rate for the 91-
days RBV Notes increased to 3.95 percent at the end 
October.  
 
Exchange Rate Development 
 
The USD remained weak against major currencies 
over October as evidence for more Fed Fund Rate 
cuts ahead grew stronger. The Fed reduced the fed 
fund rate by 25 percent at the end-October meeting - 
to buffer the economy from the housing slowdown – 
sending oil to record high at $96.18 per barrel and gold 
to 28-year high at $796.50 per ounce. Latest 
government reports showed that the US economy 
expanded faster than expected in the third quarter by 
3.9 percent, led by a surge in consumer spending and 
exports.  
 
The euro hit a new record high at around $1.4446 on 
electronic trading platform EBS, the highest since the 
launch of the single European currency in 1999 at the 
end of October – but slide back down after the Fed cut.   
 
Traders improved their confidence upon the Euro 
currency after Eurogroup Chairman Jean-Claude 
Juncker said in a newspaper interview published at the 
end of the month that he preferred a strong euro to a 
weak one, adding that the European currency was not 
yet at alarm-causing levels. Meanwhile, euro-zone 
money supply annual growth for September came in at 

Table 2:  INTEREST RATES 
DEPOSIT INTEREST RATES 

 Savings 1-mnth 2-6 Months Above 6 
Months 

July07 0.5-2.0 1.25-3.50 1.25-4.25 2.25-4.25 

Aug07 0.5-2.0 1.25-3.50 1.25-4.50 2.25-4.50 

Sept07 0.5-2.0 1.25-3.50 1.25-4.50 2.25-4.50 

ADVANCE RATES 
 Commercial Personal Housing Agriculture 

July07 11.00-18.5 14.50-25.0 8.45-14.75 12.50-18.5 

Aug07 11.00-18.5 14.50-25.0 8.45-14.75 12.50-18.5 

Sept07 11.00-18.5 14.50-25.0 8.45-14.75 12.50-18.5 
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11.3 percent, a slightly slower rate of growth than for 
August but still well over the ECB's 4.5 percent target.  
 
The Australian dollar was briefly held above 93 US 
cent – 23.5-year high – on Fed cut and gold surge 
growing apatite for AUD/JPY carry trade business at 
the end of October. Data released showed that 
Australian retail sales rose 0.8 percent in September, 
beating analysts' forecasts of a 0.5 percent rise month-
on-month and third quarter sales rose 1.9 percent, 
higher than market expectations of a 1.6 percent rise. 
Report also showed that Aussie’s September trade 
deficit widened to A$1.862 billion ($1.74 billion) from 
$1.665 billion and higher than market expectations of a 
$1.0 billion deficit. 
 
The New Zealand dollar steadied at the end of the 
month, failing to extend gains made after the expected 
Fed cut. The currency was traded as high as $0.7736 
but slipped back to around $0.77, dragged down in 
part by its fall to 14-month lows against the Aussie on 
stronger-than-expected Australian data. Data released 
at the end of October by statistics New Zealand 
showed that NZ trade deficit improved to NZD544 
million in September from NZD945 million in August 
(monthly series) or to NZD6.256 billion at the end of 
the year ending end September from NZD6.337 billion 
end August 2007.  
 

Vatu Exchange Rates Oct-05 to Oct-07
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The net effect on the Vatu exchange rate shows that 
the local currency jumped to a new record high against 
the United States dollar at the end of the month at 
VT96.69 Vatu (mid rate) – on the Fed rate cut which 
briefly pushed USD to a life-time low versus Euro near 

USD1.45 and 23.5-year low against the Australian 
currency above USD0.93. The USD/VUV was traded 
between VT96.45 (lowest buying) and VT99.90 
(highest selling) over October 2007. 
 

 
 

 
Quarter 3 Consumer Price Index released 

CPI for the third quarter rose 0.2% over the 
previous quarter and 3.9% over the third quarter of 
2006. The main expenditure group recording 
significant increases over the Second Quarter are 
Recreational, Health and Education (1.0%), Transport 
and Communication (0.6%) and Housing Utilities 
(0.4%). Over the third quarter of 2006, the increase 
was mainly attributed by Drinks & Tobacco (7.3%), 
Recreation, Education, Health (5.9%), Food (3.6%) 
and Transport & Communication (3.0%). 
 (Vanuatu Statistics office, 25th October 2007)) 
 
 
 
        
Fiji Reserve Bank Leaves Monetary Policy Unchanged 

The Reserve Bank of Fiji Board decided to leave 
its current monetary policy stance unchanged at its monthly 
meeting on 26th October. At the conclusion of this month’s 
Board meeting, the Governor Chairman of the Board noted 
that “While recovery is expected next year, there are clear 
signs of imports slowing thus resulting in stability in the level 
of foreign reserves. Credit growth continued to slow as a 
result of the economic slowdown and the effects of the 
Bank’s various policies currently in place. In addition, the 
2007 yearend inflation has been revised downwards to 3.5 
percent, on account of an easing in domestic price 
pressures. However, the possibility of higher oil prices 
continues to pose risks both to inflation and the foreign 
reserves level.” The Governor said that “The Reserve Bank 
has allowed liquidity in the financial system to rise which 
has led to lower interest rates.” The Bank will continue to 
closely monitor economic and financial developments and 
ensure that monetary policy is responsive to such 
developments in the economy.  
(Reserve Bank of Fiji, Pacific News Magazine, 30th October 2007) 
 
ANZ Says PNG Credit Rating Could Rise Again in 2008 

The ANZ Bank says its possible Papua New 
Guinea’s credit rating will rise to “BB” territory robust growth 
and improved economic management by Treasury and 
Bank of PNG continues. In its Pacific Quarterly review, the 
ANZ says continued investment in the mining sector should 

Local News 

Regional News 
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see growth accelerate to more than 4 percent this year and 
next. It says significantly, this is the fifth consecutive year of 
growth, and that if the exchange rate holds steady, GDP per 
capita should exceed US$1000 in PNZG for the first time 
next year. But it says the main risk to PNG’s economy is 
inflation, “and likelihood that interest rates will have to rise in 
order to contain inflation risks.” It suggests devaluation 
would help give the economy room to expand but says “this 
seems unlikely to eventuate in the present environment.” 
The Fiji dollar has gained 3.8 percent against the US dollar 
this year. The ANZ says central bank action has helped 
mitigate the effects of political instability on the economy, 
with wide ranging exchange controls helping to stem 
“excessive foreign exchange outflows.” From January 2008, 
new borrowings by non-resident firms will be dependent on 
the concentration of ownership Non resident individuals 
won’t be able to borrow from domestic sources to purchase 
properties – apart from already approved tourism-related 
projects. The bank says financing the current account deficit 
– even if it is overstated in official figures – will remain a 
challenge. The Fiji Bureau of Statistics put this deficit at 
US$170 million in the first quarter of 2007.  
(Pacific News Magazine, 30th October 2007) 
 
        

                                                                           …. 

 RBNZ OCR unchanged at 8.25 percent 
The Official Cash Rate (OCR) will remain 

unchanged at 8.25 percent. Reserve Bank Governor Alan 
Bollard said:  "The outlook for the New Zealand economy 
and interest rates remains broadly consistent with the view 
outlined in the September Monetary Policy Statement.  The 
labour market remains tight, domestic income growth 
continues to expand on the back of strong commodity 
prices, and core inflationary pressures persist.  On the other 
hand, there are signs the housing market is moderating. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

"Despite ongoing surpluses in the government's 
operating balance, fiscal policy is contributing to inflationary 
pressure.  Any further easing in fiscal policy beyond that 
already announced will add further upside risks to medium-
term inflation. “There are a number of other upside risks to 
inflation, including the direct effects of the proposed 
greenhouse emissions trading scheme and rising global 
food prices. 

"While the turbulence in global financial markets 
has eased somewhat, considerable uncertainty remains.  
This poses a downside risk for our key trading partner 
economies.  In addition, the New Zealand dollar remains 
relatively high, restraining the externally-focused sectors of 
the economy. "We believe that the current level of the OCR 
remains consistent with future inflation outcomes of 1 to 3 
percent on average over the medium term." 
(RBNZ Press release, 25 October 2007) 
 
IMF Forecasts Slower World Growth in 2008.  

World economic growth is expected to slow next 
year, with recent turbulence in financial markets triggered 
by the fallout from the U.S. subprime mortgage market 
clouding prospects, the IMF said in its October 2007 World 
Economic Outlook (WEO) 
(IMF survey magazine October 2007) 
 
China’s Growth probably exceeded 11% for Third 
Straight Quarter 

China’s economy probably expanded more than 11 
percent for a third straight quarter, raising the likelihood of 
more interest-rate increases to prevent a flood of export 
cash from fueling asset bubbles. The stronger Chinese 
currency would make exports more expensive. That would 
help curb a trade surplus that has already ballooned to 
$185.7 billion this year, topping the $177.5 billion record for 
all of 2006. It would also ease pressure for more monetary 
tightening after five interest-rate increases this year that 
pushed the benchmark one-year lending rate to a nine-year 
high of 7.29 percent. The yuan has gained about 4 percent 
versus the U.S. dollar this year. 
 (Bloomberg.com, 22nd October 2007) 
 
 

International News 
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