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Following a decline in February, total 
money supply rose by 2.2 percent at the end 
of March 2004 to VT36,559.4 million, due 
to increases in  net foreign assets (NFA) and 
domestic credit.  
 
Determinants of Money Supply 
 
Total NFA grew by 3.3 percent in March 
2004 to VT26,768.3 million, following 
growths in the NFA positions of both the 
monetary authorities (0.2%) and commercial 
banks (3.9%). NFA also recorded growths 
over three months ago by 8.5 percent and 
over the past twelve months by 11.2 
percent.  
 

Chart 1: Foreign Assets 
(Millions of Vatu)
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The NFA of the monetary authorities rose 
marginally to VT4,661.4 million 
underpinned by a decline in the Reserve 
Bank’s foreign liabilities that fell by 3.3 
percent, whereas gross official reserves 
remained virtually unchanged from last 
month. In spite of of this increase, the NFA 
position of the monetary authorities 
declined against the level over three months  

 

 
ago by 1.6 percent, but was higher by 3.1 
percent from the corresponding month of 
last year.  
 
Commercial banks’ NFA trended upward to 
VT22,106.9 million during the reviewed 
month despite a 0.7 percent decline in 
banks’ gross foreign assets. This increase in 
commercial banks’ NFA stemmed from a 
substantial decline in banks’ foreign 
liabilities, in particular, commercial banks 
foreign liabilities to nonresident banks that 
fell by 26.3 percent. Commercial banks’ 
NFA also grew against the level three and 
twelve months ago by 10.9 percent and 13.1 
percent, respectively.  
 
Domestic credit grew further by 0.5 percent 
at the end of March 2004; growths of 1.4 
percent and 5.8 percent were recorded over 
the previous three and twelve months ago, 
respectively. This increase in March was 
attributed to net claims on the government, 
claims on non-financial public enterprises 
and claims on private sector.  
 
The increase in the banking system’s net 
credit to the government was sourced 
mainly from commercial banks whose net 
lending to the government increased by 75.3 
percent. This development was reflected in 
a decline in government deposits with banks 
by 55.5 percent; in addition to an increase 
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by 4.9 percent in banks’ claims on 
government. On the other hand, the 
monetary authorities’ net lending to the 
government declined by 29.6 percent due 
to: a) a decline in the government’s 
overdraft with the Reserve Bank, and b) an 
increase in government deposits with the 
Reserve Bank by 17.1 percent.  The 
governments’ net position vis-à-vis the 
banking system also deteriorated against the 
preceding three months by 10.3 percent but 
improved by 10.8 percent against the past 
twelve months.  
 
Private sector credit grew further by 0.2 
percent in March 2004. (See chart 2). This 
growth was attributed to an increase by 
VT163.8 million in loans extended to others 
category. However, the increase in loans 
extended to others was offset by declines in 
loans extended to business by VT52.9 
million, and individuals and households by 
VT81.9 million. Private sector credit 
registered growths of 0.6 percent and 9.8 
percent from the past three and twelve 
months, respectively.  
 

Chart 2: Claims on Private Sector
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The aforesaid growth in private sector credit 
was reflected in increased lending to various 
economic sectors such as; agriculture and 
fisheries (2.8%), manufacturing (0.4%), 
distribution (12.8%), entertainment & 
catering  (903.3%), transport (1.3%), 
construction (0.5%) and housing and land 
purchases (5.6%).  
 
Components of Money Supply 
 
The increase in money supply (M4) at the 
end of the reviewed month was particularly 
associated with a 3.3 percent growth in 
quasi-money. Narrow money (M1) though 
to some extent declined in absolute terms, 

remained virtually unchanged in percentage 
terms from the previous month. Money 
supply grew against the level three and 
twelve months ago by 5.3 percent and 7.0 
percent respectively.  
 
The trend in M1 reflected a moderate 
decline of 0.3 percent in demand deposits, 
which outweighed the increase of 1.5 
percent in currency outside banks. The 
downward trend in demand deposits was 
contributed by demand deposits 
denominated in foreign currency, which fell 
by 1.3 percent, though demand deposits 
denominated in local currency increased by 
1.5 percent. M1 contracted by 1.5 percent 
against three months ago but was higher by 
5.8 percent compared to the past twelve 
months.  
 

Chart 3: Money Supply Components
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Time and savings deposits denominated in 
both the local and foreign currency 
increased by 2.7 percent and 3.7 percent, 
respectively. This development was partly 
explained by attractive interest rates for 
local currency time deposits. The current 
level of quasi-money increased over the past 
three and twelve months by 8.9 percent and 
7.6 percent, respectively.   
 
Reserve Money 
 
After an increase in the previous month, 
reserve money contracted by 3.3 percent to 
VT4512.6 million in March 2004. Reserve 
money also recorded declines of 1.9 percent 
and 2.4 percent over the previous three and 
twelve months, respectively. The current 
downward trend was contributed to by all 
its components. Money in circulation fell by 
0.9 percent, statutory reserve deposits 
(SRD), 0.3 percent and excess reserves by 
15.3 percent. (See chart 4). The decline in 

Narrow Money 

Quasi-Money 

Broad Money 
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excess reserves was associated with liquidity 
destruction on behalf of the government as 
reflected by its improved position with the 
Reserve Bank. SRD continued the declining 
trend since the period between December 
2003, January and February 2004.  
 

Chart 4: Components of Reserve 
Money
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RBV Notes 
 
Total RBV Notes outstanding at the end of 
March 2004 declined by VT75 million to 
VT225 million.  During the month a total of 
VT225 million in RBV notes were matured.  
 

Chart 5: 91-days RBV Notes (Yields)
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Furthermore, the Reserve Bank issued a 
total of VT150 million worth of RBV 
Notes, of which VT50 million were allotted 
each to maturities of 14-days and 28-days. 
VT25 million were allotted each to the 63-
days and 91 days.  The 14-days note carry a 
weighted average yield of 4.00 percent, 28-
days (4.10%). The weighted average yield 
rate on the 63-days and 91-days was at 4.19 
percent, respectively.  
 
Interest Rates 
 

Interest rate paid on savings deposits 
remained at range between 0.50-2.00 
percent. Interest rates for fixed deposits 
indicated upward movement in their upper 
and lower rates as compared to the previous 
month.  For the one-month and 2-3 months 
category, the lowest interest rate in the 
range were increased by 0.5 percentage 
points to a new range between 2.00-6.00 
percent. The minimum interest rates for the 
4-6 months maturity was up by 0.75 basis 
points to a range of 2.25-5.50 percent. For 
maturity of 7-12 months, the minimum 
interest rates were increased by 1.00 basis 
points to a new range of 2.75-6.00 percent. 
The interest rates range paid for maturities 
over one year were increased from 1.75-4.75 
percent in the previous month to a new 
range of 2.75-7.00 percent in March 2004. 
With the aforesaid movements, weighted 
average interest on fixed deposits reached 
5.16 percent, an increase of 0.14 basis 
points from the previous three months. 
Weighted average interest on all deposits 
followed the trend by recording an increase 
of 0.17 basis from December 2003 to 2.35 
percent in March 2004. 
 
Lending interest rates charged on loans 
remained unchanged as in the previous 
month.  Though lending interest rates 
ranges were maintained as in the previous 
month, weighted average lending rates in 
March 2004 was down by 0.13 basis points 
from December 2003 to 11.60 percent. 
 
Inter bank interest rates remained 
unchanged at 5.5 percent. Furthermore, the 
Reserve Bank left the repo rate unchanged 
at 6.50 percent. 
 
Exchange Rate Development 
 
The US treasury market marked a second 
successive month of gains after exhibiting 
nervousness prior to the testimony given by 
Mr. Greenspan to the House of 
Representatives financial committee. The 
bond and equity market were agitated about 
the testimony that the Chairman of the 
Federal Reserves will mention raising 
interest rates but the speech steered away 
from this, mentioning only the weak labour 
market. The market deduced that if the 
labour market was weak, prospects for 
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changes in interest rate and bond prices 
would be minimal.  
Other events this month that had impact on 
the foreign exchange market were the 
terrorist attack in Spain and the G7 meeting, 
which decided to leave currencies to market 
forces. To this end the Japanese Minister of 
Economics and Financial Services said 
Japan foreign exchange intervention is 
coming to an end however, although the 
Yen appreciated against the greenback the 
next day. Also the Cartel of the OPEC 
countries decided to cut a million barrels of 
oil a day. This led to the upsurge in the 
energy price by 0.5 percent while inflation 
rose for the same period at 0.3 percent in 
the US. 
  
In the Pacific region, the Reserve Bank of 
New Zealand sought government approval 
to intervene in the foreign exchange market. 
The Reserve Bank of New Zealand kept 
interest rate unchanged. There was a further 
gain in the Aussie dollar against the U.S in 
the aftermath of terrorist bombings in Spain  
 

Exchange rate trend 
September 2003  to  March 2004
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The month of March has been eventful and 
there has been an increased sentiment of an 
interest rate increase in the US following 
improvements in the US economy. These 
created a knock on effects, reverberating 
into either an appreciation or a depreciation 
of Vanuatu’s major trading partners’ 
currencies against the Vatu. Thus the 
closing and opening rates of Vatu against 
the US dollar has marked a depreciation of 
2.26 per cent. And the closing rates trend 
over a period of six months indicated a 
depreciation of Vatu in February (8.93 
percent), January (8.07 percent), December 
(6.19 percent), November (4.32 per cent) 

and October (2.25 percent) compared to the 
current period. The highest rate recorded 
against the US dollar occurred on the 1st 
recording 108.47 and the lowest of 112.11 
on the 18th of March 2004. 
 
Vatu against the Aussie dollar witnessed a 
slight appreciation of 0.05 per cent against 
the Aussie dollar from the opening to the 
closing periods. The trend over the six 
months compared to the current period for 
the closing rates indicated depreciation in 
February (0.10 per cent), January (0.51 per 
cent), December (0.07 per cent), November 
(1.67 per cent) and October (2.08 per cent). 
The highest rate of Vatu against the Aussie 
dollar occurred on the 12th of the month 
registering 82.34 with the lowest on the 2nd 
of 83.99. 
 
 
 
 
 
Oil prices set to rise in Vanuatu 
 
The decision by OPEC to cut oil 
production by one million barrels a day to 
try and force the price of oil up further 
could see a sharp rise in the price of petrol 
in Vanuatu. The world oil price is up to 
over US$30 a barrel up from the long-term 
average price of between $18(US) to $20 a 
barrel. The single most important impetus 
behind this change is the falling value of the 
U.S dollar. Its decline means that the old 
equilibrium point of $20 has risen to around 
$25, with the members of the Organization 
of Petroleum Exporting Countries allowing 
prices to drift upward in order to preserve 
the purchasing power of their oil income in 
Europe. 
 
Even as the dollar has fallen, international 
tensions have been on the rise, slapping a 
risk premium on oil prices. China’s torrid 
growth is helping to fuel higher oil prices. 
The international Energy Agency cited 
Chinese thirst for oil when it boosted its 
estimate last month for the increase in crude 
demand this year to 1.65 million barrels a 
day, up to nearly 60 percent from IEA’s 
projections in October. OPEC controls 
38% of the world market in oil, others: 
28%. Western Europe: 9%, North America: 
11%, former Soviet Union: 14%. 

LLOOCCAALL NNEEWWSS 
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Vanuatu is at the end of the chain and as a 
result petrol prices are amongst the highest 
in the world as it buys from Noumea and 
Fiji. The petroleum companies in Vanuatu 
adjust their prices according to world 
market prices with each shipment. Given 
the current high price of oil on the world 
market and the latest OPEC cuts, it is 
anticipated the fuel prices in Vanuatu are 
likely to increase. 
(Vanuatu daily post, April 8, 2004) 
 
Vanuatu Bankers Association elects 
Tremethick as chairman 
 
Following the Bankers’ Association of 
Vanuatu Annual General Meeting Philip 
Tremethik, Acting CEO of European Bank 
Limited will succeed Mr Bob Hughes, 
Managing Director of the National Bank of 
Vanuatu as chairman for the ensuing twelve 
months. Philip is a qualified career banker 
who has spent the last eight years working 
in Vanuatu in a variety of roles with various 
banking institutions. He is looking forward 
to the challenge and opportunity of working 
with public and private sector 
representatives to ensure the continuance of 
a sound and secure banking industry image 
both locally and globally. 
(Vanuatu daily post, April 8, 2004) 
 
 
 
 
 
Tourism Arrivals in the South Pacific 
Reach New Peak 
 
Visitor arrivals in the South Pacific region 
reached a new peak in 2003.  Regional 
statistics compiled by the South Pacific 
Tourism Organisation (SPTO) show that 
the total visitors to the region reached 
1,067,140 in 2003, an increase of 6.3 percent 
on 2002.  The region showed a strong 
recovery in the second half of the year in 
particular, when growth averaged 10.3 
percent; this indicates that the tourism 
industry could have a strong year in 2004.  
The SPTO figures show that an additional 
63,408 visitors arrived into the region in 
2003.  Visitor arrival numbers reached 
record figures for the Cook Islands, Fiji, 
Niue, Samoa, and Tonga.  Ross Hopkins, 
Technical Advisor for SPTO said ‘ The 

regions tourism sector performed relatively 
well in 2003.  Despite a downturn caused by 
SARS and the Gulf War, the level of 
tourism arrivals grew at a significant rate, at 
a time World arrivals declined by 1.2 
percent.  Clearly the South Pacific is 
benefiting from a preference by consumers 
to travel to safer, more relaxing 
destinations.’  Countries that performed 
particularly strongly were Fiji, the Cook 
Islands and Tahiti; the first two saw 8 
percent growth, while the latter saw 13 
percent growth last year.  All three countries 
now have a strong brand presence in their 
major markets, due to significant NTO led 
promotional efforts, which allows them to 
capitalize on changing consumer 
preferences and travel patterns.  The fastest 
growing source market was the UK, which 
increased by 30 percent over the previous 
year.  Australia saw the largest growth in 
terms of volume however, with arrivals 
increasing by over 28,000 visitors, although 
the UK market increased by approximately 
25,000. 
(SPTO, Weekly Newsletter, April 8, 2004) 
 
 

 

China's Economy Grows 9.7%, Fueling 
Price Increases  

China's economy grew a faster-than- 
expected 9.7 percent in the first quarter, and 
the government said its failure to curb 
investment and prevent shortages of raw 
materials was fueling inflation.  
The world's sixth-largest economy barely 
slowed from growth of 9.9 percent in the 
fourth quarter from a year earlier, the 
National Bureau of Statistics reported. 
Consumer prices rose 3 percent in March 
from a year earlier, faster than the quarter's 
2.8 percent average. ``Irrational investments 
in redundant low-level construction projects 
in certain industries and selected areas have 
not been controlled effectively,'' bureau 
spokesman Zheng Jingping said.  
Premier Wen Jiabao last month targeted 7 
percent growth for 2004, warning that 
transport and energy bottlenecks were the 
biggest threat to an economy that consumed 
a third of global steel production last year.  

RREEGGIIOONNAALL  NNEEWWSS  

IINNTTEERRNNAATTIIOONNAALL NNEEWWSS  



 6

China decided to raise the percentage of 
deposits banks must set aside as reserves to 
7.5 percent from 7 percent, effective April 
25. A report showed that money supply 
grew 19.1 percent in March, more than the 
bank's target rate of 17 percent. The central 
bank may raise interest rates in addition to 
higher reserve requirements imposed on 
banks, according to economists. Chinese 
stocks traded in Hong Kong fell for a third 
day since the central bank raised the 
percentage of deposits banks must set aside, 
taking money out of circulation for the 
second time in seven months.  
The Hang Seng China Enterprises Index, 
which measures China-based companies 
including PetroChina Co., fell 0.6 percent, 
bringing its declines to 7.2 percent. 
European Commission President Romano 
Prodi called on China to consider letting its 
currency appreciate to curb inflation and 
stabilize the economy. The yuan has been 
pegged at about 8.3 to the dollar since 1995.  
(Bloomberg April 15, 2004) 

Greenspan says U.S deflation threat now 
past 

Federal Reserve Chairman Alan Greenspan 
said that U.S companies were regaining the 
power to raise prices and that a long period 
of worry about the potential for price 
deflation was over.  Treasury bond prices 
and stocks sank on Greenspan’s words, as 
traders saw them as raising the chances of a 
near-term increase in interest rates from 
1958 lows of 1 percent. Deflation, in which 
prices spiral downwards, is a stubborn 
phenomenon rare in U.S economic history 
that was last seen during the Great 
Depression of the 1930’s. 
 
Greenspan said fast growth in U.S 
productivity, or hourly output per worker, 
should keep a lid on price pressures for 
some time. That gives the Fed some leeway 
to take its time to raising rates back to what 
economists call a “neutral” stance between 
3-4 percent rather than being forced by 
surging price pressures to increase credit 
costs. He said the economy has weathered 
multiple shocks well in the recent years, 
helped by 13 Fed interest rates cuts.  
 

Greenspan indicates policy-makers were 
ready to do whatever was necessary to keep 
expansion on track. The Fed’s current 
federal funds rate on overnight loans 
between banks, a bellwether for broader 
rates, has been set at 1 percent since June 
last year. 
Greenspan’s two days testimony give the 
influential central banker a chance to 
prepare financial markets for the future 
without rattling them unduly. Despite his 
efforts to tamp down worries about future 
inflation, markets reacted with typical 
volatility to the prospect of rate rises in the 
future. Stocks fell while the dollar 
strengthened against other currencies, since 
higher rates make U.S investments more 
attractive. Treasury bond prices tumbled. 
(Reuters, April 22, 2004) 

Reserve Bank of New Zealand, OCR 
increased to 5.5 per cent 

The Reserve Bank increased the Official 
Cash Rate from 5.25 per cent to 5.5 per 
cent. Commenting on the decision, Reserve 
Bank Governor Alan Bollard said, “The 
New Zealand economy continues to 
perform strongly and this is being 
supported by further improvements in the 
global economy. However, domestic 
inflation pressures remain strong and 
annual CPI inflation looks set to rise over 
the year ahead. Moving interest rates to less 
stimulatory levels appears prudent to ensure 
inflation remains within the target range 
over the medium term.   
 
“ Looking forward, the Reserve Bank will 
continue to monitor the data to see what it 
implies for medium-term inflation. At this 
stage, it remains unclear whether the fall in 
the exchange rate over the recent weeks will 
be sustained and thus what its impact on 
activity and inflation pressures will be. 
Within parts of the domestic sector, such as 
housing and construction, some data 
suggest a cooling in activity, but the 
evidence is mixed and pricing pressures 
remained strong. Given these uncertainties, 
a further adjustment to monetary policy 
cannot be ruled yet.  
(RBNZ Press Release, 29 April 2004)

Address editorial correspondences to: The Director, Research Department, Reserve Bank of Vanuatu, Private Mail Bag 062, Port
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