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After last month’s dip, money supply returned to 
its upward trend, growing 3.8 percent on last 
month to a total of VT39,248.7 million, this 
represents an increase of 5.3 percent on three 
months ago and 13.1 percent on a year ago. 
This month’s increase was due to increases in 
both domestic and foreign assets with the 
growth in net foreign assets being the more 
important of the two. 
 
Determinants of Money Supply 
 
Total net foreign assets increased by 5.1 
percent this month, this was due to increase in 
both net foreign assets of the commercial banks 
and monetary authorities. Net foreign assets 
have increased 5.3 percent on three months ago 
and 17.1 percent on a year ago. 
 

Chart 1: Foreign Assets 
(Millions of Vatu)
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The NFA position of the monetary authorities 
increased this month by 4.4 percent, this 
represents growth of 12.5 percent on three 

months ago and 31.3 percent on last year. 
Official reserves are now sufficient to cover 5.6  
months of imports, up from 5.3 months cover at 
the end of October.  
 
The commercial bank’s net foreign assets 
position also improved in November going up 
5.3 percent this month, this represents growth of 
3.5 and 13.5 percent on three months ago and 
last year respectively. 
 
Domestic credit increased this month by 2.1 
percent, the reason for this was the increase in 
credit to the private sector as net claims on 
government, the other major component of 
domestic credit declined this month. Domestic 
credit is now up 1.4 percent on three months 
ago and 6 percent on a year ago. 
 
The government continued to improve its net 
lending position against commercial banks (-
6.5%) where as its position against the 
monetary authorities worsened slightly (3.7%), 
this month the government’s lending position 
improved overall by 1.8 percent. This represents 
an improvement of 5.9 percent on three months 
ago and 13 percent on a year ago. The 
improvements in the government’s lending 
position this year have stemmed entirely from 
improvements against the monetary authorities 
by 30.3% where as the government’s position 
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against the commercial banks has declined 14.1 
percent over the year. 
 
Private sector credit continued on its upward 
trend registering a growth of 0.4 percent on last 
month. This represents a growth of 2 percent on 
three months ago and 7.6 percent on this time 
last year. This month’s increase in private sector 
credit was driven by loans to business, which 
increased 7.7 percent on last month, loans to 
households and individuals, on the other hand, 
decreased by 7.8 percent.  
 

Chart 2: Claims on Private Sector
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A breakdown of sectoral lending reveals that the 
main contributors to the increase in private 
sector credit were personal loans which 
increased 2.5 percent, construction, up 0.4 
percent and distribution which went up 1.5 
percent. Where as transport, tourism and 
manufacturing all saw decreases in loans, by 
8.7, 1.2 and 6 percent respectively. 
 
Components of Money Supply 
 
This month’s increase in total money supply was 
sourced entirely from an increase in quasi 
money as narrow money registered a decrease. 
 
Narrow money decreased this month by 0.2 
percent, despite this; the figure remains up on 
three months ago and a year by 8.1 and 1.6 
percent respectively. This month’s increase in 
narrow money stems from an increase in 
currency outside banks which went up 2.9 
percent, demand deposits, on the other hand, 
decreased by 0.9 percent with the foreign 
currency component decreasing by 3.3 percent.   
 
The 12-month growth rate for currency outside 
banks now stands at 12.2 percent. Demand 

deposits however now show a negative growth 
rate for the year of -0.5 percent with the foreign 
currency element also declining by 0.5 percent 
over the year.  
 
Quasi money increased by 5.9 percent this 
month bringing the three month growth rate up 
to 4 percent and the twelve month growth rate to 
19.8 percent. This month’s increase in quasi 
money was caused by an increase in time 
deposits by 6.8 percent, where as savings 
deposits decreased by 22 percent. The foreign 
currency components of time and savings 
deposits grew by 9.7 and -22 percent 
respectively. 
 
The yearly growth rate for time deposits now 
stands at 21.9 percent with the foreign currency 
component increasing by 19.6 percent, savings 
deposits are down 17.9 percent on a year ago 
but the foreign currency element has grown by 
30.5 percent. 
  

Chart 3: Money Supply Components
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Reserve Money 
 
Reserve Money 1 continued on its upward trend 
registering a growth of 1.4 percent on last 
month’s figure. This amounts to an increase of 
3.4 percent on three months ago and 8 percent 
on last year. The increase in reserve money this 
month stemmed from increases in both money 
in circulation and commercial banks’ deposits 
with the RBV, which went up 1.1 percent and 
1.6 percent respectively. The increase in 
commercial bank’s deposits with the RBV came 

                                                 
1 Reserve Money comprises of currency outside 
banks, statutory reserve deposits (SRD) and excess 
reserves. 

Narrow Money 

Quasi-Money 

Broad Money 
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from increases in both the SRD by 1.1 percent 
and in excess reserves by 2.5 percent. 
 

Chart 4: Components of Reserve 
Money
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RBV Notes 
 
The RBV continued to issue RBV notes to mop 
up the excess liquidity in the market; total notes 
issued in November amounted to VT650 million. 
 

Chart 5: 91-days RBV Notes (Yields)
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The Bank continued to increase the number of 
RBV notes outstanding in November, the level 
now stands at MVT 975 million, an increase of 
56 percent on last month. The reason for this is 
the continuing increase in liquidity in the market, 
which needs to be mopped up using RBV notes. 
 
The yield for 91-day note dropped in November 
to 3.6 percent, down from 3.75 percent last 
month, reflecting the high bidding for notes 
driving the price down.  
 
Total Notes issued during November increased 
to MVT650 from MVT450 in October.  This 
increase continued to reflect the increase in 
systems liquidity.  Total tenders received was 
MVT1150, of which, MVT500 were rejected. Of 

the notes that were issued in November, 
MVT150 each were allotted to 14-days and 91-
days, while MVT175 each were given to 28-days 
and 63-days.  
 
Interest Rates 
 
For deposit interest rates, an increase of 0.3 
basis points was recorded in the upper range for 
deposits above six-months. The interest rate 
ranges for savings deposits and the various 
categories of time deposits were unchanged 
from the preceding month (see table below).  
 

 
DEPOSIT INTEREST RATES 

 Savings 1-mnth 2-6 Mnths Above 6 
Mnths 

Sept04 0.5– 2.0 1.5-6.0 1.5-7.0 2.25-7.55 
Oct04 0.5– 2.0 1.5-6.0 1.5-7.0 2.75-7.26 
Nov04 0.5– 2.0 2.0-6.0 2.0-6.0 2.75-7.26 

 
ADVANCE RATES 

 Commercial Personal Housing Agriculture 
Sept04 8.5-16.0 12.0-25.0 5.9-14.75 11.0-16.0 
Oct04 8.5 -16.0 12.0-25.0 5.9-14.75 11.0-16.0 
Nov04 8.5-16.0 12.0-25.0 5.9-14.75 11.0-16.0 

 
Interest rates on loans remained unchanged as 
in the previous month (see table above). 
 
Interest rates on overnight inter bank lending 
remained unchanged at 5.5 percent.  The 
interest rate on 91-days RBV Notes decreased 
to 3.75 percent. The Bank maintained its official 
interest rates at 6.5 percent. 
 
Exchange Rate Development 
 
With security risks in Afghanistan & Iraq 
heightening & the US current account and trade 
deficits ballooning, the US dollar continued to 
depreciate against most of its trading partners. 
In November 2004, the Vatu continued to 
appreciate against the US dollar while it 
depreciated against the AUD. 
 
The rate of the Vatu against the US dollar for 
November opened on the 1st at 110.11 while it 
closed on the 30th at 106.79. The average rate 
of the Vatu appreciated against the US dollar by 
2.9% from October. It is envisaged that the US 
dollar will continue to depreciate against the 
Vatu in the foreseeable future until the US 
current account and the trade deficits improve. 
Further depreciation of the US dollar against the 
Vatu will drastically reduce Vanuatu’s major 
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export incomes, which are denominated in US 
dollars.  
 

Exchang e rat e t rend  June -  N o v 2 0 0 4
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The average against the Australian Dollar shows 
an appreciation of 1.6% on last month’s 
average, with the highest value of 82.41. The 
lowest value of 84.14 recorded towards the end 
of the month, was the lowest recorded in the last 
7 months. This will likely have an impact on 
Vanuatu’s economy as 40% of its total imports 
come from Australia. The increase in price of the 
Australian dollar will create inflationary pressure 
in Vanuatu due to the large proportion of imports 
from Australia. However, it will also cause 
exports from Vanuatu to Australia to increase 
and will make Vanuatu more attractive to 
Australian tourists. 
 
 
 
 
 
Abbey Mercy Bank Limited 
 
The Reserve Bank of Vanuatu has revoked the 
banking license issued to Abbey Mercy Bank 
Limited under the International Banking Act No 4 
of 2002. Abbey Mercy Bank Limited failed to 
comply with conditions imposed on its banking 
license and to supply information to the Reserve 
Bank of Vanuatu. In terms of section 11 (3) of 
the International Banking Act, the bank was 
given 14 days to respond to the Reserve Bank 
why its license should not be revoked. Abbey 
Mercy Bank Limited failed to respond to the 
Bank within the timeframe provided for under 
the Act. 

 
Pursuant to section 11 (4)(a) of International 
Banking Act, the Reserve Bank of Vanuatu has 
revoked the license to Abbey Mercy Bank 
Limited effective 6 December 2004. 
(RBV Press Release, December 7, 2004) 
 
Tsunami fear may trigger rise in visitors 
 
The national tourism office expects the number 
of Australians visitors to Vanuatu to increase 
dramatically next year in the aftermath of the 
Asia Tsunami Disaster that devastated popular 
tourist resorts in Asia. According to the 
managing director of the national tourism office 
that they was no denying many Australian 
tourists have now cancelled their trip in the wake 
of the earthquake and tsunami. And Vanuatu 
could be considered their next potential tourist 
destination. She continued to state that the NTO 
is aware of the situation and they will put out a 
campaign. The Vanuatu tourism industry is one 
of the main foreign exchange earner of the 
country that depends on 70 percent of its 
domestic goods from overseas. 
(Vanuatu Daily Post, December 31, 2004) 
 
 
 
 

Fiji to host Tourism Conference 

A Pacific tourism conference in Fiji next 
February expects to draw stakeholders from 
around the Pacific and Asia. Tourism executives 
from around the Pacific expect to meet potential 
partners and investors from all over the world at 
the meeting and also discuss viable projects in 
their respective countries. The Pacific Tourism 
Investment Conference is being organized by 
the European Union’s ProInvest Programme in 
collaboration with the Pacific Island Forum 
Secretariat, South Pacific Tourism Organization, 
(SPTO), and the Pacific and Asian Travel 
Association.   The meeting will take place in Fiji 
from February 1-4, 2005. ProInvest is a 
programme of the Group of African Caribbean 
and Pacific states and the European 
Commission for the promotion of investment and 
technology transfer to the ACP countries.                                 
(PINA Nius online, December 2004) 

Visitors to Cooks likely to top 80,000 
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Total visitors arrivals to Cook Islands in 2004 
look set to better the record figures achieved 
last year. Figures put out by the statistics office 
reveal that 68,362 visitors arrived in the country 
up to the end of October- just over 3300 more 
than the corresponding period last year. There 
were 78,328 arrivals in 2003-the highest to the 
Cooks to date. If total arrivals for November and 
December match the 2003 figures (13,274), 
then it is likely that visitor numbers could top 
80,000 this year. Tourism Corporation chief 
executive Chris Wong says the country has 
been able to cope comfortably with the increase 
in visitor numbers to over 80,000. “ The advent 
of express airfares and increased frequencies in 
air services brings with it greater flexibility in 
travel plans and itineraries” says Wong. “As a 
consequence, the average length of stay will 
tend to fall thereby requiring greater numbers of 
visitors to achieve optimum room occupancy 
and yield.” “In the last few months all flights 
have been running full yet average industry 
occupancies have hovered around the 60 to 65 
percent occupancy level therefore indicating that 
additional seat capacity is 
required.’………………………………………...”                                                  
(Vanuatu Daily Post, December 31, 2004) 

 
 
 
Tsunamis hit Asia 
 
Tsunamis have hit the coasts of 11 Asian 
countries following a massive earthquake in the 
Indian Ocean. 77,000 people have been 
confirmed dead with the number set to rise 
further. The economic costs of the disaster are 
predicted to be massive, with tourism being 
particularly hit in many countries such as 
Thailand where several tourist resorts were 
destroyed. Millions have been left homeless, 
while businesses and infrastructure have been 
washed away. Economists believe several of the 
10 countries hit by the giant waves could see a 
slowdown in growth. India, which has recently 
been enjoying fast growth, was one of the major 
countries hit. The massive scale of devastation 
will almost inevitably cause a slowdown in 
growth in the area.  
(CNN Business news, December 30, 2004) 
 
The Reserve Bank of New Zealand has left 
the OCR unchanged at 6.50 per cent. 

Speaking at the release of the Reserve Bank's 
December 2004 Monetary Policy Statement, 
Reserve Bank Governor Alan Bollard said "As 
indicated in their October Review, they continue 
to expect that the current policy position will 
achieve inflation between 1 and 3 per cent on 
average over the medium term. This outlook 
assumes that significant pipeline effects from 
past interest and exchange rate increases will 
eventuate and act to further constrain the 
economy over the period ahead. 
 
"Since the last review, overall economic 
indicators have continued to surprise on the 
upside. As a result, they have revised upwards 
their GDP estimates for the second half of 2004 
and pushed out their expected timing of the 
economic slowdown. But the slowdown is still 
expected in 2005. The easing in house sales, 
residential building consents and net 
immigration remain in line with their earlier 
projections. Reinforcing this outlook is a 
weakening exports picture, based on softer 
world growth and the constraining effects of the 
strong NZ dollar. 

"Inflation is projected to rise close to 3 per cent 
before easing back later in 2006. The risks to 
the inflation outlook are two-sided. On the 
upside there is clearly a risk that the current 
momentum in household demand will hold up 
longer than expected. Rising wage and salary 
pressures also present an upside inflation risk 
given the current labour market tightness.  On 
the downside there is the possibility of more 
exaggerated movements in the US dollar and 
US interest rates, leading to a stronger New 
Zealand TWI, weaker exports and less inflation 
pressure. 

"The tightening in monetary policy over the past 
year currently looks sufficient to keep medium 
term inflation pressures in check.  However, with 
inflation expected to remain toward the top of 
the 1 to 3 per cent target band over the medium 
term, there is little headroom to absorb stronger 
than expected inflation pressures.   If such 
pressures emerge, a further policy tightening 
cannot be ruled out.  Further, the current outlook 
offers little scope for an easing in policy in the 
foreseeable future.  They will continue to assess 
inflation pressures carefully as the economic 
data come to hand." 
(RBNZ Press Release December 9, 2004) 
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Address editorial correspondences to: The Director, Research Department, Reserve Bank of Vanuatu, Private Mail Bag 062,
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