
 1

  
 
 
 
 
 
 
 
 
 
Issue No: 73                      December 2003 
   
  
 
 
Total money supply (M4) increased further by 
VT142.7 million or 0.4 percent over the month 
to November 2003. This monetary expansion 
is attributed to increases in total net foreign 
assets (NFA) and domestic credit. 
 
Determinants of Money Supply 
 
Total NFA rose by VT298.9 million or 1.2 
percent in November 2003 as the NFA 
positions of both the monetary authorities and 
commercial banks registered increases during 
the reviewed month. A much larger increase of 
6.1 percent was recorded from three months 
ago, whereas total NFA declined by 4.1 percent 
over the year to November 2003. 
 

Chart 1: Foreign Assets 
(Millions of Vatu)
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Commercial banks, which accounts for around 
81.0 percent of total NFA in November, 
increased their NFA holdings by 1.4 percent 
from last month and 8.0 percent from three 
months ago. During the month under review, 
commercial banks’ gross foreign assets rose by 
0.2 percent while their foreign liabilities fell by 
2.8 percent. Compared to the same period last 

year, commercial banks’ NFA declined by 4.3 
percent in November 2003.  
 
The monetary authorities’ NFA rose mildly by 
0.7 percent from the previous month to 
VT4,579.6 million in November 2003. This 
level of reserves is equivalent to approximately 
4.3 months of import cover. Regardless of the 
monthly increase, monetary authorities’ NFA 
declined over the last three months and twelve 
months, by 1.7 and 3.1 percent, respectively.    
 
Domestic credit grew for the second straight 
month, adding VT307.6 million or 2.0 percent 
in November 2003.  Much of this increase was 
attributed to net claims on government and 
private sector credit. Over the last three 
months and twelve months, domestic credit 
grew by 1.2 percent and 4.6 percent, 
respectively.  
 
Net credit to the government rose by 0.9 
percent from October 2003 to VT1,310.5 
million at the end of November 2003 with 
both the monetary authorities and commercial 
banks contributing to the increase. 
Government net lending from the monetary 
authorities increased by 1.2 percent, mainly 
through its overdraft while net lending from 
commercial banks rose mildly by 0.4 percent 
due to a decline in government deposits. 
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Regardless of the monthly increase in net 
government credit, the government’s net 
lending position vis-à-vis the banking system in 
November improved from three months ago 
by 5.2 percent and last year by 22.2 percent.   
 
Private sector credit rose in November 2003 by 
1.7 percent, slightly above the 1.6 percent 
growth achieved in October 2003 (see chart 2). 
Loans and advances to individuals and 
households make up most of the increase, 
followed by others and businesses. Over the 
year to November 2003, private sector credit 
grew strongly by 10.7 percent.   
 

Chart 2: Claims on Private Sector
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Various economic sub-sectors received 
expanded lending in November 2003 
including; agriculture (3.0%), manufacturing 
(0.9%), transport (2.5%), construction (1.8%), 
housing and land purchases (1.1%) and other 
personal loans (7.8%). On the other hand, 
lower lending was extended to distribution 
(3.1%), tourism (0.6%), entertainment and 
catering (0.8%) and public utilities (72.3%).  
 
Components of Money Supply 
 
The expansion in total money supply (M4) 
during November 2003 was associated with 
increases in narrow money and quasi money.   
 
Narrow money expanded by 0.8 percent from 
October 2003 and 10.8 percent from the 
comparable month last year. Both components 
of narrow money registered growths in 
November with currency outside banks 
expanding by 1.7 percent and demand deposits 
increasing by 0.6 percent. In comparison to 
November 2002, currency outside banks and 
demand deposits both grew by 10.8 percent. 
 

Chart 3: Money Supply Components
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Growth in quasi money is underpinned by the 
expansion in savings deposits by 2.5 percent, 
which was slightly offset by time deposits that 
contracted by 0.1 percent. A decline in the 
foreign currency component of time deposits 
by 0.3 percent was responsible for this decline.   
 
Reserve Money 
 
Reserve money added a 1.9 percent growth in 
November 2003 (see chart 4). 
 

Chart 4: Components of Reserve 
Money

0

1000

2000

3000

4000

5000

6000

O02 D02 F03 A03 J03 A03 O03

M
ill

io
ns

 o
f V

at
u

Currency Issued SRD Excess Reserves

 
Amongst the components of reserve money, 
currency issued and statutory reserve deposits 
(SRD) registered increases while excess 
reserves declined. Currency issued grew by 4.6 
percent from the preceding month and 8.9 
percent from the comparable month last year.  
SRD grew by 1.1 percent, whereas excess 
reserves contracted by 2.8 percent. 
 
RBV Notes 
 
Total RBV Notes outstanding declined by 49.3 
percent to VT99.3 million at the end of 
November 2003.   
 

Narrow Money 

Quasi-Money 

Broad Money 
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Chart 5: 91-days RBV Notes (Yields)
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During November VT150 million in RBV 
Notes were matured while the Bank issued 
VT50 million, which was allotted to 28-days.  
 
Interest Rates 
 
During November 2003, interest rates for 
savings deposits remained unchanged between 
0.50-2.00 percent. For time deposits, the 
interest rates ranges for seven days, one month 
and 2-6 months maturities were maintained as 
in the previous month. The upper interest rates 
for 4-6 months and 7-12 months time deposits 
were each lowered by 0.25 basis points to a 
new range between 1.5-5.25 percent. For over 
12 months maturities, the upper range 
increased to 6.25 percent from 4.75 percent 
giving a new range between 1.75 percent and 
6.25 percent.    
 
Interest rates on loans remained unchanged 
from October with interest rates on 
commercial loans ranging between 8.00-
16.00%, manufacturing/industries (10.00-
16.00%), agriculture (10.00-16.00%), consumer 
credit (9.75-25.00%), personal lending (9.75-
25.00%) and housing loans (5.90-12.50%). 
  
Inter bank interest rates were maintained at 5.5 
percent. Furthermore, the Reserve Bank left 
the repo rate unchanged at 6.50 percent. 
 
Exchange Rate Development 
 
The exchange rate of Vatu continues to 
strengthen against the US dollar. At the close 
of the same period last year it recorded a gain 
of 2.1 percent.  
 
In November average, Vatu on average 
appreciated by 2 percent from the average of 

previous month. The six-months trend 
indicated Vatu appreciating against the US 
dollar since May by (5.9 percent) June (4.4 
percent) July (4.5 percent), August (5.58 
percent) and September (4.8 percent). 
 
On November 27th Vatu rose to its highest 
level of 113.89 to the dollar; its lowest level for 
the month of 117.68 to the dollar was reached 
on November 4th. 
 
Against the Aussie dollar rates, Vatu opened at 
82.24, lower by 1.77 percent compared to the 
previous opening rate. On average, Vatu 
depreciated by 1.1 percent from October. 
 

Exchange rate trend May - Nov 2003
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The highest rate of Vatu of 81.8 against the 
Aussie dollar occurred on November 18th and 
a low of 82.9 for the month occurred on 
November 19th. 
 
 
 
 
 
Reserve Bank Authorizes international 
bank  
 
The Reserve Bank of Vanuatu authorized 
Vianka bank Limited to operate as an 
international bank under the provisions of the 
International banking Act. 
No. 4 of 2002. 
 
Vianka Bank is the first international bank 
licensed under the new arrangements and its 
license is effective from January 1 2004. 
Vianka Bank Limited was previously licensed 
to operate as an international bank under the 
Banking Act [CAP 63]. With the introduction 
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of new legislation and supervisory 
arrangements, all offshore banks were required 
to re-apply for a license under the International 
Banking Act in August 2003. Vianka Bank was 
one of ten banks to re-apply for a license under 
the new arrangements and the bank’s senior 
management worked closely with staff of the 
Reserve Bank during the assessment of the 
application. 
 
Vianka Bank commenced operations in 
Vanuatu in 1997 and is owned by a group of 
shareholders based in New Caledonia. The 
bank has offices in Port Vila and currently 
employs a number of Ni-Vanuatu and 
expatriate staff. The bank's owners are 
committed to further significant investment in 
Vanuatu and, anticipate increases in 
employment levels as its business activities 
expand. The bank’s General Manager is Ms 
Virginie Senbel. 
 
The Reserve Bank is still reviewing the other 
applications and in addition has been 
approached by several new entrants seeking to 
establish international banks in Vanuatu. 
Vanuatu Daily Post, 1 December 2003 
 
Air Vanuatu unveils expansion plan 
 
The national flag carrier-Air Vanuatu is 
bringing in two more aircrafts to expand its 
fleet and service.  
 
In expanding its fleet, Air Vanuatu will be able 
to re-enter the New Caledonia market and also 
promote Vanuatu to Japanese and European 
markets. The aircraft will also offer immediate 
or short transfer times to Santo and Tanna. 
This contributes to the development of these 
areas with the flow of tourism and cargo space. 
Air Vanuatu is committed to provide benefits 
of tourism growth to the whole nation and not 
only Port Vila. 
The Independent, December 7, 2003 
 
Vanuatu International Shipping Registry: 
High Water Mark 
 
"Analysis Offshore", and international 
electronic publication concerned with the 
registration of international shipping, has this 
week congratulated Vanuatu on achieving a 
new "high" with 568 ships now flying the 
Vanuatu flag. 

Vanuatu Maritime Services is a company with 
headquarters in Port Vila but mainly operating 
from a New York branch, which administers 
the licensing of vessels to carry the Vanuatu 
flag.  
 
According to Tom Bayer, the chairman of 
VMS, the reason ship owners find the Vanuatu 
flag desirable is because it indicates a high 
standard ship. "Vanuatu has high standards for 
the international flag-carrying fleet. The 
country is known for its safety standards, and 
ships over 20 years old do not get registered. 
Thus Vanuatu flagged vessels are less likely to 
be detained for inspections in foreign ports. 
Delays can cost up to US$ 50,000 a day." 
 
Vanuatu enjoys only about 2% of the market, 
but each vessel is important in bringing in 
more revenue to Vanuatu, as there are many 
charges, which do not relate to tonnage alone. 
The annual income earned by Vanuatu since 
operations began, and passed over in monthly 
installments by VMS, has grown from 50 
million vatu to 80 million vatu per annum, last 
year. 
The Independent, December 15, 2003 
 
 
 
 
 
First kava ban lifted  
 
The ban on Pacific kava products has been 
lifted by the Welsh National 
Assembly, allowing kava imports into Wales 
for the first time since they 
were restricted in 2002. 
 
Pacific Island countries have been trying to 
recover a multi-million dollar kava trade with 
Europe and North America, after sales 
collapsed in 2001 due to adverse publicity 
about health concerns. The restrictions on the 
sale of food supplements and herbal medicines 
containing kava and kava derivatives were 
introduced in November 2001 by European 
Country Regulatory Authorities. This followed 
a claim originating from Germany that up to 
30 people had suffered liver damage as a direct 
result of consuming kava-based products. 
 
The Pacific kava industry countered that 
Pacific Islanders have safely used kava for 
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hundreds of years, without the ill effects 
reported in the export markets. 
A subsequent study initiated by the Forum 
Secretariat and funded by the Centre for the 
Development of Enterprise found no scientific 
basis for the ban, or the restrictions and the 
market recalls by regulators in Europe.  
A meeting of Pacific and European 
Stakeholders in Brussels in August 2003 
adopted strategies that would help get back 
kava on the European market.  
The decision by Wales comes as a relief to the 
Pacific Island kava industry, which is working 
on trying to overturn the kava bans and 
restrictions in other export markets. 
Vanuatu Daily Post, December 5 2003 
 
 
 
 
 
Australian Central Bank Raises Interest 
Rate to 5.25%  
 
Australia's central bank increased its 
benchmark interest rate a quarter percentage 
point for the second month in a row as a 
report showed the fastest economic growth in 
two years on surging consumer borrowing and 
spending.  
 
The Reserve Bank of Australia raised the target 
for the overnight cash rate to 5.25 percent, a 2 
1/2-year high. ``The growth of credit remains 
rapid and has picked up further in the past few 
months,'' Governor Ian Macfarlane said in a 
statement.  
 
Mortgage lending is rising at the fastest rate in 
23 years, fueling home prices and stoking 
concern higher debt may leave households 
vulnerable to a sudden rise in unemployment 
or a sharp interest-rate increase brought on by 
faster inflation. Macfarlane may raise rates 
again when policymakers next meet, executives 
including Concept Sports International Ltd. 
Managing Director Gary March said.  
 
``The Bank had to act to cool down housing, 
the property market has gone crazy and 
something had to be done to stop the prices 
going higher,'' said March, whose Melbourne-
based company has a contract to sell 
merchandise at the 2004 Athens Olympics. 
``Australia has strong consumer confidence 

and low unemployment so that means we can 
handle higher rates.''  
 
The Australian dollar rose to 73.33 U.S. cents 
after the decision was announced, the highest 
since Oct. 21, 1997. It was buying 73.13 cents 
at 11:50 a.m. in Sydney. The Australian dollar 
has risen more than 30 percent this year. The 
yield on the 6.5 percent bond maturing May 
2013 fell 1 basis point to 5.96 percent. A basis 
point is 0.01 percentage point. Dec. 3  
(Bloomberg, December 3, 2003)  
 
RBNZ OCR Unchanged 
  
The Reserve Bank of New Zealand decided to 
leave the Official Cash Rate unchanged at 5.0 
per cent. 
  
Reserve Bank Governor Alan Bollard noted 
that, “small increases in the OCR may be 
required over the year ahead to ensure that 
inflation remains comfortably within the target 
range over the medium term. 
  
“New Zealand’s economy has continued to 
perform well in 2003, although growth has 
been seated in the domestic economy rather 
than the export sector, where earnings are 
under pressure from the rising NZ dollar. New 
Zealand’s current account deficit is again 
building and some key asset prices appear to be 
moving beyond their sustainable level. The 
strong activity, especially in housing and 
construction, spurred by rapid population 
growth and high consumer confidence, has 
produced quite intense inflation pressures in 
parts of the domestic economy. 
  
“Despite the domestic inflation pressures, CPI 
inflation has fallen over the past year largely 
due to falling import prices. Although the 
immediate outlook for the exchange rate is 
uncertain, the sharp falls in import prices seem 
unlikely to be sustained. CPI inflation is 
therefore expected to lift over the next year or 
so, driven by underlying domestic inflation 
pressure. Slower population growth and the 
flow-on effects of weaker export activity will 
help to limit inflation pressures, although a 
modest increase in the OCR may be required 
to keep inflation comfortably within the Bank's 
inflation target as defined in the Policy Targets 
Agreement. 
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 “As always this assessment is subject to 
change as new economic data emerge. 
We will pay close attention to the path of 
the domestic economy, which has proven 
more robust over 2003 than we expected. 
We will also be closely monitoring the 

path of the New Zealand dollar, with a 
particular focus on what it means for the 
export sector and the medium-term path 
of inflation.” 
(RBNZ Press Release, December 4, 2003) 
 

 
 
 
 

 
 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Address editorial correspondences to: The Director, Research Department, Reserve Bank of Vanuatu, Private Mail Bag 062, Port
Vila, S.W Pacific, Tel. No. (678) 23333 or 23110, Fax No. (678) 24231; e-mail: resrvbnk@vanuatu.com.vu  


