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After an increase in March, total money 
supply recorded a negative growth of 0.1 
percent in April 2004, mainly due to 
offsetting movements in its components. 
Net foreign assets (NFA) and domestic 
credit recorded slow growths during the 
month.  
 
Determinants of Money Supply 
 
Total NFA grew moderately by 0.2 percent 
to reach VT26,814.3 million in April 2004. 
This growth was mainly due to a 1.0 percent 
growth in the NFA position of the 
monetary authorities; commercial banks 
NFA position remained virtually unchanged 
as in the previous month. The current level 
of NFA remained higher by 0.6 percent and 
19.5 percent from the previous three and 
twelve months ago, respectively.   
 

Chart 1: Foreign Assets 
(Millions of Vatu)
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The rise in monetary authorities NFA by 
VT47 million to VT4,708.6 was mainly 
contributed by foreign exchange purchases 
from the government by the Reserve Bank. 
The current level of foreign reserves is 
sufficient to cover 4.45 months of imports 
as in April, compared to 4.40 months in  

 
March 2004. The NFA position of 
monetary authorities in April was up by 1.1 
percent and 3.9 percent from the level in 
January 2004 and April 2003, respectively.  
 
Commercial banks’ NFA remained almost 
static (in percentage terms) at VT22,105.7 
million as in the previous month. In April, 
commercial banks’ foreign liabilities and 
foreign assets registered declines of 1.2 
percent and 5.1 percent, respectively. 
Despite the unchanging growth, commercial 
banks NFA in April grew by 0.5 percent 
from three months ago and 23.4 percent 
against twelve months ago.  
 
Domestic credit continued the upward 
trend, rising by 0.7 percent at the end of 
April 2004.  Growth in private sector credit 
mainly contributed to this increase.  Growth 
in domestic credit grew by 1.6 percent from 
three months ago and 4.6 percent from 
twelve months ago.  
 
The governments’ net position vis-à-vis the 
banking system improved during the 
reviewed month. This was reflected in the 
decline in monetary authorities’ net lending 
to the government by 13.4 percent, due to 
an increase of VT112.7 million in 
government deposits with the Reserve bank. 
Commercial banks’ net lending to the 
government, however, increased by 1.3 
percent. The governments’ net position vis-
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à-vis the banking system also improved 
against the preceding twelve months by 27.9 
percent but deteriorated by 0.3 percent 
against the past three months.  
 
Private sector credit continued to expand as 
it increased by 1.3 percent at the end of 
April 2004 (See chart 2).  The recent level 
was also higher by 1.6 percent from three 
months ago and 10.4 percent from the past 
twelve months. The increase in April 2004 
was sourced from increases of 0.5 percent 
and 2.7 percent in loans and advances 
extended to businesses and individuals & 
households, respectively. On the other 
hand, loans and advances extended to 
others declined by 4.2 percent.  
 

Chart 2: Claims on Private Sector
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The abovementioned growth was also 
driven by higher lending to different sectors 
of the economy as follows; lending to the 
distribution sector increased by 0.9 percent, 
tourism sector (0.8 percent), entertainment 
& catering (13.4 percent), transport (5.1 
percent), public utilities (2.5 percent), 
construction (1.0 percent), financial 
institutions (7.7 percent), professional & 
other services  (4.9 percent), housing and 
land purchases (3.5 percent) and other 
personal category (0.5 percent).  
 
Components of Money Supply 
 
The slight fall in money supply (M4) at the 
end of the reviewed month was 
underpinned by a 3.3 percent decline in 
narrow money (M1), which outweighed the 
increase of 1.5 percent in quasi-money.  
Despite this decline, M4 remained virtually 
unchanged in percentage terms from the 
previous three months whereas it increased 
by 13.3 percent from the previous twelve 
months.  

 
The trend in M1 was attributed to a negative 
growth of 4.7 percent in demand deposits.  
This was reflected by declines of 6.2 percent 
and 2.1 percent in demand deposits 
denominated in the local and foreign 
currency, respectively. Currency outside 
banks, conversely, grew by 3.7 percent. M1 
also declined by 6.7 percent against the level 
three months ago, but increased by 5.0 
percent over the previous twelve months.   
 

Chart 3: Money Supply Components
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Time and savings deposits denominated in 
both the local and foreign currencies 
expanded by 0.3 percent and 2.2 percent, 
respectively, therefore, explained the overall 
trend in quasi-money. The level of quasi-
money in April also increased over the past 
three and twelve months by 3.5 percent and 
17.6 percent, respectively.   
 
Reserve Money 
 
Reserve Money, which comprises currency 
issued, statutory reserve deposits (SRD) and 
excess reserves gradually increased by 0.9 
percent at the end of April 2004 after a 
decline in the previous month. The current 
growth was contributed by all its 
components, of which, currency in 
circulation increase by 1.2 percent, excess 
reserves by 0.3 percent and SRD increased 
by 1.3 percent. (See chart 4).  
 
The increase in excess reserves was 
associated with inflows of foreign reserves 
in April. Residents’ average vatu deposits 
plus half of their demand deposits in foreign 
currency with commercial banks also 
increased over the period of February and 
March 2004.  

Narrow Money 

Quasi-Money 

Broad Money 
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Chart 4: Components of Reserve 
Money
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RBV Notes 
 
Total RBV Notes outstanding at the end of 
April 2004 increased by VT25 million to 
VT250 million. During the month a total of 
VT175 million worth of notes have 
matured.  
 

Chart 5: 91-days RBV Notes (Yields)
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Moreover, the Reserve Bank issued a total 
of VT100 million in RBV Notes, of which, 
VT25 million was allotted each to maturities 
of 14-days, 28-days, 63-days and 91 days.  
The average yield on each notes were, 14-
days (4.00%), 28 days (4.10%), 63-days 
(4.50%) and 91-days (5.25%). 
  
Interest Rates 
 
Interest rates paid on fixed deposits 
indicated variations from the previous 
month. For the 7-days category the 
maximum interest paid was up by 1.00 basis 
points to range between 1.00-4.50 percent. 
Interest rates range for the one-month 
category moved to 1.50-6.00 percent relative 
to 2.00-6.00 percent in the previous month. 
Interest rate range for the 2-3 months 
category moved from a range of 2.00-6.00 

percent to a new range of 1.50-7.00 percent 
in April. For the 4-6 months category the 
maximum interest rate increased by 1.00 
basis points to range between 2.25-6.50 
percent.  
 
Interest rates paid on maturities of 7 
months to over a year remained as in the 
previous months, while interest rate range 
on savings deposits were maintained at a 
range between 0.50-2.00 percent.  
 
Lending interest rates remained unchanged 
as in the previous month.  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 economy grew vigorously to 4.4 
per cent for the first quarter of this year 
assisted by the military spending, which 
contributed significantly for the first time 
since the war in Iraq, without which the 
economy will have expanded scarcely to 3.5 
per cent.  
 
 During the third week of April Chairman 
of the Fed, Greenspan’s remarked that the 
deflation is no longer a worry. This sent 
stocks and bonds tumbling. The statement 
impacted on shifting the greenback from 
uncertainty to a currency on the move again.  
 
On April 1, the OPEC countries reduced its 
official production quotas by one million 
barrels a day. Other non-oil commodities 
such as metals increased in demands 
because commodities are valued in US 
dollars that is currently weak compared to 
the Euro dollar and other major currencies. 
 
These developments have impacted on the 
trading partners’ currencies against the Vatu. 
Thus, the closing and opening rates of Vatu 
against the US dollar this month has marked 
a depreciation of 2.68 per cent. And the 
closing rates trend over a period of six 
months indicated an appreciation of Vatu in 
April (4.54 percent), December (0.03 
percent) and November (2.19 percent) while 
indicating depreciations in March (4.79 
percent), February (3.89 per cent) and 
January  (1.93percent) compared to the 
current period.  
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The highest rate recorded against the US 
dollar occurred on the 12th indicating 110.28 
and the lowest of 114.01 on the 30th of 
April 2004. 
 

Exchange rate trend Nov 03 - Apr 
04
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Developments against the Aussie dollar 
witnessed an appreciation of 3.39 per cent 
from the opening to the closing periods. 
The trend over the six months compared to 
the current period for the closing and rates 
only indicated appreciations in April (1.86 
percent), March (1.76 percent), February 
(1.34 percent), January (1.79 percent) 
December (0.16 percent) while indicating a 
depreciation 
 
The highest rate of Vatu against the Aussie 
dollar occurred on the 30th of the month 
registering 82.26 with the lowest on the 1st 
indicating 85.05. 
 
 
 
 
 
Market prices falling compared with 
imported foods 
 
Data from the last five years shows that 
local fruit and vegetables are not getting 
much more expensive in vatu terms. A kilo 
of pawpaw worth 81 vatu in 1998 is now 
only 91 vatu. Prices of domestic food can be 
volatile in the short-term but tend to be 
stable in the long term. Local food is getting 
cheaper every year in real terms since the 
overall consumer price level increases every 
year. 
 
Data from the Statistics Department show 
that the overall price of food market 
measured as part of the consumer-price 

index has risen by 42% since 1998, driven 
mostly by foreign prices. With incomes 
remaining at similar levels, this is stretching 
the purse strings of local families. 
 
Imported food is getting more expensive all 
the time because it relies on foreign prices. 
With oil prices remaining at near record 
levels and other price pressures such as 
higher property prices in foreign countries, 
global inflation looks set to increase in the 
nest few months. Added to the effect of 
overseas inflation is the recent weakening of 
Vatu against some foreign currencies that 
makes it more expensive to buy foreign 
goods. Supermarkets feed these higher 
prices on to consumers.  
 
The quality of foreign produce is often 
better, but the premium paid for the quality 
is rising every year. The rising gap in price 
between foreign and local foods may lead 
some people to switch to close local 
substitutes.                                                          
(Vanuatu Daily Post, May 27, 2004) 
 
 
 
 
 
Fiji’s economy continues to perform well 
 
The Governor of the Reserve Bank of Fiji, 
Mr Savenaca Naruba, announced that 
“there are strong indications that Fiji’s 
economy continues to grow, as domestics 
demand remains buoyant and the 
international economy improves further”. 
The governor explained that, “ Global 
economic conditions strengthened further 
in the March quarter, led by strong 
performances by the United States, Japanese 
and Chinese economies. The improvement 
in world economic climate was further 
supported by accommodative fiscal and 
monetary policies in most industrialised 
countries”. 
 
On domestic front, it is anticipated that 
strong performances by the wholesale and 
retail, tourism and building and construction 
industries will drive this year’s growth. 
Supporting this projection, consumption 
remained buoyant, visitor arrivals grew 
strongly, and with several capital projects 
underway, investment improved further in 
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the March quarter. However, production of 
gold and copra were lower during the same 
period. He added, that, “ Fiji’s financial 
system remained healthy and stable. The 
banking industry recorded improvements in 
its balance sheet, asset quality and liquidity 
position, while the insurance industry 
posted a solvency surplus, increase assets 
and stable profits. During the quarter, the 
Reserve Bank kept its indicator rate 
unchanged at 1.25 percent, maintaining its 
accommodative monetary policy stance. 
 
In the year to March, inflation fell to 2.2 
percent, compared to 4.2 percent recorded 
in December 2003. Inflation is expected to 
be around 3 percent by year-end.  Foreign 
reserves were adequate, at $725 million, 
equivalent to 3.1 months of imports of 
goods and non-factor services or 4.5 
months of imports of goods only. The 
Governor concluded that,’’ Fiji’s economic 
prospects remain positive. However, to 
sustain this growth into the future, it is 
imperative that export and investment be 
raised further”. 
(RBF Press Release, May 14, 2004) 
 
10 percent inflation rate 
 
The average annual rate of inflation in 
Solomon Islands for 2003 was ten point one 
percent. The inflation rate is measured by 
monitoring the average rate of the Honiara 
retail price index over a 12-month period 
from January to December 2003. The 
Central Bank of the Solomon Islands 2003 
annual report says the inflation increase was 
slightly higher than the two previous years, 
and attributed the increase to a 20 percent 
rise of imported goods in the Honiara Retail 
price index compared to 12 percent in 2002. 
The Bank says inflation has generally fallen 
in most parts Solomon Islands while the 
exchange rate remained relatively stabilized 
during the year. 
(Vanuatu Daily Post, May 19, 2004) 
 
 

 

Bank of England Raises Interest Rates 
by 0.25 Percentage Points to 4.25% 

The Bank of England’s Monetary Policy 
Committee raise the Bank’s repo rate by 
0.25 percentage points.  
 
The global economic upswing has been 
maintained. In the United Kingdom, output 
growth has been at or above trend and 
business surveys are consistent with further 
strengthening. Retail spending continues to 
be robust, underpinned by income growth 
unexpectedly strong house price inflation. 
Investment prospects have improved. 
 
CPI inflation has been below the 2% target 
and is likely to remain so in the near term. 
But earnings growth has picked up and 
commodity prices have risen sharply. With 
a small and diminishing margin of spare 
capacity, inflationary pressures are likely to 
build despite a higher level of sterling than 
at the beginning of the year. Against that 
background, the committee judged that an 
increase of 0.25 percentage points in the 
repo rate to 4.25% was necessary to keep 
the CPI inflation on track to meet the target 
in the medium term.  .                               
(BOE News Release, May 6, 2004) 
 
G-7 Ministers Urge Oil Producers to 
Raise Output  

Finance ministers from the Group of Seven 
industrial countries urged the world's largest 
petroleum producers to pump more oil and 
help reduce risks to a global economic 
expansion that is ``proceeding rapidly.''  
The price of crude oil reached a record 
$41.85 a barrel in U.S. trading May 17 and 
closed below $40 on May 21, the first time 
since May 10, after Saudi Arabia proposed 
to lift supply by at least 8.5 percent. The 
Organization of Petroleum Exporting 
Countries delayed until June 3 a decision on 
the Saudi plan.  
Saudi Arabia, the largest oil exporter, 
assured the U.S. its request for increased oil 
supplies would be met to help bring down 
prices, Energy Secretary Spencer Abraham 
said.  
 The price of crude oil futures in New York 
has risen 12 percent since April 24, when 
the G-7 last met in Washington and singled-
out energy costs as the main risk to growth. 
The surge also poses a challenge for leaders 
including Bush and Blair.  
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OPEC bolstered output 3 1/2 years ago 
after the G-7 ministers asked it to do so 
following a meeting in Prague. OPEC, 
which produces a third of the world's crude, 
will reconsider production quotas at its June 
meeting in Beirut.  
Rising consumption in China, concern that 
U.S. gasoline demand will outstrip capacity 
to make the fuel, and unrest in Iraq have 
helped drive oil's rise. The cost threatens to 
fan inflation at the same time as it risks 
undermining growth by eroding corporate 
profits and consumers' disposable income.  
The Brussels-based International Energy 
Agency, which advises 26 oil-consuming 
countries, this month calculated an oil price 
of around $35 a barrel would cut growth in 
the world's 30 largest economies by about 
0.4 percentage point, raise inflation by 0.5 
percentage point, and elevate 
unemployment.  
Even with the higher prices, oil does not 
wield the economic power it once did to 
hurt economies. The U.S. economy, for 
example, uses half the oil per dollar of gross 
domestic product than it did 30 years ago 
and, when adjusted for inflation, current 
prices are well below their levels of two 
decades ago, said Alan Meltzer, a political 
science professor at Carnegie Mellon 
University in Pittsburgh. 
 (Bloomberg, May 23 2004) 
 
 
IMF may raise forecast for Japan's 
upbeat economy 

 
 The International Monetary Fund (IMF) 
said it will likely raise its forecast for Japan's 
economic growth for this year when it 
issues its next global economic outlook.  
The bullish view, coming on the heels of 
robust growth figures for the latest quarter 
released, was underscored by the 
government's monthly economic report, 
which said Japan's recent recovery was both 
broad and steady.  
While higher oil prices and a potential  - 
 
 
 

cooling in the Chinese and U.S. economies 
posed a risk, the IMF said Japan's recovery 
from a decade of stagnation was picking up 
and urged policy-makers to keep up efforts 
to revitalise the economy.  
"Looking at the current conditions relative 
to our previous forecast, we're more likely 
to revise our forecast for Japan up, rather 
significantly," Daniel Citrin, said deputy 
director of the IMF's Asia-Pacific.  
Predicting that the forecast for 2004 growth 
would be raised to nearly four percent from 
a previous projection of 3.4 percent. The 
Japanese government later issued an upbeat 
monthly assessment of the economy, saying 
a broader sector of the economy was 
enjoying an upturn.  
While that was the same as its view 
presented in April, the latest report included 
an upgrade on the jobs market, reflecting 
data last month which showed the 
unemployment rate fell to a three-year low 
of 4.7 percent in March.  
Encouraging news also came from a 
government announcement showing that 
the tertiary sector index, a yardstick for the 
broadly defined services economy, rose 1.0 
percent in March from a month earlier.  
That matched a consensus market forecast 
and compared with a 3.9 percent decline in 
February. A breakdown showed the tertiary 
sector index was helped higher by a 2.7 
percent rise in the wholesale/retail category.  
"The January-March quarter was an 
adjustment period and April-June should be 
better, thanks to stronger exports and 
output that are filtering through to the 
domestic economy."  
The government said gross domestic 
product grew by 1.4 percent, or an 
annualised rate of 5.6 percent, in the first 
three months of the year, the eighth straight 
quarter of expansion. To sustain the 
momentum, IMF's Citrin said the Bank of 
Japan (BOJ) should continue its 
accommodative monetary policy, despite an 
easing in deflationary  pressures.                                            
(Reuters, May 21, 2004)                                                           
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