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In a change on recent trends money supply 
declined this month by 0.5 percent on last 
month’s level to a total of VT37798.6 
million. However this month’s decline did 
not alter the fact that money supply is up on 
3 months ago (2.3%) and up on a year ago 
(9.4%).  The decrease this month was caused 
by a decline in net foreign assets.  
 
Determinants of Money Supply 
 
Net foreign assets decreased this month by 
1.8 percent, caused by a decrease in the net 
foreign assets of commercial banks. Despite 
this month’s decrease net foreign assets 
registered a growth of 2.1 percent on three 
months ago and 12.8 percent on a year ago. 
 

Chart 1: Foreign Assets 
(Millions of Vatu)
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The NFA position of the monetary 
authorities continued to trend upward in 
October, registering a growth of 4.6 percent 
from the preceding month. Following this 
increase, the monetary authorities’ NFA 
position registered strong growths of 11.5 

percent and 26.7 percent from three months 
ago and last year, respectively. Also, the 
official reserves are sufficient to cover 5.1 
months of imports, up from 4.98 months at 
the end of August 2004.   
 
Commercial banks’ NFA position declined 
by 3.4 percent from the previous month. 
This now leaves commercial bank’s foreign 
assets down 0.2 percent on three months ago 
although they still remain up on last year by 
9.6 percent.  
 
Domestic credit registered a modest increase 
of 0.4 percent this month. This increase was 
caused by the increase in net claims on the 
private sector as all the other components of 
domestic credit registered declines for this 
month. This month’s increase continues the 
upward trend for domestic credit, which is 
now up 1 percent on 3 months ago and 7.4 
percent on last year.  
 
The Government continued to improve its 
net lending position with the banking system 
registering a decrease of 1.1 percent on last 
month’s claims. This was caused by the 
decrease in claims of the monetary 
authorities which went down by 3.7 percent 
on last month, claims of the commercial 
banks however increased by 1.3 percent. The 
net lending position has now improved by 
7.4 percent on three months ago and 10.6 
percent on last year. 
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Private sector credit continued on its upward 
trend with an increase of 0.6 percent this 
month, this represents growth of 1.7 percent 
on three months ago and 9 percent on a year 
ago.

Chart 2: Claims on Private Sector
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A breakdown in sectoral lending reveals that 
this increase was mainly driven by increases 
in transport (12.39%), professional and other 
services (1.63%), tourism (1.48%) and 
manufacturing (1.38%). The sectors that saw 
declines were in distribution (-6.08%), 
construction (-2.44%) and personal (-0.73%). 
 
Components of Money Supply 
 
This month’s decrease in total money supply 
was reflected only in the decrease in quasi 
money, narrow money on the other hand 
continued to increase.  
 
Narrow money increased by 4.4 percent this 
month, which represents a 4.4 percent 
increase on 3 months ago but only a 2.6 
percent increase on 12 months ago. This 
month’s increase in narrow money was 
caused by increases in both currency outside 
banks (2.4%) and demand deposits (4.8%). 
The foreign currency element of demand 
deposits also grew this month by 11.7 
percent, which represents a growth of 2.5 
percent over the last 12 months.  
 
The 12-month growth rates of both currency 
deposits and demand deposits remain 
positive at 10.9 percent and 1 percent 
respectively. This continuing increasing trend 
reflects the increasing liquidity in the 
commercial banks.  
 
Quasi money saw a decline this month of 2.9 
percent, reflecting the decline in total money 

supply, the growth rate over the last three 
months and the last 12 months however 
remain positive at 1.3 percent and 13.3 
percent respectively. This month’s decline in 
quasi money was caused by a 3.7 percent 
decline in time deposits incorporating a 6.6 
percent decline in the foreign currency 
element. This brings the 3-month change to 
an increase of 1.6 percent in time deposits 
despite a decline of 0.3 percent in the foreign 
currency element.  
 

Chart 3: Money Supply Components
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Savings deposits, on the other hand increased 
by 3.6 percent this month with the foreign 
currency component increasing by 6.3 
percent, this is down 4.8 percent on three 
months ago but up 42.9 percent on 12 
months ago. 
 
Reserve Money 
 
Reserve Money 1 continued on its upward 
trend registering a growth of 1.7 percent on 
last month’s figure. Reserve money also 
recorded an increase of 5.0 percent from the 
corresponding month of last year. This 
growth was caused by an increase in excess 
reserves, which went up 4.9 percent on last 
month, where as there was no change in the 
SRD. 
 
The increase in excess reserves continued to 
reflect the net inflows of foreign reserves the 
Reserve Bank. The trend in SRD indicated 
that the residents average vatu deposits and 
half of their demand deposits in foreign 

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

Narrow Money 

Quasi-Money 

Broad Money 



 3

current remained virtually unchanged during 
August and September 2004. 
 

Chart 4: Components of Reserve 
Money
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Currency Issued SRD Excess Reserves

  
RBV Notes 
 
The Reserve Bank continued to issue RBV 
notes in October to fine-tune the level of 
liquidity in the market. .   
 

Chart 5: 91-days RBV Notes (Yields)

0

1

2

3

4

5

6

F04 M04 A04 M04 J04 J04 A04 S04 O04

A
cc

ep
te

d 
co

up
on

 ra
te

 (%
)

 
 
The Bank increased the amount of RBV 
notes outstanding in October to VT625 
million, up from VT575 million in 
September. This increase in RBV notes can 
be attributed to the continuing high levels of 
liquidity. 
 
Reflecting the high level of liquidity in the 
system the yield for 91-day notes in October 
dropped from 3.9 percent in last month to 
3.75 percent. Total notes floated and allotted 
during October was VT450 million. Total 
tenders received amounted to VT1100 
million of which VT650 million were 
rejected. Of the notes that were issued 
VT100 million were allotted to 14 day notes, 
150 each to 28 and 63 day notes and VT50 
million to 91 day.  

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 

Aug04 0.5– 2.0 1.5-6.0 1.5-7.0 2.25-7.25 
Sept04 0.5– 2.0 1.5-6.0 1.5-7.0 2.75-7.55 
Oct04 0.5– 2.0 2.0-6.0 2.0-7.0 2.75-7.26 

 
ADVANCE RATES 

 Commercial Personal Housing Agriculture

Aug04 8.5-16.0 12.0-25.0 5.9-14.75 11.0-16.0 
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 

 
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 
 
The global developments had impacted on 
the exchange rates of Vatu against all its 
major trading partners. During October the 
Vatu continued to appreciate against the US 
dollar and depreciated against the Australian 
dollar as shown in the graph below. 
 

Exchang e rat e t rend   Oct ' 0 3  -  Oct ' 0 4
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For the month of October, the average 
exchange rate of the VT/US dollar 
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depreciated by 0.9 percent from last month 
and by the time of producing this report, the 
US dollar continues to depreciate further. 
The trend over a period of 12 months is 
depicted on the graph below and shows that 
the US dollar dropped by 5 percent from 
October 2003. This month Vatu/USD 
recorded the highest of 109.89 on 26th while 
marking the lowest at 112.65 on the 7th.  
 
The average of vatu against the Australian 
Dollar shows an appreciation of 1.6% on last 
month’s average, and 0.3 percent from the 
average of October 2003. The month of 
October opened at 81.59 and closed at 82.40 
marking the steady recovery of the Australian 
Dollar from mid-September. By the time of 
producing this report, the vatu is trading at 
84.05 against the Aussie dollar 
 
 
 
 
 
 
Government conducts cost benefit 
analysis of offshore finance center 
 
The government through the ministry of 
finance announced that it would be 
undertaking a cost benefit analysis of 
Vanuatu’s offshore center. A consultant has 
been engaged to undertake this important 
tasks beginning November 8 2004 and is 
assisted by officers from the ministry of 
Finance and economic management and the 
Reserve Bank of Vanuatu. 
 
The review will take into account the capacity 
of the industry to deliver a high quality 
product and of the government to exercise 
the effective and efficient oversight. The 
team will determine the center’s contribution 
to the economy and steps that need to be 
taken: 
� Build reputation (by enhancing the 

supervisory and legislative 
framework) 

� Attract clientele (by improved 
advertising of Vanuatu’s offshore 
finance center and identifying 
possible market niches for the center 
to offer financial products and 
services 

� Ensuring that linkages (e.g. 
employment, goods  & services) are 

in place to the surrounding 
economy.                            

(Vanuatu Daily Post, November 13, 2004) 
 
Finance to push for Compliance. 
 
In dropping the debit tax by January 2005, 
the Vanuatu Government is ready to enforce 
compliance and increase the threshold on the 
turnover tax of businesses, Minister for 
Finance Moana Carcasses said. The main 
reason behind that is to cater for the 
government’s new plans and development 
aspirations. Minister Carcasses says his 
ministry has proposed to repeal the debit tax 
that caused so much controversy but has 
only contributed less than VT50 Million in 
government revenue. 
 
Minister Carcasses said after the repeal of the 
debit tax, there would be no need to 
introduce the income tax, instead they will 
enforce compliance. Another measure by 
Finance would see the introduction of a 
progressive rate in the threshold of the 
turnover tax of each business. The new 
turnover will bring fairness to all business 
either big like a supermarket or small like a 
Kava bar. The tax rate will depend on the 
turnover of each business. On the same note 
the Ministry of Finance is planning to 
increase the turnover tax on Banks from 7 % 
up to 10 % depending on the needs of the 
Ministry of Finance, and reports carried out 
have shown that it won’t affect the Bank. 
 
The Honorable Prime Minister of Vanuatu, 
have fully supported the Compliance. 
(Vanuatu Daily Post, 18 November 2004) 
 
 
 
 
 
 
RBF warns of rates increase 
 
If the Government does not make strong 
moves towards reining in it’s spending, the 
Reserve Bank of Fiji may be forced to take 
action by increasing interest rates. Reserve 
Bank Governor Savenaca Narube said, since 
2000, the Government had increased its 
budgets deficits to above 5 percent of Gross 
Domestic Product. He warned that 
Macroeconomic stability must not be 
sacrificed for short – term economic gains. 
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He said the country had to move away from 
consumption driven growth led to export led 
growth. 
 
While tourism is booming, our exports of 
goods have actually declined in the last three 
years, “ Mr. Narube said.“ We simply cannot 
sustain such a situation where consumption 
is high and exports are low or even declining. 
Any new tariff measures announced will be 
enforced immediately with most people 
certain that cigarettes and alcohol are on that 
list – with any rise expected at around 4 
percent. 
(Vanuatu Daily Post, 5th November 2004)  
 
Papua New Guinea Outlook. 
 
After 3 consecutive years of economic 
contraction, PNG’s economy grew by 
around 2 percent in 2003. The PNG 
government has forecast real GDP to grow 
by 2.8 percent in 2004 although growth of 
around 2 percent is more likely.  
 
International ratings agency Fitch has taken 
into account improvements in PNG’s 
economic management by affirming PNG’s 
long-term foreign currency rating at ‘ B ’. The 
rating indicates that credit risk is present, but 
a limited margin of safety remains. However, 
capacity for continued payment of debt is 
contingent on a sustained favorable business 
and economic environment 
(Pina Nius on line, 11th November 2004) 
 
 
 
 
 
 
Economic growth of Japan in Great 
progress. 
 
The Bank of Japan’s assessment of the 
economy stated that the Japanese economy is 
currently in the process of recovery. Since 
the early 1990s, it has on a number of 
occasions appeared to be entering a recovery 
phase. Each time, however, the recovery 
soon ran out of the steam and the economy 
slipped back into recession. 
 
However, tuning to the economic 
environment in which Japan finds itself, we 
observed continued world wide economic 

expansion led by countries such as the 
United States and China. Against the 
background of economic expansion overseas, 
japans export and production are likely to 
continue increasing and in turn corporate 
profits and business fixed investment are 
expected to rise, reflecting the effort of firms 
in Japan. 
 
Thus the economy is on the run and 
continued to recover where the 
improvements in the corporate profit and the 
employment situation leads to an increase in 
household income and furthermore 
household consumption.  
 
Higher productivity has been achieved in a 
number of ways in terms that cyclical 
mechanism has been working to put to good 
use idle labor and capital and also capital 
resources have been used more efficiently 
than in previous recovery, due both to firms 
own streamlining efforts and deregulation in 
various fields. 
 
Moreover the entire economy looks bright 
for Japan and the Bank of Japan believed 
strongly that Japan proved to the world that 
they are the best country with so many goods 
deeds for the economy. 
(Bloomberg, 12th November 2004)    
 
Fed raises rates another quarter percent 
 
The Federal Reserve has doubled short-term 
rates this year, and believes that they’re still 
too low. The Fed’s rate setting committee 
raised the target federal funds rate a quarter 
point, to 2 percent. It had been 1 percent 
until the end of June.  
 
Now the fed has raised the federal Funds rate 
for four times, by a quarter point each time.“ 
With underlying inflation expected to be 
relatively low, the committee believes that 
policy accommodation can be removed at a 
pace that is likely to be measured”.  
 
The Fed announced in an acknowledgement 
that further increases would follow. 
Nonetheless, the committee will respond to 
changes in economic prospects as needed to 
fulfill its obligation to maintain price stability. 
 
As a result of increase, the prime rate will rise 
to 5 percent. Consumer loans based upon the 

IINNTTEERRNNAATTIIOONNAALL  NNEEWWSS  



 6

prime rate – chiefly variable – rate credits 
cards, home equity lines of credit and auto 
loans – can be expected to rise about a 
quarter point. 
 
Monetary neutrality is achieved when short – 
term interest rates are neither inflationary 
hindrance to economic growth.  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Monetary policy is a blunt instrument, in 
which rates moves aren’t fully felt in the 
economy for a year or more; so monetary 
neutrality is more of an abstract ideal than a 
true goal. Likewise, the economy of US looks 
great and bright for all US citizens and the 
world.                                                   
(Reuters, 10 November 2004) 
 
 
 
 
 
 
 
 
  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

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