Issue No: 72

MONETARY SURVEY

Money supply (M4) expanded further by 1.8
percent at the end of October 2003, compared
to 2.6 percent in the previous month. Both the
net foreign assets (NFA) and domestic credit
contributed this expansion

Determinants of Money Supply

An insignificant growth of 0.5 percent in NFA
during October resulted from a 1.3 percent
increase in commercial banks’ NFA, which
outweighed a 2.7 percent decline in monetary
authorities’ NFA. Total NFA expanded by 6.1
percent against the past three months, but
contracted by 2.0 percent over the last twelve
months.

Chart 1: Foreign Assets
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Monetary authorities’ NFA recorded a negative
growth during the month. This was reflected in
a 0.8 percent decline in the foreign reserves of
the Reserve Bank. Also the months of import
cover declined from 4.62 months in September
to 4.59 months in the reviewed month. The
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present level of the monetary authorities’ NFA
was also below the levels recorded three
months ago and twelve months ago by 1.2
percent and 5.2 percent, respectively.

The commercial banks’ NFA growth in
October was reflected in their holdings of
foreign assets, which grew, by a slight 0.1
percent. Furthermore, commercial banks’
foreign liabilities decreased by 2.8 percent.
Commercial banks’ NFA improved against that
in July by 8.0 percent, but contracted over
September 2002 by 1.3 percent.

Domestic credit expanded by 0.6 percent in
October, after it declined in the preceding
month. This growth was contributed by claims
on private sector and claims on municipalities,
whereas, net claims on the government and
claims on non-financial public enterprises
recorded negative growths. Domestic credit in
October decreased by 1.5 percent from three
months ago but increased by 5.3 percent
against the corresponding month of last year.

The government’s net lending position vis-a-
vis the banking system improved in October by
9.1 percent against the previous month. A
decline of 14.9 percent in the governments’ net
lending with the monetary authorities was
reflected in a decline in government overdraft
with the Reserve Bank in October. Conversely,
the governments’ net position with the



commercial banks weakened. Likewise the
government’s net position vis a vis the banking
system improved over the preceding three and
twelve months by 158 percent and 19.9
percent, respectively.

Chart 2: Claims on Private Sector
15000

14500 -

14000 -

13500 -

13000 4

Millions of Vatu

12500 -

12000 -

11500 +—/—7F—T—T—"T—"T—TT—T7
002 D02 FO03 AO03 JO3 A03 003

Credit to the private sector grew by 1.6 percent
at the end of the reviewed month as against a
negative growth in the previous month (see
chart 2). This growth was experienced in all
categories of credit, of which, loans and
advances to business grew by 1.6 percent,
borrowing by individual and households 0.9
percent and lending to other private sector
category 16.0 percent. Private sector loans in
the reviewed month grew over the past three
and twelve months ago, respectively.

The various economic sectors that received
increased lending include distribution (7.1%),
tourism, (0.1%), entertainment & catering
(1.4%), transport (9.7%), financial institution
(150%), professional & other services (7.2%),
housing & land purchases (2.0%), and other
personal categories (1.9%).

Components of Money Supply

Money supply (M4) growth at the end of
October was reflected in both its components,
of which narrow money grew by 4.4 percent
and quasi-money 0.3 percent. M4 also
increased over the past three months by 5.1
percent, whereas it declined by 0.4 percent
against that in October 2002.

Chart 3: Money Supply Components
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Currency outside banks and demand deposits
grew by 2.4 percent and 4.8 percent, in
October hence contributed the overall increase
in narrow money. The trend in demand
deposits was reflected in its local currency
component, which increases by 19.7 percent,
while demand deposits in foreign currency fell
by 25 percent. Narrow money recorded
positive growths of 10.7 percent and 15.0
percent compared to July 2003 and October
2004, respectively.

Time and savings deposits in foreign currency
recorded an insignificant growth of 0.1 percent
thus explained the slight growth in quasi-
money. Conversely, time and savings deposits
in local currency recorded a negative growth of
5.4 percent. Quasi-money increased by 2.2
percent over July 2003, but declined by 7.5
percent against October 2002.

Reserve Money

Against a decline of 2.4 percent in the previous
month, reserve money grew by 2.4 percent at
the end of October 2003. This development
stemmed from excess reserves, which
expanded by 14.8 percent. Statutory reserve
deposits (SRD) and currency in circulation, on
the other hand, fell by 0.3 percent and 0.1
percent, respectively. Reserve money fell by 3.5
percent from three months earlier however it
increased by 5.3 percent over the level a year
ago.



Chart 4: Components of Reserve
Money
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The trend in excess reserves could be explained
by a reduction in RBV Notes outstanding in
October, which more than offsets liquidity
destruction by the government. The decline in
SRD is attributed to the decline in the average
deposits of Vatu and half of demand deposits
in foreign currency during the preceding two
months.

RBV Notes

Chart 5: RBV Notes (Yields)
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Total outstanding RBV Notes at the end of
October 2003 declined to VT200 million,
representing a decline of VT150 million from
September. There were no new issues of RBV
Notes during the reviewed month, however,
VT150 million worth of RBV Notes were
matured.

Interest Rates
At the end of October 2003, savings deposits

interest rates remained at in the range between
0.50-2.00 percent. For fixed deposits, interest

rate for the 7 days maturity, particularly the
upper rate increased by 0.50 basis points to
range 1.00-3.50 percent. The maximum interest
rates for the 2-3 months category also rose by
0.75 basis points to 1.50-6.00 percent. Interest
rate ranges on other maturities of fixed
deposits were maintained as in the previous
month. For instance, for one month maturity
(1.00-6.00%), 4-6 months (1.50-5.50%), 7-12
months (1.75-6.00%) and over 12 months
maturity (1.75-4.75%).

Lending interest rates were also maintained as
in the previous month. Commercial loans
(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%).

The Reserve Bank repo rate was maintained at
6.50 percent.

Exchange Rate Development

The exchange rate of Vatu against all its major
trading partners and especially against the US
dollar witnessed a stronger Vatu this period.
This month, Vatu appreciated strongly against
the US dollar registering 3.33 percent increase
from the opening rate of the previous month.
At the close of the same period it recorded a
gain of 2.27 percent.

Average rates of Vatu to the US dollar
compared to the previous month saw Vatu
gained by 3.06 percent. The six months trend
compared to the current period indicated Vatu
appreciating against the US dollar in May (4.22
percent) June (2.60 percent) July (2.71 percent)
and August (3.78 percent).

In November, Vatu recorded the highest of
116.34 on the 29t of the month while marking
the lowest against the USD of 118.76 at the
beginning of the month.

Against the Aussie dollar rates, Vatu opened at
80.81 lower by 1.73 percent compared to the
previous period opening rate. Rates from the
opening of the month to the closing of the
same month marked a depreciation of 1.51
percent.



Exchange rate trend May - Oct 2003
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The highest rate of Vatu against the Aussie
dollar occurred on the 1t of the month
recording 80.81 with the lowest on the 25t and
31st of 82.05.

On the crosses, the US dollar appreciated from
the opening to the closing period against the
Japanese yen (2.56 percent) and the Euro dollar
(0.21 percent) while depreciating against the
Aussie dollar (3.36 percent), New Zealand
dollar (2.52 percent) and the Sterling pound
(2.03 percent)

ADB to Focus on Vanuatu’s Private Sector

The Asian Development Bank will focus on
promoting an increased role for the private
sector in Vanuatu over the next three years to
boost economic growth, according to the
Country Strategy and Program (CSP) Update
for 2004-2006 endorsed by ADB's Board of
Directors.

Vanuatu is ranked the third poorest country
among ADB's Pacific Island developing
member countries, with 40% of its population
living below the poverty line. Real gross
domestic product fell in 2001 and 2002,
although a modest recovery of 1.3% growth
this year and 2.2% in 2004 is forecast by ADB.
ADB's strategy in Vanuatu addresses the
underlying institutional ~ constraints  on
economic development, including a lack of
consistency and transparency in government
decision-making, a high cost and uncertain
environment for business, and a lack of fiscal
capacity to expand essential public services.
ADB recently assisted the Government to

prepare a priorities and action framework and
to conduct a development partners meeting. It
is also helping build the capacity of the
Parliament and the National Statistics Office.

Assistance over the next three years will be
pursued mostly through a US$1.45 million
technical assistance (TA) program. A TA
cluster spread over the three years will build on
a diagnostic study for improving access to
credit in 2003. This will be followed with
development of the legal and regulatory
framework for secured transactions in 2004, a
feasibility study of a credit reference facility in
2005, and the establishment of a registration
system for secured transactions in 2006. TAs
are planned for rural financial services and
implementation of the priorities and action
agenda this year, to be followed by grants over
the following three years for rural productive
skills  development, capacity building in
infrastructure management, and strengthening
development policies.

The Government has indicated that its budget
deficit and flow of debt constrain it from
borrowing from ADB and other agencies for
the next two to three years. Therefore, a
minimal lending program is planned for the
period, involving one loan - $3.8 million - for
an Outer Islands Infrastructure Development
Project in 2005, to help improve access to
markets and social services for remote
islanders. As the preparation for this project,
which dates back to 1999, a small-scale TA
may review the project to reassess its priorities
and provide any needed updates in design and
costing.

Between June 1982 and end-2002, ADB
provided nine loans and 51 TAs to Vanuatu
totaling $51.25 million and $12.75 million,
respectively. The most recent loan, for cyclone
emergency rehabilitation approved in 1999 for
$2 million, was successfully completed in
December 2000. A comprehensive reform
program loan, completed in the same vyear,
helped prevent the collapse of the National
Bank and the Provident Fund, and improve
governance, but has failed to generate the
expected economic growth. CSPs define
ADB's medium-term development strategy as
agreed with the country.

A CSP update is usually prepared every year
taking into account the continued relevance of



the CSP, its implementation, and ADB's
operational program for the next three years.

(Pacific Islands Report, November 5, 2003)

Vanuatu moves to stimulate tuna exports

The Vanuatu Government has granted four
charter licenses to a locally owned fishing
company to revive tuna exports. Charter
licenses require the licensee to buy fuel, food
supplies and offload all catches locally for
export to increase foreign exchange earnings.
The government says the new scheme is
designed to stimulate growth in the economy
by increasing tuna harvest and export revenue
from marine resources. It says the tuna fishery
is under exploited with most benefits being
taken by foreign fishing companies that have
licenses to fish within the country's 200-mile
Exclusive Economic Zone.

(Pacific Islands Report, November 12, 2003)

ADB forecast upturn for Pacific Region

The Asian Development Bank is forecasting a
modest economic upturn for the developing
countries in the Pacific region. A 2.5 percent
up tick is forecast for this year and 2.7 percent
is predicted for 2004. The newly-released Asian
Development Outlook 2003 Update says that
after an initial global decline due to the conflict
in Irag and the outbreak of SARS in Asia,
tourism picked up by the end of June, favoring
growth in the sub region. Tourism, a critical
income earner, should continue to expand in
2003 and 2004.

(Pacific Island Business, November 2003)

Australian Central Bank Raises Rates Qtr
Point to 5%

The Reserve Bank of Australia unexpectedly
increased its benchmark interest rate a quarter
percentage point, the first move in 17 months,
to cool a home- lending boom as rebounding
global economic growth stokes exports. The

Australian dollar rose to a six-year high after
central bank Governor lan Macfarlane and his
eight board colleagues increased the overnight
cash rate target to 5 percent.

Consumers have taken advantage of interest
rates close to a 30-year low to borrow and buy
houses and cars, fueling earnings at lenders
such as St.George Bank Ltd., which said
second- half profit rose 39 percent. Lending to
buy homes rose 22.5 percent in September
from a year earlier, the central bank said. " The
strength of demand for credit increases the
danger associated with delaying a tightening of
policy," Macfarlane said in a statement.
Westpac Banking Corp., the nation's fourth-
largest lender by assets, said it is reviewing
home-loan mortgage rates. A quarter- point
rate increase would add A$27 ($19) a month to
repayments on the average A$161,500 home
loan.

The Bank of England followed Australia and
raise rates to cool a British housing boom. The
U.K. central bank will probably raise its
benchmark rate a quarter point to 3.75 percent,
the first increase in more than three years,
according to 38 of 44 economists surveyed by
Bloomberg News. The lowest interest rates in
48 years have fueled consumer borrowing and
spending in the U.K.

(Bloomberg, November 5, 2003)

US recovery in full sway

The US economic recovery is sizzling, as data
showed the vast services sector gaining speed
in its seventh straight month of expansion. A
closely watched barometer of activity in the
services sector, based on a survey, rose to 64.7
points in October from 63.3 points in
September, the Institute for  Supply
Management (ISM) said. Any figure above 50
points indicates expanding activity. "The
numbers are awesome," said Naroff Economic
Advisors president Joel Naroff.

Separate ISM  figures released showed
manufacturers also picking up speed in
October as factories grew for the fourth month
in a row.” When you combine the
manufacturing and non-manufacturing indices
you are about as strong as we have ever seen,"
Naroff said. Booming activity in both
manufacturing and non-manufacturing sectors



fanned hopes that the recovery was on track
after a 7.2-percent annualised growth spurt in
the third quarter. "We don't seem to be
slowing a whole lot," Naroff said, forecasting a
solid economic growth pace of about four per
cent in the last quarter of the year as the
economy rolled forward under the third-
quarter's momentum.

Optimism reflected in the ISM services sector
survey was growing. Comments from senior
executives included: "Hopefully optimistic for
2004 recovery,” "Bookings have been good
and weather has been great.

"Improving business revenue, slight increase in
employment™ and "Business continues at a
brisk pace.” New orders for the services sector
grew at a faster pace, with the index climbing
4.5 points from September to 64.4 in October.

Order backlogs grew, albeit at a slower pace,
with the index falling 3.0 points to 54.0.

Critically, employers took on new workers,
with the index rising 3.8 points to 52.9, the
ISM survey showed. Unemployment figures
for October are to be released Friday. Analysts
widely expect the jobless rate to be stuck at 6.1
per cent, unchanged from September, as
businesses hire extra 65,000 workers, modestly
up from 57,000 in September. "It is really
encouraging to see the pickup overall (in the
ISM  services sector survey) but the
improvement in the employment component is
providing additional reason for optimism," said
BMO Financial Group senior economist Paul
Ferley.

(http://smh.com.au/articles/ November 6, 2003)
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