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Continuing on its upward trend, money 
supply grew by 1.9 percent in September, 
bringing it to a total of VT37,996.2 million, 
an 11.9 percent increase over the last 12 
months. This month’s increase was primarily 
fuelled by an increase in the net foreign 
assets of the banking system and to a lesser 
extent the growth in domestic credit.  
 
Determinants of Money Supply 
 
Total Net Foreign Assets increased by 2 
percent in the reviewed month. This was 
caused by asset increases for both the 
monetary authorities and commercial banks. 
Over the last 12 months net foreign assets 
have increased by 15.4 percent.  
 

Chart 1: Foreign Assets 
(Millions of Vatu)
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The NFA position of the monetary 
authorities continued to trend upward in 
September, registering a growth of 3 percent 
from the preceding month.  This increase 
stemmed from net purchases of foreign 
exchange from Commercial banks, 

Government, Reserve Bank of Vanuatu and 
others. Following this increase, the monetary 
authorities’ NFA position registered strong 
growths of 9.1 percent and 17.8 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 grew by 
1.8 percent from the previous month despite 
a 4.8 percent increase in foreign liabilities. 
Commercial banks’ net foreign assets are up 
14.9 percent on 12 months ago. 
 
Domestic Credit increased by 0.7 percent this 
month. This increase was almost entirely 
caused by increased in claims on the private 
sector although claims on municipalities also 
increased. Domestic credit is up 7.6 percent 
on 12 months ago.  
 
The government continued to improve its 
net lending position with respect to both 
monetary authorities (5.2%) and commercial 
banks (1.2%) with a total decline of 3.1 
percent.    
 
Private sector credit grew by 0.9 percent, an 
increase on last month’s 0.2 percent rate and 
brings the growth rate over the last 12 
months up to 10 percent. In a reversal of last 
month’s pattern, loans to households 
decreased (1.15%) where as loans to 
businesses increased (1.13%). 
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Chart 2: Claims on Private Sector
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A breakdown in sectoral lending reveals that 
the entertainment and catering (29.6%) and 
mining and quarrying (17.6%) were the 
industries that saw the largest increases in 
borrowing. The sectors that saw the largest 
declines in borrowing were agriculture (8%) 
and financial institution (7.7%). The increase 
in entertainment and catering lending is 
probably the result of the predicted 
expansion in tourism from the new Air 
Vanuatu plane and the advent of Virgin Blue.  
 
Components of Money Supply 
 
The increase in total money supply was 
reflected by growths in both narrow money 
and quasi money this month.  
 
Narrow money increased by 3.8 percent in 
September and 2.6 percent over the last 12 
months. The increase this month was caused 
by an increase in demand deposits, which 
went up 5.0 percent this month, much higher 
than the 12-month increase of only 0.9 
percent. The foreign currency element of 
demand deposits also grew over the period, 
by 3.5 percent, although the change over 12 
months is -10.5 percent. 
 
Currency outside banks, on the other hand, 
saw a decline this month by 1.3 percent the 
yearly increase remains high though at 10.9 
percent.  The increases in deposits and 
decrease in currency outside banks will both 
contribute to increasing commercial banks’ 
liquidity.  
 
Quasi money increased by 1.1 percent this 
month and 17 percent over the last twelve. 
This increase was brought about by the 
increase in time deposits over the month by 

1.7 percent with the foreign currency element 
growing by 1.8 percent. This is consistent 
with the high increase (18.9%) of time 
deposits over the last twelve months and 
0.9% over the last three months.  
 
This increase in time deposits was 
counterbalanced by a decrease in savings 
deposits by 3.5 percent this month, but 
remains up 4.2 percent on last year. There 
was also a decline in the foreign currency 
element of savings by 6.9 percent although 
the increase over the last 12 months is high 
at 36.8 percent. 
 

Chart 3: Money Supply Components
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The effects of the increases in demand and 
time deposits along with the decrease in 
currency held outside banks will cause 
liquidity in the banking sector, which is 
already high to increase further.  
 
Reserve Money 
 
Reserve Money 1 continued to trend upward 
and grew by 0.3 percent in September. This 
increase was caused by an increase in the 
SRD by 2.2percent and an increase in excess 
reserves by 9.1 percent over the month. 
Currency issued declined over the period by 
3.1 percent. The increase in excess reserves is 
consistent with the pattern described earlier 
of increasing bank deposits.  
 
Reserve Money has increased by 3.2 percent 
on three months ago and 7.7 percent on a 
year ago. 

                                                 
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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Chart 4: Components of Reserve 
Money
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RBV Notes 
 
The Reserve Bank continued to issue RBV 
notes in September to fine-tune the level of 
liquidity in the market. .   
 

Chart 5: 91-days RBV Notes (Yields)
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The bank increased the amount of RBV 
notes outstanding in September to VT575 
million, up from VT400 million in August. 
This represents a 43 percent increase since 
last month, 33 percent on three months ago 
and 42 percent on a year ago. The reason 
behind the increase in RBV notes is the rise 
in excess reserves seen earlier, which signifies 
that there is a lot of liquidity in the market. 
 
The yield in September has remained 
constant at 3.9 percent for 91-day notes. 
Total RBV Notes floated and allotted during 
September was VT550 million.  Of the total 
Notes that were issued, VT150 million each 
were allotted to 14-days, 28-days and 63-
days, while VT100 million was allotted to 91-
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 

Jul04 0.5– 2.0 1.5-6.0 1.5-7.0 2.25-7.25 
Aug04 0.5– 2.0 1.5-6.0 1.5-7.0 2.75-7.25 
Sept04 0.5– 2.0 1.5-6.0 1.5-7.0 2.75-7.55 

 
ADVANCE RATES 

 Commercial Personal Housing Agriculture
Jul04 10.0-16.0 12.0-25.0 8.75-14.75 11.0-16.0 
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 
 
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 was 
unchanged at 3.9 percent. The Bank 
maintained its official interest rates at 6.5 
percent. 
 
Exchange Rate Development 
 
Since the mid-2001 the USD has topped   
out, rolled over and descended with a 
noticeable momentum. The US consumers 
turned gloomier, beset by soaring energy 
prices, and the increasing bitter end to the 
presidential campaign.  In addition, the 
Economists stated that the conditions have a 
lot to do with high oil prices. With this 
development in the US, it has brought 
significant movement of currencies against 
the US dollar 
 
The average rate of the Vatu against the US 
Dollar for September was 114.6, which 
represents a depreciation of 0.25% over last 
month’s average. The Vatu recorded its 
lowest rate against the Dollar on the 6th at 
115.95 and highest on the 15th at 112.61. 
Comparing the year-ago level, vatu 
appreciated by 5.35 percent. It is evident that 
the US dollar is suffering from imbalances 
and dependence problems. 
 
The closing rate for September saw a marked 
increase, by 1.83% due to the steady 
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appreciation of the Vatu against the US 
Dollar after mid-September. 
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The average against the Australian Dollar 
shows an appreciation of 0.81 percent on last 
month’s average, with a highest value of 79.7. 
The lowest value of 81.24, towards the end 
of the month, marks the steady recovery of 
the Australian Dollar from mid-September. 
This is also reflected in the lower close rate 
of the Vatu against the Australian Dollar at 
81.15, a depreciation of 0.64 percent on last 
month’s close price. 
 
 
 
 
 
Business Forum held in Santo. 
 
Vanuatu, this year has hosted the Business 
Forum at Luganville in Santo, the second 
commercial center of Vanuatu. The main 
forecast of the forum was to hear from 
government and private sector any issues 
which they have come across in their quest to 
live up to their expectation to drive the way 
towards economic recovery and for closer 
cooperation to work towards closing the gap 
between the rich and the poor and in turn 
enjoy a fairer distribution of wealth. 
(Vanuatu Daily Post, October 7th, 2004)  
 
Income Earners to be taxed 
 
Income earners of at least 100,000 Vatu per 
month would be considered for taxation 
soon. The prime Ministers made the 
announcement in the Business forum saying 
So far the debit tax has been affecting the 
poor people. The prime minister said the 
government is ready to review the 
controversial tax system. The Prime Minister 

says poor people have been overtaxed 
indirectly over the last 24 years. He said the 
government would see that rich people are 
taxed accordingly. 
(Vanuatu Daily Post, October 14 2004) 
 
 
 
 
Solomon exports PFnet to PNG and 
Vanuatu 
 
The Solomon Islands economy is flowing 
through investment and other means. 
Despite being failed states in months ago the 
economy is on recovery. 
However, Some avid informal discussions 
have been stimulated on the provisions of 
communication services to the rural areas of 
our remote islands in the pacific and 
increasingly, the choice of technology to be 
used is becoming an important issue. 
 
It has become so successful that it is striking 
a chord of interest in Papua New Guinea and 
Vanuatu where request have come from their 
governments that PFnet be made available 
there too. The PFnet websites describes the 
means of deployment as a simple robust and 
well-proven technology consisting of a short 
wave radio, a low-end computer and solar 
energy where emails are carried via radio 
signals. That is a huge development and 
investment for Solomon Islands. 
(Island Business, October 2004) 
 
PNG economy for long-term growth. 
 
The PNG economy has shown signs of 
recovery through out 2003 with the rebound 
in GDP due to a combination of good 
weather and healthy prices for exports. The 
trade account is in surplus and the 
construction retail and wholesale sectors are 
experiencing positive growth. 
 
The recent positive signals for the economy 
include a rebound in primary exports and 
growth in credit to the primary sector. The 
improvement in economic activity in the 
mineral sector was due to an increase in oil 
production combined with higher export 
prices for crude oil, copper and gold. 
The Bank of Papua New Guinea stated also 
that the Kina has stabilized and foreign 
reserves are returning to healthy levels and 
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surely the economy is returning to recovery 
level. 
(Pacific Economic Bulletin, October 2004) 
 
 
 
 
Need for effective local supervision of 
Banks     
 
The Reserve Bank of New Zealand is 
emphasizing the continuing need for 
countries with predominantly foreign owned 
banks to have the capacity to maintain the 
stability of their financial systems and to 
respond to a banking crisis. 
 
Speaking at a US Federal Reserve conference 
in Chicago on bank insolvency, Reserve Bank 
Governor, Mr Allan bollard outlined the 
particular challenges increasingly facing 
countries with banking systems dominated by 
foreign banks. He also discussed the ways 
foreign and domestic regulatory authorities 
can better cooperate and coordinate their 
actions, including in the case with 
domestically owned banks. 
 
In the absence of any fair and formalized, the 
Reserve bank of New Zealand believes that it 
is essential to maintain the frameworks 
needed to fulfill all opportunities. 
(Reuters, October 2, 2004) 
  
RBA transmission of monetary policy to 
the economy. 
 
The Reserve Bank of Australia Governor 
addressed the movement in the cash rate that 
passed through quickly to the whole 
structure of deposit and lending rates, 
however changes in this interest rates affect 
economic activity and inflation with much 
longer lags, this is because it takes time for 
individuals and businesses to adjust their 
behavior. 
 
Experience in Australia and elsewhere has 
shown that inflation is not amenable to fine 
tuning within a narrow band. Monetary 
policy dampens fluctuations in output over 
the course of the business cycle. The Reserve 
Bank of Australia uses monetary policy as an 
instrument to address the economy of 
Australia. 
 

The Australian economy improved because 
the recent forecasts suggest that inflation will 
remain about where it is present for a few 
quarters and then move up during 2005, as 
the effect of the earlier rise in the exchange 
rate gradually wane. 
(Reuters, October 13 2004) 
 
 IMF predict world economy outlook. 
 
Over the past year, the global recovery has 
become increasingly well established with 
global GDP growth now projected to 
average 5 percent in 2004, the highest for 
nearly 3 decades. 
 
Growth momentum has slowed from the 
second quarter of 2004, notably in the United 
States, Japan and China while oil prices have 
risen sharply. On policy side, interest rates 
will need to rise further as the recovery 
proceeds although the pace and timing vary 
considerably across countries depending on 
their relative cyclical positions. 
 
However, the key challenge is to address 
fundamental problems including difficult 
fiscal positions, growth restraining, structural 
weaknesses, financial aid, corporate 
vulnerabilities and continuing global current 
account imbalances. 
 
Over the year the global recovery has 
become increasingly well established. 
Between 2003 and 2004 global growth has 
averaged 5 percent – well in excess of the 4 
percent historical trend – with strong growth 
in industrial countries, the momentum of the 
world growth looks great. This is a 
remarkable performance for the world 
economy. 
 (Bloomberg, October 8 2004) 
 
Bank of England maintains interest rate. 
 
The Bank of England monetary policy 
committee voted the bank’s repo rate at 4.75 
%. The bank of England fully maintains the 
interest rate due to some contributing factor 
towards the economy. The investment and 
public sector consumption have increased 
strongly and demand in UK exports 
continues to pickup. 
 
The output Growth has been robust and 
business surveys pointed to expansion.  

IINNTTEERRNNAATTIIOONNAALL  NNEEWWSS  
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Although the housing market remains 
buoyant, there are signs that it is starting to 
ease and the growth of consumption 
moderating. 
(Bloomberg, October 2, 2004) 
 
Japan to clean up debts. 
 
Bank of Japan Governor, Mr Toshihiko 
Fukui has repeatedly vowed to maintain 
Japans huge economy to keep progressing in 
years to come.  
 
However, The bank of Japan recently 
intervened in the currency markets to prop 
up the sinking US dollar against the yen 
which is further causing severe losses to 
stockholdings of Japanese banks who are 
suffering from lower domestic company sales 
and higher export cost to the united states. 
Bank of Japan intervention is seen as a 
prelude to stabilizing the Japanese banking 
system before year-end results are fully 
reported to public stakeholders. 
 
“Free and clear foundation of Japan ” is the 
theme to clean up bad debts where working 
with the Financial and Services Agency of 
Japan financier to structure a transaction to 
acquire all of the outstanding shares within 
some of the financial agency where they have 
been infused with over 2 trillion yen over the 
past few years. However the Bank of Japan 
vowed to continue supporting the economic 
recovery with a simulative policy to 
strengthened and upholds Japan in all forms. 
(Bloomberg, October 13, 2004) 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Alan Greenspan praise US economic 
outlook. 
 
The Chairman of the Federal Reserve Bank 
of New York, Mr Alan Greenspan praised 
the US economy for growing so well and 
advancing. The economic activity hit a soft 
patch in late spring after having grown 
briskly in the second half of 2003 and the 
first part of 2004. Consumer spending 
slowed materially and employment gains 
moderated notably after the marked step up 
in early spring. 
 
Despite the rise in the oil prices through mid 
August inflation and inflation rate 
expectation have eased in recent months. 
 
Moreover the chairman of the Federal 
Reserve express with great confidence that 
many economic sectors are really performing 
well such as business investment, 
employment gains and also movements in 
energy prices have been a major influence on 
overall inflation this year. 
 
The chairman emphasized strongly that they 
would take all necessary measures to 
maintain, strengthened and uphold the 
economy of US, as it is one of the worlds 
leading economy in this universe. 
(Bloomberg, October 10, 2004) 
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