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Following its decline in July 2004, total 
money supply (M4) rose by 0.9 percent to 
VT37,272.9 million in August.  The monetary 
expansion in August was sourced from 
inflows through the balance of payments and 
continued expansions in private sector credit. 
Over the year to August 2004, total money 
supply expanded by 12.7 percent. 
 
Determinants of Money Supply 
 
Total net foreign assets (NFA) increased by 
1.9 percent after it declined in the preceding 
month. The monetary authorities and 
commercial banks individually contributed to 
this increase.  Over the last twelve months, 
total NFA grew by 18.0 percent in August 
2004.  
 

Chart 1: Foreign Assets 
(Millions of Vatu)
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The NFA position of the monetary 
authorities continued to trend upward in 
August, registering a growth of 3.5 percent 
from the preceding month.  This increase 
stemmed from net purchases of foreign 

exchange from commercial banks, 
Government, Reserve Bank of Vanuatu and 
others. Commercial banks started to sell 
foreign exchange to the Bank toward the end 
of the month, a sign that there is ample 
foreign currency in the market.  Following 
this increase, the monetary authorities’ NFA 
position registered strong growths of 9.3 
percent and 14.8 percent from three months 
ago and last year, respectively. Also, the 
official reserves are sufficient to cover 4.95 
months of imports, up from 4.92 months at 
the end of July 2004.   
 
Commercial banks’ NFA position grew by 
1.5 percent from the previous month in spite 
of a decline in banks’ foreign assets by 0.2 
percent. This increase resulted from a decline 
in banks’ foreign liabilities by 6.0 percent, 
which more than offsets the fall in bank’s 
foreign assets. In contrast to three months 
ago, commercial banks’ NFA declined by 3.6 
percent, while it grew by 18.8 percent in 
August 2004.  
 
Domestic credit fell in August by 0.1 percent 
underpinned by a decrease in net credit to 
Government, which more than offsets a 
slight increase in private sector credit.  
Domestic credit grew by 2.2 percent from 
three months ago and by 5.4 percent from 
the last twelve months. 
 
The Government’s net lending position with 
the banking system improved further by 3.4 
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in the month under review. This 
improvement stemmed from the 
Government’s nets lending from monetary 
authorities, while its net position vis a vis the 
commercial banks deteriorated. The 
monetary authorities’ net claims on 
Government declined by 13.4 percent due to 
improvements in Government deposits and 
decline in Government overdraft with the 
Reserve Bank. Over the last twelve months, 
the banking system’s net credit to 
Government improved by 12.3 percent   
 
The growth in private sector credit slowed to 
0.2 percent from 1.0 percent growth 
registered during July 2004. During the 
reviewed month, commercial banks increased 
their lending to individuals and households 
by 1.8 percent while lending to businesses fell 
by 1.1 percent.  The annual growth in private 
sector credit also fell in August 2004 to 7.0 
percent from 9.3 percent in the preceding 
month.   
 

Chart 2: Claims on Private Sector
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The monthly increase in private sector credit 
was also reflected in expanded lending to 
mining and quarrying (4.10%), distribution 
(0.2%), tourism (2.4%), transport (4.2%) and 
housing and land purchases sector (12.6).  
Reduced lending was received by the 
agriculture sector (12%), public utilities 
(0.7%), construction (8.8%) and other 
personal loans (6.4%).  
 
Components of Money Supply 
 
The expansion in total money supply was 
reflected by the increase in quasi money, 
which was slightly offset by a contraction in 
narrow money.   
 

Narrow money decreased by 3.7 percent in 
contrast to a growth of 1.3 percent in the 
preceding month.  Both components of 
narrow money contracted in August 2004 as 
opposed to expansions during the previous 
month. Currency outside banks, which 
represented 18.9 percent of narrow money in 
the month under review, contracted by 1.7 
percent.  Despite the decrease, currency 
outside banks expanded by 5.5 percent from 
three months ago and 8.5 percent from 
august last year. Demand deposits contracted 
by 4.1 percent underpinned by a decline in its 
foreign currency component, which 
contracted by 9.4 percent from the preceding 
month. Compared to three months ago, 
demand deposits in foreign currency 
contracted by a massive 15.2 percent whereas 
a minor decline of 0.6 percent was recorded 
from last year.   
 

Chart 3: Money Supply Components
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Quasi money, which contracted by 3.9 
percent in the preceding month, grew by 3.2 
percent in the reviewed month. Both 
components of quasi money registered 
growths in August.  Quasi money in vatu 
grew by 1.0 percent while that in foreign 
currency grew by 4.3 percent.  Over the last 
twelve months, quasi money grew by 16.7 
percent. 
 
Reserve Money 
 
Reserve Money 1 continued to trend upward 
albeit a slower pace. Reserve money grew by 
0.8 percent in August as compared to a 2.0 
percent growth in the previous month.  
Offsetting movements in the components of 

                                                 
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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reserve money contributed to this 
development. Growths registered by 
currency issued and statutory reserve 
deposits (SRD) were slightly offset by a 
contraction in excess reserves by 7.8 percent. 
The contraction in excess reserves is 
explained by an increase outstanding RBV 
Notes and liquidity destruction on behalf of 
the Government during the reviewed month.   
 

Chart 4: Components of Reserve 
Money
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Compared with three months ago and last 
year, reserve money grew by 7.2 percent and 
7.4 percent, respectively. 
 
RBV Notes 
 
The Reserve Bank continues to fine-tune the 
level of systems liquidity through regular 
issue of RBV Notes.   
 

Chart 5: 91-days RBV Notes (Yields)

0

1

2

3

4

5

6

D03 J04 F04 M04 A04 M04 J04 J04 A04

A
cc

ep
te

d 
co

up
on

 ra
te

 (%
)

 
 
At the end of August 2004, the Bank 
increased the total outstanding RBV Notes to 
VT400 million, from VT375 million at the 
end of July.  This represented an increase by 
6.7 percent from the preceding month, 45.5 
percent from three months ago and 14.5 
percent from last year.  

During August, the Bank floated a total of 
VT350 million in RBV Notes and allotted 
VT100 million each to 14-days, 28-days and 
63-days while VT50 was allotted to 91-days. 
 
Interest Rates 
 
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 

Jun04 0.5– 2.0 1.5-6.0 1.5-7.0 2.25-7.25 
Jul04 0.5– 2.0 1.5-6.0 1.5-7.0 2.75-7.25 
Aug04 0.5– 2.0 1.5-6.0 1.5-7.0 2.75-7.25 

 
ADVANCE RATES 

 Commercial Personal Housing Agriculture

Jun04 10.0-16.0 12.0-25.0 8.75-14.75 11.0-16.0 
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 
 
On the lending side, interest rates on 
commercial loans and housing loans 
registered movements in their respective 
ranges whereby the lower ranges were 
lowered by 1.5 basis points and 2.9 basis 
points, respectively (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 
 
The exchange rate development for the 
month of August showed the average of the 
Vatu against the US dollar at 114.31. This 
represented a depreciation of the Vatu 
against the US dollar by 0.44 percent from 
last month’s average.  However, the end of 
period level showed that Vatu had 
appreciated by 0.4 percent. In addition, Vatu 
recorded the lowest at 116.64 and highest at 
112.58. 
 
The continuous weakness in the US dollar 
may in part due to lower interest 
environment in the US compared to 
attractive interest rates on offer in other 
countries like Australia and New Zealand 
who are mainly Vanuatu’s trading partners.  
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It was anticipated that the Vatu might get 
weaker against the US dollar in the very 
nearest future as US dollar gains confidence.   
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At end August 2004, Vatu which closed at 
80.63 against the Australian dollar, 
appreciated by 0.41 from closing level of July.  
Rates from the opening period to the closing 
period recorded a Vatu/AUD depreciation 
of 0.6 percent.   
 
 
 
 
 
NBV pays first Dividend to Government. 
 
The National Bank of Vanuatu in yet another 
milestone has handed over a cheque for 
VT20,000,000 to the Minister of Finance and 
Economic Management, Mr. Moana 
Carcasses as dividend payment  for the year 
ending 2003. 
 
The cheque was the first ever dividend 
payment by the Bank since its inception in 
1989. 
 (Vanuatu Daily Post, September 3rd, 2004) 
 
Air Vanuatu finally acquires Vanair 
 
The Government of the Republic of Vanuatu 
has sold 100% the shares of Vanair to the 
country’s international airline, Air Vanuatu, a 
statement issued by the Managing Director 
of Air Vanuatu Jean Paul Virelala said. 
 
With Vanuatu experience a 25% increase in 
visitor number from Australia in the first half 
of the year, this acquisition will allow a more 
streamlined approach to tourism, with airline 
focusing on a more comprehensive and 

unified move towards marketing the entire 
destination. 
 
The rationalization of the domestic and 
international carriers will better facilitate the 
movement of travelers with increase 
frequency and more convenient connections 
between Port Vila and the outer islands. 
(Vanuatu Daily Post, September 29, 2004) 
 
 
 
 
Pacific to Launch European trade deal. 
 
Pacific trade Ministers launch negotiation 
over a trade deal with the European union. 
Under the so-called Economic partnership 
Agreement, African, Caribbean and Pacific 
countries aim to finalize new terms for trade 
aid and economic cooperation by the end of 
2007. 
 
Europe is likely to ask for sweeping access to 
pacific fishing areas. The EU may also seek 
fewer restrictions for European companies 
investing in the Pacific. 
 
The Pacific ministers concluded that this 
European aid coming into the Pacific would 
greatly develop each economy of each 
country in the pacific. 
(Vanuatu daily post, September 2nd 2004) 
 
CBSI forecasts Economic growth in 2004. 
 
The Central Bank of Solomon Islands, CBSI 
forecasts a marginal improvement in 
economic activity in a relative weak and 
uncertain global outlook. The forecast 
assumes that law and order would improve, 
increase production of major export 
commodities and Government implements 
its reform programmes and maintain a 
balanced budget through out the year. 
 
On the external front, the export sector is 
expected to remain relatively firm in 2003 to 
more than 500 million dollars. 
 
The improvement in the security situation 
and speedy implementation of Government 
reform program should also attract more 
donor funding. 
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CBSI explains that although increased 
activity would fuel import demand, it is 
expected that this would be relatively low 
especially the Iraq war boosted oil prices 
higher. 
 
The balance of payment outcome is expected 
to increase further. This would reverse the 
declining trend seen in the previous two 
years.  Total domestic credit is also expected 
to marginally increase reflecting an expected 
increase in sector economic activities. 
 
The return to economic growth estimated at 
over 5 percent last year, is significant with all 
components of the economy registering 
improvements. However, the CBSI 
emphasized that Solomon Island is 
improving very well and is striving to get the 
best and be the best. 
(Pina nius on line, 3rd September 2004).   
 
 
 
 
 
OCR increased to 6.25 percent.  
 
The Reserve bank of New Zealand has 
increased the official cash rate from 6.00 
percent to 6.25 percent. The Bank has also 
stated that further tightening of monetary 
policy is likely to be required. 
 
RBNZ Governor Alan Bollard said, “ The 
New Zealand economy is performing very 
strongly. On balance, the recent economy 
data has delivered positives surprises. 
Economy growth is near its peak, but 
resources will remain stretched for sometime 
and inflation pressures remain strong”. 
 
So far, in terms of economic outlook, there is 
risk to consider. The consensus view in our 
projections is that global economic activity is 
expanding at a reasonable pace, however 
high oil prices and softer growth in the US 
could slow global economic growth. 
 
 Regardless of that, the Governor 
emphasized strongly that the RBNZ is 
required to keep inflation between 1 and 3 
percent on average of the medium term. 
“Also we have a policy target agreement that 
requires us to minimize unnecessary 
instability, hence monetary policy must 

always be at a balance act”, said the 
Governor.    
 
He concluded with praising the performance 
of New Zealand’s economy. 
(Bloomberg, September 9th 2004) 
 
Oil prices to fall by a third: OPEC 
 
OPEC   will consider rising its average price 
band at a meeting soon, but has forecast 
crude prices to fall by up to a third once 
elections in the US and Iraq are completed.  
OPEC president Mr Purnomo Yusgiantoro 
said in Sydney that crude oil prices could fall 
to around $US30 a barrel. 
 
World oil prices are weakening because the 
organization might have spare capacity of 
more than 1.5 million barrel a day. 
 
The president says OPEC forecast showed 
the world market had enough oil and 
production capability was 1.5 million barrels 
above demand. 
 
Markets expected prices to fall further after 
the OPECs chief remarks. 
 
The president emphasized with confidence 
that his colleagues will have a report from the 
organizations study into the long term 
pricing strategy, which is expected to include 
a recommendation for revision of the price 
band to protect against a new sharp 
downturn in prices similar to what happened 
after the 1991 Gulf War. 
(Vanuatu daily post, September 9th 2004) 
 
Japan’s promising Economy. 
 
Mr. Toshihiko Fukui, Governor of the Bank 
of Japan, emphasized strongly that, Japan’s 
economic situation has been on a recovery 
path since the last summer of last year 2003. 
The recovery has been initially driven in large 
part by an increase in exports. In addition to 
the favorable external conditions, the 
foundation has been laid domestically for a 
self-sustaining recovery. 
 
In Japan, real GDP growth slowed to an 
annual rate of 1.7 percent in the second 
quarter. The Bank of Japan has fully made a 
commitment to continue strengthened the 
monetary policy, bearing in mine the current 

IINNTTEERRNNAATTIIOONNAALL  NNEEWWSS  



 6

situation in which prices are not increasing 
together with the economic recovery. 
 
The positive impact of the current easy 
monetary policy on economic activity is 
strengthening as the economy recovers .The   
Bank’s policy commitment allows firms to 
continue enjoying low funding costs through 
the stability of expectations about future 
interest rates. As the economic recovery 
raises the expected rate of return on new 
investment with interest rates remaining low, 
firms will become more inclined to undertake 
investment. 
 
Japan’s economy is moving steadily towards 
achieving sustainable growth and overcoming 
deflation. 
 
The Governor stated that the economy of 
Japan looks so bright and the instruments 
used will be more strengthened and 
addressed fully. 
(Reuters, September 2nd, 2004)   
 
Bank of England Inflation attitudes 
survey. 
 
The main results of the bank of England’s 
quarterly survey of public attitudes to 
inflation, undertaken in August are of little 
change from the May survey. 
 
The Economy looks fine, however the 
current rate of inflation is 2.3% compares 
with 2.4% in both the May and February 
surveys.  By a margin of 47% to 9%, people 
believe that Britain’s economy would end up 
weaker rather than stronger if prices started 
to rise faster. This compares with a margin of 
45% to 8% in the May survey.  
 

The proportion of respondents thinks it 
would make a little difference to Britain’s 
economy, however further survey and 
assessment will be strongly undertaken to 
over come the situation.   
 
Asked about the future path of interest rates 
73% expected rates to rise in the next 12 
months, little changed from 71% in the may 
survey and 69% in February 2004. 
 
Also asked what would be the best for the 
British Economy, - higher interest rates, 
lower or no change – 20% thought they 
should go up, compared with 21% in the 
May survey and 23% in February 2004. 
 
However, despite some differences in 
inflation attitudes, the economy looks great. 
(Reuters, September 20th 2004) 
 
Fed Raises Overnight Rate to 1.75%, 
Keeps `Measured'  
 
Federal Reserve policy makers raised the 
benchmark U.S. interest rate a quarter-point 
to 1.75 percent and restated a plan to carry 
out any further increases at a ``measured'' 
pace.  
 
The third increase this year and the 
possibility the FOMC may keep raising rates 
suggests central bankers are confident that 
the world's largest economy will continue to 
expand. The vote to raise the overnight 
bank-lending rate was unanimous.  
 
The U.S. economy hit what Chairman Alan 
Greenspan called a ``soft patch'' in June and 
July amid rising energy costs. Crude- oil 
futures prices rose to $47.10 a barrel in New 
York as of 2:47 p.m., up from $33.78 in 
January.  
(Bloomberg, September 21st 2004) 
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