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Total money supply continued to trend 
upward in June, increasing by a slight 0.3 
percent.  This up trend was underpinned by 
inflows through the balance of payments and 
an expansion in domestic credit.  
 
Determinants of Money Supply 
 
Liquidity inflows through the balance of 
payments were reflected in an increase in 
total net foreign assets by 0.9 percent.  Much 
of this increase was through the NFA 
position of monetary authorities and to a 
lesser extent the NFA position of 
commercial banks. On an annual basis, total 
NFA expanded by 23.7 percent.    
 

Chart 1: Foreign Assets 
(Millions of Vatu)
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The Monetary Authorities’ NFA position 
grew for the fourth consecutive month in 
June 2004, increasing by 3.2 percent or 
VT154.6 million from the previous month. 
Net purchases of foreign exchange during 
the month were sourced mainly from the 
Government and others. The NFA position 

of monetary authorities, which stood at 
VT5,049.9 million at the end of June, 
increased by 8.3 percent from March 2004 
and 9.7 percent from June 2003.   With the 
increase, the monetary authority’s NFA is 
equivalent to 4.79 months of import cover, 
an improvement from 4.64 months of import 
cover in May 2004.  
 
Commercial banks’ NFA also increased albeit 
a slower pace than in May 2004. Commercial 
bank’s NFA increased by 0.4 percent from 
the preceding month to VT22,910.6 million 
in June.  Compared to the previous quarter 
and last year, commercial bank’s NFA rose 
by 3.6 percent and 27.3 percent, respectively. 
The movements in resident deposits 
denominated in foreign currency explained 
these developments.  
 
Following a 0.7 percent growth in May, the 
growth in domestic credit increased to 1.5 
percent in June.  The bulk of this increase 
was absorbed by the Government, followed 
by private sector credit. Over the last 3 
months, net credit to Government increased 
by 2.2 percent whereas it declined by 5.0 
percent from the comparable month in 2003. 
 
The governments’ net lending position vis-à-
vis the banking system deteriorated by 7.1 
percent from the previous month, 2.2 
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percent from the preceding quarter while it 
improved from last year by 5.0 percent. 
These developments mainly reflected the 
Government’s net lending position with the 
monetary authorities that was slightly offset 
by an improvement in its net lending from 
commercial banks. Government’s net credit 
from RBV showed increases of 25.3 percent 
from the previous month, 14.4 percent from 
March 2004 and 6.2 percent from a year ago. 
The Government continues to draw on its 
deposits with the Bank as well as resorting to 
the OD facility to finance the temporary 
imbalances in its budget. This deterioration 
in the Government’s net lending position 
could best be explained by unbudgeted 
expenditures, particularly the snap general 
election that took place in early July 2004.  
 
Private sector credit continued to trend 
upward in June as the growth rate increased 
to 1.0 percent from 0.7 percent in May.  In 
comparison to the preceding three months 
and a year ago, private sector credit grew by 
3.0 percent and 9.2 percent, respectively.   
 

Chart 2: Claims on Private Sector
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The monthly increase in commercial banks’ 
lending to private sector was mainly driven 
by lending to businesses that was slightly 
offset by lower lending received by 
individuals and households and others. 
Increased lending in June was also driven by 
the agriculture sector (3.8%), distribution 
sector (0.3%), tourism sector (1.4%), 
construction (0.9%), and housing and land 
purchases sector (4.8%). 
 
Components of Money Supply 
 
The expansion in money supply (M4) in the 
month under review resulted from offsetting 

movements in its components. An expansion 
in quasi money by VT486.7 million was 
slightly offset by the contraction in narrow 
money by VT361.4 million. On a quarterly 
and annual basis, M4 grew by 3.3 percent and 
15.0 percent.    
 
M1, which grew by a substantial 8.4 percent 
in the previous month, contracted by 2.9 
percent due to a decline in demand deposits, 
whereas, currency outside banks showed a 
slight increase.  Currency outside banks grew 
by 0.6 percent from the preceding month.  
However, over the last three months and 12 
months ago, currency outside banks grew 
sharply by 8.0 percent and 10.3 percent. The 
decline in demand deposits was largely due to 
the contraction in the foreign currency 
component by 16.5 percent over the month, 
which consequently reversed the previous 
month’s increase.  
 

Chart 3: Money Supply Components
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The growth in quasi-money was associated 
with increases in savings deposits and time 
deposits denominated in vatu. Savings 
deposits rose by 7.4 percent from the 
preceding month to VT3,003.8 million, 
reflecting a 10.5 percent growth in savings 
deposits in foreign currency. Time deposits 
that grew by 1.3 percent from the previous 
month also grew by a hefty 21.4 percent over 
the last twelve months.  
 
Reserve Money 
 
The growth in Reserve Money 1 increased to 
4.2 percent from 3.3 percent in May. This 
increase was largely attributable to 
                                                 
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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commercial banks’ deposits held with the 
Reserve Bank, particularly excess reserves 
that increased by VT216 million or 28.8 
percent. On the other hand, SRD declined by 
0.6 percent.  Reserve money also increased 
from three months ago but contracted from 
last year by 1.4 percent    (See chart 4).  
 

Chart 4: Components of Reserve 
Money
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The expansion in excess reserves resulted 
from inflows through the balance of 
payments and liquidity creation on behalf of 
the government.   
 
RBV Notes 
 
Total outstanding RBV Notes increased 
further by VT100 million to VT375 million 
at the end of June 2004. During June, there 
were 2 issues of RBV Notes totaling VT300 
million.  In the same period, VT200 million 
in RBV Notes were matured.   
 

Chart 5: 91-days RBV Notes (Yields)
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Of the total notes issued in June, VT75 
million was allotted to the 14-days, VT100 

million each to 28-days and 63-days and 
VT25 million to 91-days.  
  
Interest Rates 
 
During the month under review, the interest 
rates for savings deposits remained 
unchanged at 0.5%-2.0%. However, on 
account of the general improvement in 
liquidity, the interest rates for time deposits 
showed various decline, in particular the 1-
month and 2-3 months deposits. For the 
one-month category the lower end of the 
interest rate range decreased to 1.5 percent 
from 2.0 percent to a new range between 1.5 
percent and 6.0 percent.  Also, the lower end 
of the interest rate range on the 2-3 months 
deposits decreased by 0.50 basis points to a 
range between 1.5 percent and 7.0 percent 
compared to 2.00 percent and 7.00 percent in 
May. The interest rates ranges on maturities 
of 4-6 months, 7-12 months remained 
unchanged at 2.50 - 6.50 percent, and 2.75 - 
7.00 percent, respectively.  
 
On the lending side, interest rates on most 
lending products were maintained as in the 
previous month except for interest rates on 
housing loans. During June 2004, the lower 
interest rates on housing loans fell by 0.2 
percentage points to a new range between 
8.75 percent and 14.75 percent. 
 
Interest rates on overnight inter bank lending 
were maintained at 5.5 percent.  Moreover, 
the Bank maintained the official interest rates 
at 6.5 percent and continued to be 
accommodative in its monetary policy 
management. The interest rates on 91-days 
RBV Notes remained unchanged at 3.95 
percent. 
 
Exchange Rate Development 
 
In mid May the dollar suffered a set back in 
global equity markets as investors lost their 
appetite due to a series of geopolitical 
settings. These included a series of 
explosions in Turkey and the assassination of 
the head of the US-appointed Iraqi’s 
governing Council. 
 
The Federal Reserves’ recent stance on 
monetary policy is to tighten at times of high 
oil prices. The high oil prices act like a tax on 
consumers and businesses as it increases 
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costs and reduces disposable income and on 
the other hand increase inflation and 
inflation expectations.  
Thus, the closing and opening rates of Vatu 
against the US dollar in May marked an 
appreciation of 0.01 per cent, while in June a 
depreciation of 1.70 per cent was recorded. 
The trend of the Vatu in terms of its closing 
position over a period of six months period 
indicated a depreciation in May (0.31 
percent), March (5.08 percent), February 
(4.19 per cent), January (2.23 percent) 
December (0.28 per cent) while an 
appreciation was noted for April (4.22 
percent) and November (1.88 percent).  
 
For the month of June half yearly closing rate 
trend indicated an appreciation in April (2.45 
percent) while depreciation was noted for the 
months of June (1.70 percent), May (2.00 per 
cent), March (6.70 percent), February (5.82 
percent), January (3.89 percent) and 
December (1.98 percent), respectively. 
 
The highest rate recorded against the US 
dollar occurred on the 6th indicating 113.69 
and the lowest of 116.59 on the 19th of May 
2004. While the month of June indicated the 
highest of 114.36 and the lowest of 117.17 
on the 18th of June 2004. 
 

Exchange rate trend Dec 003 - Apr 004
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Developments against the Aussie dollar 
witnessed an appreciation of 1.0 per cent 
from the opening to the closing periods for 
May and similarly June displayed an 
appreciation of 9.25 percent. The closing rate 
trend over the six months period till May 
indicated appreciations in May (0.64 percent), 
April (2.51 percent), March (2.41percent), 
February (1.98 percent), January (2.43 

percent), December (0.80 percent) and 
November (0.38 percent).  
 
The Vatu appreciated in June (1.72 percent), 
May (2.36 percent), April (4.27 percent), 
March (4.17 percent), February (3.73 percent) 
and January (4.19 percent), respectively. 
 
In May the highest rate of Vatu against the 
Aussie dollar occurred on the 14th of the 
month registering 79.87 with the lowest on 
the 6th indicating 81.74. In June the highest 
was recorded on the 18th with 80.02 and the 
lowest on the 1st of 81.80 to the Australian 
dollar. 
 
 
 
 
 
Vanuatu to Begin Visitor Survey Project 
 
Tourism is playing an increasing role in 
Vanuatu’s economy. In real terms, it 
generates directly about 15 percent of the 
national revenue in 2001. Tourism is also a 
major source of foreign exchange earnings. 
The Vanuatu National statistics office said 
there is a crucial need to conduct another 
visitors survey to obtain new benchmark data 
as soon as possible. 
 
Given the importance and the complexity of 
the survey, it was noted that there was a need 
to conduct another visitor’s survey, as 
current figures based on the 1997 visitors 
survey may be outdated. The visitors Survey 
to be conducted this year, is a priority project 
initiated by the National Statistics office, the 
National tourism office, the Reserve Bank of 
Vanuatu and the South Pacific Tourism 
Organization in which progressive work has 
now led to the commencement of the 
project. 
 
The 2004 Visitors survey is financially funded 
by the New Zealand Government AID as a 
major donor, total amount of VT 3,457,430 
and the Reserve Bank of Vanuatu as the only 
agency, contributed about VT 297,000 for 
the needs of balance of payments (BOP) 
statistics. 
(VNSO Press release July 15, 2004) 
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Three months Moratorium on 
Development Bank Withdrawals. 
 
The Development Bank of Solomon Islands’ 
Court Appointed Manager had issued a three 
months moratorium on withdrawals, as well 
as cancellation in interest rates on 
outstanding deposits as of next month. The 
Moratorium will be effective as of Monday 
26th July 2004. While interest rates on 
deposits be reduced to Zero as of August 1st 
2004. 
 
A Statement from the Central Bank of 
Solomon Islands says the action will be taken 
to accumulate cash balances and to put in 
place an orderly strategy to repay depositors. 
It hopes that the repayment of depositors 
will takes place towards the end of October. 
The Central Bank also calls on DBSI loan 
borrowers to contact the development bank 
to arrange how they can regularize their loans 
that are in default. The high Court has 
ordered the administration of DBSI 
transferred to the Central Bank as a result of 
DBSI ‘s poor financial position 
(SIBC / PINA Nius, July 8 2004 )  
 
Reserve Bank of Fiji host an economic 
symposium 
 
The Reserve Bank of Fiji hosted an 
Economic Symposium. The Symposium was 
designed to engage strategic players from 
Fiji’s economic and Financial Community in 
a debate on how, as a country, Fiji can 
improve it’s well being .The Theme of the 
Conference is: - “Towards Prosperity for All 
– Can the Financial Sector be the 
Locomotive of Growth for Fiji? ” 
 
The topics for discussion were, (i) The 
Economic costs of the rise in political 
tensions and deterioration in law and order in 
the region. (ii) Domestic financial reforms in 
a globalize world. (iii) The development of 
Fiji ‘s capital market – Are we running out of 
ideas? (iiii) The role of financial institutions 
in creating trade and raising investment and 
growth towards the government targets. 
(RBF Press release, July 9, 2004) 

 
 
 
 
 
Australian Dollar holds at five – week 
High on interest rate View. 
 
Australia‘s dollar held at five week high amid 
expectations, the central bank will increase 
interest rates later this year and the Federal 
Reserves will raise borrowing cost gradually. 
 
The Australian dollar surged after fewer – 
than – expected U.S. jobs were created in 
June, damping speculation the Fed will 
quicken the pace of rate increases. The 
currency rose after domestic economic 
reports showed building approvals 
unexpectedly rose, retail sales rebounded and 
credit grew at its fastest pace in more than 14 
years, boosting prospects the Reserve Bank 
of Australia will raise its key 5.25 percent 
interest rate.  
 
The Labour Department said the U.S. 
economy added 112000 jobs in June, less 
than half the median forecast of economist 
polled by Bloomberg. Fed policy makers 
lifted their target rate by a quarter point to 
1.25 percent.  
(Bloomberg, July 5 2004) 
 
Bank of England leaves Interest Rates at 
4.5 pct. 
 
The Bank of England kept interest rates at 
4.5 percent on July 8th in line with most 
economists’ expectations, but they say a hike 
is likely next month as it seeks to pre-empt 
rising inflation. 
 
The Bank issued no statement explaining its 
decision after the monetary policy 
committees’ monthly rate – setting meeting. 
But economist believe the Bank will raise 
rates a quarter percentage point in August to 
4.75 percent, in line with its policy of making 
gradual increases as economic growth picks 
up. Since November it has raised rates from 
3.5 percent. 
 
Economists took their cue from MPC 
members, who had restated the BOE ‘s 
commitment to a gradual approach to 
monetary tightening several times in recent 
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weeks. This followed speculation that it had 
dropped the policy after the back to back 
rates rises. 
 
Short sterling interest rates futures rose 
slightly following the decision, which was 
welcomed by industry groups. Future 
markets are pricing in rates rises of over half 
a percentage point by the end of the year. 
 
Evidence has grown in the past month that 
the economy is growing briskly, yet the BOE 
‘s decision follows signs of cooling in some 
sectors. The consumer confidence index fell 
in June, first quarter household consumption 
growth was revised down, house price 
inflation is slowing. 
 
Meanwhile, annual inflation of 1.5 percent in 
May is well below the bank ‘s two percent 
target, although this was the highest rate in a 
year. Economist also point out that interest 
rate changes can take up to a year to feed 
through into the economy, so the BOE may 
have thought it be best to pause and give 
itself more time to see how its four most 
recent hikes are taking effect. 
 (Reuters July 8, 2004) 
 
Greenspan testifies Before Senate 
Banking committee. 
 
Alan Greenspan gave his twice-yearly 
testimony before the senate banking 
committee and provides an assessment of the 
economy and the outlook for Fed interest 
rate policy. 
 
Greenspan stuck to the line about “measured 
”rates hikes and has economic data to back 
him up. He also expressed confidence in the 
economy, that recent inflation figures have 
been distorted by transitory factors, and that 
the Fed is ready and able to act as necessary 

to achieve the harmony of low inflation and 
“ maximum Sustainable growth”. 
 
All in all, there was a little reaction in the 
financial markets to his remarks, and that is 
just the way it was intended to unfold. 
Treasury yields increased slightly but any 
immediate impact on consumer interest rates 
(such as mortgage rates) is minimal and does 
not counter the drop. 
 
He also indicated that some of the capital 
gains bond investors have enjoyed in recent 
years “ will inevitably be reversed ” or “ will 
sustain capital losses as interest rates rise” he 
concluded with confidence that the 
economic outlook for U.S. is more and more 
progressing and prospering. 
(Reuters, July 20, 2004) 
 
IMF forecast on Japan‘s Economy 
Growth. 
 
Japan‘s economy looks very promising. To 
sustain the momentum, the IMF’s Citrin said 
the Bank of Japan should continue it’s 
accommodative monetary policy, despite an 
easing in deflationary pressures. 
 
While higher oil prices and a potential 
cooling in the Chinese and the 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 revitalize the economy. The 
forecast prediction for 2004 growth would be 
raised to nearly 4 percent from a previous 
projection of 3.4 percent. 
 
The International Monetary Fund says it will 
likely raise its forecast for Japan’s economic 
growth for this year when it issues its next 
World Economic Outlook. 
(Vanuatu daily Post, July 6 2004)  
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