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Total money supply grew further by 2.0 
percent in May 2003, much lower than the 
increase of 4.1 percent in April. The growth 
was reflected in net foreign assets (NFA), 
while domestic credit declined.  
 
Determinants of Money Supply 
 
A 2.8 percent increase in commercial banks’ 
NFA was responsible for the overall 
increase in NFA. Monetary authorities’ 
NFA, in contrast declined by 2.0 percent 
from the previous month. Total NFA also 
grew from three months ago by 11.4 
percent but was down by 2.4 percent from 
the corresponding month of the previous 
year.  
 

Chart 1: Foreign Assets 
(Millions of Vatu)
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After a slight improvement in the previous 
month, the NFA position of the monetary 
authorities declined in May 2003, due to an 
increase by 34.5 percent in the Reserve 
Bank’s foreign liabilities. The NFA position 

of monetary authorities also declined against 
the past three and twelve months by 1.3 
percent and 10.0 percent, respectively. 
 
The commercial banks’ NFA position 
continued to expand in May by an 
additional 2.8 percent. This movement was 
partly attributed to a 2.8 percent decline in 
banks’ foreign liabilities. Moreover, banks’ 
liabilities to residents in terms of foreign 
currency deposits, particularly demand 
deposits, grew by a substantial 39.2 percent. 
Commercial banks’ NFA also increased 
over the past three months by 14.4 percent, 
but declined by 0.7 percent against twelve 
months ago.  
 
Against a growth in the preceding month, 
domestic credit declined by 1.7 percent in 
May 2003. Negative growth in net claims on 
the government was responsible for this 
trend. Despite this decline, domestic credit 
increased over the past three and twelve 
months, by 1.6 percent and 8.1 percent, 
respectively.  
 
The government’s net lending position vis-
à-vis the banking system improved further 
by 20.7 percent in May 2003. This 
improvement stemmed from declines in the 
government’s net lending from both the 
monetary authorities and the commercial 
banks by 11.9 percent and 25.9 percent, 
respectively. This development was 
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reflected in an increase in government 
deposits held with both institutions, of 
which, government deposits with the 
Reserve Bank grew by 6.2 percent and with 
the commercial banks 1.8 percent. In line 
with the increase in government deposits, 
the government’s overdraft with the 
Reserve Bank declined by 7.9 percent in 
May. The government’s net lending position 
also improved compared to three months 
ago, but deteriorated against the previous 
twelve months.  
 
Total claims on non-financial public 
enterprises (NFPE) registered a slight 
growth of 0.9 percent from the previous 
month. This trend was largely reflected in a 
0.9 percent increase in the Reserve Banks’ 
claims on statutory bodies, while 
commercial banks lending to public 
enterprises remained virtually unchanged as 
in the preceding month. Despite this 
growth, claims on NFPE contracted by 6.7 
percent and 15.4 percent compared to the 
preceding three and twelve months.  
 

Chart 2: Claims on Private Sector
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Loans to private sector expanded further by 
a slight 0.5 percent in May 2003, as 
portrayed in Chart 2. This growth was 
reflected in an increase of 4.1 percent in 
loans and advances to individual and 
households. In contrast, loans and advances 
to business contracted by 1.1 percent, while 
those to other sectors 3.8 percent.  
 
In terms of credit classified by sectors, 
growth was experienced in loans extended 
to agriculture and fisheries sector, which 
increased by 3.2 percent, manufacturing 
(14.3%), tourism (1.7%), entertainment & 

catering (4.4%), other personal sectors 
(3.0%) and miscellaneous sectors (22.9%). 
Private sector credit also grew from the past 
three and twelve months by 4.8 percent and 
7.5 percent, respectively.  
 
Components of Money Supply 
  
Growths in both narrow money (M1) and 
quasi-money in May contributed the 
increase in overall money supply (M4) to 
VT36,286 million. The level of M4 in the 
reviewed month was also higher by 6.8 
percent and 1.9 percent against the previous 
three and twelve months, respectively. 
 

Chart 3: Money Supply Components
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Narrow money increased by 5.6 percent. 
This trend was contributed by both its 
components, of which, currency outside 
banks grew by 3.1 percent and demand 
deposits 6.1 percent. Bulk of the increase in 
demand deposits came from a 39.2 percent 
rise in resident’s demand deposits in foreign 
currency; in contrary demand deposits 
denominated in local currency fell by 27.6 
percent. Moreover, M1 grew by 4.3 percent 
against three months ago and 3.3 percent 
against the past twelve months.  
 
The minor expansion in quasi-money by 0.4 
percent was entirely due to a growth of 13.0 
percent in time & savings deposit 
denominated in local currency. Time & 
savings deposits of residents in foreign 
currency, alternatively, contracted by 5.0 
percent. Furthermore, quasi-money 
increased from the past three months by 8.1 
percent, and from the past twelve months 
by 1.3 percent.  

Narrow Money 

Quasi-Money 

Broad Money 
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Reserve Money 
 
Reserve money, which comprises currency 
issued, statutory reserve deposit (SRD) and 
excess reserves, decreased by 1.0 percent at 
the end of May 2003.  This downward trend 
was principally explained by a 14.2 percent 
fall in excess reserves. SRD and currency 
issued increased by 0.3 percent and 4.9 
percent, respectively.  Reserve money also 
fell against that of three months ago by 0.9 
percent, but increased by 3.1 percent 
compared to the same month of last year.  
 

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

 
The fall in excess reserves reflected the 
decline in Reserve Bank’s net lending to the 
government in May. The growth in SRD 
indicated an increase in residents’ average 
vatu deposits as well as their demand 
deposits in foreign currency over the 
preceding two months.  
 
RBV Notes 
 

Chart 5: RBV Notes (Yields)
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Total outstanding RBV Notes at the end of 
May remained unchanged at VT250 million 
as in March 2003. During the month a total 
of VT150 million worth of new Notes were 
issued, while VT150 million were matured. 
Of the Notes issued, VT50 million was 
allotted to 28-days maturity and VT100 
million to 91-days maturity.  
 
Interest Rates 
 
The Reserve Bank repo rate was maintained 
at 6.50 percent. 
 
Weighted average yield rate on the 91-day 
RBV Notes reached 4.60 percent, a decline 
of 0.68 basis points from the previous 
months rate.  The yield on the 28-day Notes 
also declined marginally by 0.02 basis points 
to 4.20 percent.  
 
Deposit interest rates indicated few 
movements compared to the previous 
month.  The upper interest rates on the 2-3 
months category declined by 0.50 basis 
points to range 1.00–5.25 percent, likewise, 
upper interest rates on deposit of 4-6 
months category was down by 0.25 basis 
points to range 1.50-5.50 percent.  Upper 
interest rates paid on maturites of 7-12 
months deposits increased by 1.25 basis 
points to 1.75-6.00 percent, while interest 
rates on deposits over 12 months reach a 
range of 1.75-4.75 percent compared to 
1.75-6.50 percent in the previous month.  
Interest rate range for deposits of 7 days 
and one-month remained at 0.50-1.00 
percent and 1.00-5.00 percent, respectively. 
Interest rates on savings deposits was also 
maintained at 0.50-2.00 percent.  
 
Interest rates charged on loans remained as 
in the previous month. Likewise, The inter-
bank interest rate was maintained at 5.5 
percent 
 
Exchange Rate Development 
 
Vatu continued to appreciate against the US 
dollar, registering 125.00 at the start and 
121.33 at the close of May, gaining 3.0 
percent. Comparing this month’s opening 
rate to the same period in April, an 
appreciation of 2.02 percent was recorded. 
From the opening to the closing rate Vatu 

91-days 
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witnessed an appreciation of 3.68 percent in 
May. Over the past six months, Vatu still 
rallied strongly against the US dollar.  
 
The current trend does not mean however 
that the economic situation in Vanuatu is 
improving but, rather because the Federal 
Reserves have since cut the US dollar rates 
13 times since early 2001 with the latest in 
June 2003, in an attempt to kick start the US 
economy again after experiencing a 
recession in early March 2001. 
 
The average rates for this period compared 
to the previous month registered an 
appreciation of 4.01 percent against the US 
dollar rates. The six months trend compared 
to the current period indicated an 
appreciation of Vatu in December (9.56 
percent), January (6.61 percent), February 
(5.13 percent) and March (4.34 percent).  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Vatu’s opening rates against the Aussie 
dollar depicted depreciations of 2.28 percent 
this period compared to the previous 
period. Rates from the opening of the 
month to the closing of the same month 
depreciated 0.37 percent.  The six months 
trend compared to the current period 
witnessed depreciation in December (3.79 
percent), January (4.74 percent) February 
(3.65 percent) and March (1.94 percent).  
 
The monthly average rates compared to the 
current period witnessed the Vatu 
depreciating against the Aussie dollar in 
December (4.71 per cent), January  (4.05 
percent), February (3.51 percent), March 
3.03 percent) and April (2.13 percent).  
 

On the crosses, the US dollar cross-rates 
indicated depreciations from the opening to 
the closing period against Aussie dollar (3.4 
per cent), New Zealand dollar (2.7per cent) 
and Euro dollar (5.9 per cent) while 
appreciating against the Japanese yen 
(0.5per cent).  
 
  
 
 
 
French Banks looking at Vanuatu 
following OECD support 
 
Following the Prime Ministers successful 
visit to Paris and the lifting of Vanuatu from 
the OECD ‘blacklist’, a number of 
influential French banks have reopened 
talks with Vanuatu on setting up here. The 
Finance Minister was hopeful that an 
agreement could be made with giant Paris-
based Caisse d’Epargne Group, which is 
one of the largest French banks with a 
network of 31 savings and loan banking 
entities and 26 million customers. 
 
Monsieur Bizot from the French Embassy 
advised that, this is at the preparatory stage 
only with them investigating the possibility 
of setting up in Vanuatu. He added that 
talks have resumed with some French banks 
following the lifting of the OECD blacklist. 
 
Founded in 1818, the Caisse d’ Epargne 
Group has as its main focus individual 
customers and French local authorities. It 
offers a broad range of services from the 
tax-free savings schemes, as well as loans to 
customers (notably mortgages and personal 
loans). With its specialized subsidiaries, the 
Caisse d’Epargne Group is able to offer 
innovative solution that respond to the 
ever-changing needs of its customer base.  
 (Trading Post, June 5, 2003) 

 

  

PNG signs trade agreement with 
Thailand 

Thailand and Papua New Guinea have 
signed a bilateral trade agreement. Both 
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countries say PNG businesses will be able 
to plan with greater certainty and people 
employed by PNG companies trading with 
Thailand will have grater job security 
because of the agreement. PNG’s minister 
for trade and industry said that the 
agreement is the first major step in a 
process that will make it easier for PNG 
products to be sold in Thailand without 
prohibitive barriers to trade.               
(Trading Post, June 5, 2003)  

Nauru cancels 140 offshore banking 
licenses 

The Nauru government told members of 
the Asia Pacific Working Group that the 
Republic has revoked all banking licenses-
140 of them-except for its national bank. Its 
offshore banking sector has been eliminated 
and there are no more offshore banks 
licensed by Nauru. Nauru is now a full 
compliance with recommendations by the 
Financial Action Task Force on Money 
Laundering (FATF), an intergovernmental 
group targeting money laundering and 
worldwide terrorism. 

Nauru was put on FAFT’A’s list of “ non-
cooperative countries’’ three years ago and 
is hoping to have the censure removed. If 
any other corporation claims to be bank 
licensed by Nauru, or conducts banking 
activities, then it is breaching Nauruan law.  
(Trading Post, June 17, 2003) 

PNG bank raises interest rates to 16 
percent 

The governor of Papua New Guinea’s 
Central Bank said interest rate raises are a 
signal the government should rein in 
spending. The Bank of Papua New Guinea 
has increased lending rates by one percent 
to 16 percent for the month of June. 
Governor, Wilson Kamit, said the increase 
has been made after careful assessment of 
the economic conditions and higher than 
expected inflation. Kamit said that the main 
threat to improving inflation and price 
stability for the rest of this year remains the 
fiscal operations of the national 
government.                                            
(Vanuatu daily post, June 26, 2003) 

 

 

 RBNZ reduces OCR to 5.25 per cent 

The Reserve Bank of New Zealand 
(RBNZ) has decided to cut the Official 
Cash Rate (OCR) by 25 basis points to 5.25 
per cent. Speaking at the release of the 
Reserve Bank's June 2003 Monetary Policy 
Statement, Reserve Bank Governor Alan 
Bollard said "Reducing the OCR is an 
appropriate response to a softening in 
inflation pressures and provides some 
protection for the economy against 
downside influences. 
  
"The evidence has become clearer that 
growth is beginning to slow following a 
period of strength.  This slowdown mainly 
reflects the rapid appreciation of the 
exchange rate over the past 18 months, 
leaving the export sector more exposed to 
the soft world economy.  We are projecting 
further slowing but expect domestic activity 
to remain reasonably robust with rapid 
growth in the population supporting 
demand.  However, businesses are less 
assured about future trading prospects and 
confidence measures have fallen away. With 
confidence fragile, the impact of events 
such as SARS and dry weather on activity 
could be amplified. "The reformulated 
Policy Targets Agreement requires us to 
target inflation with a medium term focus 
and to avoid unnecessary instability in 
output, the exchange rate and interest rates.  
This OCR decision is intended to help 
prevent an unnecessarily sharp downturn, 
while delivering inflation that remains 
comfortably within the target range over 
the next few years.  Influencing our 
decision is increased certainty that the 
economy has started to turn down, and the 
presence of downside risks - foreign and 
local - whose effects may be exaggerated by 
fragile confidence.  In addition, CPI 
inflation is expected to receive extra 
downward pressure over the year ahead as a 
direct result of the higher exchange rate, but 
this effect will be temporary. 
  
"Our current projections of the economy 
incorporate a further modest reduction in 

IINNTTEERRNNAATTIIOONNAALL NNEEWWSS  
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the OCR.  Any such further reduction will 
be contingent on further evidence that 
medium term CPI inflation pressures are 
abating as our projections assume.  We will 
take our cues from the activity and inflation 
data as they come to hand," Dr Bollard 
concluded. 
(RBNZ Press Release, June 5, 2003) 
 
Fed Cuts interest rates a quarter point 
 
The Federal Reserve on Wednesday, June 
25, 2003, cut a key interest rate by a quarter-
percentage point to its lowest level in 45 
years in the central bank’s latest bid to 

ensure the sluggish economy at last kicks 
into higher gear.  
 
The move was the 13th rate cut since the 
early 2001, when the Fed began its long 
campaign to boost the economy, which was 
then slipping into recession. The rate cut 
brings the federal funds rate, which banks 
charge each other for overnight loans, to 1 
percent, the lowest since 1958. The rate cut 
disappointed some financial markets, who 
had hope for a more aggressive half-point 
reduction.                                         
(MSNBC News, June 26, 2003) 
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