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International Developments

The July IMF World Economic Outlook projected global
growth to expand by 3.5 percent and 3.6 percent, for
2017 and 2018, respectively. These projections’
remained unchanged from the April WEO report and
reflected somewhat the different contributions at country
levels. However, medium term risks continue to threaten
the recovery. The Post-Brexit negotiations are trampling
and the “economy is on tenterhooks1’’.Inward looking
policies must tackle Chinese credit growth, protectionism
and lack of market reforms to support this growth.
US economy
Estimates of growth in the US during the second quarter
is boosted by strong performances in; in private
consumption, non-residential investment and trade.
Inflation, however, is expected to remain below the 2
percent Fed’s target. The USD weakened and treasury
yields dipped immediately after the 25–26 July meeting
of the Federal Reserve’s Open Market Committee
(FOMC), as investors reacted to the Fed’s announcement
that inflation will continue to run below target in the
immediate future. The weak dollar has spill-over effect
to all other currencies including VATU. Dollar lost ground
to the VATU by 2 percent.
Australian economy
After a 3.1 percent unexpected annual growth during
the March quarter 2016, the August Westpac business
focus is more optimistic about the Australian economy.
Home building boom and the shrinking mining
investments conditioning the breadth of the growth were
to fade away. Furthermore, consumers were persistently
pessimistic throughout the second quarter and into the
start of the third quarter due to boosted exports and
confidence in the overall economy. The Reserve Bank of
Australia also concurred to this rosy outlook with a
forecasted growth of around 3 percent in the next
couple of years2. These developments have slightly
strengthened the AUD, hence appreciating by a 1.6
percent over the month of July.
New Zealand economy
The Reserve Bank of New Zealand maintained the policy
rate. Tradable inflations are seen as weak, and is yet to
incite for any policy move. Although the rise in prices in
the country’s key commodities has moderated, they are
not expected to decline any further and the primary
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sector is expected to provide an important boost to
economic activity in 2017 shifting NZD above its
previous months’ level. Overall, the economy continues to
remain in great shape. AS a result of these
developments, the NZD had appreciated against the
VATU by 0.3 percent over the month of July.
EURO area economy
Meanwhile, the Euro area economy is in a sweet spot on
the back of a declining unemployment rate,
accommodative monetary conditions and a stable
political environment. Against this backdrop, analysts
are betting on when the European Central Bank (ECB)
will begin the unwinding of its bond-buying program.
Accordingly, the Euro has been calmed and also
stabilized against the VATU over the month of July.
Developing economies
In the developing world, China posted another
exceptional result in the quarter, with the economy
expanding 6.9 percent again. With this solid
performance, it paves the way for the government to
comfortably meet this year’s growth target of 6.5
percent. The policy makers will now focus on addressing
economic imbalances and deepening reforms through to
the end of the year. Elsewhere in developing countries,
the economies are benefiting from resilient global
demand and more stable financial markets. The CHY
nonetheless, depreciated against the VATU by 1.4
percent over the month of July.
The above developments had impacted the VATU to shift
as depicted in the table below:
Table 1: Exchange Rate of VATU/ Foreign Currency

At the end of July 2017, Vanuatu’s International
Reserves increased from VT35 billion in June to an
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estimated VT36.8 billion, thus sufficient to cover an
estimated 9.3 months of imports.
Real Sector Developments
There were 29,342 total visitor arrivals in Vanuatu
during the month of April 2017. Total visitor arrivals rose
15 percent from March 2017 and rose 29 percent over
the year, from April 2016.
Air visitors recorded 8,935 visitors and cruise-ship
visitors recorded 20,407 visitors. Air visitors rose 47
percent over the year to April 2017 and cruise-ship
visitors rose 22 percent. The gradual recovery in air
visitor arrivals over the year continues to reflect the
continuous promotions and marketing of Vanuatu tourism
post TC Pam to major markets and the completion of the
1st stage of repairs on the Bauerfield International
Airport runway (May 2016).
Holiday visitors dominated air visitor arrivals (78
percent in April 2017), rose 56 percent over the year,
followed by visitors visiting friends and relatives, up by
62 percent and business and meeting visitors, up by 2
percent. The growth over the year was mainly driven by
the following major markets: Australia up by 77 percent,
New Caledonia up by 182 percent, New Zealand up by
39 percent, Other Pacific Countries, up by 35 percent,
North America up by 22 percent, Japan up by 55
percent and Other Countries up by 4 percent. Europe
and China, on the other hand, dropped by 45 percent
and 19 percent, respectively.

Monetary Developments
Money supply rose by 1.8 percent and 10.9 percent
from May 2017 and over the year to June 2017,
respectively. The upward trend in the money supply was
mainly attributed to the increase in net foreign assets
(NFA). Domestic credit remained weak over the month
and over the year, to June 2017.
Chart 1: Determinants of Money Supply (yoy%
Change)

Total NFA expanded by 3.7 percent month-on-month.
The growth reflected the increase in both the NFA
holdings of the Reserve Bank of Vanuatu and Other
Depository corporations, by 3.8 percent and 3.4
percent, respectively. Accordingly, the NFA recorded a
higher year-on-year growth to June 2017 of 22.2
percent.
Domestic credit contracted by 0.5 percent month-onmonth, but expanded slightly by 1.6 percent year-onyear. The monthly decline was due to the fall in; net
claims on government, loans extended to other financial
institutions and loans to other non-financial corporations.
Total loans extended by ODCs to various sectors are
depicted in table A4.
The central government's net credit position vis-a-vis the
banking system improved in June 2017due to increase
in deposits held with both the RBV and ODCs’. Overall,
the fiscal net credit position remains favourable over the
year to June 2017.
Claims on the central government by OFIs3 remained at
VT3,200 million as at end June 2017, the same level
recorded in May 2017.

Open Market Operations (OMO)
The RBV issued VT600 million worth of RBV notes in July
2017, compared to VT700 million issued during the
previous month. Similarly, total subscriptions received
reached VT1,800 million compared to VT2,100 million
in June 2017.
Table 2: Amount Allotted (Millions of VATU) and Yields
on RBV Notes (Percent)
Term

Amount
Allotted

Yield End Jul.
2017

Yield
2017

7 days
14 days
28 days
63 days
91 days

160
160
120
80
80

1.35
1.40
1.50
1.75
1.85

1.35
1.40
1.50
1.75
1.85

End

Jun.

OFI: Other Financial Institutions covers Credit Corporation;
Vanuatu Agriculture Bank; and Vanuatu National Provident Fund
3
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Chart 2 below shows the yield on the 91-days4 RBV
notes.
Chart 2: Yield on 91-days RBV Note
(Percentage, Month-end Position)
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The total amount of RBV notes matured in July 2017
amounted to VT680 million, leaving VT680 million yet to
be retired, compared to VT760 million in the previous
month.
Chart 3: Outstanding RBV Notes
(Levels, millions of VATU, month-End Data)
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91 days RBV note rate plus a penalty rate of 100 basis points is
the RBV policy interest rate.
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