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Issue 230
International Developments1
According to the October 2017 World Economic
Outlook (WEO) report, global growth has been
revised upward for 2017 and 2018 compared to
April and July forecasts. Upward revisions are
broad based. According to IMF, the growth revisions
in Euro area, Japan, emerging Asia and Russia
outweighed downward revisions for the US and UK.
The growth in many countries remained weak,
inflation is below target for most advanced
economies but baseline outlook is strengthening.
There is, however, downside risk in the medium term
outlook signalling countries to build up resilience.
Commodity prices increased further for the fourth
consecutive month in October, driven largely by
base metals. Energy prices, however, declined
slightly in October due to sharp falls in prices for
coking and thermal coal as well as for
ethanol. Overall, oil prices continued to soar in
recent weeks.
US economy
In the US, GDP expanded at a seasonally-adjusted
annualized rate of 3.0 percent, according to a first
estimate released by the Bureau of Economic
Analysis (BEA) on 27 October. The growth reflected
healthy private consumption growth, resilient nonresidential investment and increased inventories. In
terms of exchange rate developments, the United
State Dollar (USD) traded near a three-month high
against a basket of currencies. The Federal Reserve
is also expected to raise interest rates in December
in view of the latest data released.
Australian economy
In Australia, recent signs of higher non-mining
investment are particularly positive, and point to a
rebalancing of the economy away from the primary
sector. According to Reuters, earlier disappointing
retail sales data drove Australian Dollar (AUD)
down against the USD. Similarly, the AUD also fell

Economic updates for US, Australia, NZ, Euro & developing
economies are sourced from “Focus Economics” website.
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below the YEN but maintained its position against
the EURO.
New Zealand economy
New Zealand economy has seen healthy retail sales
growth and a decrease in the unemployment rate
over the course of second quarter, hence painted a
positive economic picture. Going forward, the
economy should expand at a healthy pace, buoyed
by net migration, loose monetary policy and
supportive fiscal policy. The New Zealand dollar is
expected to appreciate following RBNZ Governor
Lowe’s announcement to stabilise cash rate at 1.5
percent2. This should follow the expectations that
the economy will be gradually gaining strength.
EURO area economy
Preliminary estimate released by Eurostat, depicted
the Eurozone economy as robust in the third quarter
of 2017. GDP increased by a seasonally-adjusted
0.6 percent over the quarter to September 2017.
Developments in the exchange rate market reflected
movements in the domestic economy. Reuters

indicated that Euro dollar remain stronger after the
European Central Bank (ECB) left its benchmark
interest rate unchanged. The ECB also pledged
commitment to its bond-purchase program, while
continuing to take an optimistic view of the eurozone economy’s growth prospects.
Developing economies
The ASEAN3 economy expanded in the September
quarter 2017 reflecting increased growth for
Singapore and Vietnam. The Chinese economy
performed strongly due to healthy external
demand and solid domestic activity. However, the
cooling property market may threaten growth.

Members are Thailand, Vietnam, Indonesia, Malaysia,
Philippines, Singapore, Myanmar, Cambodia, Laos, Brunei
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In India Industrial production continued to recover in
August from its June downturn. In September the
Production Manufacturing Index (PMI) for both
services and manufacturing improved.

Chart 1: Determinants of Money Supply (yoy%
Change)

Exchange Rate
Table 1 depicted VATU position at the end of
October. VATU appreciated against the AUD by
0.4 percent, NZD 3 percent, and depreciated
against the USD by 2.3 percent and Euro by 0.56
percent.
Table 1: Exchange Rate of VATU/ Foreign
Currency
Domestic credit increased slightly by 0.5 percent
month-on-month and by1.8 percent year-on-year
owing mainly to the increase in net claims on the
central government. Furthermore, banks have
accumulated their loans to other financial
corporations and other resident sectors, thus partly
attributed to this trend. Total loans extended by
ODCs to various sectors are depicted in table A4.

Monetary Developments
Money supply slightly rose by 0.1percent and 9.9
percent from August 2017 and over the year to
September 2017, respectively. The slight growth
over the month was driven by domestic credit, in
particular the increase in net credit to the central
government. Net Foreign Assets (NFA), on the hand,
declined. Overall, the annual growth in M2
continued to be driven by NFA.
Total NFA declined by 1.9 percent month-on-month.
The decline reflected the fall of 25.5 percent in the
NFA holdings of Other Depository Corporations
(ODCs) outweighing the increase of 2.4 percent in
the NFA holdings of the Reserve Bank of Vanuatu
(RBV). Overall, the annual growth of NFA over the
year to September 2017 continued to remain high
at 22.5 percent.

The central government's net credit position vis-a-vis
the banking system deteriorated in September
2017 due to withdrawal of deposits held with both
the RBV and ODCs. Overall, the fiscal net credit
position remained favourable over the year to
September 2017.
Claims on the central government by OFIs4
remained at VT3,500 million as at end of October
2017, the same level recorded in September 2017.
Monetary Policy Stance
The RBV Board resolved in its meeting on October
3, 2017 to maintain the RBV policy interest rate at
2.85 percent. Similarly, the Statutory Reserve
Deposits (SRD) and the Liquid Asset Ratio were also
maintained at 5.00 percent, respectively.
Open Market Operations (OMO)
The RBV issued VT1,100 million worth of RBV notes
in October 2017, compared to VT1,700 million
issued during the previous month. Similarly, total
subscriptions received, reached VT2,500 million
compared to VT4,500 million in September 2017.

OFI: Other Financial Institutions covers Credit Corporation;
Vanuatu Agriculture Bank; and Vanuatu National Provident Fund
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Table 2: Amount Allotted (Millions of VATU) and
Yields on RBV Notes (Percent)
Term

Amount
Allotted

Yield End Oct.
2017

Yield
2017

7 days
14 days

260
260

1.60
1.65

1.45
1.50

28 days
63 days

80
60

1.75
1.75

1.60
1.75

91 days

60

1.90

1.90

End

Sep.

The total amount of RBV notes matured in
September 2017 reachedVT1,140 million, leaving
VT830 million yet to be retired, compared to
VT1,580 million in the previous month.
Chart 3: Outstanding RBV Notes
(Levels, millions of VATU, month-End Data)

Chart 2 below shows the yield on the 91-days5 RBV
notes.
Chart 2: Yield on 91-days RBV Note
(Percentage, Month-end Position)

91 days RBV note rate plus a penalty rate of 100 basis points is
the RBV policy interest rate.
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