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Issue 232
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 the
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.
Prices for most major commodity groups continued
to increase in November over the previous month,
with energy prices leading. The estimate by Focus
Economics indicated that commodity prices rose by
an aggregated 1.0 percent month-on-month in
November.
US economy
In the U.S, the advance annualised GDP estimate for
Quarter 4 2017 showed that GDP expanded
further by 2.6 percent, though growth slowed from
3.2 percent recorded in the previous quarter.
Growth reflected a solid consumer spending and
strong business capital expenditure.
(Focus Economics January 26, 2018)

Australian economy
In Australia, retail spending grew stronger in Q4
relative to Q3 2017. However, according to ANZ
Research, consumer spending is expected to be
moderate throughout 2018. According to the
report, the Australian consumer confidence continues
to increase in the first week of January 2018 with
the headline index increasing 1.2 percent, the
highest since October 2013.
(ANZ research, 16 January 2018)

New Zealand economy
In New Zealand, Q4 inflation is expected to be
around a modest level of 1.9 percent (y-o-y).
Economic updates for US, Australia, NZ, Euro & developing
economies are sourced from “Focus Economics” website.
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Headline business confidence deteriorated in fourth
quarter of 2017.
The economy while is not performing well is set to
face more headwinds in the first half of 2018.
(ANZ research, 18 January 2018)

EURO area economy
The Euro area continues to depict strong recovery in
the final quarter of 2017. Economic sentiments
indicated that exports grew strongly in November
2017 and the unemployment rate fell in October
2017. Corporate lending increased in December
2017 owing to the accommodative monetary policy
stand of the ECB. Focus Economics forecasted GDP
to expand by 0.6 percent quarter-on-quarter in
Q4.
(Focus Economics January 31, 2018)

Developing economies
According to Focus economics, the ASEAN2
economy expanded strongly in the third quarter
registering an annual growth of 5.5 percent, a
sharp acceleration relative to 5.0 percent during
Q2 2017. Furthermore, Focus economics forecasts
China’s GDP growth at 6.4 percent in 2018 which
remained unchanged from their November 2017
forecast. China, tighter regulations will exert
downward pressure on growth. Moreover, they
forecasted growth in India to accelerate further
citing recent fine-tuning measures on GST
compliance, a large recapitalization plan for public
banks and easing policy uncertainty as all bolsters
the economy’s performance.
Exchange rate developments
Table 1 depicted the VATU position at the end of
December 2017. VATU appreciated against the
USD (-1.6 percent), and Euro (-0.9 percent) and
CNY (-0.5), while it depreciated against the AUD
(1.3 percent) and the NZD (1.2 percent).

Members are Thailand, Vietnam, Indonesia, Malaysia,
Philippines, Singapore, Myanmar, Cambodia, Laos, Brunei
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Table 1: Exchange Rate of VATU/ Foreign
Currency

Official Reserves3
Vanuatu’s official foreign reserves increased from
VT40.8 billion in November to VT41.7 billion in
December 2017, however, remained well above
the threshold of 4 months of import cover at
estimated 11.3 months of imports.
Real sector developments
There were 26,092 total visitor arrivals into
Vanuatu during the month of August 2017. Total
visitor arrivals rose by 13 percent over the previous
month and by 36 percent over the same period of
2016. Air visitors recorded 8,301 visitors and
cruise-ship visitors recorded 17,791 visitors. Air
visitor arrivals fell by 15 percent over the year,
although cruise-ship visitors rose by 89 percent. Of
the total air visitor arrivals, holiday visitors (which
makes up 82 percent in August 2017), fell by 2
percent over the year, visitors visiting friends and
relatives fell by 38 percent, business visitors fell 48
percent and visitors arriving for other purposes fell
by 60 percent. The growth over the year was
mainly contributed by the following major markets
of tourist arrivals: New Caledonia rose by 57
percent, Japan rose by 25 percent and China rose
by 4 percent while Australia dropped by 16
percent, New Zealand fell by 22 percent, Europe
fell 53 percent, Other Pacific Countries fell 32
percent and North America dropped 26 percent.
Year-on-year CPI Inflation recorded 3.5 percent in
the third quarter of 2017 or a 1.2 percent on
quarter-on-quarter basis. This is higher than the 3.3
percent recorded in the second quarter of 2017.
Quarter-on-quarter
inflation
was
mainly

contributed by increases in prices for food and
housing and utilities. Annual inflation was driven by
increases in the following main items in the CPI
basket: food rose by 7.1 percent, transport by 5.6
percent, housing and utilities by 1.5 percent and
education by 3.2 percent. On the other hand, prices
for communication dropped by 3.2 percent,
recreation by 2.2 percent, miscellaneous by 2.0
percent, and clothing and footwear by 0.5 percent.
Inflation was mainly dominated by strong increases
in food prices in the quarter which contributed 3.1
percent of annual inflation.
Monetary Developments
Money supply decelerated by a slight 0.6 percent
in November 2018. Similarly, year-on-year growth
remained stable at 13.6 percent, similar to the
growth recorded over the year to October 2017.
Yet, again the trend in money supply continued to
be driven by net foreign assets (NFA).
Total NFA fell by 1.6 percent owing to decline in
net inflows of foreign exchange recorded by both
the Reserve Bank (RBV) and other depository
corporations (ODC). However, the year-on-year
growth remain robust at 27.8 percent.
Chart 1: Determinants of Money Supply
(yoy% Change)

Growth in domestic credit remained subdued. At the
end of November growth rose by a minute 0.3
percent, reflecting offsetting effects of a decline in
net claims on the central government and slight
growth in loans to other sectors. The year-on-year
growth in domestic credit remained subdued at 3.8
percent. Total loans extended by ODCs to various
sectors are depicted in table A4.

One of the key objectives of the RBV; for official reserves
to cover at least 4 months of import cover. Calculated as
Gross foreign reserves less IMF positions.
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The central government's net credit position vis-á-vis
the banking system improved in November 2017,
due to the accumulation of government deposits
held with the ODCs. Government deposits with the
RBV on the other hand declined during the month.
Overall, the fiscal net credit position remained
favourable over the year to November 2017.
Claims on the central government by OFIs4
remained at VT3, 500 million as at end of the
December 2017, the same level recorded in
November 2017.
Monetary Policy Stance
There were no recent changes made to the Banks
monetary policy stance. The RBV policy interest rate
was maintained at 2.85 percent. Similarly, the
Statutory Reserve Deposits (SRD) and the Liquid
Asset Ratio were also maintained at 5.00 percent,
respectively.

Table 2: Amount Allotted (Millions of VATU) and
Yields on RBV Notes (Percent)
Term

Amount
Allotted

Yield End Dec.
2017

Yield
2017

7 days
14 days

160
160

1.60
1.65

1.60
1.65

28 days
63 days

120
80

1.75
1.80

1.75
1.80

91 days

40

1.90

1.90

End

Nov.

Chart 2 below shows the yield on the 91-days5 RBV
notes.
Chart 2: Yield on 91-days RBV Note
(Percentage, Month-end Position)
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Open Market Operations (OMO)
The RBV issued VT600 million worth of RBV notes in
December 2017, compared to VT1400 million
issued during the previous month. Similarly, total
subscriptions received increased to VT1, 460 million
compared to VT3, 420 million in November 2017.
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Chart 1: Outstanding RBV Notes
(Levels, millions of VATU, month-End Data)
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A total of VT960 million RBV notes matured in
December 2017. The remaining balance of VT680
million, is still to be retired, compared to VT1, 020
million in the previous month.
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OFI: Other Financial Institutions cover Credit Corporation; Vanuatu
Agriculture Bank; and Vanuatu National Provident Fund
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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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