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1. EXTERNAL DEVELOPMENTS 

 

International Sector 

Global economic activities weakened in May due to 
increased trade policy uncertainty and tariffs. The 
impact of the United States (US) tariffs posed a 
significant concern for Vanuatu’s main trading partners. 
Its impact on China’s trade was noticeable in May 2025, 
although limited on other trading partners’ but the 
effects are expected to become more pronounced in 
upcoming months.  

The impact of the US tariff on China are both on the 
domestic and external fronts. Domestic factory price 
deflation has worsened in almost two years, despite the 
monthly increase (0.2 percentage points) in its composite 
Purchasing Managers Index (PMI)1output index to 50.4 
percent in May 2025. Externally, China’s export to the 
US fell by 34.5 percent year-on-year in May 2025, 
marking the sharpest drop since February 2020, due to 
the impact of the US tariff on shipments. Despite the 
temporary suspension of most levies, tension between the 
two countries remains high. 

Recent indicators for the US economy showed a mix of 
positive and negative indicators. While the labor market 
remained strong with job growth, concerns about trade 
tensions, rising debt and potential inflation weighed on 
the outlook. The US Federal Reserve Bank maintained its 
target range for the federal funds rate at 4.25 percent- 
4.5 percent as annual inflation remains somewhat 
elevated (2.3%: April). 

In addition to rising trade tensions and a weak global 

economy, recent economic indicators for Australia, Euro 

area and New Zealand, have shown mixed 

performances.  Inflationary pressures in Australia have 

eased, and the unemployment rate remained steady. 

The pick-up in domestic consumption was slightly slower 

than expected.  The Reserve Bank of Australia (RBA) 

lowered its interest rate by 25 basis points to 3.85  

                                                 
1 A PMI of above 50 percent, indicates that the overall economy has 

expanded over the previous month; or, that the overall economy is in 
contraction over the previous month if it is below 50 percent. 
2 Flash estimates by Euro Stats 
3 The movements of the Vanuatu Vatu currency vis-à-vis the major 
currencies over the reviewed period reflect the developments in the 
economic and financial conditions of Vanuatu and its major trading 
partners. An appreciation of Vatu against its major trading currencies 

 

 

 

percent in May, as the annual trimmed mean inflation 

reached 2.9 percent during the March 2025 quarter, 

slightly below the 3.0 percent upper target band for the 

first time since 2021. Headline inflation was at 2.4 

percent and remained within the target band of 2-3 

percent. 

The Euro area continued to expand at a modest pace. 

The European Central Bank maintained its three policy 

interest rates in May 2025.  The interest rates on the 

deposit facility, the main refinancing operations and the 

marginal lending facility were at 2.25 percent, 2.40 

percent and 2.65 percent, respectively. The Euro area 

annual inflation is expected to record 1.9 percent in May 

20252, down from 2.2 percent in April. Food, alcohol 

and tobacco are expected to be the main contributors 

to inflation (3.3%), followed by services (3.2%), non-

energy industrial goods (0.6%) and energy (-3.6%). 

Growth in the New Zealand economy is slowly 

increasing. The Reserve Bank of New Zealand (RBNZ) 

lowered its interest rates by 25 basis points to 3.25 

percent in May 2025, as inflation returned to the target 

band of 1-3 percent, recording 2.5 percent in the first 

quarter of 2025. Lower interest rates were expected to 

stimulate household spending and business investment, 

and, the agriculture sector performed well in helping to 

offset some of the impact of global uncertainty. 

EXCHANGE RATES DEVELOPMENTS3 

At the end of May, the Vatu appreciated against the 

USD and EURO by 0.5 percent and 0.6 percent, while it 

depreciated against the AUD and NZD by 0.5 percent 

and 0.1 percent, respectively, relative to April. On 

is beneficial for resident importers since importers will need less Vatu 
currency to purchase foreign goods or services in foreign currency 
terms. Conversely, a depreciation of the Vatu against its major 
trading currencies could be costly for the Vanuatu’s importers, 
consumers and institutions that have investments in Vanuatu while it 
benefits the Vanuatu’s exporters and institutions that have investments 
abroad. 

Issue 320                                                                                                                                          May 2025 



 

2 
 

average, the Vatu strengthened against the USD by 1.4 

percent and weakened against the AUD by 1.0 percent. 

Table 1. Exchange rate of Vatu against major 

currencies. 

Source: Reserve Bank of Vanuatu 

 

2. FOREIGN RESERVE DEVELOPMENTS  

The Reserve Bank of Vanuatu’s (RBV) official foreign 

reserves rose by 0.1 percent (VT74,939 million) in May 

(VT74,896 million: April).  A stronger growth of 8.1 

percent was recorded relative to a year ago. Total 

inflows amounted to VT1,162 million; of which, 82.2 

percent comprised Government development assistance 

and 17.8 percent, RBV’s inward receipts. Outflows of 

official foreign reserves totaled VT752 million, of which; 

15.2 percent reflected Government external loan 

repayments, 52.7 percent represented outflows to 

commercial banks, and the remaining 32.1 percent 

represented RBV’s external payments. The current level 

of official foreign reserves is estimated to cover at least 

7.7 months of imports in May 2025.  

3. DOMESTIC DEVELOPMENTS4 

Demand for domestic labour5 declined relative to the 

previous month (-2.6%) and over the same period of the 

previous year (-24.8%). The month-on-month trend was 

driven by job openings within the agriculture, forestry 

and fisheries sector, in particular animal production and 

forestry subsectors. Within the industry sector, lower job 

vacancies were recorded for the manufacturing, 

electricity and water supply and construction sub-sectors. 

In contrast, the services sector recorded increased job 

openings for wholesale, retail trade and repair of motor 

vehicles, accommodation and food services, 

professional, scientific, technical and administrative 

                                                 
4 Vanuatu Daily Post, Vanuatu Wok, Utility Regulatory Authority (URA), 
Department of Energy 
5 Job vacancies is used as a proxy for demand for labour 
6 Average for both Diezel and Benzen/Petrol 

services and education, health, recreation and other 

services.   

The average domestic 6fuel prices  further decreased by 

-0.9 percent and -8.7 percent in May  and the same 

period of the previous year, respectively. Port-Vila’s 

electricity tariff7 remained unchanged from April, but it 

declined by -3.7 percent relative to the same month of 

2024. Luganville’s electricity tariff fell by -5.0 percent 

and -4.0 percent month-on-month and over the same 

period of the previous year.  

4. MONETARY DEVELOPMENTS 

Total money supply reached VT134,001.5 million, up by 

0.2 percent month-on-month and 13.3 percent, year-on-

year. Domestic credit was the main driver of money 

growth in May, while both net foreign assets and 

domestic credit determined the annual money growth.   

Chart 1: Determinants of Money Supply (Y-O-Y% 

Change)  

 

Net Foreign Assets (NFA) reached VT96,810.5 million, 

lower (-2.3%) month-on-month; reflecting net outflows of 

foreign currencies recorded via the commercial banks. 

Though the annual growth remained positive and robust 

(+18.8%), driven by the net inflows of foreign currencies 

recorded via both the commercial banks and the RBV, 

respectively. 

 

Domestic Credit surged to VT64,939.0 million in May 

2025. This is an increase of 1.6 percent and 5.6 percent 

month-on-month and year-on-year, respectively. The rise 

over the month reflected the combined effects of 

increases in the government’s net claims vis-a-vis the 

banking system and private sector credit. Private sector 

credit was the main attributor to the annual growth in 

domestic credit.  

 

7 Utilities Regulatory Authority (URA) reports on Port-Vila and 
Luganville electricity tariffs. 
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Loans extended by one of the Other Financial Institutions 

(OFIs) 8 reached VT1,209.9 million. This level signified an 

increase of 3.0 percent month-on-month and 28.4 

percent year-on-year, respectively. Total loans 

extended by the commercial banks to different sectors 

are shown in table A4. 

 

Chart 2: Private Sector Credit (Y-O-Y% Change)   

 

Private Sector Credit (PSC)9 recorded an increase of 1.1 

percent month-on-month and 9.0 percent year-on-year, 

respectively, to reach VT72,407.1 million. Movements 

during both periods were driven by credit extended to 

both individual’s and households and businesses; 

following the trend in consumption and investment as the 

economy continued to recover. 

Chart 3: Net Claims of the Vanuatu Government vis-
à-vis the Banking Sector (BVT) 

 

The Central Government’s net credit position vis-à-vis the 

banking system deteriorated in May reflecting the net 

withdrawals of government deposits with the RBV, to 

finance current operations and recovery expenditure 

needs.  However, the governments net credit position 

with the banking system improved year-on-year; 

reflecting the accumulation of deposits intended for 

post-earthquake recovery initiatives.    

                                                 
8 OFI: Other Financial Institutions cover Credit Corporation Vanuatu 
Ltd; Vanuatu Agriculture Development Bank; and Vanuatu National 
Provident Fund. Depending on data availability, monthly reports for 

5. OPEN MARKET OPERATIONS (OMO)  

The RBV issued a total of VT7,600 million worth of RBV 

notes in May (VT VT9,500 million: April).  The recent 

lower level reflected the decline in the number of RBV 

notes issued.  

Total subscriptions received for the recent issue declined 

to VT5,235 million (VT8,080 million: April) attributed to 

the lower bids for each notes received.  

Allotments were made as follow: 

  7 days:  VT550 million 

 14 days: VT1,545 million 

 28 days: VT1,245 million 

 63 days: VT800 million 

 91 days: VT300 million 
 
Chart 4: Outstanding RBV Notes 
(Levels, millions of Vatu, Month-End Data) 

 
A total of VT5,275 million worth of RBV notes have 

matured, leaving outstanding notes at VT6,689 million, 

(VT7,524 million: April).   

Yields of Domestic Securities 

Yields on Domestic Securities as of end May 2025:   

7 days               0.65%                0.63% 
 14 days:           0.65%                0.65%  
 28 days:           0.65%                0.65% 
 63 days:           0.65%                0.65% 
 91 days:           1.00%                1.00% 
   3 years:          3.38%                3.38% 
   4 years:          3.70%                3.70% 
   5 years:  4.75%                4.75% 
   7 years:          5.00%                5.00% 
  10 years:         6.41%                6.41% 
  11years:          6.50%                6.50% 
  12 years:         6.50%                6.50% 
  15 years:         4.5%                  4.50% 
  18 years:         4.99%                4.99% 

March, June, September and December cover two OFIs, while other 
months covers only one OFI. 
9 Private Sector Credit comprises of credit to Businesses’ and 
Individuals and Households’ 



 

4 
 

Chart 5: Yields on Domestic Securities 

(Levels, Percentage, Month-end Position) 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

5. MONETARY POLICY UPDATE 

The RBV’s monetary policy stance was maintained 

from March 2025. Official reserves remained 

favorable; above the 4 months’ minimum threshold. 

Official reserves were adequate to cover 7.7 

months of import in May. Annual inflation was still 

below the minimum target band of 0-4 percent. 

During the March 2025 quarter, inflation fell by -

0.6 percent.  
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TABLE A1 : BALANCE SHEET OF THE RESERVE BANK OF VANUATU 
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TABLE A2a : CONDENSED BALANCE SHEET OF OTHER DESPOSITORY CORPORATIONS IN VANUATU  
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TABLE A2b : CONDENSED BALANCE SHEET OF OTHER DESPOSITORY CORPORATIONS IN VANUATU 
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TABLE A3 : DEPOSITORY CORPORATION SURVEY 

 

Table A4: Other Depository Corporations Sectoral Distribution of Loans and Advances in Vatu and Foreign Currency 

 

 

 


