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TECHNICAL NOTES

Statistical data in the Quarterly Economic Review are based on the
latest available information, and several statistical tables are
substantially up-dated and amended from time to time to reflect
figures revised by respective sources.

Abbreviations used are:

e = Estimated

n.a. = Not yet available

E = Estimated by Source
nei. = Not elsewhere included
P = Provisional

- = Nil

r = Revised

. = Negligible /Almost

R = Revised by Source
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1. EXECUTIVE SUMMARY

Global growth is estimated to remain stable in 2024
and 2025; reflecting persistent high borrowing costs,
longer-term effects of the pandemic, Russia’s invasion
of Ukraine and increased geoeconomic fragmentation.
Global headline inflation is estimated to decelerate in
2024 aond 2025 driven by easing supply chain
disruptions, high policy interest rates and decline in
Chinese export prices. Central banks have raised
policy interest rates to restrictive levels resulting in high
mortgage costs and tight credit availability. Policy
interest rates are likely to ease in 2024 onwards.
Growth in global international trade is projected to
slow owing to a decline in trade flows between
geopolitical blocs.

Domestic growth was estimated to have improved
during the March quarter, driven by the services and
industry sectors, with a slow recovery in the agriculture
sector. Growth in consumption has improved while
investment was moderate. Domestic demand for
labour has increased owing to a rise in the number of
job openings. Inflation has decelerated during the
quarter and relative to a year ago as domestic price
pressures have eased.

The Central Government operated a fiscal surplus in
the first three months of 2024, owing to higher revenue
collections relative to fotal expenses incurred.
However, its net credit position vis-a-vis the banking
system deteriorated in the March quarter, as it
increased its domestic borrowing during the period.

Money growth was largely determined by the growth
in domestic credit; in particular increase in the net
claims on the Govrnment and to a lesser extend,
credit extended to the private sector. Net foreign
assets contracted owing to a slow down in inflows of
foreign exchange, while outflows via high cost of
import financing and external debt repayments
increased. This has partly led to a reduction in exess
reserves quarter-on-quarter.

The domestic banking industry remained sound, well
capitalized and highly liquid. Non performing loans
(NPLs), though lower during the quarter, has remained
relatively high to a year ago. The growth in private
sector credit indicated general increase in demand for
credit within the economy despite banks continuing to
maintain tight book management.

The solvency surplus position of domestic insurers was
higher relative to the previous quarter. This indicated
that the domestic insurance sector contfinued to
maintain a satisfactory solvency position.

Vanuatu's current account balance (CAB) is estimated
to have improved, owing to the offsetting effects of a
stronger reduction in net outflows, than a slower
growth in net inflows. The capital and financial
accounts showed declines, reflecting reduced inflows
via capital transfers to the Central Government and
decreased foreign assets. Gross official reserves have
declined, but remained adequate at approximately
7.6 months of import cover in the reviewed quarter.

The Reserve Bank of Vamnuatu (RBV) tightened its
monetary policy as it seeks to reduce the persistent
high excess liquidity in the banking system, in light of
ongoing high inflation in Vanuatu. Excess reserves
declined during the quarter, mainly through net
outflows of foreign reserves, and to a lesser extent,
from the increase in the volume of RBV notes issued and
a rise in the statutory reserve requirement (SRD) ratio.
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2. THE INTERNATIONAL ECONOMY

Global economic growth! is estimated to maintain its pace
at 3.2 percent in 2024 and 2025; reflecting persistent
high borrowing costs, longer-term effects of the pandemic,
Russia’s invasion of Ukraine and increased geoeconomic
fragmentation. Growth in emerging and developing
economies were projected to remain steady at 4.2
percent in 2024 and 2025. Similarly, growth in advanced
economies were forecasted to moderate to 1.7 percent in
2024 and 1.8 percent in 2025.

Global headline inflation is estimated to decline from an
annual average of 6.8 percent in 2023 to 5.9 percent in
2024 and 4.5 percent in 2025. The deceleration stemmed
from easing supply chain disruptions, high policy interest
rates and decline in Chinese export prices. Central banks
have raised policy interest rates to restrictive levels
resulting in high mortgage costs and tight credit
availability. Policy interest rates are likely to to ease in
2024 onwards. Global international trade is estimated at
3.0 percent in 2024 and 3.3 percent in 2025, below its
historical (2000-2019) annual average growth of 4.9
percent. This reflected a decline in trade flows between
geopolitical blocs compared with growth of trade within
blocs.

Figure 1: World GDP Growth
(Percentage Change; Annual Data)
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The United States (US) real GDP grew by 1.4 percent
over the first quarter of 2024, relative to 3.4 percent
recorded over the fourth quarter of 2023. The slow
growth was mainly driven by reductions in consumer
spending and exports which outweighed increases in
gross private domestic investment and imports. The U.S
unemployment rate? rose to 3.8 percent from 3.7
percent in the December quarter of 2023, while
employment to population ratio rose by 60.3 percent,
driven by a rise in jobs recorded in health care,
government, and construction sectors. The US’s overall

1 IMF's World Economic Outlook (WEQ) April 2024 edition.

2 US Bureau of Labor Statistics (BLS)

headline inflation rose to 3.5 percent in the March
quarter, from 3.4 percent recorded over the
December quarter 2023, driven mainly by energy
prices. The Federal Reserve maintained the federal
funds rate at 5.5 percent over the March quarter as
prices are moderately declining, yet remaining above
the Fed’s target, while labor markets remained tight.

Figure 2 : US GDP and CPI
(Percentage Change; Annual Data)

G0 _yeor-ended 26 change (LH%)

TPy

w ended 30 change (RI15)
e - 10

Maor-20 Mar-21 Mer-223 Mor-23 Mar-24

Sources: Bureau of Economic Analysis, Bureau of Labor
Statistics

Growth in the Euro area rose by 0.3 percent over the
March quarter relative to a contraction of 0.1 percent
recorded over the December quarter. This was
attributed to improved domestic demand and overall
net trade balance. The unemployment rate remained
stable at 6.5 percent over the March quarter. Inflation
continued to deceletate over the five past consecutive
quarters, reaching 2.4 percent over the March quarter.
The European Central Bank (ECB) kept its three key
policy interest rates at 4.50 percent, 4.75 percent and
4.00 percent.

Figure 3 : Euro Area GDP and CPI
(Percentage Change; Annual Data)
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The Australian economy registered a growth of 0.1
percent in the March quarter of 2024, and 1.1 percent
from the same quarter of 2023. It largely reflected
rising government and private consumption, while
investment contracted3. The unemployment rate

3 Australian Bureau of Statistics, March 2024 release
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remained unchanged at 3.9 percent in March, though
higher by 0.1 percent over the same period in 2023.
Inflation rose by 1.0 percent in March, up from 0.6
percent in December 2023, driven mainly by food
prices. Year-ended inflation eased to 3.6 percent in
March, from 4.1 percent in December 2023. The
Reserve Bank of Australia maintained its policy interest
rate at 4.35 percent based on the deceleration in
inflation towards the inflation target band.

Figure 4 : Australia GDP and CPI
(Percentage Change; Annual Data)
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The New Zealand economy gradually picked up by
0.2 percent during the March quarter from a
contraction of 0.1 percent in the December quarter
of 2023. This reflected recovery in the primary
industry sector, in particular the agriculture, forestry,
fishing sectors and private consumption expenditure.
The unemployment rate rose to 4.3 percent during the
March quarter compared to 4.0 percent recorded in
the December quarter of 2023. Annual inflation eased
to 4.0 percent relative to 4.7 percent in the December
quarter in 2023. The Reserve Bank of New Zealand
maintained its policy rate at 5.5 percent, held at that
level for over 3 consecutive quarters, as inflation
moderated towards its inflation target range of 1 to 3
percent.

Figure 5: New Zealand GDP and CPI
(Percentage Change; Annual Data)
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The global commodity price indicex# rose 2.2 percent
during the reviewed quarter, driven by a 3.6 percent
rise in food and beverage prices and a 2.6 percent
increase in the energy price index.

Figure 6: Global Commodity Prices
(Price Index, Monthly data)
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3. DOMESTIC ECONOMIC DEVELOPMENTS
3.1 REAL ECONOMY

Domestic economic activity was estimated to have
moderated over the March quarter, driven by the
services and industry sectors, and a slow recovery in
the agriculture sector. Growth in consumption showed
improvements while investment remained moderate.
Domestic demand for labour has increased owing to a
rise in the number of job openings. Inflation has
decelerated during the quarter and relative to a year
ago, in light of easing in domestic price pressures.

Agriculture, Fisheries and Forestry Sectors

Recovery continued in the agriculture, fisheries and
forestry sectors, from the effects of three tropical
cyclones in 2023, domestic labour market contraints
and risks associated with the impact of climate change.
The Department of Agriculture has continued to assist
farmers with coconut, cocoa,root crops and vegetable
seedlings with the aim of increasing production.

Available indicators showed that copra production
dropped by 52.2 percent and 45.7 percent quarter-
on-quarter and from the same quarter of the previous
year, respecively. This was driven by a reduction in
production volume, despite higher domestic prices.
Cocoa production also fell by 81.9 percent over the
quarter, nonetheless, higher than the same period of
the previous year. Cattle production in terms of the
number of cattle slaughtered also showed a decline of
4.9 percent in the reviewed quarter, but rose by 2.4
percent relative to the previous year. The volume of
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kava exports similarly fell by 6.4 percent over the
quarter, though higher by 42.6 percent relative to a
year ago.

Proxy indicators in the monetary sector, in particular
commercial banks credit, also point to a downtrend in
the agriculture sector. Loans to the agriculture and
forestry sectors have contracted, while the fisheries
sector recorded a rise in credit. Lending to the
agriculture sector dropped by 13.3 percent and 12.7
percent quarter-quarter and year-on-year,
respectively. Likewise, lending to the forestry sector
contracted by 49.0 percent and 51.4 percent over the
quarter and the same period of 2023. The fisheries
sector recorded an increase in loans by 37.7 percent
quarter-on-quarter and 7.3 percent year-on-year.

Services Sector

By contrast, activities within the services sector have
improved in the reviewed quarter. Total number of
visitor arrivals rose by 7.8 percent and 49.6 percent
over the March quarter and the same period of the
previous year, respectively. The quarter-on-quarter
growth was estimated to reflect a 20.6 percent growth
in number of day visitors, while estimates of air visitors
have dropped by 38.3 percent, largely associated
with the financial and operational issues of Air
Vanuatu. Growth in postal services also showed
weaknesses in both international and domestic mails,
falling by 8.6 percent and 16.5 percent, over the
quarter and from the previous year quarter,
correspondingly.

Crude indicators from the monetary sector saw
expansion in credit to the wholesale and retail sector
and professional and other services, which have added
to growth in this sector. Lending to the wholesale and
retail sector, expanded by 7.5 percent and 8.2
percent over the quarter and the same period of the
previous year, respectively. Likewise credit extended
to the professional and other services sectors rose by
7.3 percent and 19.3 percent over the quarter and
year, respectively. By contrast, commercial banks’
lending to the tourism sector dropped by 9.4 percent
and 14.2 percent under the reviewed quarter and
over the year, respectively.

Industry sector

Ongoing projects, which include the South Santo,
Pentecost, Tanna and Ambae roads and other
infrastructure projects such as the Vanuatu Inter-Islands
Shipping Support Project (South Paray wharf), the
Vanuatu Eenergy Access projects (extension of
electricity grid in Santo), the Sarakata hydro and the

> Source: Vanuatu Daily Post, Wok | Kik. Job vacancy numbers
are used as proxy for demand for domestic labour.

extension of the Norsup airport continued to underpin
growth in the industry sector. Partial indicators from
commercial banks credit have portrayed mixed
performances. Lending to the construction sector,
though rose by 14.6 percent in the quarter, fell 8.3
percent over the year. Lending to the manufacturing
sector increased by 0.6 percent and 4.3 percent over
the March quarter and over the same period of the
previous year. Credit to the mining and quarrying
sector declined by 0.8 percent on a quarterly basis,
although higher by 29.3 percent over the year to the
March quarter.

Consumption and Investment

Available partial consumption indicators remained
robust. Value Added Tax (VAT) rose by 24 percent
and 36.5 percent during the March quarter and over
the year to March 2024, respectively. Total energy
consumption rose by 23.6 percent over the quarter
and 9.7 percent over the year. Commercial banks’
lending for personal consumption, though moderated
by 0.6 percent quarter-on-quarter, was higher by 8.7
percent year-on-year.

Partial proxies for investment expenditure, in terms of
commercial banks’ credit to businesses, rose 3.2
quarter-on-quarter but remained virtually unchanged
year-on-year. Private investment, as represented by
commercial banks’ lending for housing and land
purchases, fell by 1.0 percent and 2.6 percent over
the quarter and over the year to March quarter 2024,
respectively.

Labor Market®

Demand for domestic labour continued to rise as the
number of job advertisements rose by10.0 percent
and 7.0 percent over the March quarter and the same
period of the previous year, respectively. These were
mainly driven by vacancies in the services sector, which
grew by 9.0 percent and 11.0 percent over the
quarter and year, respectively. With reference to
labour going abroad, the stock of domestic seasonal
labour force overseas was estimated to have
increased by 26.1 percent (11,932 workers) over the
December quarter of 2023 and eased by1.3 percent
(12,089 workers) over the same period of the previous
year.



IQUARTERLY ECONOMIC REVIEW

MARCH 2024

Figure 7 : Job Advertisements
(Quarterly Level)
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Inflation

The overall CPI inflation has moved towards the RBV
internal target band during the March quarter 2024,
in line with past inflation forecasts.

Annual headline inflation registered 5.3 percent in the
March quarter, compared to 7.0 percent in the
previous quarter, and lower than 11.6 percent
recorded over the same quarter of 2023. Port-Vila,
Luganville and Lenakel® indexes increased by 5.3
percent, 5.1 percent and 5.8 percent, respectively.
Prices have eased from high peaks recorded in 2023,
due to the lagged effects of lower international
commodity prices, the compulsory use of food scales in
the local markets, and improvement in domestic food
supplies.

Underlying inflation however has remained elevated,
and is yet to reach its pre-pandemic trend (2018-
2019) of 2.0 percent. It rose by 7.4 percent in the
current quarter, lower than 8.4 percent during the
December quarter 2023. This implies that domestic
prices of goods and services, excluding food and
energy prices though have eased, prices have
remained elevated relative to pre-pandemic levels.

6 This is the first time the Lenakel CPI is published.

10

Figure 8: Consumer Price Inflation
(percentage; Quarterly Data)
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On a quarter-on-quarter basis, headline inflation
increased by 0.3 percent in the March quarter,
compared to a decrease of 1.6 percent recorded over
the December quarter of 2023. The expenditure
catergories attributing to the increase were; education
(+5.6%), mainly reflecting high school fees for primary
education in public schools and secondary education in
private  schools, household supplies (+4.0%),
recreation (+2.7%), mainly accommodation fees and
health (+1.6%), in particular health service fees. The
Port-Vila and Luganville indexes rose by 0.2 percent
and 1.0 percent, respectively whilst the index for
Lenakel fell by 0.1 percent.

The main expenditure categories contributing to the
year-on-year inflation were food (+10.1%), drinks
and tobacco (+4.6%), clothing and footwear (+6.5%),
household supplies (+26.0%), education (+7.7%),
recreation (+5.7%) and miscellaneous (+1.3%). The
increase was driven by a notable rise in prices of fruits
and vegetables, dairy and related products, meat and
seafood, beer, spirits and tobacco, men’s clothing,
towel and linen, home appliances and household

cleaning agents. On the contrary, there were
reductions in  housing utilities (-9.2%) and
communication  (-5.0%), whilst transport prices

remained unchanged over the year.
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Figure 9: Contributions to Annual CPI inflation
(percentage, Quarterly levels)
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3.2 FISCAL DEVELOPMENTS

The Central Government operated a fiscal surplus in
the first three months of 2024, reflecting higher
revenue relative to total expenses. Positive
performance in total revenue reflected mainly higher
recurrent revenue, whilst donor funds inflow declined.
Moreover, expenses were relatively lower than
revenue; due to the supply bill” being implemented
during the reviewed period.

Figure 10: Fiscal Operation
(Jan-Mar Levels)
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Source: Department of Finance and Treasury

Total revenue® stood at VT10,668.0 million in the
March quarter, 3.9 percent lower than the same
period in 2023. On the other hand, total expenses
increased by 44.8 percent relative to the level

7 Supply Bill initiated by the Government to accommodate for
fiscal expenditure in the first three months of 2024 as the 2024
budget appropriations were only approved by Parliament in
February 2024. This stated that expenditures for first three
months of 2024 were to be in line with the 2023 appropriations.
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recorded in the March quarter of 2023, to reach
V19,686 million.

Total fiscal expenses over the year was lower
compared to total revenue; thus a net operating
surplus of VT982.0 million occurred in the quarter.
Furthermore, after netting out the value of V1749
million in net acquisition of non-financial assets, an
overall fiscal surplus of VT233 million was realized.

RECURRENT REVENUE

Recurrent revenue performed well in the first three
months of 2023. Collections have reached
VT10,115.2 million, representing an increase of 9.2
percent relative to the corresponding period of 2023.
The strong revenue performance reflected higher
collections for taxes on the use of goods and services
and taxes on property. All other revenue components;
including from honorary citizenship programs have
underperformed during the reviewed period.

Figure 11: Recurrent Revenue
(Jan-Jun Levels)
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Taxes on the use of goods and services? rose
significantly to VT6,312.4 million or by 45.6 percent,
relative to the March quarter of 2023, from robust
growths in VAT and other taxes. VAT continued as
the main source of tax revenue to date; recording
VT13,990.4 million in the reviewed quarter. This was
significantly higher by 61.3 percent relative to the
same period of 2023. The growth partly reflected
improvement in compliance measures undertaken by
the relevant authority at the end of 2023, and partly,
reflecting high sesasonal spending during the festive
season towards the end of 2023 and early 2024.
Moreover, other taxes rose significantly by 64.2
percent to reach VT1,432.0 million, from improvement

8 Includes recurrent and development budget.

9 Comprises of Value Added Tax (VAT), Excise Tax and
taxes under the category ‘Others’.

10 Maijor source of Government revenue.
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in compliance measures of government authorities, in Figure 13: Recurrent Expenditure
their efforts to maximize outstanding revenue (Jan-Jun Levels)
collections from all relevant sources.
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On the other hand, taxes on international trade and
transactions!!, decreased by 7.6 percent relative to
the March quarter of 2023, to record VT974.0 million.

Other Revenue'? recorded VT2,639.0 million in the
March quarter; lower by 1.8 percent from the same
period of 2023. This mainly reflected the reduction in
the citizenship by investment revenue, due to the on-
going issues surrounding the EU and UK visa waivers
for Vanuatu passport holders.

Taxes on property reached VT131.0 million in the
reviewed quarter; a significant increase of 141
percent relative to collections in the March quarter of
2023. This reflected improved compliance by the
relevant authorities.

RECURRENT EXPENDITURE

Recurrent expenses stood at VT19,269.0 million at the
end of the reviewed quarter, representing an increase
of 18.3 percent from the same period of 2023. The
upward trend reflected increased spendings on
compensation of employees (wages and salaries), use
of goods and services, subsidies'3, grants, social
benefits and other expenses. Several unbudgeted
items such as; special and acting allowances, also
contributed to the increase in overall expenditures
during this period. On the other hand, decline in
expenditure was recorded for interest payments.

11 Constitute import and export duties.

12 Constituting fees and chargers, approximately 80% of this is
the honorary citizenship program fees (Vanuatu Contribution
Program (VCP) and Vanuatu Development Support Program
(VDSP)).

RECURRENT FISCAL BALANCE

As recurrent revenue were higher than expenses, a net
operating surplus of VT845.7 million was achieved.
Financing, the value of VT393.8 million in net
acquisition of non-financial assets from this balance,
resulted in a recurrent fiscal surplus of VT451.9 million
for the March quarter.

DEVELOPMENT BUDGET

Project grants'4 from donor partners declined to
VT616.4 million in the March quarter, or by 66.6
percent from the corresponding quarter of 2023.
However, project grant expenses rose to VT417.0
million, or by 47.3 percent over the same period.

Figure 14: Donor Financing
(Jan-Jun Level)
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Since project grants received exceeded expenses, a
net operating surplus of VT199.0 million was realized.

18 Increase in subsidy expenditures in the first quarter of 2024,
reflected mainly the implementation of copra subsidy programs.
VT150 million was budgeted for this program in 2024.

14 Only accommodates inflows and outflows of donor project
funds recorded by the Government Treasury.
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Furthermore, financing the value of VT354.9 million in
net acquisition of non-financial assets led to a fiscal
deficit of VT155.4 million under donor financing.

FISCAL FINANCING

The Central Government’s net acquisition of financial
assets totaled V1636.6 million in the first three months
of 2024. This positive level reflected the adequate
level of Government’s financial assets; mainly deposits
being held in financial institutions during the reviewed
quarter.

Furthermore, net incurrence of liabilities'> recorded
VT403.3 million. This reflected the offsetting effects of;
a net increase in domestic liabilities worth VT1,000
million and a net decline of VT596.7 million in external
liabilities.

GOVERNMENT BOND MARKET

Total outstanding domestic bond issued by the
Government rose to VT13,709.8 million in the March
quarter, from VT12,709.8 million in the December
quarter of 2023. The current level was higher by 30.4
percent over this period. Of this amount, other
financial corporations claimed the largest share of
36.1 percent, followed by the RBV at 32.5 percent,
commercial banks at 29.5 percent and other resident
sectors with 1.9 percent.

Figure 15: Outstanding Government Bonds
(Quarterly Level)
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3.3 MONETARY DEVELOPMENTS

Banking sector activities were moderate throughout
2023 and up to the first quarter of 2024. This was
reflected by the increase in money supply by 1.2
percent and 6.8 percent quarter-on-quarter and year-

15 Net incurrence of government liabilities show the difference
between the incurrence and repayment of government debt with
both domestic and external creditors.

16 Banks could use these excess liquidity to extend credit, this
may add further to increases the level of money supply which
may create further inflationary pressure.

13

on-year, respectively to VT118,513.8 million. Money
growth was mainly driven by the growth in domestic
credit; and to a lesser extent, net inflows on foreign
assets. In terms of its components; the quarter-on-
quarter and year-on-year, growths reflected positive
trends in both narrow money and quasi money.

Figure 16: Determinants of Money Supply
(Percentage Change; Year-on-Year Growt
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In its efforts to address high inflation in Vanuatu, the
RBV has undertaken measures to reduce the persistent
high excess liquidity'¢ in the banking 