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International Developments 
The IMF lowered growth projections three times in 
2014 in response to weak and uneven economic growth 
in many advanced and emerging economies. In its 
October World Economic Outlook, growth was revised 
down to 3.3 percent and 3.8 percent for 2014 and 
2015, respectively. In the advanced economies growth 
appears to be diverging; the US economy continues to 
be the main driver of growth, expanding at a 
moderate pace, while the euro area and Japan remain 
weak. Growth in the Chinese economy similarly 
decelerated to 7.3 percent, lower than the government 
official target of 7.5 percent. Risks to growth in 2015 
remain, including heightened geopolitical tensions in 
Ukraine and the Middle East, and increased volatility in 
financial markets, especially in emerging markets, 
associated with the expectation of higher interest rates 
in the US in 2015. Lower global oil prices may help to 
support global growth, although sustained lower prices 
may harm growth prospects for oil-exporting countries. 
The disastrous impact of economic sanctions and the 
falling oil price on the Russian economy continues to 
threaten growth and disrupt currency markets.  

In December, the Reserve Bank of Australia left its 
policy rate unchanged at 2.5 percent since August 
2013. The easing in monetary policy continues to 
support interest-sensitive spending and asset values.  
The economy continues to grow at a moderate pace; 
seasonally-adjusted annual growth in the third quarter 
of 2014 stood at 2.7 percent (yoy), while quarterly 
growth was just 0.3 percent. The strengthening of the 
US dollar has contributed to a lower exchange rate, 
which is expected to support growth. Inflationary 
pressures lessened over the third quarter, with annual 
inflation at 2.3 percent, compared to 3.0 percent in the 
second quarter of 2014. The seasonally-adjusted 
unemployment rate declined to 6.1 percent in 
December, down from 6.2 percent in November. 
 
In the Euro area, annual inflation is expected to be -
0.2 percent in December, down from 0.3 percent in 
November, driven mostly by a fall in energy prices. 
This negative inflation rate is well below the target 
communicated by the European Central Bank (ECB) of 
just below 2 percent.  In September, the ECB key 

refinancing rate was reduced to 0.05 percent, from an 
earlier reduction of 0.15 percent in June. The rate was 
left unchanged at 0.05 percent in December. The ECB 
launched an asset purchase program in November in 
an effort to stave off deflation. The seasonally-
adjusted unemployment rate remained at 11.5 percent 
in November, stable with October. Growth continues to 
be fragile and uneven, with quarterly growth of 0.2 
percent and annual growth of 0.8 percent (yoy) across 
the bloc in the third quarter.  

In the United States, the Federal Open Market 
Committee kept the target range for the federal funds 
rate at 0 to 0.25 percent and reiterated that interest 
rates are likely to remain low for a considerable time. 
The Federal Reserve ended its bond-buying program in 
October. Economic activity continues to expand with 
seasonally-adjusted growth in the September quarter 
registering 2.7 percent (yoy), following an upward 
revision. Annual inflation of 1.3 percent was recorded 
in November, down from 1.7 percent in October, owing 
to weak oil and gasoline prices. Labour market 
conditions continued to improve: total nonfarm payroll 
employment increased by 252,000 in December, and 
the unemployment rate declined to 5.6 percent. Over 
the year, the unemployment rate has declined by 1.1 
percentage points.  
 
Domestic Developments 
The merchandise trade balance recorded a deficit of 
VT1,950 million in October 2014, decreasing the 
deficit by 14.3 percent compared to October 2013. 
This was attributed to a large improvement in export 
earnings. Export earnings at the end of October rose 
to VT725 million, a huge increase of 83.5 percent 
compared to September of 2013. The boost in 
earnings reflected increases mainly in the export of 
coconut oil, kava and sawn timber over the year. 
Coconut oil constituted the largest share, accounting for 
13.0 percent of total export earnings during the month 
at VT98 million. Sawn timber followed, accounting for 
9 percent, followed by kava and cocoa each 
accounting for 8 percent. Beef, coconut meal, cowhides 
and live fish made up 5 percent, 2 percent and 1 
percent of earnings, respectively. Exports falling into 
the category of ‘other export products’ accounted for 
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52.0 percent of the total export earnings. The import 
bill remained stable, rising slightly over the year to 
October. The increase of 0.1 percent, brought the total 
import bill to VT2,675 million. Mineral fuels registered 
the largest share of total value of imports for home 
consumption, at 26 percent, followed by machines and 
transport equipment at 21 percent, food and live 
animals, at 19 percent, basic manufactured goods and 
miscellaneous goods at 11 percent each, and chemical 
products at 7 percent. Other products, including 
beverages and tobacco, crude materials, oils and fats, 
and goods not classified elsewhere, accounted for 
around 5 percent of the import bill in October. The 
commodity group showing the largest increase are 
mineral fuels, which rose from VT201 million in October 
2013 to VT687 million. (Source: Vanuatu National Statistics 
Office) 

Monetary and Exchange Rate Developments 
M2 rose further by 0.7 percent in November 2014, 
reflecting increases in net foreign assets (NFA) and 
claims on other sectors of 2.3 and 0.2 percent, 
respectively. Similarly, a growth of 6.3 percent was 
recorded over the year.  

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

 
 
The increase in total NFA reflected the combine effects 
of net inflows of foreign exchange recorded by the 
Reserve Bank and a decline in foreign liabilities of 
other depository corporations. Loans to other resident 
sector rose by 0.9 percent, explaining the gradual 
growth in claims on other sectors. Total loans extended 
by other depository corporations to various sectors are 
depicted in Table A4. Loans extended by other 
financial institutions1 rose 0.9 percent over the month. 

The central Government's net credit position vis-à-vis 
the banking system improved during the month of 
November and over the year. This improvement 

                                                        
1Other financial institution covers Credit Corporation, Vanuatu 
Agriculture Development Bank and the Vanuatu National Provident 
Fund. 

reflected the accumulation of government deposits held 
with both the Reserve Bank and Other Depository 
Corporations. Claims on the central Government by 
other financial institutions remained unchanged at 
VT3,549.1 million at end November. 

Over the month the Vatu appreciated against AUD and 
EURO, but depreciated against the USD, the JPY, and 
the NZD. This had reflected an improved economic 
conditions of the US and New Zealand economies and 
worsening condition in the Euro Zone.  The US dollar 
continues to strengthen causing the AUD to loose 
ground.  

 
 
Open Market Operations (OMO) 
The Bank issued VT100 million worth of RBV notes 
through Open Market Operations during December 
2014, compared to VT300 million issued during the 
previous month. Total subscription received for the issue 
was VT300 million compared to VT900 million received 
during November 2014.  

In December VT50.0 million worth of RBV notes have 
matured leaving outstanding notes at VT224.5 million, 
compared to VT378.5 million reported in the previous 
month.  

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

 
Term 

Amount 
Allotted 

Yield End Dec. 
2014 

Yield End Nov.  
2014 

7 days 24 1.40 1.40 
14 days 24 1.50 1.50 
28 days 18 1.80 1.80 
63 days 15 1.85 1.85 
91 days 15 1.90 1.90 
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