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The Honourable Minister of Finance and Economic Management
Government Building
PMB 9058
Port Vila

Dear Minister:

Pursuant to Section 42(1) of the Reserve Bank of Vanuatu Act [CAP 125], I have the honour to 
transmit to you:
(a) A report of the operations of the Reserve Bank of Vanuatu for the Year 2014; and
(b) A copy of the Bank’s Annual Statement of accounts for 2014 certified by the Auditors.

Yours faithfully,

Simeon Athy 
Governor

Private Mail Bag 9062, Port Vila, Vanuatu. Facsimile: (678) 24231 / Telephone: (678) 23333

Email: resrvbnk@rbv.gov.vu / Website: http://www.rbv.gov.vu

Letter to the Minister
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The developments in the global economy are 
showing some positive signs, but the overall 
picture still remains weak and worrying. Global 
economic growth in 2014 continued at a 
moderate pace but remained uneven and 
weaker than expected. The International 
Monetary Fund lowered its growth projections 
three times during the year, projecting global 
growth for 2014, 2015, and 2016 to drop to 3.3, 
3.5, and 3.7 percent, respectively. This year’s 
outcomes reflect the further downgrading of 
growth forecasts in the emerging and 
developing economies, particularly China and 
Russia, and several advanced economies. 

Growth performances in the advanced 
economies were more country-specific during 
the year. The US economy, driven by improved 
labour-market conditions, rebounded from a 
weak first-quarter performance. Growth in the 
euro area and Japan, however, remained weak:  
the Japanese economy entered a technical 
recession in the third quarter, whilst growth in 
Europe struggled to pick up from low levels.
 
The emerging markets’ performances were 
similar to those last year. China’s economic 
growth, the main driver of the region’s growth, 
reached 7.4 percent, slightly below the 2014 
target of 7.5 percent and the growth figure of 7.7 
percent in 2013. These developments 
contributed to the large currency swings 
towards the end of 2014, with the US dollar 
appreciating against the other major currencies 
while the euro and Japanese yen depreciated.
 
The year saw global commodities prices, 
particularly oil prices, fall in the second half of 

the year, driven by the slowdown in China’s 
economy and other emerging markets, the 
increase in oil production from the North 
American oil supplies and the decision of the 
Organization of the Petroleum Exporting 
Countries (OPEC) to maintain oil-production 
levels despite these developments. This 
decision is forecast to reduce the growth 
prospects for oil-exporting countries and a�ect 
the Russian economy more severely, with the 
impact of political tensions already having a 
disastrous e�ect on the country’s economy. 
Lower global oil prices are expected to lend 
support to growth in 2015; however, downside 
risks to growth remain high, requiring more 
serious attention. 

Developments within the local economy 
revealed the same challenges compared to 
2013, but there is slow improvement. 
Preliminary figures released by the Vanuatu 
National Statistics O�ice (VNSO) show that the 
2013 GDP reached 2.0 percent, compared to the 
1.8 percent and 1.4 percent growth in 2012 and 
2011, respectively. GDP figures for 2014 are yet 
to be o�icially released; however, the 
Macroeconomic Committee has forecast the 
year’s real GDP to reach 3.7 percent, supported 
mainly by the implementation of the 
Government’s public infrastructure projects, 
which are expected to be implemented 
beginning in 2015. The Government’s fiscal 
position is sound. The recurrent fiscal position 
improved at the end of the year, though it was 
lower than last year’s result. Gross fiscal 
operating balances for 2014 were Vt 171 million 
lower than the balance of Vt 638 million at year 
end 2013.

GOVERNOR’S FOREWORD
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All key monetary-policy targets were met in 
2014, despite the persistence of challenging 
economic conditions. The year-end annual 
inflation rate stood at 0.8 percent, which was 
within the Reserve Bank’s 0-4 percent o�icial 
target, and foreign reserves reached 6.4 
months, well above the threshold of four 
months of import cover.  The Bank continued 
its easing monetary policy during the year to 
boost domestic economic growth. The Reserve 
Bank lowered its policy rate further from 5.5 
percent to 5.25 percent, and reduced its 
open-market operations activities to inject 
more liquidity into the system. Consultation 
with the banking industry and general 
stakeholders on the adaptation of new RBV 
policy initiatives, outside of the traditional 
monetary policy tools, continued over the year. 
A few facilities were identified a�er a thorough 
needs assessment; these facilities will be 
introduced to the market through the 
commercial banks in 2015. With the very 
concessional interests rates o�ered and 
through the targeted sectors of the economy, it 
is the Bank’s goal that the new facilities will 
contribute to the support needed to stimulate 
the local economy’s business activities and 
growth. 

In line with the above focus, the Reserve Bank 
continued its strong support to the financial 
inclusion program initiative in 2014. The Bank 
successfully organised the 2nd National 
Financial Inclusion Taskforce meeting in May 
2014, commenced the dialogue with the 
Vanuatu Government through the Ministry of 
Education on the development of an integrated 
financial-education curriculum and included in 
2014, for the first time, the financial-inclusion 
agenda to the RBV’s awareness-program visits 
to the outer islands. The RBV also partnered 
with microfinance institutions and other 
relevant stakeholders in industry to stage the 

Regarding financial-sector performance, the 
banking sector remains sound; however, the 
impact of the challenging business conditions 
on the books of the supervised institutions is 
becoming more evident. Domestic banks are 
well capitalised, and their aggregate liquidity 
asset ratio is well above the industry’s 5 percent 
minimum ratio. The banking industry loan 
assets quality position is also healthy a�er 
accommodating for significant loan write-o�s 
this year.  The o�shore supervised banks 
reported the same performance at the end of 
the year. The insurance sector recorded a 
moderate year, with losses experienced mainly 
in aviation and personal accident and health. 

The continuing challenging economic 
conditions further a�ected the Bank’s financial 
results in 2014. However, the Bank ended the 
year recording a net profit outcome of Vt104.5 
million. This is a turnaround from the net 
financial loss in 2013 of Vt 588.6 million.   The 
Bank used all of the 2014 net profit to clear part 
of the Government’s non-interest, 
non-negotiable notes issued under section 7(3) 
of the RBV Act to cover part of the Bank’s 2013 
financial losses. 

Overall, the RBV carried out all its 
responsibilities in 2014.  Notably, in its 
community support, the Bank continued its 
awareness program in 2014, educating the 
public about its purpose and business and its 
currency-reform program. Moreover, to help 
meet its targets, the Bank upgraded and 
strengthened its internal resources. One of 
these initiatives was the upgrading of the 
Bank’s Kere Library system to the use of 
Inmagic Text Works and Web Publisher Pro, 
together with the Maxus Library and Maxus 
Catalogue.   This year saw the Bank farewell 
seven of its sta�, four of whom retired from their 
duties a�er serving the Bank for over 20 years. 
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 On behalf of the Board and Management of the 
Bank, I take this opportunity to thank these 
outgoing members of the sta� for their 
commitments and long years of service to the 
Bank and Vanuatu.  

I conclude here by taking this opportunity to 
extend the Bank’s huge acknowledgment to its 
Board for their vision, guidance and support to 
the Bank in 2014; to the Bank’s management for 
their commitment to the daily running of the 
Bank’s operations; and to the sta� overall for 
their commitment to performing their 
responsibilities to the highest standards. 

 Simeon Athy 
 Governor and Chairman of the Board
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International Economy

The global economy is estimated by the 
International Monetary Fund (IMF) to have 
grown by 3.3 percent in 2014, in line with the 
growth trend in 2013. Whilst growth continued 
at a moderate pace, it was more uneven and 
generally weaker than anticipated. The IMF 
lowered growth projections for 2014 three 
times during the year in response to 
disappointing growth in many advanced and 
emerging economies. In its latest World 
Economic Outlook, it revised its growth down 
to 3.3 percent for 2014, 3.5 percent for 2015, and 
3.7 percent for 2016. The downgrades reflected 
less favourable growth outlooks for the 
emerging and developing economies, 
particularly China and Russia, as well as for 
several advanced economies. 

In the advanced economies, growth became 
more country-specific, diverging between 
nations over the year. The US economy became 
the main driver of growth, a�er a strong 
rebound from a weak first quarter. The US 
economy continued to strengthen, with labour 
market conditions improving over the year. The 
improvements prompted the Federal Reserve 
to taper its quantitative-easing stimulus 
package over the year, with the program 
concluding in October 2014. In contrast, growth 
in the euro area and Japan remained notably 
weak over the year. Japan entered a technical 
recession in the third quarter, and growth in 
Europe struggled to pick up from low levels. 
Growth was uneven across the bloc and 
unemployment remained worryingly high at 
around 11.5 percent throughout most of the 

year. In addition, inflation remained particularly 
muted in the second half of the year. Large 
currency movements towards the end of 2014 
reflected these developments, with the US 
dollar strengthening against other major 
currencies, and the Euro and Japanese yen 
both depreciating. 

Emerging markets continued to adjust to lower 
potential growth, with the emerging nations in 
Asia driving the growth. China narrowly missed 
its o�icial 2014 growth target of 7.5 percent, 
registering a 7.4 percent growth. This is down 
from 7.7 percent in 2013, and the slowest pace 
of growth seen in China in 24 years. The 
slowdown in activity in China and other 
emerging markets has been one of the 
demand-side factors behind the falling global 
oil prices in the second half of the year. The 
huge decline in oil prices since July also reflects 
increases in North American oil supplies and 
the decision by the Organization of the 
Petroleum Exporting Countries (OPEC) to 
maintain production levels. One consequence 
is reduced growth prospects for countries that 
rely on oil exports. Economic sanctions 
resulting from tensions over Ukraine and falling 
oil prices have already begun to have a 
disastrous impact on the Russian economy and 
to cause disruptions to currency markets. 

Lower global oil prices are expected to lend 
support to growth in 2015. However, downside 
risks to growth remain, including the 
heightened geopolitical tensions in Ukraine 
and the Middle East, and increased volatility in 
global financial markets, especially in emerging 
markets, that are associated with the 

International Economy year. In addition, inflation remained particularly 

ECONOMIC OVERVIEW
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According to CPB World Trade Monitor, world 
trade volumes increased over the year to 
November, although Central and Eastern 
Europe and Latin America experienced sharp 
declines in trade volumes.  

Key Interest Rates

The year saw a continuation of accommodative 
monetary policy stances and low interest rates 
in the major advanced economies, with only 
the Reserve Bank of New Zealand raising 
interest rates during the year. The European 
Central Bank continued to ease monetary 
policy in response to low inflation and anaemic 
growth in the euro area. 

In the United States, the Federal Reserve kept 
the target range for the federal funds rate at 0 to 
1/4 percent throughout the year. The Federal 
Reserve Open Market Committee reiterated 
that the federal funds rate is expected to remain 
around this level until mid-2015. The Federal 
Reserve concluded its quantitative-easing 
program in October 2014, a�er tapering its 
$85bn monthly purchases by $10bn each 
month since the beginning of the year. The 
Federal Reserve implemented this change in 
monetary policy owing to the strength of the 
recovery in growth in the US. 

In 2014 the European Central Bank (ECB) 
further eased its monetary policy, with rates 
reduced to a record low. The ECB cut its main 
refinancing rate in the euro area first by 10 basis 
points (from 0.25 to 0.15 percent) in June, and 
then by a further 10 basis points (from 0.15 to 
0.05 percent) in September. The ECB began 
purchasing covered bonds and asset-backed 
securities in the fourth quarter of 2014 in an 
attempt to stave o� deflation, with the region 
having experienced low levels of inflation 
throughout the year.

The Reserve Bank of New Zealand became the 
first central bank of the advanced economies to 
begin increasing rates, raising the o�icial cash 
rate (OCR) four times during 2014. The first rate 
hike came in March, with the OCR increasing 25 
basis points from 2.5 percent, the level 
maintained since February 2011, to 2.75 
percent. Further increases of 25 basis points 
followed at the April, June and July meetings, 
bringing the OCR to 3.50 percent in July. Since 
July the RBNZ has kept the OCR at 3.50 percent, 
and has continued to monitor the impact of the 
earlier rate hikes.

Over the year Reserve Bank of Australia (RBA) 
held its policy rate at 2.5 percent, where it had 

expectation of higher interest rates in the US in 
2015. Weaker oil and commodity prices are 
expected to reduce growth prospects for 
emerging markets, in particular in sub-Saharan 
Africa and Latin America. Developments in the 
euro area also remain a concern, as deflation 
hits the bloc and fears over political instability 
continue to rise.

Figure 1: World GDP Growth 
2004-2016 (percentage change; 
annual data)
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Commodity Prices 

The average oil price in the December quarter 
of 2014 was $74.55 per barrel, a significant 
decrease from US$104.51 in the December 
quarter of 2013. Oil prices peaked in June 2014, 
before beginning a steep descent: the result of a 
glut in supply and weak global demand for oil. 
Increased production in North America and the 
decision by OPEC to maintain production have 
been the major factors behind the increase in 
supply. Primary commodity prices fell over the 
year.

been maintained since August 2013. Although 
labour-market conditions worsened in 2014 
and the economy continues to transition from 
mining to non-mining activity, it continues to 
grow at a moderate pace and inflation remains 
contained.

Table 1: Key Interest Rate Indicator

The international prices for Vanuatu’s major 
commodities exports, though lower than last 
year, remained elevated in 2014.  Copra, cocoa, 
and coconut oil prices saw little pick-up during 
the previous quarters, and as a result the index 
of commodity prices, representative of major 
export commodities, was relatively stable.

Figure 3:  Major Export commodity  
Price 2007- 2014
(monthly data; US$/ton)

Figure 2: Average Spot Prices for 
Crude Oil (monthly data; US$/barrel) 

Sources: Federal Reserve, European Central Bank, 
Reserve Bank of Australia, Reserve Bank of New Zealand 
and Reserve Bank of Vanuatu.
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Domestic Economy

The o�icial GDP figures for 2014 are yet to be 
released by the Vanuatu National Statistics 
O�ice (VNSO).

Growth in the domestic economy continued to 
pick up from a weak growth in 2011 (1.4 
percent) and 2012 (1.8 percent). According to 
the preliminary data released by the VNSO, the 
economy grew by 2.0 percent in 2013.  The 
growth was attributed mainly to the agriculture 
sector, which grew by 4.8 percent over the year, 
contributing to 1.0 percent of the overall 
growth. 

The Macroeconomic Committee forecast real 
GDP for 2014 to grow by 3.7 percent, under the 
assumption that public projects would be 
implemented throughout the year, and that the 
other large-based projects would begin from 
2015 onwards. The agriculture sector is forecast 
to grow by 2.4 percent, followed by the industry 
sector by 3.8 percent, driven mainly by the 
improvement in construction and electricity 
and water supply, despite the continued weak 
performance of the manufacturing sector. The 
services sector is expected to grow by 4.6 
percent, with support from all major sectors 
including retail trade and tourism activity. 
Looking forward, various planned 
donor-funded projects are expected to drive 
growth from 2015 to 2017. This growth is 
expected to be supported by the pickup in 
tourism activities and other services sectors. 
Key partial indicators of domestic 
consumption, such as private-sector credit, 
value-added tax (VAT) collections and imports, 
showed slight improvement over the year. 

The annual inflation rate for the quarter ending 
September 2014 stood at 0.8 percent (0.2 
percent quarterly inflation), remaining at the 
lower end of RBV’s explicit 0-4 percent target 
range. 
A number of developments are currently 
influencing the inflation rate. 1) Changes in 
international prices for food and fuel in the 
medium term continue to remain low. 2) 
Inflation rates for major trading partners are 
expected to remain subdued despite some 
inflationary pressures in Australia. Commodity 
prices have seen some changes, even though 
low overall, they have remained high for 
Vanuatu’s major export commodities, while 
crude oil prices have significantly dropped. 3) 
There has been minimal feed-through of 
tradable inflation – transmission is very weak 
(six to eight months) mainly due to domestic 
competition, which has distorted the 
price-transmission channel.

Figure 4: Annual Growth of Real GDP
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Monetary Developments

Money-supply growth remained weak during 
the first half of 2014, until August, reflecting 
subdued economic conditions leading to the 
slowdown in banking-sector activities. The 
downward trend in M2 was reflected in 
persistent declines in net foreign assets (NFA), 
in particular commercial banks’ NFA, and a 
slowdown in domestic claims. 

The decline in net foreign assets was attributed 
to the combined e�ects of declines in commer-
cial banks’ foreign assets and an increase in 
their foreign liabilities. The Reserve Bank, in 
contrast, recorded an increase in its NFA over 
the year.  However, M2 picked up during the last 
four months of 2014, reflecting in particular the 
increase in net foreign assets, while domestic 
claims grew at a slower pace. Over the year to 
November 2014, NFA rose by 6.7 percent, com-
pared to a decline of 19.2 percent over the year 
to November 2013, while domestic claims grew 
by 1.8 percent over the year to November 2013, 
and by 3.5 percent over the year to November 
2014. 

External Sector Developments

The developments in the external sector 
expanded the international reserves by 7.5 
percent, from Vt 16.8 billion at end 2013 to Vt 
18.1billion at end 2014.  

Figure 5: Price Developments

Figure 6: Determinants of Money 
Supply (year growth) 

Figure 7:  Reserves (FX) and Months of 
Import Cover 
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This increase was mainly driven by significant 
tourism earnings and inflows of grants from 
donor partners, which reflected extensive 
bilateral agreements. Foreign direct investment 
in both equities and real estate via the 
acquisition of non-financial assets, in contrast, 
slowed over the first half of  2014 before 
improving over the second half. During the year, 
particularly in the latter half, imports continued 
to expand, reflecting the importation of major 
infrastructure goods. In addition, repayments of 
external liabilities scheduled for 2014 were well 
covered. Overall, the year-end level of foreign 
reserves was adequate to finance around 6.4 
months of import cover.
 
The Government's recurrent fiscal position 
improved at the end of 2014, though relatively 
less than what had been recorded in 2013.  
Though both revenue and expenditure rose in 
2014, the increase in expenditure outweighed 
that in revenue, explaining the year’s trend. 
Total recurrent revenue collected in 2014 
increased by 4.8 percent to Vt 15.3 billion. The 
better performance reflects the continuous 
compliance with and enforcement of the 
current tax regime.    However, total recurrent 
expenditure also increased by 8.3 percent from 
the level in 2013, to reach Vt 15.1 billion. This 
reflected the few under-budgeted and 
unbudgeted items on which the Government 
spent during the year. 

The movement in the gross fiscal operating 
balances resulted in a smaller budget surplus of 
Vt 171 million at the end of 2014, compared to a 
surplus of Vt 638 million at the end of 2013.

Figure 8:  Fiscal Balance as Percent of 
GDP
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In 2014, monetary-policy formulation 
continued to be articulated as a consequence 
of the influence of subdued global economic 
conditions on domestic economic activities. 
Against the slowdown in domestic economic 
conditions, the Bank in November 2014 
reduced its policy rate from 5.50 percent to 5.25 
percent. Overall macroeconomic stability was 
maintained in 2014, and the two key objectives 
of the monetary policy were achieved. 

2014 inflation remained at a low 0.8 percent, 
within the Bank’s target of 0-4 percent.  
Similarly, o�icial foreign reserves reached 6.4 
months, significantly above the minimum 
threshold of four months.

The Japan-IMF funding support to the External 
Sector Statistics project, aimed to strengthen 
all accounts in the balance of payments and the 
international investment position continued 
over the year. This support has boosted training 
to sta� of the external sector and funded two 
missions by the IMF External Sector expert to 
the RBV in 2014. Several key recommendations 
of the mission’s report were also undertaken in 
2014. The project is expected to be 
accomplished with the complete data 
migration using the new manual (BPM6) guide. 
The output of this migration exercise will be 
covered in the December Quarterly Economic 
Review.

To strengthen the HR capacity of the Bank, sta� 
are encouraged to pursue further training both 
locally and overseas within their areas of 
responsibilities. In March one sta� member 
attended an overseas training on monetary 

policy management and operation. Another 
sta� member participated in two trainings (in 
March and December), both on fiscal analysis 
and long-term forecasting. The department 
also sent one of its sta� overseas to take part in 
training on the compilation of monetary and 
financial statistics.  Locally, seven department 
sta� members attended a workshop on 
government finance statistics in July; four sta� 
members attended a National Statistical 
Development Strategy workshop (two each in 
January and July); and six sta� members 
attended a training on the Commonwealth 
Secretariat Debt Recording Management 
System in September.

The Monetary Sector commenced reporting 
monthly monetary statistics using the 
recommended IMF standardised format in 
October 2014. The quarterly statistics using the 
revised format will be published for the first 
time in the December 2014 quarter report.

An IMF technical-assistance grant provided 
support in the establishment of the Financial 
Programming Framework & Policies exercise 
during the year. Two sta� trainings session were 
undertaken, and couching of two Research and 
Statistic Department’s sta�.

In 2014, monetary-policy formulation policy management and operation. Another 

MONETARY POLICY FORMULATION 
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Table 2: RBV Note Auction Results

Figure 9: Short-Term Interest Rates
(percent; year-end position)

Monetary Policy Implementation

The Reserve Bank continued to maintain a 
policy stance of easing monetary supply 
throughout 2014.  At its meeting on November 
7, 2014, the Board of the Reserve Bank lowered 
the Bank’s policy rate (rediscount rate) further 
from 5.5 percent to 5.25 percent. 

Open-Market Operation

To support its monetary policy stance, the Bank 
reduced further the amount of the RBV notes it 
auctioned in its weekly market operations in 
2014. Throughout the year, the Bank continued 
to auction  notes with maturity profiles of 
seven, 14, 28, 63, and 91 days. 

During the year, the Bank conducted a total of 
35 open-market operations, compared to 46 
open-market operations in 2013.  In addition, 
the Bank significantly reduced the total amount 
of RBV notes it floated.  As a result, the amount 
of outstanding RBV notes decreased to Vt 270 
million from Vt 630 million in 2013, as shown in 
table 2.  

The interest rates on the various categories of 
RBV notes remained unchanged from the 
preceding year. On the other hand, the cost of 
monetary policy declined in 2014, largely 
reflecting the lower amount and quantity of 
RBV notes allotted during the year.

Liquidity injections via matured RBV notes as 
well as new liquidity inflows through the 
balance of payments in 2014 have caused 
excess reserves to continue to build up and 
remain above the Bank’s internal target, as 
illustrated in Figure 10. 

Monetary Policy Implementation During the year, the Bank conducted a total of 

MONETARY POLICY IMPLEMENTATION,
FOREIGN RESERVE MANAGEMENT AND

FINANCIAL INCLUSION
Domestic Economy

Rediscount rate Inter Bank rate91 - days RBV Notes



domestic market to maintain investor 
confidence during a shortfall ; and servicing the 
Government’s foreign debt and other external 
payment obligations.  

The Bank continued to buy excess foreign 
exchange in the market and sell the foreign 
exchange to the market when the market was 
short of the FX level.  With total 
foreign-exchange purchases continuing to 
exceed the sales of foreign exchange during the 
year, the Bank added around Vt 1.4 billion to its 
total holding of foreign exchange in 2014.   The 
Bank has maintained a healthy level of foreign 
reserves su�icient to continue to service the 
Government’s external obligations and meet 
foreign-exchange shortfalls in the market. At 
the end of 2014, the total investible reserves 
stood at Vt 18.3 billion.  Of the total investible 
reserves, the Bank continued to manage the 
bulk of the reserves (85 percent), with the 
remaining balance of around 15 percent 
managed by external fund managers. 
Foreign-exchange reserve management at the 
RBV is done within the parameters specified in 
the Bank’s Board-Approved Investment 
Guidelines.    

16

Figure 10: Excess Reserves versus 
Target
(levels; Vt millions; year-end 
positions)

Figure 11: Cost of Managing Funds 
through Fees and Salaries (levels; Vt 
million; year-end data)

Despite the increase in excess reserves, system 
liquidity continued to be unevenly distributed 
amongst the banks during the year.  As a result, 
one bank sought the RBV’s overnight lending 
facility support.  

Reserve Requirement

RBV maintained the statutory reserve deposit 
(SRD) requirement unchanged at 7.0 percent 
throughout 2014. Despite this, commercial 
banks’ total holding in reserve requirement or 
SRD rose by Vt 158.9 million due to increases in 
residents’ vatu deposits and foreign-currency 
demand deposits during the year.  

Foreign Exchange Reserve 
Management

The RBV continued to maintain a comfortable 
level of foreign-exchange reserves during the 
year. This has enabled the Bank to continue to 
meet a number of important policy objectives: 
providing support for the exchange rate; 
supplying foreign-currency liquidity to the 

RBV Notes Excess Reserves Excess Reserves Target

In House Fund Managers
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Foreign-exchange reserve management entails 
costs from fund managers’ fees and salaries of 
in-house reserve management personnel. In 
2014, the total cost of managing the Bank’s 
foreign exchange reserves increased slightly, 
reflecting a slight increase in external fund 
managers’ fees.  In contrast, the cost of 
in-house fund management has not changed in 
the last three years.    

Apart from the Reserve Bank of New Zealand, 
which raised its oicial cash rates three times in 
2014, the other major central banks kept their 
interest rates unchanged, or, in the case of the 
European Central Bank, reduced  them (Table 
3). There remains a degree of economic 
uncertainty facing many major economies.  
While the US is showing some progress, with 
the Fed expected to raise interest rates in 2015, 
Japan and the euro area are still facing risks of 
deflation.

Exchange Rates 
The year 2014 was another challenging year for 
reserve management at the Bank, as major 
central banks continued to maintain very 
accommodative monetary-policy stances. 
Persistently low interest rates abroad continued 
to aect the rates of returns on the Bank’s 
foreign investments.  The rate of return on 
in-house managed funds decreased during the 
year by around 18.5 percent. 

Figure 12: Rates of Return on 
Investments (levels; percent; yearly 
data)

Table 3: Major Central Banks’ Oicial 
Interest Rates

Table 4: Vatu Exchange Rates

Bank 2012 2013 2014 

FED 0/0.25 0/0.25 0/0.25 

BOJ 0.1 0.1 0.1 

ECB 0.75 0.25 0.05 

BOE 0.5 0.5 0.5 

RBA 3.0 2.5 2.5 

RBNZ 2.5 2.5 3.5 

FCY 31-Dec-
13 

30-Jun-14 31-Dec-
14 

Annual 
% 

Change 

USD 97.26 94.32 102.72 5.61 

EUR 134.20 128.72 124.88 -6.94 

AUD 86.64 88.77 84.07 -2.97 

NZD 79.77 82.78 80.43 0.83 

GBP 160.51 160.69 158.87 -1.02 

JPY 0.9252 0.9297 .8598 -7.07 



18

Table 4 shows the vatu exchange rates 
continuing to mirror the bilateral movements 
between the major foreign currencies in the 
global foreign-exchange market. The year 2014 
saw further volatilities in the foreign-exchange 
market, resulting in a mixed performance of the 
local currency against major currencies.  At the 
close of the year, the vatu depreciated against 
the US dollar and New Zealand dollar by 5.6 
percent and 0.83 percent, respectively.   On the 
other hand, the local currency appreciated 
against the euro (6.9 percent), Australian dollar 
(3.0 percent), British pound (1.0 percent), and 
Japanese yen (7.1 percent). 

Government Bonds

During 2014, the Bank issued a total amount of 
Vt 1,262.8 million in Government bonds, 
representing an increase of around Vt 263 
million over the total amount in 2013. 
Government bonds issued during 2014 have 
maturities of two, three, and four years.

Financial Inclusion 

As part of its shared eorts to continue 
promoting financial inclusion in Vanuatu, the 
Bank carried out  the following activities in 
2014:

The Bank successfully organised the 2nd 
National Financial Inclusion Taskforce 
(NFIT) meeting in May 2014.  NFIT 
members representing various 
stakeholder organisations met in the 
Reserve Bank conference room to 
determine financial-inclusion initiatives, 
and the developments to move them 
forward. A set of key action items was 
endorsed b: (1) Supportive Policy and 
Regulatory Framework; (2) Financial 
Consumer Protection; and (3) Financial 
Education/Literacy and Competency. 

Most of the key action items are expected 
to be implemented in the next one to 
three years.

The Bank took Action Item (3), above, 
further by establishing a partnership 
arrangement with the Ministry of 
Education in promoting the idea to the 
schools throughout the country. An 
oicial letter and briefing note were sent 
to the Minister of Education to highlight 
the importance of integrating financial 
education into the core school 
curriculum of the country as a strategic 
and sustainable approach to raising the 
financial competencies and personal 
money-management skills of 
schoolchildren. 

The Bank also partnered with 
microfinance institutions and other 
relevant stakeholders in Port Vila to 
organise the 4th Microfinance Trade 
Show in Port Vila on August 2014. The 
Bank, through its departments’ 
representatives, developed brochures 
and posters on the roles and functions of 
the Reserve Bank, including financial 
inclusion, and disseminated the 
information to the general public.  

As part of its Central Banking Awareness 
Program to the islands, the Bank this year 
added the Financial Inclusion initiative 
as a new topic on its awareness agenda. 
The main focus was to provide 
information to the communities and 
rural population about the basic financial 
products and services oered by 
financial institutions, and how these 
services can be accessed by the rural 
communities to improve their livelihoods 
and welfare. 
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Although the Bank worked consistently to 
achieve its Financial Inclusion initiatives, the 
following  tasks remained yet unfinished:

 Developing  a Payment System Act;
 Strengthening the financial consumer  
 protection disclosure forms;
 Extending client protection to clients of  
 non-supervised financial institutions;
 Working with relevant authorities to   
 enact appropriate regulations for   
 consumer protection, competition, data  
 protection and minimum disclosure;
 Conducting surveys on financial access  
 and demand for financial services and  
 financial competency;
 Achieving standardisation and   
 accreditation of informal    
 financial-literacy programs for adults;  
 and
 Setting up a Consumer Complaints Unit  
 within the Reserve Bank. 

Domestic Economy
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Domestic Banks

The domestic banking sector remains sound 
and continues to operate eectively.  It is well 
capitalised, and the aggregated liquidity ratio is 
above the required regulatory minimum liquid-
ity asset ratio of 5 percent. The amount in non-
performing loans is relatively high, although it 
 had reduced notably as at December 2014.

Private-sector credit continued to demonstrate 
slow growth, with an annual growth rate of 4.7 
percent; however, this was still an improvement 
over the 2013 figure of 3.0 percent. Overall, 
domestic banking-sector assets continued to 
be dominated by high-quality assets (standard 
loans), and earnings remained satisfactory 
despite the fall in profit before write-os and 
provisions in 2014. 

Financial Position

The domestic banking industry over the year 
ending December 2014 registered a 
year-on-year growth rate of 5.3 percent to Vt 
86.0 billion in total assets, compared to Vt 81.7 
billion reported in December 2013. The annual 
growth was mainly attributable to an increase 
in domestic assets of 5.3 percent to Vt 75.4 
billion, triggered largely by growth in other 
domestic assets of 22.0 percent to Vt 9.9 billion. 
Foreign assets, however, dropped slightly by 4.9 
percent to Vt 10.7 billion, reflecting mainly the 
fall in balances due from banks of 16.8 percent 
to Vt 8.2 billion over the year (Figure 13).

The banking industry’s liabilities (less capital) 
increased by 6.7 percent to Vt 73.5 billion, 
compared to Vt 68.9 billion as at December 
2013. The increase in liabilities is due to 57.1 
percent growth in foreign liabilities to Vt 13.1 
billion.

In contrast, the banks’ domestic liabilities 
reduced slightly by 0.2 percent to Vt 60.5 billion, 
from Vt 60.6 billion reported in the previous 
year. 

Figure 13: Asset Position – Domestic 
Banks
(levels; Vt billions)

BANKING SECTOR AND FINANCIAL
INSTITUTION DEVELOPMENT

Foreign

Dec-12Dec-11 Dec-13 Dec-14

Domestic                  Total
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Capital

Figure 14: Capital Adequacy and Tier 
1 Ratio (quarterly data)

Figure 15: Earnings – Domestic Banks
(quarterly data)

The capitalisation of the banking industry 
remained well above the minimum regulatory 
requirement of 12 percent. At the end of 
December 2014, the commercial banks’ 
consolidated capital adequacy ratio decreased 
slightly to 17.6 percent from 18.1 percent 
reported at the end of December 2013; 
however, the Tier 1 capital ratio to total risk 
weighted assets ratio increased marginally to 
16.7 percent from 15.9 percent in the previous 
year (Figure 14). 

The commercial banks’  total risk weighted 
assets dropped by 1.7 percent to Vt 67.6 billion 
over the year due to a 2.5 percent fall in 
o�-balance sheet and on-balance sheet risk 
weighted assets to Vt 61.8 billion.

The banking industry profit margin perfor-
mance contracted over the year 2014. Net 
income before write-o�s and provisions, how-
ever, stabilised at Vt 1.7 billion despite the 
increase in total operating income of 15.0 
percent to Vt 6.9 billion (Vt 6.0 billion: 2013). The 
decline in banking-industry earnings is mostly 
attributable to a 21.1 percent growth in total 
operating expenses and growth in provisions 
over the year. As a result, the undistributed 
profits plummeted by 48.1 percent to Vt 696.0 
million from Vt 1.3 billion in 2013 (Figure15). 

The reduction in undistributed profits resulted 
in the industry’s return on assets falling to 1.97 
percent from 2.0 percent in 2013.  Similarly, the 
return on equity  plunged to 13.1 from 14.5 
percent in 2013. 

Financial Performance

Total Operating Income
Net Interest Income
Total Operating Expenses
Net Income (Before write-o�s & Provisions
Undistributed Pro�ts
ROA (RHS)
ROE  (RHS)

Total Tier 2 Capital
Total Tier 1 Capital
Capital Base
TOTAL RISK WEIGHTED ASSETS
Ratio of Tier 1 Capital to Total RWA (RHS)
Ratio of  Capital Base to Total RWA (RHS)

Dec - 11                         Dec - 12                         Dec - 13                         Dec - 14

Dec - 13         Mar-14             Jun-14           Sep-14            Dec-14
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Figure 16: Asset Quality – Domestic 
Banks
(share of total loans by loan category)

Figure 17: Private-Sector Credit from 
Domestic Banks
(total loans by industry; quarterly 
data)

 The category of non-performing loans is made up of 
substandard, doubtful, and loss loans

The quality of the banking-industry assets 
improved over the year. As at the end of 
December 2014, non-performing loans1 stood 
at Vt 6.4 billion, a decrease of 20.1 percent 
compared to the previous year (Vt 8.0 billion: 
Dec-13). Consequently, the ratio of 
non-performing loans to total loans fell to 11.1 
percent from 14.5 percent in the previous year. 
The improvement is mostly attributed to 
significant loan write-o�s over the reviewed 
period.

Despite the improvement noted above, the 
level of loss loans against total loans increased 
from 1.1 percent to 2.1 percent. In contrast, 
doubtful loans contracted from 7.7 percent to 
4.6 percent.  Similarly, substandard loans 
decreased from 5.7 percent to 3.9 percent.  
Overall, the banking industry continues to 
maintain high-quality standard loans 
representing 88.9 percent of total lending 
assets (Figure 16). 

On the provisioning side, both specific 
provisions decreased by 16.0 percent to Vt 1.8 
billion (compared to Vt 2.2 billion in December 
2013), and general provisions decreased 24.0 
percent to Vt 731.7 million (compared to Vt 
962.3 million in December 2013). The drop in 
provisioning reflected the significant loan 
write-o�s over the year. 

Private-Sector Lending 

The banking industry’s total private-sector 
credit increased slightly, with a year-on-year 
growth rate of 4.7 percent to Vt 55.7 billion 
compared to 3.0 percent to Vt 53.2 billion in 
2013.

The private sector’s five largest lending sectors 
remained personal (49.7 percent of total 
private-sector lending), professional and other 
services (9.6 percent), tourism (11.1 percent), 
distribution (9.6 percent), and construction (6.5 
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Figure 18: Liquid Asset Ratio – 
Domestic Banks
(quarterly data) 

Domestic Economy

percent). 
The personal, tourism, and distribution sectors 
registered individual annual growth rates of 1.1 
percent to Vt 27.7 billion, 24.1 percent to Vt 6.2 
billion, and 13.0 percent to Vt 5.3 billion, 
respectively. Construction and professional and 
other services, in contrast, contracted, with 
negative annual growth rates of 4.1 percent to 
Vt 3.6 billion and 11.9 percent to Vt 5.3 billion, 
respectively (Figure 17). 

The communication sector continued to grow, 
reporting an increase of 22.1 percent to Vt 1.5 
billion over the year.  The entertainment, 
mining, financial and Government sectors also 
showed annual increases of  38.6 percent to Vt 
963.1 million, 43.9 percent to Vt 64.6 million, 
845.5 percent to Vt 49.4 million, and 141.4 
percent  to Vt 1.4 billion, respectively.  In 
contrast, agriculture, fisheries, manufacturing, 
and the public sector contracted as at 
December 2014.

Liquidity position

The banking sector’s liquidity conditions 
continued to be favourable over the year. The 
industry’s liquid asset ratio remains well above 
the minimum regulatory requirement of 5 
percent, although the average liquidity ratio 
dropped to 23.8 percent at the end of 
December 2014, compared to 26.1 percent at 
the end of December 2013. Although liquidity is 
high, the uneven distribution continues to be a 
challenge. The regulatory minimum liquidity 
asset ratio fell from 7 percent to 5 percent 
beginning July 2014 (Figure 18).

International Banks

Financial Position

The international banking industry’s financial 
position reported significant growth over the 
year. Total assets registered year-on-year 
growth of 119.3 percent to USD 132.8 million, 
compared to USD 60.5 million reported in 
December 2013. The growth was attributed to 
increases in assets: cash items rose 62.9 percent 
to USD 73.6 million, loans and advances rose 
50.5 percent to USD 9.4 million, investments 
rose 1,427.6 percent to USD 47.2 million, and 
other assets  rose 39.4 percent to USD 308 
thousand.  In contrast, marketable securities 
fell by 61.4 percent to USD 2.2 million. Cash 
items remained the core component of banks’ 
balance sheet, representing 55.5 percent of 
total assets, followed by investments, which 
made up 46.7 percent of total assets (Chart 19). Industry Average
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Figure 19: O�shore Banking Industry 
– Total Assets
(USD millions; annual data)

Figure 20: O�shore Banking Industry 
Earnings
(USD millions; annual data)

Total liabilities (excluding capital) increased by 
121.0 percent to USD 120.5 million, due mainly 
to  a 121.6 percent increase in deposits to USD 
120.3 million. Accrued liabilities also increased, 
rising 24.1 percent to USD 175 thousand over 
the year. 

Statement of 
Financial Performance

The o�shore banking industry’s financial 
performance improved during the year, 
achieving a yearly profit of USD 233 thousand, 
compared to the previous year’s loss of USD 109 
thousand. This mainly reflected a fall in total 
operating expenses of 43.3 percent to USD 1.7 
million (compared to USD 3.0 million in 
December 2013). Interest expense fell by 75.5 
percent to USD 266 thousand, and non-interest 
expense fell by 25.2 percent to USD 1.4 million. 
The decline in total operating expenses 
outweighed the reduction in total operating 
income reported over the year, which fell by 

29.3 percent to USD 1.9 million. This  decline 
was mainly in the areas of banks’ interest 
income, which fell by 68.5 percent to USD 473 
thousand, and non-interest income (services 
charges, commissions and fees),  which fell by 
20.5 percent to USD 1.4 million. 

Net gains on foreign exchange and securities 
also declined during the reviewed period, 
falling by 80.3 percent to USD 44 thousand 
(Figure 20). 

Capital

The international banking industry reported 
significant growth in its capital position over 
the financial year ending December 2014. Its 
total capital base grew by 95.1 percent to USD 
11.8 million. The growth was driven by an 
increase in Tier 1 capital by 91.5 percent to USD 
11.6 million, reflecting increases in paid-up 
capital by 109.5 percent to USD 10.2 million.  A 
slight decline of 0.4 percent to USD 1.3 million 
was noted in retained earnings. Tier 2 capital 
also increased to USD 233 thousand  in 2014 
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Figure 21: O�shore Banking Industry 
– Capital
(USD millions and percent; annual 
data) Figure 22: Admissible Asset Position

(compared to USD 12 thousand in December 
2013), reflecting the profit made during the year 
(Figure 21).

For the year under review, the international 
banking industry continued to be well 
capitalised:  it registered its capital adequacy 
ratio at 39.1 percent, down from 49.4 percent in 
2013, with Tier 1 capital at 38.3 percent, down 
from 49.3 percent. This movement reflected an 
increase in  total risk weighted assets  of 146.5 
percent to USD 30.1 million, owing mainly to 
increases in risk weighted on- and  o�-balance 
sheet assets of 194.9 percent to USD 27.0 
million.  Operational risk weighted assets 
remained stable at USD 3.1 million.

Insurance-Sector Developments

Introduction 

The domestic insurance industry had a 
moderate year (2014), with losses experienced 
mainly in aviation and personal accident and 
health. Despite the slight reduction in 
underwriting results and slight increase in loss 
ratio, there was no considerable impact on the 
overall performance of the industry. No major 
catastrophic events occurred during the year. 
The industry is well regulated and continues to 
maintain its role of providing financial security 
and minimizing the e�ects of economic losses. 

Domestic Insurers

Financial Position

The admissible assets for the domestic market 
declined at the end of December 2014 by 16 
percent, from Vt 1.9 billion in December 2013 to 
Vt 1.6 billion. The decline was attributed mainly 
to a 20 percent decline in cash and cash 
equivalents, from Vt 1.5 billion in December 
2013 to Vt 1.2 billion, and a 74 percent decline in 
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Figure 23: Margin of Solvency

Figure 24: General Insurance Business 
Classes

MRSM – Minimum Required Solvency Margin
SS – Solvency Surplus 

amounts due from reinsurers from Vt 5 million 
in December 2013 to Vt 1.3 million.

Liabilities in the domestic market also 
decreased from Vt 1.03 billion in 2013 to Vt 990 
million in December 2014, a decline of 4 
percent. The decline was mainly due to a 30 
percent decline in gross outstanding claims, 
from Vt 155 million to Vt 109 million in 
December 2014, and a 39 percent decline in 
contingency, from Vt 5.9 million in December 
2013 to Vt 3.5 million.

Margin of Solvency

The total gross premium in the domestic 
insurance market declined by 1 percent to Vt 
1.40 billion, from Vt 1.41 billion in 2013. The 
decline was triggered by drops in fire, aviation, 
workers’ compensation and liability. Fire was 
the largest class written with a gross premium 
of Vt 471 million, followed by motor with a gross 
premium of Vt 314 million; they represented 33 
percent and 22 percent of total gross premiums 
respectively.

All other classes recorded increases in gross 
premiums. Personal health  and accident 
recorded the largest increase, 11 percent to Vt 
193 million (from Vt 173 million in 2013), 
followed by householders, with an increase of 6 
percent to Vt 161 million (from Vt 152 million in 
December 2013).

At the end of December 2014 domestic net 
assets (surplus assets) declined by 29 percent 
to Vt 638 million, compared to Vt 894 million in 
December 2013. The minimum required 
solvency margin increased by 7 percent to Vt 
191 million, compared to Vt 178 million in 
December 2013. Solvency surplus also declined 
by 37 percent to Vt 446 million, from Vt 715 
million in December 2013. 

Annual Domestic 
Industry Performance
 
Gross Premium (GP)
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Domestic Economy

Reinsurance Cessions

Reinsurance expenses fell by 2 percent to Vt 379 
million from Vt 388 million in 2013. Classes that 
contributed to this decline were fire, workers’ 
compensation, general accident and marine. 
Workers’ compensation recorded the largest 
decline, 44 percent, followed by general 
accident, which fell by 24 percent.  Classes that 
experienced increases in reinsurance in 2014 
were householders, which rose to Vt 75 million 
from Vt 64 million, motor, which rose to Vt 21 
million from Vt 17 million, and engineering, 
which rose to Vt 13 million from Vt 10 million. 

Net Earned Premium 

Total net earned premium increased by 10 
percent to Vt 987 million from Vt 893 million in 
2013. Motor vehicle and fire earnings continued 
to dominate the distribution in the industry, 
with Vt 287 million (representing 29 percent of 
net earned premium) and Vt 203 million 
(representing 20 percent) respectively. 

Aviation declined by 34 percent to Vt 15 million 
from Vt 23 million in 2013; householders also 
recorded a decline, falling 4 percent to Vt 74 
million from Vt 77 million in 2013.

Claims
 
The gross claims for the industry in 2014 were 
recorded at Vt 297 million, compared to Vt 253 
million in 2013, an increase of 17 percent. 
Classes that contributed largely to this increase 
were personal accident and health, motor, and 
workers’ compensation. Personal accident and 
health increased by 86 percent to Vt 138 million, 
from Vt 74 million in 2013. Motor claims 
increased by 27 percent to Vt 107 million, from 
Vt 84 million in 2013. Workers Compensation 
increased by 128 percent to Vt 16 million from 

Vt 7 million in 2013. Marine, engineering, 
liability and aviation recorded declines in gross 
claims. 

Net Loss Ratio 

The overall net loss ratio for the industry in 2014 
was 32 percent, compared to 27 percent in 
2013. While other classes incurred increases in 
net losses, marine, liability and general 
accident recorded improvement in net loss 
ratios. 
Underwriting and Management Expense Ratio 
The industry underwriting and management 
expense ratio declined to 15 percent, compared 
to 16 percent in 2013. All classes showed a 
marginal increase; workers’ compensation 
recording the highest increase, 9 percent, while 
householders declined by 4 percent. 

Combine Ratio

The combine ratio for the industry was 47 
percent, an increase from 43 percent in 2013. 
This indicates that in 2014, the domestic 
insurance industry had incurred slightly greater 
losses. Marine, liability, general accident and 
fire recorded improved combine ratios in 2014; 
the other classes recorded losses.

Underwriting Results 

The underwriting results were 54 percent (Vt 
528 million) in 2014, compared to 57 percent (Vt 
513 million) in 2013. The decline was attributed 
to the reduction in gross premiums and 
increase in loss ratio and combine ratio. Classes 
that improved their underwriting results were 
marine, fire, liability and general accident. All 
other classes recorded declines.



28

Figure 25: Financial Position

The o�shore insurance industry experienced a 
dramatic decline in its assets of 36 percent to 
USD 10.2 million (from USD 16 million in 2013).  
The decline is attributed mainly to a decline in 
investments made by captives of 92 percent to 
USD 250 thousand (from USD 3 million in 2013).
Liabilities also recorded a decline of 73 percent 
to USD 1.7 million (from USD 6.2 million in 
2013). Net assets also declined by 20 percent 
from USD 10.6 million in 2013 to USD 8.5 million 
in 2014.

Classes of business transacted were largely in 
the order of funeral benefits, general and 
product liabilities, crime insurance, heavy 
equipment, erection and contractors all risks, 
marine, industrial special risks, directors and 
o�icers, freight forwarding and storage 
extension.  

The total premiums transacted through brokers 
for the domestic market were Vt 931.7 million, 
an increase of 5.3 percent from Vt 884.2 million 
as at end of December 2013. The individual 
classes of business with significant premium 
amounts were industrial special risks at Vt 237 
million, followed by motor vehicle 
(private/public) at Vt 138.4 million, medical and 
repatriation at Vt 115.2 million, combined 
commercial package at Vt 101 million and 
household at Vt 94.5 million.  The rest of the 
premiums were spread across other classes 
such as workers’ compensation, 
public/product liability, business interruption, 
aviation and marine hull.   Overall, commercial 
lines (comprising fire and perils, industrial 
special risks and business interruption 
constitute the highest amount of premium at Vt 
542.3 million.  

The total brokerage paid to brokers as at end of 
December 2014 was Vt 179.5 million, an 
increase of 45 percent from Vt 123.1 in 2013. The 
increase in brokerage reflects the increase in 
total premiums.

Captives & and 
International Insurers

Figure 26: Domestic Broker Business

Insurance Brokers
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RESERVE BANK OPERATIONS

The total premium remitted o�shore through 
brokers in 2014 shows a significant increase of 
118 percent to Vt 168.3 million from Vt 77.1 
million in 2013. The spread of premiums 
comprises aviation (hull, spares, liability) at Vt 
89.2 million, followed by marine (hull, cargo, 
protection and indemnity) at Vt 29 million, 
income protection at VT 13 million and  travel 
and personal accident at Vt 10 million.  The rest 
of the premium is spread across other classes of 
business such as professional indemnity, motor 
fleet and personal accident. A newly introduced 
product in the o�shore class is protection and 
indemnity, which covers liability losses, and is 
part of marine cover.   

Total brokerage paid to brokers for placement 
of o�shore business in 2014 was Vt 13.5 million, 
representing an increase of 12 percent from Vt 
12 million in 2013.  This increase in brokerage 
reflects the increase in total premiums.

Banking and Customer Services

The Banking and Customer Services operation 
of the Bank continues to e�ectively serve its 
customers. Services, in particular those 
provided to the Government, include 
facilitating the process of deposits, 
over-the-counter encashment, registry and 
fund transfers. In addition, it also processes and 
monitors transactions by commercial banks 
and other financial institutions through their 
exchange-settlement accounts.

The Clearing facility, which is a mandatory 
function of the Bank, also continues to operate 
e�ectively. This facility provides an avenue for 
the exchanges and settlement of cheques 
between all commercial banks on a daily basis 
under the Bank’s supervision. Exchanges are 
done at 8.00am each morning, except on 
Fridays, where there is an additional clearing 
time at 2.00pm to accommodate the increase in 
the volume of transactions among the banks.

In December 2014 an additional clearing facility 
was introduced in Luganville, Santo – the 
country’s second-biggest town – to assist with 
the e�iciency of cheque clearance among the 
town’s commercial banks. The facility is on a 
two-month trial which will end in January 2015, 
and it will be formalised once all banks are 
satisfied with its outcome. The facility 
processes are the same as those at the Port Vila 
clearing house except that all transaction 
summaries are forwarded through the head 
o�ice of each bank in Port Vila for verification 
before they are send to the Reserve Bank for 
processing.

Figure 27: O�shore Broker Business
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Table 5 shows the 11-year summary of 
transactions conducted through the clearing 
house from 2004 to 2014.  

The number of e�ects and the value of 
transactions through the Port Vila 
clearinghouse has increase  nearly every year 
for the last 11 years.

Settlement

The Bank continues to use the SWIFT payment 
system as its secure mode of settling payments 
with its customers and processing settlement 
instructions between its customers. 
Settlements are not done in real time; instead, 
the SWIFT system processes transactions 
securely and e�iciently. The system is also used 
for:

 • processing daily foreign-currency   
   invoice payments, 
 • processing Government debt   
   repayments,
 • receiving and processing settlement  
   instructions from its customers,   
   particularly commercial banks, and 
 • Confirming and settling the Bank’s   
   foreign-currency trades. 

During 2014, a mandatory upgrade patch, 
version 7.0.80, was applied to the system to 
incorporate recent updates and enhancements 
to the SWIFT system. 

A slight decrease was noted in the value of 
cheques and amount cleared in 2014 from the 
previous year. However, the number of cheques 
processed through the Port Vila clearinghouse 
was still more than 340,000 cheques, and the 
value of transactions was between Vt 50 million 
and Vt 60 million. 

Period No. of 
Effects 

Value(MVT) 

2004 264,859 31,985 

2005 279,162 38,562 

2006 286,615 67,548 

2007 370,738 60,375 

2008 307,298 67,375 

2009 400,757 69,356 

2010 391,969 72,916 

2011 377,826 69,147 

2012 352,377 65,546 

2013 349,804 63,312 

2014 344,253 61,456 

Table 5: Port Vila Clearing Summary
from 2004 to 2014
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Currency Operation

During the year, the Bank continued to perform 
its function of sole issuer of Vanuatu’s currency, 
the vatu. The year 2014 was particularly exciting 
as the Bank finally received from France the 
shipment of Vanuatu’s new polymer notes. The 
Bank continued with its preparations leading 
up to the launching and issuing of the new 
Polymer banknotes in the denominations of Vt 
200, Vt 1,000 and Vt 2,000 on June 6, 2014.

(a) Launching the Vt 200, Vt 1,000 and 
Vt 2,000 polymer notes

The highlight of the launch was the exact timing 
of the banknotes’ unveiling:  the notes unveiled 
at 11 a.m. and launched simultaneously in all 

six provincial headquarters. Members of the 
Bank’s Currency Committee were present at 
each of the launching ceremonies in all 
provincial headquarters. 

The Honorable Prime Minister and Minister of 
Finance and Economic Management were 
accorded the honor of unveiling the new 
banknotes at the Bank’s headquarter. O�icial 
guests include representatives of stakeholders, 
the Government, the private sector, and 
overseas business partners such as the 
designers (Innovia Security), printers, and 
suppliers (Oberthur Fiduciaire) of the polymer 
notes. Students from selected schools around 
Port Vila were also invited as future users of the 
new currency.      
  
 (b) Counter Transactions

Total counter transactions increased from the 
previous year by 2.4 percent to a new high of Vt 
15,091 million, pushing the currency in 
circulation up by Vt 556 million to Vt 7,499 
million from VtT 6,943 million in 2013.

Period 

(Year) 

Deposits 

(MVT) 

Issues 

(MVT) 

Total 

(MVT) 

2000 

2001 

2002 

2003 

2004 

2005 

2006 

2007 

2008 

2009 

2010 

2011 

2012 

2013 

2014 

4,136 

3,980 

3,873 

3,965 

3,390 

3,442 

4,199 

4,576 

5,501 

5,425 

5,373 

5,960 

6,956 

6,699 

7,150 

4,143 

4,098 

3,902 

4,235 

2,864 

3,773 

4,719 

5,311 

5,772 

5,636 

5,836 

6,676 

7,458 

8,039 

7,941 

8,281 

8,078 

7,775 

8,200 

6,255 

7,215 

8,918 

9,887 

11,273 

11,061 

11,209 

12,636 

14,414 

14,733 

15,091 

Denomin
ation 

2
0
0
5 

2
0
0
6 

2
0
0
7 

2
0
0
8 

2
0
0
9 

2
0
1
0 

2
0
1
1 

 

2
0
1
2 

2
0
1
3 

2
0
1
4 

Total 

10,000 - - - - - - - - - - - 

5,000 3
1 

9 4 1 - 4 2 2 8 - 61 

1,000 4
2 

6 1
8 

3 2 - 1 1 5 - 78 

500 3 - - - - 1 - - 1 - 5 

200 2 - - - - - - - - - 2 

Total 7
8 

1
5 

2
2 

4 2 5 3 3 1
4 

- 146 

Table 6: Counter Transactions

Table 7: Counterfeits Summary
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The Vt 5,000 note maintained its lead position 
as the contributing the highest value to 
currency in circulation at 42 percent, followed 
by the Vt 1,000 note at 29 percent, a drop of 3 
percent from previous year; this was possibly 
due to the introduction of the Vt 2,000 note, 
which was in sixth position. The Vt 10,000 note 
took third position, followed by the Vt 100 note, 
while the Vt 500 note maintained fi�h position 
ahead of the Vt 2,000 note. The Vt 200 note was 
seventh, followed by the Vt 50, Vt 20 and Vt 10 
notes; the Vt 5, Vt 2, and Vt 1 notes contributed 
the least value to currency in circulation. 
   
(c) Public Awareness of Currency 
Matters 

During the year the Bank conducted 
public-awareness and educational programs 
covering the general central banking business 
and issues specific to currency matters. The 
Awareness Team visited communities and 
schools of the East Santo area, including the 
o�shore islands and selected islands of Tafea 
Province. The currency-matters program 
focused on the security features of the new 
banknotes to combat counterfeiting issues. 
Media outlets such as the national radio and 
television broadcasters were also engaged to 
educate the general public during the 
introduction of the new family of polymer 
banknotes about the notes’ use and quality 
maintenance. 
                                                                                            
(d) Counterfeits

No counterfeits were reported during the year. 
However, the Bank continues to remind the 
general public to ensure familiarity with 
banknote security features to enable instant 
identification of banknote reproductions, and 
to report or seek advice on any 
suspicious-looking banknotes. Commercial 

banks are also reminded to be vigilant at all 
times in their cash processing to ensure early 
detection of fake items in their customers’ cash 
transactions.  
It is a criminal o�ense under the Reserve Bank 
of Vanuatu Act [CAP 125] to reproduce vatu 
banknotes or be in possession of their 
reproductions, and perpetrators can be 
prosecuted.    

(e) Numismatics

The Bank continued to collect commission 
from sales of collectors’ items and to receive 
royalties from the international sales of 
commemorative coin proof sets struck under 
contracted agreements with renowned 
international mints.

(f) Vatu Coins Review

In continuation of its current review of the vatu 
currency, and having successfully completed 
the tender process, the Bank awarded the 
contract of supplying new vatu coin products to 
the winning bidder, the Royal Australian Mint. 
The Bank is now working with the Mint on the 
coin specifications and designs. The new coins 
are expected to be launched into public 
circulation in July 2015 to coincide with 
country’s 35th independence anniversary 
celebrations. 

Budget 

The Bank formulates its budget on an annual 
basis; this is closely monitored by its 
Management and Information System o�ice. 
Budget-performance analyses are prepared 
and reported to the Management team 
(monthly) and the Board (quarterly) to support 
decision-making, and a review of the budget 
performance is done half yearly.
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The 2014 budget was formulated with the view 
that the world economy would continue to 
recover but that the impacts of low interest 
rates and volatilities in the international 
financial markets would continue to be felt on 
the Bank’s o�shore investments in 2014. 
Moreover, it was anticipated that exchange-rate 
movements would continue to have a big 
impact on the Bank’s accounts.

The Bank’s Board approved the 2014 budget 
with  a net deficit balance of Vt 165.14 million. 
Budgeted revenues were decreased from Vt 
726.0 million in 2013 to Vt 541.3 million, and 
expenditure slightly reduced from Vt 726.0 
million to Vt 706.4 million a 25 percent drop in 
revenue earnings and a 3 percent drop in 
expenditure budget.

With prudent management the Bank ended the 
financial 2014 financial year with a net profit of 
Vt 104.5 million, compared to a loss of Vt 588.6 
million in 2013. Actual revenues collected 
reached  Vt770.0 million against the budget of 
Vt541.3 million; expenses reached Vt665.5 
million from a budgeted balance of Vt702.2 
million. Overall actual revenues collected 
exceeded budget by 29 percent, while a budget 
savings of 5 percent was achieved on the 
expenses side.

Revenue 
The Bank recorded an operating income of Vt 
770.0 million in 2014. This is an increase in 
revenue of 21 percent from the 2013 result of Vt 
636.9 million. Foreign interest earnings and 
other interest income accounted for 62 percent 
of the total revenue, while 33 percent is gains 
from foreign exchange movements and 5 
percent from other income.

Expenditure

Total expenditure for the year declined by 45.7 
percent from Vt 1,225.5 million in the prior year 
to Vt 665.5 million. 45 percent of the total 
expenses in 2013 were from losses incurred on 
exchange rate movements. For the current year 
under review no losses were incurred on 
exchange rate movements except the 
operationally related expenses.

Operating Profit

Based on the above outcomes the Bank 
recorded a net operating profit of Vt 104.5 
million at the end of the 2014 financial year. 
This is an increase of Vt 693.1 million compared 
to the loss of Vt 588.6 million reported in 2013. 
This is a welcome outcome despite the 
continuing volatility in global economic 
conditions.

Payment to Government

No dividend payment was paid to the 
Government of Vanuatu from this year, in 
accordance with Section 7(3) of the RBV Act. 
The net profit of Vt 104.5 million was transferred 
to cover part of the Government non-interest, 
non-negotiable bearing security of Vt 252 
million that was issued to cover part of the Vt 
588.6 million loss incurred in 2013.

Table 8: 2013 Budget to Actual
 Budget  

(Vt million) 
Actual  
(Vt million) 

Revenue 541.3 770.0 

Expenses 706.4 665.5 

Net 
profit/Loss 

(165.1) 104.5 
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Human Resources

Recruitments and Promotions: The Bank 
recruited seven new sta� in 2014: three security 
o�icers, a cleaner, a secretary in the Corporate 
Services Department, a general ledger clerk in 
the Accounts & Customer Services Department, 
and an insurance supervisor to the Financial 
Institutions Supervision Department. 

Retirements and Resignations: 
The Bank farewelled seven of its sta� in 2014. 
Three had reached their retirement age in 2013; 
an insurance manager took an early-retirement 
package in June on medical grounds; in August 
a security o�icer le� the Bank to join the RSE 
scheme in Australia a�er serving the Bank for 
less than five years; and in December a banking 
manager took an early-retirement package and 
a currency o�icer who had reached his 
retirement age in 2013 retired.

Training and Development: 
Promotion – A senior insurance supervisor was 
promoted to full-time manager within the 
Insurance Unit of the Financial Institution 
Supervision Department following the 
departure of the outgoing insurance manager. 
The Bank also filled the human resource 
manager’s position in April through the transfer 
of the management information system 
manager from the Accounts & Customer 
Services Department to the Human Resource 
Manager’s O�ice. The year also saw the 
recruitment of a new executive secretary to the 
Governor’s O�ice in March following the 
retirement of the outgoing executive secretary. 
Sta� Training – The Bank continued to 
emphasise the training and development of its 
sta�. Despite budget constraints, the Bank sent 
55 sta� members overseas to take part in a 
number of important central-bank training 
programs. This excludes the o�icial meetings 

that are attended by Governor and the Deputy 
Governor. Locally, in October a number of the 
Bank’s Board members, including the 
Governor, some members of the Management 
Team, and the senior sta� of the National Bank 
of Vanuatu, attended a one-day seminar 
organised by the International Finance 
Corporation on corporate governance. The 
seminar took place at the National Bank.  
Several sta� members enrolled in a number of 
long-term courses at the University of the South 
Pacific in 2014 to upgrade their skills and 
knowledge in their fields. With the support of 
the Bank, one sta� member completed his final 
unit and graduated with a Bachelor of 
Commerce in 2014.  

The Human Resource Unit undertook an 
induction session for the new sta� of the Bank 
during the year with the assistance of the Legal 
O�icer. The session assisted the new recruits in 
understanding the Bank’s structure and 
reporting lines; roles and functions; standards 
for sta� conduct; sta� training and 
development; secrecy and confidentiality; and 
RBV Act and other legislation administered by 
the Bank.

The Bank also engaged nine students 
participating in holiday work, school 
attachments and school practicals, a record 
number. 

Sta� Performance Appraisals:
The Bank successfully completed the annual 
sta� performance review at the end of the year. 
The outcomes of the review were presented to 
the Management Committee of the Bank, and 
implemented in accordance with provisions of 
the Board-approved remuneration and salary 
structure of the Bank. 
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Study Leave:
Five Bank sta� took up study leave in 2014 and 
were awarded full-time scholarships. Two of the 
sta� are undertaking their studies in New 
Zealand, one at the University of Queensland in 
Australia, and the third at the University of Jean 
Monnet in St. Etienne, France. The Bank was 
pleased to welcome back this year the fi�h sta� 
member, who completed his Bachelor’s Degree 
in Economics and Management from the 
University of the South Pacific.

Legal Counsel
The Legal Counsel is the principal legal advisor 
to the Bank, and is responsible for internal Bank 
policies and implementation, contracts, and 
other legal matters. The Legal Counsel 
continues to maintain a good working 
relationship with external lawyers who are 
engaged at times for second opinions or 
litigation services. The Legal Counsel has 
closely worked with external lawyers in 
reaching an out-of-court settlement for the civil 
case that had been lodged against the Bank in 
2013. 

The Legal Counsel is also secretary to the 
Management and the Reserve Bank Board of 
Directors, and continued to perform those roles 
in 2014. Given these responsibilities the Bank 
continues to support her in capacity-building 
by sending her to the trainings needed to carry 
out her tasks to the standard expected.

Board Meetings and Appointments
Nine board meetings were held in 2014. Some 
changes were made to the Board of Directors 
membership that saw the Director General of 
Trade, Mr. Marakon Alilee, appointed as a new 
member and Director Jimmy Nipo reappointed 
for a second term on 12 September, 2014.

Policy Development and Reviews
The Legal Counsel also sits on various in-house 
committees, including the Policy Working 
Group, which was appointed to develop new 
policies and review existing ones. The term of 
the Committee was for a period of six months 
commencing in October 2013, and ended in 
March 2014. There has been tremendous 
progress in terms of reviewing existing policies 
and developing new ones, which will be 
brought before the Board for approval in 
mid-2015.

Information and Communications 
Technology
The Information and Communications 
Technology (ICT) Unit is a three-person team 
including the Acting ICT Manager. The Unit 
underwent an ICT audit in 2013 by 
PricewaterhouseCooper. In 2014 the Unit 
reviewed the audit report, and strategies were 
put in place to respond to its 
recommendations.  In April 2014, the Bank set 
up a Policy Review Committee that helped to 
review the ICT Policy among other Bank 
policies. 2014 was a di�icult year for every Bank 
department, including the ICT unit. Some of the 
ICT projects anticipated for 2014, such as 
specialised trainings for sta� members, were 
not realised.

Network Administration
As part of the ICT’s ongoing operations, network 
management is of the essence and must be 
maintained and managed.

The onsite data centre housed 12 core servers 
with a blend of VMware architecture. The 
infrastructure is mostly Windows 2003, 2008, 
and 2012 and the centre also have some 
computers using a Linux-flavoured platform for 
in-house developed applications.
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Network equipment is linked via edge-core 
switches and HP core switches that connect the 
two building segments via fibre optics. ICT is 
looking forward to standardising its network 
switches to a Cisco device in the near future.

ICT is also responsible for managing day-to-day 
domain issues such as DNS, DHCP firewall, 
update services, and Microso� Exchange email 
services.

In addition, ICT is also responsible for 
maintaining and updating its corporate website 
(www.rbv.gov.vu), and plans are ahead to 
improve its design and the Bank’s presentation 
on the web. 

Data Administration
Similarly, data management cannot be ignored 
at any cost. RBV corporate data resides on an 
HP 4000 Store Virtual SAN device with a 16TB 
storage capacity. Space usage is increasing, as 
many applications are storage-intensive. An 
onsite backup system operates daily, and 
backed-up data is also stored on tape o�site. 
ICT ensures that data is always safe and secure 
for corporate use.

Disaster-Recovery Site 
In the 2014 fiscal year, ICT was tasked with a 
major project to implement a backup site that 
will provide IT services in case of disasters or 
other unforeseen disruptions to the Bank’s live 
site. It has been a challenging task for the team 
as it was the first of its kind at the Bank. 
Equipment and so�ware were bought from 
overseas suppliers. To date, the project is on its 
final stages and should be fully operational 
before mid-year 2015.
 
PC Standardising 
The ICT Unit had a goal throughout 2014 to 
standardise all the Bank’s PCs to Dell and its 

printers to HP, as a consistent technology 
platform which saves time on ongoing 
installation and maintenance.  

Also during the year, the Corporate Services 
Department and the ICT Unit developed an 
inventory system to keep track of the 
installation and location of new PCs and 
printers around the Bank. 

The ICT Unit continues to support the 
individual departments of the Bank with their 
ICT needs to provide better service to the Bank’s 
clients as well as a friendly user environment.

User experience 
Although almost every Bank sta� member is 
computer literate, the ICT Unit occasionally 
receives support calls for minor issues, such as 
printing, email, and network issues.

User Relationship
The ICT Unit has developed a very solid 
working relationship with other departments 
during the past years. The ITC team members 
strongly believe that a consistently good 
working relationship with the users, where their 
business needs are acknowledged, is very 
important. Such a relationship helps ITC 
understand user problems more easily, which 
then helps the Unit solve them much more 
quickly.

The lessons from the ICT audit together with 
the ICT Policy Review have helped the Unit to 
better plan and structure itself for 2015. 
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Library Services
The Bank's Kere Library system was upgraded 
during the year to using Inmagic Text Works and 
Web Publisher Pro together with Maxus Library 
and Maxus Catalogue. The Library continued to 
focus on providing service to the Bank sta� and 
helping local and international researchers, 
public communities, and students to access 
information related to economics, finance, 
banking, and related topics. 
The current online catalogue can be accessed 
via the Bank’s Intranet. 

The Library provides: 
• A wide-ranging collection on various topics in 
many di�erent formats;
• A reference service to support staff members’ 
researches;
• A lending service for selected items in the 
collection;
• Access to a  internet browsing, PC, printing, 
scanning, and photocopying resources;
• Research conducted for Bank staff, outside 
researchers, and students; and
• A space equipped with study tables available 
for study, work or research.
All services are free with the exception of 
printing, photocopying, and internet access. 

Library Collection 
The Library currently holds approximately 
10,000 publications including 2,613 
monographs (books) and 3,000 reports and 
annual reports of other central banks and 
international organisations. It also holds over 
4,387 journal issues under more than 100 
journal titles. The majority of the collection is in 
English. There are also special collections such 
as World Bank and IMF publications and RBV 
in-house publications. The Library also holds 
over 20 CD-ROMs of world statistics and 
economic and business data, and CDs of newly 
published books related to economics, 
banking, and finance.
The collection also contains:
• The Vanuatu Daily Post newspaper;
• The Independent newspaper;
• Over 15 popular magazines such as   
 Time, The Economist, and Island   
 Business.
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Outreach and Exhibitions

The Library is committed to continually 
improving access to its special collections. The 
exhibition area is open to the public, providing 
a series of displays throughout the year on 
various items, especially old paintings and a 
display of old coins and notes of the New 
Hebrides and other countries in the region.

The Library team have also been involved in a 
number of dynamic programs for school visits 
and community outreach, and 2014 marked the 
seventh year of the Bank’s Central Banking 
Awareness.

This year the Banks Awareness Team visited the 
Eastern Coast of Santo in Sanma Province, 
Aneityum Island and Tanna Island in Tafea 
Province. 

Security & Upgrade Works

The Bank invested in upgrading  its security 
surveillance system this year, as some of the 
cameras in the old system, installed in early 
2000 by Chubb Security,  were no longer 
working properly. 

In 2014, the Bank contracted Vision System, a 
New Zealand-based security company 
specialising in CCTV and electrical works, to 
carry out the upgrading works.  These works 
included upgrading the CCTV system, extending 
its coverage to the Bank’s off-side Disaster 
Recovery Centre, upgrading the CCTV servers, 
and installing new cameras.
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Vision System installing the new cameras

Setting up the new servers
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 In other upgrade work, the two main gates at the entrance of the Bank were fitted with automated 
gate arms that are fully remotely operated. 

Upgrades to automate the Bank’s two main gates 

AC strip service by Trade Air

Maintenance 

The Bank carried out preventive, corrective, 
and planned maintenance during the year.  
These included: 
• Daily and quarterly cleanings
• Landscaping works
• Service-level agreements 
• Repairs and maintenance.

The major maintenance works conducted 
during the year included installation of the new 
water pump, complete strip service of the air 
conditioning system, and installation of new 
submersible pumps and a new proxy card 
reader for the Financial Markets Department. 
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Governor Simeon Athy launching the 
Bank’s new Archive Project

Operation Safety Manual 

The Bank’s Safety Manual emphasises the 
importance of regular training for those directly 
involved in the Bank’s emergency evacuation 
plan. The Bank has continued to provide 
training and regular drills and evacuation 
exercises. This year the Bank invited Red Cross 
Vanuatu to provide basic first-aid training for its 
wardens and security o�icers. 

Asset Management

The Bank continues to improve its Assets 
Management System. During 2014 the 
Corporate Services Department began trialing 
an asset-management process  that includes:
•  an asset registry
•  acquisition and issuance forms
•  an asset-disposal registry
•  a system for asset-transfer notification
• a Board of Survey report
• depreciation management.

The Bank will review the trial process before 
formulating a procurement policy to guide the 
Bank in better managing its assets.

Archive

The Archive project began in 2012 and the 
Archive Committee and team continued with 
the project in 2014. Phase 1 of the project 
focused on the preservation of the old archive 
files and recording them in an archive 
registration system. Phase 2 of the project 
involves the digitalisation of the archive system. 

The challenges faced during the course of the 
project made it impossible to complete both 
phases; however, the Archive Team managed to 
complete about 90 percent of phase 1 and 
successfully launched phase 2.

The project will continue in 2015, which it is 
anticipated hopefully will see the completion of 
both phases.



FINANCIAL
STATEMENTS



43

CONTENTS

Directors Report 
 page 44

Statement by Directors 
 page 47

Independent Auditors
Report 
 page 48

Statement of
Comprehensive Income 
 page 50

Statement of Financial
Position
 page 51

Statement of Changes
in Equity
 page 52

Statement of cash Flows
 page 53

Notes to and forming
parts of the financial
statements
 page 54



44



45



46



47



48



49



50



51



52



53



54



55



56



57



58



59



60



61



62



63



64



65



66



67



68



69



70



71



72



73



74



75



76




