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Exchange Rate and International Developments 
Global growth moderated more than expected in the first half of the year although there were some upside surprises 
to activities but negative activities to growth dominated. In Europe and Japan economic growth was particularly muted 
whilst the US and Chinese economies both experienced a partial rebound this period. Risks to growth remain, including 
heightened geopolitical tensions in Ukraine and the Middle East pair with the weak demand in advanced economies. 

In August the Reserve Bank of Australia continues to maintain its policy rate at 2.5 percent, unchanged since August 
2013. The easing in monetary policy continues to support interest-sensitive spending and asset values. The record low 
interest rates are supporting growth in non-mining sectors. There are signs of stronger growth and a rebalancing in the 
economy with activity in the housing market picking 
up due to an improvement in consumer demand. 
Seasonally-adjusted growth year on year in the 
second quarter of 2014 stood at 3.1 percent. 
There were signs of inflationary pressures with 
annual inflation at 3.0 percent in the second 
quarter, up from 2.9 percent in the first quarter. 
The seasonally-adjusted unemployment rate 
increased to 6.4 percent in July, compared to 6.0 
percent in June. 

In the Euro area annual inflation is expected at 0.3 
percent in August 2014, down from 0.4 percent in 
July. This is well below the target communicated by 
the European Central Bank (ECB) of below 2 
percent.  The ECB key refinancing rate remains at 
0.15 percent, after a reduction in June from 0.25 percent, in an attempt to support growth and prevent inflation falling 
further. The seasonally-adjusted unemployment rate remained at 11.5 percent in July; stable with the previous month. 
Growth continues to be fragile and uneven, with growth of 0.7 percent (yoy) across the bloc in the second quarter.  

In the United States asset purchases under the Fed’s bond-buying program reached $25 billion in August 2014. 
Seasonally-adjusted growth in the June quarter rose by 2.4 percent (yoy), showing a rebound after a slow start to the 
year. The unemployment rate stood at 6.1 percent in August slightly down from 6.2 percent in July and far below the 
7.3 percent in August 2013. 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. Annual inflation of 
2.0 percent was recorded in July, down from 2.1 percent in June. 

Over the month the Vatu appreciated against the Euro and the NZD, but depreciated against the USD and the AUD. 
 

Real Sector Developments 
The value of total exports (excluding re-exports) reached VT522 million in May 2014; increasing substantially by 63.1 
percent compared to May 2013. Major export commodities contributing to this annual growth include: copra by 79 
percent, coconut oil by 259 percent, kava by 32 percent and beef exports by 13 percent. While coconut meal export, 
declined by 20 percent. Total imports (excluding imports for re-exports) increased by 31percent from May 2013 to   
VT3090 million in May 2014. Major commodities contributing to this increase include: mineral fuels, by 303.5 percent, 
food & live animals by 38 percent, and machines & transport equipment by 2.0 percent. Meanwhile, other commodity 
groups that recorded decreases in their respective values are:  crude materials, down by 34 percent, basic 
manufactured goods, by 26 percent, chemical products and oils &fats each by 21 percent, beverages & tobacco and 
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miscellaneous goods each by 11 percent, while goods not classified elsewhere fell by 20 percent.  The increase in 
exports could not outweigh the increase in imports resulting in a worsening trade deficit to VT2593 million from 
VT2054 million recorded the same period a year ago. (Source: Vanuatu National Statistics Office) 

Annual inflation as measured by the consumer price index recorded a 0.6 percent increase during the June quarter. 
This is low compared to 0.7 percent increase over the year to the March quarter of 2014. Items contributing to the 
annual inflation are: clothing and footwear (3.1%), food (1.8%), drinks and tobacco (1.0%), miscellaneous (0.9%), 
health (0.6%), and education (0.5%). The only group that recorded decline in prices is recreation (-2.8%). (Source: 
Vanuatu National Statistics Office) 

Monetary Developments 
Money Supply (M2) rose by 0.4 percent in July, however declined by 5.2 percent over the year. The increase during 
the month reflected growth in Domestic credit which outweighed the decline in Net foreign Assets (NFA). The increase in 
Domestic Credit is mainly attributed to the growth in 
Private sector credit, increasing by 1.0 percent in July, 
while year on year an increase of 3.0 percent is recorded.  
Net Foreign Assets deteriorated by 2.1 percent over the 
month due to a net outflow of foreign reserves recorded 
by the RBV, outweighing a slight improvement in 
commercial banks’ NFA. Over the year, total NFA 
depicted a similar trend, declining by 25 percent..  Total 
loans extended by commercial banks to various sectors 
are depicted in table A4. Loans extended by other 
financial institutions fell by 1.8 percent over the month. 

Net Claims on Government by the banking system 
improved in July, recording a decline of 47.0 percent from 
the level recorded in June. This improvement reflected the accumulation of government deposits held with both the 
Reserve Bank of Vanuatu and the Commercial Banks. The improvement in deposits is a result of the proceeds of the 
government bond issued this month. Over the year to June, the Government’s net credit position also improved with a 
decline of 20.3 percent.  

Claims on Government by other financial institutions increased by VT300 million to VT3349.1 million at end July. 

Open Market Operations (OMO) 
The Bank conducted two Open Market Operations during August 2014 where VT205 million worth of RBV Notes were 
issued compared to VT211 million issued during July. Total subscription received over the month of August recorded 
VT420 million compared to VT388 million received throughout July. Total amount of matured RBV notes for the month 
of August reached VT132.5 million while outstanding notes remain at VT299 million, compared to VT226.5 million 
reported in the previous month. The interbank rate remained unchanged at 5.0 percent while the rediscount window 
remains at 5.5 percent. 

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

 

  

 

 
Term 

Amount 
Allotted 

Yield End August2014 Yield End July 2014 

7 days 84 1.40 1.40 
14 days 84 1.50 1.50 
28 days 84 1.80 1.80 
63 days 84 1.85 1.85 
91 days 84 1.90 1.90 

Chart 1: Money Supply  
    (Percentage Change; Year-on-Year Growth) 
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