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International Developments 
Global activity continues to recover at a moderate 
pace despite a slowdown in the first half of the year. 
Economic growth was particularly muted in the second 
quarter in Europe and Japan. In the third quarter, the 
US economy continued to show signs of strengthening 
whereas growth in the Chinese economy slowed to 7.3 
percent, lower than the official growth targeted by the 
Government for this period. IMF global growth forecast 
for 2014 and 2015 has been revised down to 3.3 
percent and 3.8 percent, respectively. Risks to growth 
continue, heightened by geopolitical tensions in Ukraine 
and the Middle East, and increased volatility in 
financial markets. 

In October the Reserve Bank of Australia left 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 lowest 
recorded interest rates are supporting growth in non-
mining sectors. Seasonally-adjusted growth in the 
second quarter of 2014 stood at 3.1 percent (yoy). 
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 remained at 6.2 percent 
in October, from a revised September 2014 estimate. 

In the Euro area, annual inflation is expected at 0.4 
percent in October, up from 0.3 percent in September. 
This 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, after an earlier reduction to 
0.15 percent in June. The ECB also plans to launch its 
asset purchase program in the fourth quarter to avoid 
deflation. The seasonally-adjusted unemployment rate 
remained stable at 11.5 percent in September from the 
previous month. Growth continues to be fragile and 
uneven, with year on year growth at 0.7 percent across 
the bloc in the second quarter.  

In the United States, the Federal Reserve announced 
the end of the bond-buying program in its October 
meeting; asset purchases will be reduced to zero from 
$15 billion in the previous month. Seasonally-adjusted 
growth in the September quarter stood at 2.3 percent 

(yoy), showing a continual rebound after a slow start to 
the year.   Total nonfarm employment payroll 
increased by 214,000 in October, and the 
unemployment rate fell to 5.8 percent, down from 5.9 
percent in September and far below the rate of 7.3 
percent in October 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 1.7 percent was recorded in 
September, stable with August, owing to weak fuel and 
food prices. 
 
Real Sector Developments 
Tourism arrivals in August reached 26,532. This level 
represents an increase of 15.8 percent and 8.6 percent 
over the previous month and the same month of the 
2013, respectively. Air visitors, increased by 4 and 10 
percent over July 2014 and August 2013, respectively 
totalling11,865.  This growth mainly reflected an 
increase in holiday visitors. Australian tourists continued 
to dominate the number of air visitors with 48 percent 
of the total. Visitors from New Zealand make up 22 
percent, New Caledonia 10 percent, other Pacific 
Island countries 7 percent, Europe 6 percent, other 
countries  and North America make up 3 percent each 
and Japan 1 percent. Furthermore, cruise ship or day 
visitors rose to 14,667, recording an increase of 28 
percent and 8 percent over the month and year, 
respectively.  This trend reflected the increase in the 
number of cruise ship visits from 6 in August 2013 to 8 
in August 2014. (Source: Vanuatu National Statistics Office) 

Export earnings at the end of August reached VT614 
million, increasing significantly by 146 percent 
compared to August 2013. Major export commodities 
contributing to this are as followings in order of largest 
contributor: sawn timber, which constituted 35 percent 
of the total,  copra and coconut oil, comprising 21 
percent and 16 percent, respectively, cocoa and kava 
7 percent each, beef and live fish,  3 percent each and 
other products 7 percent.  The value of total imports 
moreover, increased by 20 percent from August 2013 
to VT2, 878 million. Major imported items contributed 
to this increase are: mineral fuels, 29 percent, machines 
and transport equipment, 21 percent, food and live 
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animals, 19 percent, basic manufactured goods 10 
percent, miscellaneous goods 7 percent, chemical 
products 6 percent and other products, 5 percent.  The 
large increase in imports resulted in a further 
deterioration in the trade balance to VT2264 million. 
(Source: Vanuatu National Statistics Office) 

Monetary and Exchange Rate Developments 
Money Supply (M2) increased by 7.8 percent and 2.3 
percent in September and over the year to September 
2014, respectively. These growths were attributed to 
increases in Net Foreign Assets (NFA) and Net claims on 
Government. NFA noted a significant increase of 22.5 
percent over the month, reflecting in particular a large 
increase of 144.1 percent in commercial banks’ NFA; 
moreover the RBV’s NFA grew by 3.1 percent. This 
trend signifies higher investment abroad by commercial 
banks and net inflows of foreign exchange recorded 
by the RBV. However, total NFA declined over the 
year.  Private sector credit fell by 0.5 percent in 
September, triggering the annual growth to 4.6 
percent. Total loans extended by commercial banks to 
various sectors are depicted in table A4. Loans 
extended by other financial institutions1 decreased by 
3.3 percent over the month. 

Chart 1: Determinants of Money Supply 

 

Net Claims on Government vis-à-vis the banking system 
increased by 6.2 percent in September. This reflected 
mainly the decline in government deposits held with the 
Reserve Bank. Over the year to September, the 
banking system net clams on the Government declined 
by 31.9 percent. Claims on Government by other 
financial institutions remained unchanged at VT3549.1 
million at end September. 

 

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

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

 
 
Monetary Policy 

The RBV Board of Directors, during their meeting on the 
7th of November 2014 approved the reduction of the 
policy interest rate from 5.50 percent to 5.25 percent. 
While, the SRD and LAR rates remain at 7.00 percent 
and 5.00 percent, respectively. 

Open Market Operations (OMO) 
The Bank conducted four Open Market Operations 
during October, in which VT400 million worth of RBV 
Notes were issued, the same volume was also issued in 
September. Total subscription received for these issues 
stands at VT900 million compared to VT600 million 
received in September.  Total amount of matured RBV 
notes for the month of October totalled VT319 million 
leaving outstanding notes at VT413.5 million, 
compared to VT412 million as 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 
October2014 

Yield End 
September 2014 

7 days 225 1.40 1.40 
14 days 225 1.50 1.50 
28 days 180 1.80 1.80 
63 days 135 1.85 1.85 
91 days 135 1.90 1.90 
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