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International Developments 
The IMF lowered growth projections for 2015 and 
2016 in its January World Economic Outlook down to 
3.5 and 3.7 percent for 2015 and 2016, respectively. 
In the advanced economies, growth appears to be 
diverging; the US economy continues to be the main 
driver of growth, expanding at a moderate pace, 
while the Euro area and Japan remain weak. Growth in 
the Chinese economy decelerated to 7.0 percent in the 
first quarter of 2015. Risks to growth in 2015 remain, 
including heightened geopolitical tensions in Ukraine 
and the Middle East, and increased volatility in 
financial markets, especially in emerging markets, 
associated with the expectation of higher interest rates 
in the US in mid-2015. Weak global oil prices are 
expected to continue to support growth and contribute 
to lower inflation in oil-importing countries, but are 
expected to harm growth for oil-exporting countries, 
lowering growth prospects in sub-Saharan Africa and 
Latin America.  

The Reserve Bank of Australia (RBA) held its policy 
rate unchanged at 2.25 percent in March. This decision 
will continue to support interest-sensitive spending and 
asset values.  The economy continues to grow at a 
moderate pace; seasonally-adjusted annual growth in 
the fourth quarter of 2014 stood at 2.5 percent (yoy). 
Lower commodity prices and the strengthening of the 
US dollar have contributed to a lower exchange rate, 
expected to support growth in non-mining sectors. The 
RBA notes that the exchange rate could fall further to 
support growth. Inflationary pressures lessened over 
the fourth quarter, with annual inflation at 1.7 percent, 
compared to 2.3 percent in the third quarter of 2014. 
The seasonally-adjusted unemployment rate decreased 
to 6.1 percent in March, down from 6.2 percent in 
February. 
 
In the Euro area, annual inflation is expected to be       
-0.1 percent in March, up from -0.3 percent in 
February. This negative inflation rate is well below the 
target communicated by the European Central Bank 
(ECB) of just below 2 percent.   The key refinancing 
rate was held at 0.05 percent in its latest meeting in 
March, unchanged since September. In January the ECB 
expanded its recently launched asset purchase 

program, to include the purchase of sovereign bonds, in 
an effort to stave off deflation. The combined monthly 
purchases of public and private sector securities will 
amount to €60 billion. The ECB noted in its March 
meeting that the impact of this decision is starting to be 
seen, with the easing of financial conditions. Growth 
continues to be fragile and uneven, with quarterly 
growth of 0.3 percent and annual growth of 0.9 
percent (yoy) in the fourth quarter. The seasonally-
adjusted unemployment rate declined marginally to 
11.3 percent in February, down from 11.4 percent in 
January.  

In the United States, the Federal Open Market 
Committee kept the target range for the federal funds 
rate at 0 to 0.25 percent in its March meeting. 
Economic activity continues to expand, with seasonally-
adjusted growth in the December quarter registering at 
2.5 percent (yoy). It is expected that growth will 
moderate slightly in the first quarter. Annual inflation 
declined by 0.1 percent in March, after being stable in 
February. Labour market conditions continued to 
improve: total nonfarm payroll employment increased 
by 126,000 in March, and the unemployment rate 
remained at 5.5 percent. 
 
Domestic Real Sector Developments 
Value of total exports for the month of December 
2014 reached VT471million, representing an increase 
of 12.8 percent compared to the month of December 
2013. The increase over the year came mainly from 
copra export, making up 35.7 percent of total export 
earnings for the month. Total monthly imports cleared 
for home consumption totalled VT2,512 million, a 
slowdown of 39.5 percent over the month and 13.1 
percent compared to December of 2013. The resulting 
trade balance for the month gave a deficit of VT2,043 
million. This is an improvement from VT3,398 million 
seen in the previous month and VT2,485 million deficit 
recorded in December of 2013.  From January to 
December of 2014, total exports recorded an annual 
high at VT30,199 million compared to previous years.  
Export earnings, during this period was also higher by 
2.6 percent over the same period of 2013.  (Source: 
Vanuatu National Statistics Office) 
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Monetary and Exchange Rate Developments 
M2 depicted a gradual growth of 0.9 percent in 
February owing to increases in net foreign assets and 
net claims on the central government. Claims on other 
sectors declined by 0.2 percent. This monthly growth 
triggered the annual growth to increase to 8.6 percent 
over the year to February 2015, in contrast to 7.3 
percent over the year to January 2015.   (see chart 1). 

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

 
 
 
The increase in NFA was attributed mainly to by the 
increase in foreign assets of ODCs1. RBV on the other 
hand recorded net outflows of foreign exchange during 
the month.  Claims on other financial corporations, state 
and local government, public nonfinancial and other 
nonfinancial corporations have all recorded declines in 
credit. Loans to resident sectors are the only sector 
recording an increase. Total loans extended by ODC's  
to various sectors are shown in Table A4.  

The central Government's net credit position vis-à-vis 
the banking system deteriorated during the month, 
however improved over a year ago.  This deterioration 
reflected the decline in government deposits held with 
the RBV, while deposits with ODC's increased. Claims 
on the Government by OFI's2 remained unchanged at 
VT3, 549.1 million at end-February 2015. 

Economic activity continues to expand in the United 
States boosting the US dollar over the period.  

Meanwhile the lower commodity prices and the 
strengthening of the US dollar have contributed to a 
lower AUD, expected to support growth in Australia’s 
non-mining sectors. The RBA notes that the exchange 
rate could fall further to support growth.  

                                                        
1 ODC: Other Depository Corporations 
2 OFI: Other Financial Institutions covers Credit Corporation; 
Vanuatu Agriculture Bank; and Vanuatu National Provident Fund 

With this major development in the two major 
currencies, it has impact on the Vatu to appreciate 
against AUD & EURO over the month of March 2015, 
but  depreciated against USD, NZD & JPY.  

 
 

Open Market Operations (OMO) 
The Bank issued VT300 million worth of RBV notes in 
March, compared to VT400 million in February. Total 
subscription received fell to VT800 million from VT1, 
200 million recorded for the previous month.  A total of 
VT247 million worth of notes matured, leaving the level 
of outstanding notes at VT397 million at the end of the 
reviewed month, a decline from VT439 million in 
February. 

Chart 2: Outstanding RBV Notes 
(Levels, millions of Vatu, month-End Data) 
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Table 2: Amount Allotted (Millions of Vatu) and 
Yields on RBV Notes (Percent) 

 
 

 

 
Term 

Amount 
Allotted 

Yield End Mar. 
2015 

Yield End Feb.  
2015 

7 days 90 1.35 1.35 
14 days 90 1.45 1.45 
28 days 60 1.75 1.75 
63 days 30 1.80 1.80 
91 days 30 1.85 1.85 
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