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International Developments

The IMF baseline global growth forecast has been
revised down modestly relative to the April 2016 WEO
(by 0.1 percentage points for 2016 and 2017, as
compared to a 0.1 percentage point upward revision for
2017 envisaged pre-Brexit).
The global economy continues to show signs of
improvement with industrial and manufacturing
production numbers moving higher across the world and
export growth following closely behind. Emerging
Markets, led by China have propelled this growth.
Industrial and manufacturing productions surge were
recorded in advanced economies, namely US and
Europe and also in emerging economies such as Asia.
The Post-Trump election surge in consumer confidence is
yet to eventuate. US June retail sales and consumer
prices came in below expectations. It is highly probable
that rate hike would occur in December. There is nonconsensus between members of the FED committee as to
when to initiate the reduction of its balance sheet
program.
The Reserve Bank of Australia continued to maintain the
policy rate at 1.50 percent in July. Headline inflation
saw a 2.1 % growth on a year basis to March quarter
and underlying inflation stood at 1.9 %. The Reserve
Bank of Australia expected inflation to increase
gradually1 amidst the forward-looking indicators,
pointing to continued growth in employment over the
period ahead.
With the inflation remaining steady, the Reserve Bank of
New Zealand stressed that “Monetary policy will remain
accommodative for a considerable period”. Consensus
forecast saw the growth in New Zealand to pick up in
second quarter.
Though growth was uneven across member countries,
there was brighter picture for Eurozone economy as a
whole in July, as complete GDP number was stronger
than expected. Loose monetary policy stance coupled
with labour market improvement and looser fiscal
policies conditioned the environment for the private
consumption surge. Further strengthening in industrial
production in Europe, particularly in France and
Germany, are good signs.
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RBA monetary Policy Decision, 04 July 2017

US economy
The USD weakened against its major trading partners
in June following earlier market expectations before
the actual Federal Reserve interest rate hike on the 15th
of June. In addition, annual inflation fell in May mainly
due to fall in energy prices. Nevertheless, more
speculations arose on whether the Federal Reserve will
meet its inflation target over the year.
USD weakened against the VATU by 1.8 percent at the
end of June.
Australian economy
Exports rose by 9 percent over the month of May
supported mainly by non-rural goods exports. The
Australian dollar soared on the last day of June due to
improved manufacturing data for its major trading
partner, China. The above developments caused the
AUD to appreciate against the VATU by 1.1 percent in
June.
New Zealand economy
The Reserve Bank of New Zealand maintained its policy
interest rate at 1.75 percent during its June monetary
policy meeting to stimulate economic growth. The overall
trade balance remained in surplus in May supported
mainly by increased exports, particularly dairy
products. Furthermore, business confidence improved
remarkably in June (Focus Economics Consensus
forecast)2. These developments led to the appreciation
of the NZD against VATU over the month of June.
Euro area economy
The Euro strengthened against VATU in June as the Euro
economy continued to gradually recover according to
recent complete economic data released. Unemployment
rate decreased in April and remained unchanged during
May. Estimated inflation declined to 1.3 percent in June
from 1.4 percent in May, which is still well below the
European Central Bank’s (ECB) target of 2 percent. The
ECB continued to expect the key interest rates to remain
at present or lower levels for a prolonged period of
time.

Focus economic consensus forecast published on the 31st of May
2017
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Table 1: Exchange Rate of VATU/ Foreign Currency

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

Vanuatu’s foreign reserves increased from VT32.6 billion
in April to VT33.9 billion in May 2017, sufficient to cover
an estimated 9 months of imports.

Real Sector Developments
There were 25,598 total visitor arrivals into Vanuatu
during the month of March 2017. Total visitor arrivals
rose 6 percent over February 2017and dropped 17
percent over the same period of 2016. Air visitors
recorded 6,356, which is 53 percent increase over the
year and cruise-ship visitors recorded 19,242 , a decline
of 28 percent over the year. The gradual recovery in air
visitor arrivals over the year continued to reflect the
promotions and marketing of Vanuatu tourism post TC
Pam and the completion of the 1st stage of repairs on
the Bauerfield International Airport runway (May 2016).
Holiday visitors dominated air visitor arrivals (71
percent), rose 50 percent over the year, followed by
visitors visiting friends and relatives, up by 48 percent
and business and meeting visitors up by 101 percent.
Compared to the same period of 2016, the Australian
market of visitor arrivals rose 60 percent, New
Caledonia rose 200 percent, China rose 80 percent,
Other Pacific Countries rose 52 percent, New Zealand
rose 40 percent, North America rose 33 percent and
Japan rose 64 percent, while Europe declined 33
percent.

Total NFA increased slightly by 0.2 percent month-onmonth. The slight growth reflected the 4.5 percent
increase in the NFA holdings of the Reserve Bank of
Vanuatu. In contrast, Other Depository Corporations
(ODCs) recorded a fall of 18.2 percent in aggregated
NFA. The annual growth over the year to May 2017
remained high at 24.4 percent.
Domestic credit slightly expanded by 0.2 percent monthon-month, but contracted by 0.6 percent year-on-year.
The monthly growth was fuelled by increase in net claims
on government, loans extended to other financial
institutions, state and local government and other
resident sectors. Total loans extended by ODCs to
various sectors are depicted in table A4.
The central government's net credit position vis-a-vis the
banking system deteriorated in May 2017due to decline
in deposits held with the RBV. The government, however,
accumulated its deposits with the ODC’s. Overall, the
fiscal net credit position remains favourable over the
year to May 2017.
Claims on the central government by OFIs3 remained at
VT3,200 million as at end June 2017, the same level
recorded in May 2017.

Open Market Operations (OMO)
Monetary Developments
Money supply rose by 0.3 percent and 9.5 percent from
April 2017 and over the year to May 2017,
respectively. The upward trend in money supply
reflected slight increases in both net foreign assets (NFA)
and domestic credit

The RBV issued VT700 million worth of RBV notes in June
2017, compared to VT900 million issued during the
previous month. Similarly, total subscriptions received
reached VT2,100 million compared to VT2700 million in
May 2017.

OFI: Other Financial Institutions covers Credit Corporation;
Vanuatu Agriculture Bank; and Vanuatu National Provident Fund
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Table 2: Amount Allotted (Millions of VATU) and Yields
on RBV Notes (Percent)
Term

Amount
Allotted

Yield End Jun.
2017

Yield
2017

7 days

200

1.35

1.35

14 days
28 days
63 days
91 days

200
140
80
80

1.40
1.50
1.75
1.85

1.40
1.50
1.75
1.85

End

May.

Chart 3 below shows the yield on the 91-days4 RBV
notes.
Chart 2: Yield on 91-days RBV Note
(Percentage, Month-end Position)
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The total amount of RBV notes matured in June 2017
amounted to VT800 million leaving VT760 million yet to
be retired, compared to VT860 million in the previous
month.
Chart 3: Outstanding RBV Notes
(Levels, millions of VATU, month-End Data)
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91 days RBV note rate plus a penalty rate of 100 basis points is
the RBV policy interest rate.
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