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Issue 229
International Developments1
According to the October 2017 IMF world economic
outlook (WEO) report, the current global economic
recovery is strengthening as global growth is
projected to increase to 3.6 percent in 2017 and
3.7 percent in 2018. The main contributors to these
upward trends are the Euro area, Japan, emerging
Asia, emerging Europe, and Russia. Economic
activities in the United States (US) and the United
Kingdom have been slower than expected during
the first half of 2017, thus their growths have been
downgraded respectively. Despite the continuous
recovery, the IMF report indicated that growth
remains weak in many countries while inflation in
most advanced countries have been reported to be
below target. Commodity exporters, especially fuel
is the most disadvantaged commodity due to the
continuous low world fuel prices. On the global risk
developments, the IMF assessed that, short to
medium term risks remains. This global recovery
provides policy makers an opportunity to tackle key
challenges to boost potential output, while at the
same time ensuring that its benefits are broadly
shared. The IMF advises policy makers to build
resilience against downward side risk2.
US Economy
The US economic growth is expected to recover next
quarter as a result of the rebuilding activities and
new purchases made to replace damaged goods,
with US Dollar 15.3 billion in hurricane relief
already approved by the Senate. Fiscal policy side,
Congress reached a deal in early September to
increase the debt ceiling and extended government
funding for three months. The US Dollar (USD)
continues to be strong and will continue to depress
oil prices because oil contracts are priced in dollars.

Economic updates for US, Australia, NZ, Euro & Developing
Economies are sourced from “Focus Economics” website.
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Australian Economy
The Australian economy continues to perform
relatively well heading into the final quarter of the
year 2017. This is due to rising consumer and
business confidence in the months of October and
September, respectively. Furthermore, employment
growth remains strong. The Australian Dollar (AUD)
has risen more than 8 per cent since the start of June,
hitting 80 US cents in the late July and maintaining
that level since. While gains earlier this year
correlated closely with rising commodity prices, the
month of September has seen most commodities
prices dropped, including a 10 per cent fall in iron
ore spot prices.
New Zealand Economy
In New Zealand, healthy retail sales growth and a
decrease in the unemployment rate in the second
quarter also paint a positive economic picture. The
New Zealand Dollar (NZD) depreciated against the
US Dollar over the month of September, bringing
down the exchange rate to the lowest level over the
period of six years. Despite a slight recovery in the
second quarter, the NZD has been broadly stable.
The NZD depreciated steadily over the course of
the year, largely due to the sharp fall in dairy
prices, which is the country’s key export commodity.
EURO Area Economy
Analysts predicted that the projected buoyant
growth of 2.1 percent in the Euro area is expected
to attribute to a healthier labour market and ultraaccommodative monetary policy. Furthermore, the
economic growth for the Euro area is expected to
remain healthy in 2018.
Developing Economies
The manufacturing PMI jumped to an over five-year
high in September, while trade figures also
remained robust. A cooling property market,
however, threatens to put downward pressure on
overall growth. The Chinese YUAN (CNY) rallied to
2
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its strongest value since May 2016 in September,
continuing a trend that started in June amid
stronger-than-expected growth and a weakening
of the USD.
In India, growth seems to have regained momentum
in the second quarter of 2017 following a threeyear low growth on account of a poorly performing
external sector and disruptions caused by the
implementation of the Goods and Services Tax
(GST).
The above developments supported the VATU to
strengthen against the USD by 0.5 percent, CNY by
0.7 percent, the EURO by 0.6 percent and AUD by
0.3 percent, however, depreciated against the NZD
by 0.8 percent.
Table 1: Exchange Rate of VATU/ Foreign
Currency

Inflation (annual) as measured by the Consumer
Price Index (CPI) recorded a 3.3 percent in the
second quarter of 2017. The CPI rose by 1.3
percent over the previous quarter due to slight
increases in prices for; food, housing and utilities
and transport. Annual inflation was driven by
increases in the following main items in the CPI
basket: food (which accounts for larger portion of
the CPI) rose by 7.3 percent, followed by transport
by 5.7 percent and education by 3.2 percent, offset
by decline in communication prices by 3.3 percent,
recreation by 1.8 percent, clothing and footwear by
1.0 percent and miscellaneous by 2.0 percent.
Monetary Developments
Money supply slightly rose by 0.3 percent from July
2017 thus increased by 11.0 percent over the year
to August 2017. This upward trend continued to be
driven by the accumulation of net foreign assets
(NFA).
Total NFA increased by 5.1 percent month-onmonth. The growth reflected the increase of 6.7
percent in the NFA holdings of the Reserve Bank of
Vanuatu (RBV). On the other hand, holdings of
Other Depository corporations (ODCs) recorded a
decline of 3.2 percent. Overall, the annual growth
of NFA over the year to August 2017 continues to
remain high at 28.7 percent.
Chart 1: Determinants of Money Supply (yoy%
Change)

Real Sector Developments
There were 20,649 total visitor arrivals into
Vanuatu during the month of June 2017. Total visitor
arrivals rose by 16 percent over the previous month
and fell by 17 percent over the same period of
2016. Air visitors recorded 9,500 visitors and
cruise-ship visitors recorded 11,149 visitors. Air
visitor arrivals continued to show gradual recovery
over the year, recording a 4 percent growth,
despite a decline in cruise-ship visitors by 29
percent. Of the total air visitor arrivals, holiday
visitors (which makes up 77 percent in June 2017),
rose by 6 percent over the year, followed by stopover visitors, up by 27 percent, despite a drop in
business and meeting visitors by 5 percent. The
growth over the year was mainly contributed by the
increases in following major markets of tourist
arrivals: New Caledonia by 14 percent, China by
46 percent, Other Pacific Countries by 22 percent,
and Other Countries by 41 percent. Australia, on
the other hand, dropped by1 percent and Europe
dropped by 13 percent.

Domestic credit declined slightly by 0.5 percent
month-on-month, but expanded by 1.7 percent
year-on-year. This persistent downward trend
reflected the subdued economic conditions. 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 improved in August 2017 due
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to increase in deposits held with the ODCs’. Overall,
the fiscal net credit position remained favourable
over the year to August 2017.
Claims on the central government by OFIs3
remained at VT3,500 million as at end of August
2017, the same level recorded in July 2017.

Chart 3: Outstanding RBV Notes
(Levels, millions of VATU, month-End Data)
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Open Market Operations (OMO)
The RBV issued VT1,700 million worth of RBV notes
in September 2017, compared to VT1,100 million
issued during the previous month. Similarly, total
subscriptions received, reached VT4,500 million
compared to VT2,680 million in August 2017.
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Table 2: Amount Allotted (Millions of VATU) and
Yields on RBV Notes (Percent)
Term

Amount
Allotted

Yield End Sep.
2017

Yield
2017

7 days

400

1.45

1.35

14 days

400

1.50

1.40

28 days
63 days

340
280

1.60
1.75

1.50
1.75

91 days

280

1.90

1.85

End

Aug.

Chart 2 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
September 2017 amounted to VT1,140 million,
leaving VT1,580 million yet to be retired,
compared to VT1,020 million in the previous month.

OFI: Other Financial Institutions covers Credit Corporation;
Vanuatu Agriculture Bank; and Vanuatu National Provident Fund
3

91 days RBV note rate plus a penalty rate of 100 basis points is
the RBV policy interest rate.
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