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International Developments1
According to the October 2017 World Economic
Outlook (WEO) report, global growth has been
revised upward for 2017 and 2018 compared to
April and July forecasts. Upward revisions are
broad based. According to IMF, the growth revisions
in Euro area, Japan, emerging Asia and Russia
outweighed downward revisions for the US and the
UK. The growth in many countries remained weak,
inflation is below target for most advanced
economies, but baseline outlook is strengthening.
There is, however, downside risk in the medium term
outlook signalling countries to build up resilience.
Prices for most major commodity groups continued
to increase in November over the previous month,
with energy prices leading. The estimate by Focus
Economics indicated that commodity prices rose by
an aggregated 1.0 percent month-on-month in
November.
US economy
The US Congress has passed legislation in recent
months, which is likely to result in an expansion of
fiscal policy at a time when the US economy is
growing at an above-trend pace and close to full
employment. This could result in higher inflation. The
March 2018 FOMC (federal open market
committee) meeting will be critical to see how FOMC
officials assess the impact of this fiscal stimulus on
growth and inflation.
Australian economy
In Australia, ANZ-Roy Morgan Australian Consumer
Confidence dropped again in the third week of
February 2018. Sentiment around the ‘time to buy
a household item’ fell for the fifth consecutive week,
slipping by 0.9 percent to 135.6. Inflation
expectations remained steady at 4.4 percent on a
four-week basis2.

Economic updates for US, Australia, NZ, Euro & developing
economies are sourced from “Focus Economics” website.
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New Zealand economy
In New Zealand, leading data indicates that the
economy is likely to have performed well in the
fourth quarter following the slowdown in the third
quarter due to a weak agricultural sector
performance. Record-low interest rates and looser
fiscal policy should keep supporting growth over the
medium term.
EURO area economy
Leading data suggests that the Euro area’s
economic momentum softened somewhat in
February. The preliminary Eurozone Composite
Purchasing Managers’ Index (PMI), produced by IHS
Market, fell from a nearly 12-year high of 58.6 in
January to 57.5 in February. Activity continued to
boom across the economy, however, at a slightly
softer pace than in the previous month.
Developing economies
In China, domestic demand remains resilient as
shown by strong import growth in January, while
healthy global demand is propelling exports and
activity in the manufacturing sector. YUAN has
strengthened sharply in recent weeks on accounts to
the country’s growth momentum and rising
confidence.
In India, Consumer price index (CPI) eased slightly
in January, in part due to a seasonal correction in
the prices of perishable food items and a reduction
in the Goods and Services Tax (GST) rate on
several goods. Looking ahead, CPI inflation is
expected to stay in the upper half of the Reserve
Bank of India’s (RBI) target band of 2-6% in 2018.
Exchange rate developments
Table 1 depicted Vatu position at the end of
January. Vatu appreciated against the USD (-2.3
percent), while it depreciated against NZD (1.0
percent), AUD (1.3 percent), EURO (1.5 percent) and
CNY (0.4 Percent) over the month of December 2017.
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Table 1: Exchange Rate of VATU/ Foreign
Currency

percent) and Japan (by 111 percent). Europe and
North America fell by 43 percent and 22 percent
respectively.
Monetary Developments
Money supply (M2) recorded a gradual growth of
0.4 percent in December 2017. This triggered the
year-on-year growth to slow further to 9.3 percent,
relative to 13.6 percent over the year to November
2017. Net foreign assets (NFA) remains virtually
unchanged as in the previous month and growth in
domestic credit remains weak, hence the dawdling
movement in M2.

Official Reserves3
Official foreign reserves increased from
VT40,821.4 million in November 2017 to
VT41,655.5 million at the end of December
2017and is sufficient to cover 11.3 months of import
cover.
Real sector developments
Vanuatu received 22,635 total visitors in October
2017. Total visitor arrivals dropped by 18 percent
over the previous month and 16 percent over
October 2016. Of the total, 10,611 visitors arrived
by air and 12,024 visitors by cruise-ships. The level
of air arrivals is usually high during this period of
the year. Increased tourism promotion and
marketing campaign also contributed to this upward
trend during the month of October 2017. Air
arrivals rose by 10 percent over the year while
cruise-ship visitors fell by 31 percent. The majority
(77 percent) of air arrivals were holiday visitors,
rising by 17 percent, business visitors rose by 3
percent, stopovers rose by 2 percent, while visitors
visiting friends and relatives dropped by 6 percent.
The growth over the year was mainly contributed
by growth in the following tourist markets: New
Caledonia (by 111 percent), Australia (by 5
percent), New Zealand (by 15 percent), Other
Pacific Countries (by 14 percent), China (by 33

The stable growth in NFA reflected the offsetting
movements of an increase in the NFA position of the
Reserve Bank (RBV) and a decline in the NFA of
other depository corporations (ODC). Nonetheless,
the year-on-year growth in NFA remains higher by
18.1percent.
Chart 1: Determinants of Money Supply
(yoy% Change)

The 0.8 percent increase in domestic credit reflected
an increase in net claims on the central government
and claims on other sectors. The year-on-year
growth in domestic credit rose by 4.1 percent
relative to 3.8 percent over the year to November
2017. Total loans extended by ODCs to various
sectors are depicted in table A4.

One of the key objectives of the RBV; for official reserves
to cover at least 4 months of import cover. Calculated as
Gross foreign reserves less IMF positions.
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The central government's net credit position vis-á-vis
the banking system deteriorated in December
2017, due to the decline in government deposits
held with the ODCs. Government deposits with the
RBV on the other hand increased during the month,
reflecting donor inflows. Overall, the fiscal net
credit position remained favourable over the year
to December 2017.
Claims on the central government by OFIs4
remained at VT3, 500 million as at the end of the
January 2018, the same level recorded in
December 2017.
Monetary Policy Stance
There were no recent changes made to the Banks
monetary policy stance over the month. The RBV
policy interest rate was maintained at 2.85 percent.
Similarly, the Statutory Reserve Deposits (SRD) and
the Liquid Asset Ratio were also maintained at 5.00
percent, respectively.

Table 2: Amount Allotted (Millions of VATU) and
Yields on RBV Notes (Percent)
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Chart 2: Yield on 91-days RBV Note
(Percentage, Month-end Position)
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The RBV issued VT700 million worth of RBV notes in
January 2018, compared to VT600 million issued in
December 2017. Similarly, total subscriptions
received increased to VT2,100 million compared to
VT1,460 million in December 2017.
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Chart 2 below shows the yield on the 91-days5 RBV
notes.

Open Market Operations (OMO)

Chart 1: Outstanding RBV Notes
(Levels, millions of VATU, month-End Data)
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A total of VT700 million RBV notes matured in
January 2018. The remaining balance of VT880
million, is still to be retired, compared to VT680
million in December 2017.
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OFI: Other Financial Institutions cover Credit Corporation; Vanuatu
Agriculture Bank; and Vanuatu National Provident Fund
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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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