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International Developments1 
Emerging markets remain under pressure. Turkey’s 
economic crisis has potential for contagion, with foreign 
investors pulling out capital in search of safe havens. The 
accompanying U.S. dollar strength can indeed lead to a 
vicious cycle by making it harder for borrowers to 
service USD-denominated debt, reinforcing default risks, 
hence leading to more capital outflows from emerging 
economies.  
 
US economy 
A weaker-than-expected handoff from last year, 
courtesy of recent data revisions. However, by no means 
diminishes the current state of the world’s largest 
economy which remains buoyant thanks in part to fiscal 
stimulus which has re-energised domestic demand. Price 
pressures are not surprisingly intensifying, forcing the 
Federal Reserve to tighten policy. The Fed, however, will 
exercise restraint amidst the U.S. dollar’s persistent 
strength, escalating trade protectionism.  
 
Australian economy 
In Australia, swelling public sector will help keep 
economy buoyant, thanks to transport infrastructure work 
and billions pumped into the National Disability 
Insurance Scheme which by 2020-2021 will contribute 
around 1 percent of Australia’s GDP2.  
 
New Zealand economy 
In New Zealand, A strong quarter two GDP print provides 
the Reserve Bank with a bit more space to data-watch from 
the 1.75 percent OCR sofa, but we still see a cut as more 
likely than a hike, given the yawning gap between RBNZ 
growth forecasts and ANZ’s over 2019.  
 
 
 
 
 
                                                        
1 Economic updates for US, Australia, NZ, Euro & developing 
economies are sourced from “Focus Economics” website.  

EURO area economy 
The Eurozone economy’s soft start to the year carried 
over into the second quarter, with preliminary data 
revealing growth was unchanged at 0.4 percent 
quarter-on-quarter. The result confirmed that the 
economy has slowed relative to a robust growth in in 
2017.  
 
Developing economies 
The Chinese economy held up well in August despite 
escalating trade tensions with the United States and a 
cooling domestic economy. Both retail sales and 
industrial production figures improved in August, while 
property sector activities, although cooling slightly, 
remain strong. On the flip side, infrastructure investment 
continue to drag on overall fixed-asset investment, 
suggesting that recent policy easing and increased 
infrastructure funding will take some time before they 
start to kick in.  
 
Exchange rate developments 
At the end of August 2018, VATU depreciated against 
USD (0.7), EURO (1.0) and CNY (0.6). However, it 
appreciated against AUD (3.0) and NZD (0.8). 
 
Table 1: Exchange Rate of VATU/ Foreign 
Currency  
 

 

2 ANZ research Article, 21 September 2018 
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Official Reserves3 

Official foreign reserves reached VT 43,146.8 million at 
the end of July, an increase from VT42, 517.6 million 
recorded in June. This is sufficient to cover 10.5 months 
of import cover.   

 
Real sector developments 
Vanuatu received 20,307 total visitors in June 2018. 
Total visitor arrivals dropped 20.1 percent over the 
previous month and declined 1.7 percent over the year. 
Of the total, 10,573 visitors arrived by air and 20,307 
visitors arrived by cruise-ships. Air visitors rose by 11.3 
percent over the same month of last year and cruise-ship 
visitors dropped by 12.7 percent. Cruise ships 
decreased from 7 cruise ships in June 2017 to 6 in June 
2018. Air visitors was driven by growth in holiday 
visitors (which made up 81.5 percent of air arrivals) by 
17.6 percent over the year and visitors arriving for other 
purposes by 22.4 percent, while visitors arriving for 
businesses, meetings and conference fell by 28.6 
percent, visitors visiting friends and family dropped by 
12.2 percent, and stopover visitors declined by 23.8 
percent. All major tourist markets to Vanuatu continue to 
perform well in June 2018 compared to previous year. 
Australia and New Zealand markets, which accounts for 
65.9 percent of air visitors, rose by 9.0 percent and by 
16.5 percent, respectively. This is followed by Europe 
with 45.7 percent, New Caledonia by 7.4 percent, 
Other Countries by 44.6 percent, North America by 14.8 
percent and Other Pacific Countries by 6.5 percent. The 
Japan market fell by 42.3 percent and China dropped 
by 5.7 percent. Growth in visitor arrivals from major 
markets was partially attributed to the continuous efforts 
in marketing and promotion of Vanuatu as a tourist 
destination by Vanuatu Tourism Office and Air Vanuatu. 
Holiday visitors from the Australia and New Zealand 
market usually peaked during the June to October 
holiday period. 2018 outlook is positive following Air 
Vanuatu’s plans to increase flights from these markets to 
Port Vila including an additional Brisbane-Luganville 
direct flight route. 

Year-on-year CPI Inflation recorded 2.3 percent in the 
second quarter of 2018 or a 0.5 percent on a quarter-
on-quarter basis. The year-on-year inflation rate was 
mainly contributed by increase in price of food by 4.2 
percent, housing and utilities by 1.9 percent, transport 
by 2.9 percent, drinks and tobacco by 3.0 percent and 
recreation by 3.5 percent. The increase in prices was due 

                                                        
3 One of the key objectives of the RBV is for official reserves to 
cover at least 4 months of import cover. It is calculated as Gross 
foreign reserves less IMF positions. 

to increased prices of root crops, fruits and vegetables, 
wines and spirits, housing furniture, and purchasing and 
hiring of motor vehicles, international airline tickets. This 
was offset by decline in education prices (-11.1 percent) 
as a result of government subsidy or grant for school 
fees in preschool, primary and secondary government 
schools as well as schools assisted by the government. 
CPI inflation outlook remains within the bound of RBV’s 
0-4 percent target range. 
 
Monetary Developments  
Money supply increased by 1.0 percent month-on-month, 
resulting in an annual growth rate of 14.5 percent over 
the year to July 2018. The upward movement during the 
month was attributed to the growths in both domestic 
credit and net foreign assets (NFA). Overall, the annual 
growth in money supply continues to be driven mainly by 
NFA and to lesser extent domestic credit.  
 
The growth in NFA during the month reflects the increase 
in NFA holdings of the Reserve Bank of Vanuatu. This 
implies that the RBV recorded net inflows of foreign 
exchange. ODC’s, on the hand, recorded a negative 
growth in their NFA. Overall, the year on year growth in 
total NFA remain strong. 
 
Chart 1: Determinants of Money Supply            
              (yoy% Change) 

 
 
Domestic credit increased by 1.0 percent and 3.9 
percent month-on-month and year-on-year, respectively. 
The growth reflects the increase in net claims on the 
central government by 2.7 percent, loans extended to 
other non-financial corporations and other resident 
sectors by 0.5 percent and 0.4 percent, respectively. 
Total loans extended by ODCs to various sectors are 
depicted in table A4.   
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The central governments net credit position vis-à-vis the 
banking system deteriorated in July 2018 due to the 
decline of government deposits held with both the 
Reserve Bank and ODCs. However, the government net 
credit position remain favourable over the year to July 
2018.  

Claims on the central government by OFIs4 declined to 
VT2,350 million as at end of August 2018, from 
VT2,850 million at the end of July 2018. The downward 
trend reflects VT500 million worth of government bond 
held by OFIs reaching maturity in July 2018.   

 
Open Market Operations (OMO) 
 
The RBV issued VT2,000 million worth of RBV notes in 
August, compared to VT1,300 million issued in July 
2018.  The total subscriptions received, totalled to 
VT3,390 million compared to VT3,460 million in July.  
 
 
Chart 2: Outstanding RBV Notes 
(Levels, millions of VATU, month-End Data)  

 

Table 2: Amount Allotted (Millions of VATU) and 
Yields on RBV Notes (Percent) 

 
 
Chart 3: Yield on 91-days RBV Note  
(Percentage, Month-end Position) 

 
Chart 3 shows the yield on the 91-days5 RBV notes.  
A total of VT1,900 million RBV notes matured in August 
2018. The remaining balance declined to VT1,470 
million compared to VT1,880 million reported in July. 

  

 

 

                                                        
4 OFI: Other Financial Institutions cover Credit Corporation; Vanuatu 
Agriculture Bank; and Vanuatu National Provident Fund 

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

Amount 
Allotted 

Yield End Aug. 
2018 

Yield End July.  
2018 

7 days 550 1.60 1.60 
14 days 550 1.65 1.65 

28 days 320 1.75 1.75 
63 days 150 1.85 1.85 

91 days 200 1.90 1.90 
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