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Issue 237
International Developments1
The global economy is facing headwinds but underlying
trajectory remains robust. There is uncertainty in regard
to inflation, but there are indications for it to increase.
Latest data pointed to a deceleration in world industrial
output growth during the first quarter (3 percent
annualized) due to a softer growth in advanced
economies. European politics once again threatened to
derail global economic momentum. Italy’s new coalition
government, with its Euro scepticism and antiestablishment rhetoric, will cause turmoil in Brussels.

US economy
In the US, Quarter 2 GDP been downgraded to 2.2
percent instead of previously reported 2.3 percent. But
growth appears to have since regained momentum on
the back of a robust labour market and tax cuts.
Economic growth for second quarter is on track to double
2017's full-year pace. May employment was strong
across industries including retail trade, healthcare and
construction. This has led to a fall in unemployment rate
to 3.8 percent. With robust labour market conditions,
consumer confidence still strong and tax cuts beginning
to reflect household disposable incomes, the short-term
outlook for consumption growth remains strong.
Consumption rebounded as indicated by increase in
retail sales during the period of March to April 2018.The
Fed raised rates by 25 basis points in its 13th June
meeting and will continue to increase rates. The
increased rate range comes amid a solid growth outlook
and greater confidence that inflation is converging on 2
percent target.

Australian economy

In Australia, GDP expanded by 1.0 percent quarter-onquarter during Quarter 1 of 2018. Annual growth was
recorded at 3.1 percent. The rebound in growth was
helped by a turnaround in net exports as well as strong
public spending and a sharp rise in profits. The result

Economic updates for US, Australia, NZ, Euro & developing
economies are sourced from “Focus Economics” website.
2 RBA monetary policy statement of May 2018
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exceeded the ANZ Research forecast and also above
the RBA’s forecast2.

New Zealand economy
According to the ANZ Research, GDP growth in New
Zealand is expected to expand by 0.4 percent quarter
on quarter in Quarter 1 of 2018. Annual growth is
expected to moderate from 2.9 percent to 2.63 percent.
The economy is facing turbulence slowing down its
growth momentum.

EURO area economy
In the Eurozone, leading data suggests that the Euro
area’s economic momentum weakened in May. The
preliminary Eurozone Composite Purchasing Managers’
Index (PMI)4, fell from 55.1percent in April to 54.1
percent in May, continuing the downward trend seen
since January. Conditions deteriorated in both the
manufacturing and services sector, with both PMIs falling
to over one-year lows.

Developing economies
In China, strong import momentum continued in May, led
by high-tech products. High-tech product imports
continued growing in double-digits for three consecutive
months, contributing 7.3 percentage points to overall
import growth in May5. Exports grew in double-digits,
supported by mechanical and electronic (ME) exports.
‘’Trade performance in Q2 so far has been better than
expected and may offer some upside to Q2 GDP
growth’’.

Exchange rate developments
At the end of May 2018, VATU depreciated against
USD (0.7) and AUD (0.4). However, it appreciated
against NZD (1.4), EURO (3.4) and CNY (0.9)
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Table 1: Exchange Rate of VATU/ Foreign
Currency

Official Reserves6
Official foreign reserves reached VT42, 786.2 million at
the end of April, a slight decline from VT42,819.4 million
recorded in March. This is sufficient to cover 10.2 months
of import cover.

Real sector developments7
Vanuatu received 37,690 total visitors in March 2018.
Total visitor arrivals rose 36 percent over the previous
month and 48 percent over the year. Of the total, 7,116
visitors arrived by air and 30,844, by cruise-ships. Air
arrivals rose by 12 percent over the same month of last
year and cruise-ship visitors rose by 60 percent. Holiday
visitors, which made up 79 percent of air arrivals, rose
by 25 percent over the year. Visitors arriving for other
purposes rose by 3 percent while visitors for the purpose
of visiting friends and families dropped by 32 percent.
Visitors arriving for meetings and conferences fell by 23
percent and stopover visitors declined by 69 percent.
The increase over the year was led by increases in the
following markets: Australia (by 16 percent), Other
Countries (by 44 percent), New Zealand (by 15
percent), New Caledonia (by 6 percent), Other Pacific
Countries (by 5 percent), Europe (by 4 percent), and
China (by 2 percent), while visitor arrivals from Japan
dropped by 17 percent and North America fell by 2
percent.
Year-on-year CPI Inflation recorded 3.2 percent in the
first quarter of 2018 or a 0.7 percent on a quarter-onquarter basis. Annual inflation remained steady from 3.2
percent recorded in the fourth quarter of 2017. The main
contributor to year-on-year inflation was the increase in
prices of food by 5.8 percent, transport by 4.4 percent,
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.
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household supplies by 4.4 percent, drinks and tobacco
by 2.8 percent, housing and utilities by 2.4 percent, and
recreation by 2.1 percent. The increase in prices were
due to increased prices of root crops, fruits, vegetables,
housing furniture, and purchasing and hiring of motor
vehicles, international airline tickets and wines and
spirits. Price increase also includes the impact of the
increase in Value-Added-Tax from 12.5% to 15%
effective 1 January 2018. This was offset by a decline
in education fees (-11 percent) as a result of government
school fee subsidy in preschool, primary and secondary
government schools and in schools assisted by the
government.

Monetary Developments
Money supply rose by 4.2 percent in April, driving
annual growth to expand by 14.9 percent compared to
12.8 percent recorded over the year to March 2018.
The growth in money supply reflected the increase in net
foreign assets (NFA). Domestic credit, however, declined.
NFA increased by 12.4 percent owing mainly to the rise
in the NFA position of other depository corporations
(ODC). This outweighed a slight decline of 0.1 percent in
the NFA of the Reserve Bank of Vanuatu. Similarly, the
year on year growth in NFA remained robust.

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

Growth in domestic credit fell by 1.8 percent, reflecting
the decline in net claims on the government and to a
lesser extent the decline in claims on other sectors. The
downward trend in claims on other sectors, reflected the
decline in credit to other non-financial corporations and
public non-financial corporations, both declined by 0.9
percent and 10.9 percent respectively. However, the
7

Data source: Vanuatu National Statistics Office (VNSO)
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year-on-year growth in domestic credit remained
positive at 1.6 percent. Total loans extended by ODCs
to various sectors are depicted in table A4.

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

The central governments net credit position vis-à-vis the
banking system improved in April 2018 due to the
increase in government deposits held with both the ODCs
and the Reserve Bank. Furthermore, the position
remained favourable over the year to April 2018.
Claims on the central government by OFIs8 remained at
VT2,850 million as at the end of May 2018, the same
level recorded in April 2018.

Open Market Operations (OMO)
The RBV issued VT1,800 million worth of RBV notes in
May, compared to VT1,100 million issued in April 2018.
Accordingly, the total subscriptions received increased to
VT4,080 million compared to VT3,240 million in April.

Term

Amount
Allotted

Yield End May.
2018

Yield
2018

7 days
14 days

300
300

1.60
1.65

1.60
1.65

28 days
63 days

220
140

1.75
1.80

1.75
1.80

91 days

140

1.90

1.90

End

Apr.

Chart 2: Yield on 91-days RBV Note
(Percentage, Month-end Position)
Chart 2 below shows the yield on the 91-days9 RBV
notes.
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Chart 1: Outstanding RBV Notes
(Levels, millions of VATU, month-End Data)
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A total of VT1,090 million RBV notes matured in May
2018. The remaining balance of VT1,810 million, is still
to be retired, compared to VT1,290 million in April.

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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