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1.  EXECUTIVE SUMMARY 
 
The global economy continues to expand favorably 
in the fourth quarter of 2005. Global growth 
continues to be driven by the United States, with 
the support of China and other Asian economies; 
however, global growth has now become more 
broadly based. The regional divergence in growth 
reported in the previous publication seems to have 
redressed slightly as economic conditions in Japan 
have improved markedly with growth estimates for 
2005 currently standing at 2.6 percent. Also, the 
euro area appears to have shown signs of 
improvement in the latter part of 2005.  Although 
the risks to global economic expansion remain, the 
world economy seems to have weathered the risks 
well and is estimated to have grown above average 
during 2005, and global economic expansion is 
expected to continue in 2006. In its September 
world economic outlook, the International Monetary 
Fund (IMF) expects the global economy to grow by 
4.3 percent. However, the risks to the outlook 
remain and could impede growth.   
 
With improving world economic conditions most of 
the world’s major economies have begun their cycle 
of monetary tightening, led by the US.  Reflecting 
the cycle of monetary tightening, world short term 
interest rates have also increased. On the other 
hand, long term interest rates have remained stable 
and some have even been declining.  
 
On the domestic front, domestic economic 
indicators continue to point to positive real GDP 
growth in 2005, albeit at a lower rate than in 2004. 
According to estimates by the Ministry of Finance 
and Economic Management (MFEM), real GDP is 
forecasted to have grown 3.0 percent in 2005.  
Positive contributions to real GDP growth have 
been forecasted for the industry and services 
sectors.  The agriculture sector, on the other hand, 
is expected to register negative growth in 2005.  
 
Production indicators for the fourth quarter continue 
to show an overall decline in the Agriculture sector, 
led by copra which fell by 45 percent from the 
previous quarter and 47 percent from the 
comparable quarter of 2004. The decline in copra 
production was caused by a combination of a mild 
drought in the third quarter, problems of shipping 
from outer islands, and low domestic prices for 
copra.  Within the services sector, tourism arrivals 
registered a decline in the fourth quarter, caused 
mainly by air arrivals. As a result the hotel 
occupancy rate dropped to 52.0 percent from 72.4 

percent in the September quarter. However, the 
fourth quarter also saw a high number of cruise ship 
visitors due to increased port calls to Vila and other 
islands by cruise ships.  
 
Value Added Tax (VAT), which is consumption 
based, continues to record strong growth with an 
annual rate of increase of 14.0 percent in December.  
Also, the demand for currency continues to increase, 
and this was reflected by repeated increases in 
currency in circulation since July 2005. Furthermore, 
borrowings by the private sector continue to record 
strong annual growth, especially borrowing by private 
businesses which recorded an annual growth of 32.8 
percent.  
 
The domestic annual headline inflation, as measured 
by the consumer price index (CPI), has increased 
from 0.6 percent in the previous quarter to 1.6 
percent.  Even with the increase, the domestic 
inflation rate remained subdued and well below the 
Bank’s maximum comfortable level of 4.0 percent.  
 
The year-on-year growth of money increased to 11.6 
percent in the fourth quarter from 10.8 percent in the 
preceding quarter. Monetary expansion in the fourth 
quarter was largely associated with expansion in 
quasi money. The main sources of growth of money 
have been the net foreign assets of the banking 
system and private sector credit, offset, however, by 
the reduction in net credit to Government.  
 
Overall, the Government operated a budget surplus in 
2005, in spite of a quarterly deficit recorded in the last 
quarter of the year.  This improvement reflected 
above budget performance in revenue collection, 
underpinned by the continued growth of the economy 
and improvement in compliance. On the other hand, 
there are also better expenditure control measures in 
terms of release of warrants.  Reflecting this 
improvement, the Government’s net lending position 
with the banking system has improved significantly, 
as the Government accumulated deposits with the 
banking system and retired some of its domestic 
debts.  
 
At the close of 2005, official international reserves 
have risen to 5.8 months of import cover from 5.5 
months of import cover reported in the previous 
quarter. This increase further improved the Bank’s 
international reserves position away from the 
minimum comfortable level of 4 months of import 
cover. This increase is attributable to improving 
domestic and external economic conditions, in 
particular through improvements in the tourism 
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sector, inflows through official Government 
transfers, and investment returns of the Bank.      
 
2.  THE INTERNATIONAL ECONOMY.  
 
The start of 2005 was full of economists’ doomsday 
predictions about the likely economic catastrophes 
with many pointing to the widening US current 
account deficit, increasing oil prices, and global 
growth imbalances as the great terrors that could 
potentially throw the world economy into a 
downward spiral. 2005 has been and gone and 
none of these threats have materialized. The US 
current account has continued to widen but the US 
growth rate has remained unaffected. There was a 
large increase in oil prices but the world’s 
economies seem to have weathered that storm as 
they continue growing and the global growth 
imbalances, although still severe, seem to have 
redressed slightly. Growth in 2005 was down on the 
very high levels seen in 2004 with most economists 
estimating growth of between 3.5 and 4% for 2005. 
 
Figure 1: World Real Economic Growth  
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Source: IMF World Economic Outlook, September 2005.  
 
2006 now looms with many economists again lining 
up with the same doomsday predictions and they 
are right, a number of threats still exist to the world 
economy namely oil prices, the global imbalances 
and the large amounts of investments being poured 
into vulnerable emerging markets. A crisis in any 
one of these three areas could cause growth to 
come crashing down but IMF and World Bank 
predictions still remain fairly robust at around 3.5% 
growth for 2006. Therefore, provided none of the 
aforementioned risks materialise, it is expected that 
the world economy will keep on growing in 2006, 
albeit at a slightly slower pace than in previous 
years. 
 

The US Economy 
 
The US posted above trend growth in 2005 at 3.5 % 
although the quarterly growth rate did dip to 0.3 % in 
the December quarter. Recent data is suggesting that 
the hurricanes have left little lasting impact on the US 
economy as prices are now returning to normal after 
spikes in September 2005, the jobs market also 
appears to be returning to normal with an 
unemployment rate of just 4.7.  There are still upside 
risks to inflation coming from the still high oil prices as 
well as the pick ups in the labour market and 
industrial production. Annual inflation did slow in the 
December quarter from 2.3% in 2004 to 2.0%, but the 
core prices accelerated in December lifting core 
inflation to 2.2% in December.  
 
All this comes despite the continued rate rises by the 
Fed. The inflation risks mean that the Fed is likely to 
increase the rates further in March. House price 
growth in the US has softened but there appear to be 
no signs of an imminent crash. Consumer spending 
remains robust and is expected to increase into early 
2006.  
 
Figure 2: US GDP and CPI 
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Source: IMF World Economic Outlook, September 2005 
 
The current account deficit widened yet again in 
December to post another record for 2005, but this 
appears sustainable due to the high rates of growth in 
emerging markets and developing countries. The 
expectation is that the US economy will continue to 
grow strongly into 2006 with forecasts ranging from 
3.5 to 4% growth for the year.  
 
Asia 
 
By all indications Asia is set to have another year of 
strong growth in 2006, led mainly by its largest 
economy, China. Economic activity in Asia in the 
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December quarter accelerated as evidenced by 
export and industrial production. Much had been 
made of the possible negative impacts that the 
weakening US economy could have had on the 
Asian economies, but the US economy continues to 
grow robustly and the economic impact of the 
Hurricanes has not been too severe. Forecasts for 
Europe show that it should grow a little faster in 
2006 which will also provide a boost to Asian 
exports.  
 
China has been a major contributor to the Asian 
growth, as estimates show that it grew by almost 
10% in 2005. This is according to new figures that 
have been derived as a result of China’s recent 
census. The data revisions have propelled China to 
the rank of the world’s fourth largest economy, 
surpassing the UK.  
 
Figure 3: Chinese GDP and CPI  
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Source: IMF World Economic Outlook September 2005 and Chinese 
National Bureau of Statistics. 
 
The data also suggests that the composition of 
spending in China is more balanc ed than previously 
appeared. The IMF and World Bank have modified 
their estimates of Chinese growth for 2006 to 9.2% 
as a result of the new data.  
 
Inflation remains low in China and the merchandise 
surplus continues to increase. But 2006 could also 
be a promising year for some of the other Asian 
economies such as Indonesia and the Philippines.  
 
Japan 
 
The Japanese economy has continued its recovery, 
with growth estimates for the year 2005 currently 
standing at 2.6%. In the December quarter exports 
and industrial production both increased, with 

exports showing an increase of 10% on the year to 
December.  
Household conditions have also strengthened with 
consumption growing 2% over the year to September 
quarter. Data in retail sales is also encouraging with 
department store sales up 3.2% in the year to 
November and 0.9% in the year to December.  
 
Also very encouraging was the 0.1% price increase 
registered in the CPI over the year to November and 
December. This has not been achieved since mid 
1998. Forward indicators continue to be good for the 
Japanese economy with forecasts showing that 
growth is set to increase pace in 2006. This may 
mean that the Bank of Japan will begin returning to 
normal monetary policy.  
 
Europe 
 
The eurozone economies appear to have turned a 
corner and have fared much better in the latter part of 
the 2005 than they did at the start. Annual growth 
posted 1.6% with net exports contributing 0.3% to the 
growth in the September quarter of 0.6%. This is the 
highest annual rate of growth for the eurozone since 
2001.  
 
GDP growth has picked up in both Germany and 
France as stronger external demand and a weak euro 
have supported production, industrial production grew 
by 2.5% over the year to November. Consumer 
demand remains a problem however with wage 
growth slow, consumer spending increased only 0.7% 
over the year to December. Unemployment does 
appear to be reducing though having dropped from 
8.9% in August to 8.4% in December.  
 
Inflation has begun dropping again after an increase 
to 2.6% in  September, largely due to the high oil 
price, it has now dropped to 2.4%. The ECB raised its 
policy interest rate to 2.25% in its December meeting 
due to concerns over the rapidly increasing money 
supply.  
 
Recovery in the Eurozone is set to continue modestly 
into 2006 with predicted growth rates of around 2%. 
 
The slowdown in the UK economy does not appear to 
have been as bad as first feared. The economy saw a 
strong December quarter pushing annual growth up 
to 1.7%. Strong profitability and increased external 
demand have supported activity in the business 
sector although industrial production is slow this is 
being compensated for by the strong services sector.  
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Figure 4: Euro-area GDP and CPI 
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  Source: IMF World economic Outlook, September 2005.  
 
House prices have also started to pick up again 
after falling in 2005. Inflation however remains fairly 
subdued growing only 1.2% over the year to 
December. Consumer spending was higher than 
expected in the December quarter of 2005 and 
should carry on into 2006. The forecast is that the 
UK economy should grow about 2.1% in 2006 
meaning that the Bank of England will probably 
leave rates unchanged as it has since August 2005.  
 
Australia 
 
Growth in Australia slowed in 2005, growing an 
estimated 2.4% in 2005 compared with 3.75% in 
2004. The slowdown was caused by a slowdown in 
the number of dwelling constructions, which have 
decreased by 4% from their peak at the start of 
2004, and the reduction in consumer spending 
associated with the softening of the house price 
boom. Consumer spending increased by 2.7% over 
the year to September compared to 6.5% in 2004. 
The household savings rate also saw an increase of 
2.25% since the end of 2004.  
 
Business investment and income remained robust 
however which bodes well for growth in 2006. 
Business Investment rose 17% in real terms over 
the year to September quarter and mining 
companies are planning to increase investment by 
20% in 2006. The rate of capacity utilisation 
appears to be nearing its peak.  
 
Unemployment has been relatively flat throughout 
2005, remaining at a rate of around 5.1% all year. 
Total employment grew by 1.6% over the year and 
the participation rate remained high.  

There are some suggestions that Australia may be 
reaching full capacity which means that the Reserve 
Bank of Australia will have to increase interest rates 
to prevent the economy from over heating. They will 
also have to guard against inflation threats. 
 
Figure 5: Australia CPI and GDP 
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  Source: Reserve Bank of Australia 
 
The Consumer Price Index rose 0.5% in the 
December quarter, to be 2.8% higher over the year. 
However surveys have shown that business 
expectations of inflation remain contained now that 
the fuel price hikes have subsided. 
 
2006 should therefore see a continuing of the more 
moderate growth seen in 2005 with the RBA 
continuing to slowly tighten monetary policy.  
 
New Zealand 
 
The troubles of the New Zealand have persisted in 
the December quarter to make 2005 a bad year with 
many forecasters also reducing their growth 
prospects for 2006. GDP in the September quarter 
registered an increase of just 0.2%. The year on year 
growth rate for the September quarter was 1.6%. 
 
Retail sales have fallen in two out of the last three 
months and the housing market is continuing to cool.  
Business and consumer confidence surveys have 
plummeted and surveys of firms own activities 
suggest that growth may have stalled in the 
December quarter. Business confidence surveys are 
also pointing to declining investment and staffing 
intentions for the future. 
 
Despite the deceleration of growth, inflation still 
remains a heavy concern with consumer prices rising 
0.7% in the December quarter bringing inflation up to 
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3.2% for the year. Despite the prognosis of slow 
growth inflation expectations persist, the Reserve 
Bank will therefore have very little leeway to 
decrease the interest rate which currently stands at 
7.25%.  
 
Figure 6: New Zealand CPI and GDP 
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  Source: Reserve Bank of New Zealand.  
 
Economic growth in New Zealand is forecasted to 
be at around 1.5% in 2006 but there are warnings 
that any adverse shocks such as an oil or 
commodity price shock could cause the economy to 
dip into a recession.  
 
Financial Markets. 
 
The pattern of monthly exchange rate movements 
of some of the world’s larger currencies is shown 
below in trade weighted terms.  
 
Figure 7: Exchange Rates 
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  Source: Bank of England 
 
The Australian dollar again saw a very stable 
quarter registering only a minute increase. It is 

expected that the Australian dollar will stay relatively 
stable for the first half of 2006 before dropping back 
to its long term average rate of $0.70 against the US 
dollar. The US dollar has had a more volatile quarter 
appreciating in November before dropping in 
December, however it only registered a tiny change 
on a quarter to quarter basis. The US dollar is 
expected to stay strong over the next few months as 
the American recovery continues but should start to 
decline over the latter half of 2006.  
 
The other major currencies have all been very stable, 
the largest move was a decrease in the value of the 
New Zealand dollar by 1.5%. 
 
Short Term Interest Rates 
 
The graph below shows the pattern for short term 
interest rates for some of the world economies 
relevant to Vanuatu, the rate shown in each case is a 
3 month money market rate.  
 
Figure 8: Short Term interest Rates 
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   Source: Reserve Bank of Australia, Reserve Bank of New Zealand,     
European Central Bank, Bank of England 
 
Most of the world’s major economies have now well 
and truly begun their cycles of monetary tightening; 
this is reflected in most of the short term interest rate 
figures. Interest rates increased by 0.38 perc entage 
points to 7.66% in New Zealand, reflecting the quarter 
percentage point increases by the Reserve Bank of 
New Zealand in both October and December. Rates 
also increased in the US, by 0.32 percentage points 
to 4.49% reflecting the Fed’s 14th consecutive rate 
rise of 0.25%. There is widespread belief that these 
increases are set to continue under the new Federal 
Reserve Chairman. The Euro interest rates also 
increased, by 0.27 percentage points to 2.47%, 
reflecting the ECB’s rate rise in December.  
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There was also a slight increase to 0.07% in Japan 
which points to Japan’s continued economic 
recovery and the possibility of a return to normal 
monetary policy. Interest rates in the UK and 
Australia have been a lot more stable, with the UK 
increasing by just 0.02 percentage points to 4.46% 
and Australia staying stable at  5.63%.  
 
Long term interest rates. 
 
The graph below shows the changes in long term 
interest rates in some of the world’s major 
economies.  
 
Figure 9: Long-Term Interest Rates 
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Source:  Reserve Bank of Australia, Reserve Bank of New Zealand, 
Bank of England, European Central Bank.  
 
Long term interest rates are on the whole declining 
at the moment. They dropped 0.28 percentage 
points in Australia to 5.2%, 0.05 percentage points 
in New Zealand to 5.83% and 0.16 percentage 
points in the UK to 4.21%.  
 
There were some increases though in the US, by 
0.01 percentage points to 4.46% and the EU by 
0.09 percentage points to 3.41%. Japan’s long term 
rate stayed the same at 1.54%. 
 
Stock Markets 
 
The following graph shows the movements in share 
indices from some of the world’s largest markets.  
 
Despite drops in October, the stock markets of the 
four economies shown above all climbed in the 
fourth quarter. The largest increase came from the 
Australian ASX 200 index which increased 6.8% as 
growth in the fourth quarter exceeded expectations 
and the continue demand from China boosted 

shares in companies such as BHP hillington. The 
European STOXX 50 also improved as there were 
signs that some of the larger economies may be 
starting to turn around, it increased 6.3% over the 
quarter. The US S&P 500 index and FTSE 100 also 
increased by 5.9% and 5.6% respectively. 
 
Figure 10: Stock Markets 
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Source: Financial Times, European Central Bank, Reserve Bank of 
Australia.  
 
 
Oil Markets 
 
The price of oil has continued on its upward trend this 
quarter. The average spot price of oil for the year 
2005 ended at $53.39 a barrel compared to an 
average of $37.73 in 2004, this is an increase of 
41.5% over the year. 
 
Figure 11: Average Spot Price for Crude oil 
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  Source: World Bank  
 
The forecast at the start of the year predicted a price 
of just $42 a barrel, prices were therefore 27% above 
the level forecasted.  
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The price declined over by 5.7% the fourth quarter 
of 2005 to reach an average of $56.55 a barrel. The 
monthly price of oil has also been declining since it 
hit its peak in September. It declined in October and 
November but saw a slight increase in December to 
leave the level at $56.43 a barrel at the end of the 
month.  
 
Oil prices are predicted to continue on their 
increasing trend through 2006 as Chinese demand 
keeps growing.  

3.  DOMESTIC ECONOMIC DEVELOPMENT 
 
3.1.  REAL SECTOR 
 
Domestic economic growth continues to remain 
positive with positive contributions expected from 
the services and industry sectors. The Agriculture 
sector, on the other hand, has been forecasted to 
decline, and indicators of production in 2005 are 
pointing to this direction. However, the Ministry of 
Finance and Economic Management’s forecasts for 
real GDP growth remained at 3.0 percent for 2005. 
Year on year comparison shows that this year’s 
growth is lower than in 2004, largely due to the 
reduced performance in the agricultural sector.  
 
Fig. 12.  GDP Growth Rate 
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Source: Ministry of Finance and Economic Management (MFEM) 
 
The high production of copra in 2004 was largely 
explained by the effects of cyclone Ivy which 
caused ample coconuts to fall, boosting both copra 
and coconut oil production. 2005 have seen lower 
production towards the latter part of the year from 
main copra production areas, partially affected by a 
mild drought in quarter 3, problems of shipping from 
outer islands, and lower domestic price for copra. 
Accordingly, coconut oil production has declined 
from the previous quarter due to reduced copra 
supply. Cocoa production made a slight decline 

after the ample production in the previous quarter. 
Although production remains subdued, kava exports 
declined slightly mainly to Fiji Markets, after Fiji 
placed a ban on Vanuatu Kava over the retaliation of 
Vanuatu ban on Fiji biscuit.  
 
Activities in the tourism sector continues to grow, 
largely driven by the high number of cruise-ship 
visitors over the previous quarter after the P&O 
cruise-ships resumed with high number of port calls 
to Port Vila and other islands. 
 
Copra and Coconut Oil 
 
Copra production showed a decline of 45 percent and 
47 percent on quarterly and yearly basis respectively. 
Latest statistics from the Vanuatu Commodities 
Marketing Board (VCMB) has shown that copra 
production amounted to 3,464 tons in quarter 4 (Fig. 
1.1). This represented a decline by 45 percent from 
6310 tons in the previous quarter. The domestic price 
in Luganville currently averages around VT20,000 to 
VT22,000. The average world price for copra declined 
to US$380.1 per ton, a drop of 0.2 percent from the 
previous quarter. The current world price for copra is 
lower than the same period of 2004 at US$448.33 per 
ton. 
 
Fig. 13 Copra & Coconut Oil Production 
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Source: VCMB, National Statistics Office 
 
Due to the decline in copra production, coconut oil 
production has declined by 49 percent over the 
previous quarter to 2,172 tons from 4,218 tons. 
Coconut oil production has declined mainly due to 
lower copra supply. Coconut Oil exports are expected 
to be lower over the comparable period last year, 
since Santo Unelco power station currently runs on 
10% of coconut oil bio-fuel supplied from Vanuatu 
Coconut Oil Production Limited (VCOPL). The current 
world price for coconut oil has dropped from the 
previous quarter to US$569.7 from US$571.7. 
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Cocoa 
 
The cocoa sector has seen a decline in production 
from 534.2 tons in the previous quarter to 217 tons, 
representing a decrease of 59 percent in quarter 4, 
and lower by 27 percent over the comparable 
quarter of last year, expected from seasonal cocoa 
production trend. World commodity price for cocoa 
has made a drop from 149.1c per kg to 147c per kg.  
 
Table 1 Domestic Data 

Annual           
  2001 2002 2003 2004 2005e 
Real GDP 
Growth -2.9 -4.4 2.4 4.0 3.0 
Annual 
inflation rate 2.3 2.3 2.9 0.8 1.6 
Production      
Copra(t)  20,234 25,608 28,925 36,822 21,536 
Cocoa(t) 797 868 1,346 865 926 
Beef(t) 3,028 2,531 3,099 2,984 15,296 
Coconut oil 
exports (t) 8,733 9,856 7,725 17,111 11,500 
      
Air 
arrivals(no.) 53,300 49,462 50,400 60,611 58,046 
Cruise 
arrivals(no.) 52,778 49,447 51,995 37,870 66,657 
Hotel Occ. 
Rate 49.8% 44.2% 46.5% 51.9% 49.0% 
Energy 
Consumption 42,281 41,874 41,341 42,849 42,095 
          
Quarterly 2004 2005       
 Q404 Q105 Q205 Q305 Q405e 
Real GDP 
Growth - - - - - 
inflation rate 0.8 1 1.3 0.6 0.2 
      
Production      
Copra(t)  6,587 5,017 6,601 6,310 3,464 
Cocoa(t) 296 49 125 535 217 
Beef(t) 875 676 963 935 917 
Coconut oil 
exports(t)  3176 2457 3,700 4,016 3,550 
      
Tourist 
arrivals(no.) 18,225 12,648 13,309 18,507 13,582 
Cruise 
arrivals(no.) 9,909 19,454 12,686 17,017 17,500 
Hotel Occ. 
Rate (room) 78% 55.2% 49.4% 72.4% 52.0% 
 
Kava 
 
Kava production for export in quarter 4 has seen a 
decline from the previous quarter by 11.3 percent 
following the Fiji ban on Vanuatu Kava which was 
later removed in the same quarter. Kava production 
for export is expected to decrease to 220 tons from 
256 tons in the previous quarter. This is lower by 22 
percent from the same quarter of the previous year. 
 
 
 

Beef 
 
The beef Industry has made a decline in production in 
quarter 4 by 1.9 percent from 935 tons in the previous 
quarter to 917 tons. This is, however, higher by 4.8 
percent from the same quarter of last year largely due 
to higher number of cattle slaughter in the latter part 
of the year. The average commodity price of beef 
declined to 256.3c per kg from 266.8c  per kg in the 
previous quarter. 
 
Figure 14: World Commodity Price   
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Tourism 
 
Total visitor arrivals in the fourth quarter are 
estimated to have declined by 23 percent from the 
previous quarter mainly due to slight decline in air 
arrivals. Despite the decline, Air Vanuatu has 
introduced an additional flight per week to Auckland, 
New Zealand to cater for the peak season.  
 
Fig 15.  Number of Visitors Arrivals 
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Growth in the tourism industry is encouraged by the 
expected increase in Day visitors, especially cruise 
ship visitors, largely due to the resumed port calls 
made by P&O Cruise-ships which has recently 
introduced an additional vessel to its fleet of cruise-
ships in December. Cruise ship visitors arrivals are 
expected to increase by 5.8 percent from the 
previous quarter and higher by 77 percent from the 
same quarter last year. This huge growth in cruise-
ship arrivals has contributed to the high tourist 
arrivals in 2005 over the comparable period of the 
previous year. 
 
Inflation 
 
The estimated inflation rate in quarter 4 has 
recorded an increase of 0.2 percent from the 
previous quarter, and in comparison with the same 
quarter of 2004, inflation has increased by 1.6 
percent. The main casual factor contributing to the 
quarterly increase was Housing & Utilities (0.3 
percent) and Drinks and Tobacco (0.1percent), 
whereas an expected decline recorded in food (0.4) 
and household supplies expenditure group (0.2 
percent). 
 
Fig 16: Inflation rate 
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3.2.  FISCAL OPERATIONS 
 
The Government operated a budget deficit during 
the fourth quarter of 2005 due mainly to higher 
expenditures, especially on goods and services. 
Despite this quarter’s defic it, there have been vast 
improvements in the Government’s net position with 
the Reserve Bank of Vanuatu.  This was mirrored 
by an increase in Government deposits with the 
Bank. The Bank’s net claims on Government was 
VT-343.7 million compared with VT474.0 million for 

the same quarter of 2004. Overall, the Government’s 
fiscal position for 2005 depicted a budget surplus of 
VT619.9 million. Following the improvements in its 
fiscal position, the Government has refrained from 
using the overdraft facility at the Bank, and retired 
some of its domestic debts.  
 
Figure 17: Government Expenditures and Revenue. 
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For the fourth quarter of 2005, the central 
Government’s overall fiscal operations depicted a 
deficit of VT207.2 million as compared to a surplus of 
VT178.5 million recorded during the corresponding 
quarter of 2004. The deterioration of the 
Government’s position for this quarter resulted from a 
decrease of 3.2 percent in revenue and grants, with 
an increase of 15.5 percent in expenditures and net 
lending, both over the corresponding quarter of 2004.  
 
Revenue 
 
Figure 18: Total revenue and grants(MVT) 
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During the quarter under review, overall revenue 
(including grants from abroad) amounted to 
VT2139.7 million, 3.2 percent lower than the level 
attained in the corresponding quarter of 2004. This 
decline in revenue is attributed mainly to lower 
grant aid of VT118.2 million for this quarter when 
compared to VT303.8 million for the corresponding 
quarter of 2004. 
 
Of the budgetary account, actual recurrent revenue 
collected for 2005 accounted for 106.7 percent, 
which is higher than the expected revenue 
collection for the year.  
 
Figure 19 : Domestic Revenue 
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Revenues from non-tax sources which constituted 
the remaining 9.8 percent of total recurrent receipts, 
increased by 11.7 percent from the corresponding 
quarter of 2004. 
 
Figure 20: Grants 
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Grants received for this quarter totaled VT118.2 
million, a decline of 61.1 percent over the 
corresponding period of 2004.  
 
Expenditures 
 
Total outlays displayed an increase of 15.5 percent 
as compared to the corresponding quarter of 2004.  
This is due principally to increases in both recurrent 
and capital expenditures by 15.2 percent and 24.9 
percent, respectively.  Total expenditures and net 
lending totaled 97.2 percent of the budget.  
 
By economic classification, salary and wages, which 
accounted for 56.3 percent of total recurrent 
expenditures increased by 3.0 percent from the 
corresponding period of 2004. This increase is 
expected as there is a rise in the minimum wages 
from VT16,000 to VT20,000 per month for all 
government workers. 
 
Financing 
 
A budget surplus of VT619.9 million was achieved for 
2005. Despite an overdraft arrangement with the 
Reserve Bank of Vanuatu the Government continued 
to operate a positive operating account for most of 
2005. 
 
The Government rolled over VT320 million and retired 
VT156.1 million of maturing bonds in 2005.  As a 
result commercial banks net claims on the 
Government improved by 20.4 percent from the 
previous quarter.  The overall net claims of the 
Government on the banking system showed a vast 
improvement stemmed mainly from the increase in 
Government deposits. 
 
Outstanding Government Debt 
 
As at end of 2005, total outstanding public debt stood 
at approximately VT13.1 billion, of which 25.5 percent 
or VT3.3 billion is domestic debt. Total estimated 
outstanding public debt represents 34.4 percent of 
nominal GDP. 
 
Domestic debts in terms of bond holding and 
domestic loans totaled VT3,103.0 million, 
representing a decline from VT3219.1 million in the 
previous quarter. From this total bond holding, the 
RBV has a share of 27.8 percent, commercial banks 
27.0 percent, corporate bodies 45.1 percent and 
others 0.1 percent. 
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Figure 21: Public Debt 
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Total external debt of the country stood at 
approximately VT9.6 billion and representing 73.3 
percent of total public debt. External debt consists 
of bilateral and multilateral loans arrangement.  
 
3.3.  MONETARY DEVELOPMENTS 
 
Total money supply grew for the 10 th consecutive 
quarter in December 2005. While money supply 
continued to grow; the growth in the fourth quarter 
of 2005 however was rather slow by 1.1 percent as 
compared to 2.3 percent growth during the 
preceding quarter and 3.8 percent in the June 
quarter of 2005. Nevertheless on a year-on-year 
growth basis, total money supply growth 
accelerated to 11.6 percent in December 2005 from 
10.8% in the previous quarter.   
 
Monetary expansion during the quarter was 
attributed to an expansion in domestic credit, 
dampened, however, by a slight decline in net 
foreign assets, owing to a reduction in the level of 
foreign assets of the commercial banks during the 
quarter.  Commercial banks’ liquidity has also 
improved during the quarter, however due to 
unequal distribution of liquidity amongst the banks, 
as few banks are facing liquidity shortages, short 
term interest rates have increased during the mid 
quarter but tended to trend downwards towards the 
end of the quarter. Despite this downward trend 
short-tem interest are still high compared to the 
previous quarter’s level. Furthermore the Reserve 
Bank is active in its Open Market Operation 
resulting in the increase in RBV notes outstanding 
during the quarter. 
 
 

Determinants of money supply 
 
Net Foreign Assets 
 
Following its expansion during the previous three 
consecutive quarters of 2005, total net foreign assets 
narrowed marginally by 0.9 percent to VT29488.2 
million during this quarter.   This downward trend was 
associated with the decline in commercial banks’ NFA 
position by 2.3 percent. Since commercial banks’ 
NFA comprises more than 70 percent of the entire 
NFA of the banking system, this decline more than 
offsets the 3.6 percent growth in the NFA position of 
the monetary authorities. Despite the decline during 
this quarter, total NFA grew by 6.9 percent from the 
previous year’s level.  
 
The Monetary authorities’ NFA position has 
persistently been increasing throughout 2005 as well 
as from the corresponding quarter of the preceding 
year. At the end of this quarter the level increased to 
VT7350.6 million, adding another VT256 million to 
that recorded over the previous quarter. 
 
Figure 22: Net Foreign Assets 
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This trend clearly indicates that foreign exchange 
inflows have been sustained throughout the quarter, 
principally from inflows through the Government, a 
foreign embassy, others and interest received by the 
Reserve Bank on foreign assets. With these inflows 
the level of reserves was sufficient to cover 5.8 
months of import cover against 5.5 months recorded 
during the September quarter.  
 
Commercial banks’ NFA, in contrast, contracted 
during the quarter as their holdings of assets with 
non-resident banks were reduced by VT430 million. 
Also, commercial banks’ liabilities to non-resident 
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banks rose by a substantial VT272 million.  On the 
other hand, commercial banks’ foreign currency 
liabilities to residents especially demand and 
savings deposits, have registered quarterly 
declines, therefore partly explains the reduction in 
commercial banks’ NFA. Regardless of this 
quarter’s decline, commercial banks’ NFA 
expanded by 4.6 percent over a year ago as bank’s 
foreign assets increased more than their foreign 
liabilities.    
 
Domestic Credit 
 
Total domestic credit grew further by 2.60 percent 
or VT463 million during the reviewed quarter and 
8.6 percent from the corresponding quarter of 2004. 
This expansion was largely represented by increase 
in loans and advances to the private sector, non 
financial public enterprises and municipalities. Net 
credit to the Government, on the other hand, noted 
a significant decline during the quarter.   
The Government’s net lending position vis-à-vis the 
banking system continued to improve extensively 
from the September quarter to this quarter, as net 
claims on Government declined by a sizeable 274 
percent or VT119 million. The quarter–to-quarter 
improvement was attributed to the Governments’ 
net lending position with both the monetary 
authorities and the commercial banks.  The 
Government’s net position with the banking system 
moreover improved from the same quarter of the 
previous year by a vast 117 percent.  Net claims on 
Government has been declining for the fourth 
consecutive quarter as Government finances 
improved greatly during this year as compared to 
2004. For this reason, the Government has 
abstained from resorting to the overdraft facility with 
the   Reserve Bank since April 2005 up till the end 
of this quarter.  Furthermore, at the end of 2005 the 
Reserve Banks’ claims on the Government, in 
particular the level of non-interest bearing notes 
was reduced by 47.2 million therefore contributed to 
the quarterly decline in the Reserve Bank’s net 
claims on Government, though Government 
deposits were slightly down by 0.4 percent against 
the previous quarter’s level. 
 
Loans and advances extended to the private sector 
grew further by 3.1 percent adding another VT565.4 
million to the level registered during the previous 
quarter. Private sector credit also grew by a 
sizeable 15.9 percent from the previous year’s 
level. Figure 5, depicted that private sector credit 
has been on an increasing trend since the previous 
two years. The growth in December was 

contributed mainly by loans and advances to 
individuals & households and others category. These 
loans were mainly in the categories of housing and 
land purchases which added another VT218 million 
against the September quarter and loans to other 
personal sectors which rose by VT59 million. Loans 
and advances to business indicated a minor growth.  
Though loans to business grew slightly during this 
quarter, it still consist of more than 62 % of the share 
in total loans, loans to individual/households followed 
with 36%, while others category claimed the lowest 
share of 2%. These growth trends reflected the 
positive status of the economy. 
 
Figure 23: Private Sector Loans 
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With respective to credit extended to various 
economic sectors, fisheries sector saw a 
considerable growth of 33% in loans. This trend 
reflected the numerous fisheries projects that are 
sprouting up in most provinces in the country in light 
of the abundant marine resources which provide easy 
income for the fishermen.  Credit to the tourism sector 
increased by 12 percent, notably loans to owners and 
operators of hotels to accommodate for the 
increasing number of visitors during the quarter. 
Loans to the agriculture sector noted the third biggest 
increased in credit growth by 11 percent; the increase 
was contributed to particularly by lending to farmers 
engaging in the production of vegetables, food crops 
and fruits.  Other sectors which also noted minor 
increases in credit growth are; manufacturing (2%), 
distribution (1%), transport (5 %), construction (1%) 
and professional and other services (1%).  
 
The four major sectors which comprise  the bulk  of 
the share of total loans includes, housing and land 
purchases which comprises of 23 percent of total 
loans, other personal sectors follows with 20 percent. 
The Construction sector claimed third position with 16 
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percent while the fourth position of is taken up by 
the distribution sector with a 10 percent share. 
 
Components of Money Supply  
 
Money supply growth during the review quarter was 
largely associated with quasi-money, which 
expanded by 1.6 percent from the previous quarter, 
whilst an annual growth rate of 12 percent was 
recorded. Narrow money, on the contrary has 
remained virtually unchanged from the preceding 
quarter. Nonetheless, a considerable growth of 10 
percent was noted against the previous year’s level.   
 
Demand deposits contracted slightly by 0.9 percent 
which contributed to the overall trend in narrow 
money. Currency outside banks, on the other hand, 
rose by 4.4 percent from the previous quarter. The 
rise coincided with the Christmas festivities towards 
the end of December.  Currency outside banks was 
also higher by 8.1 percent compared to that in 
December 2004. Demand deposits in foreign 
currency contracted by 5.3 percent which also 
contributed to the overall trend in demand deposits. 
Demand deposits denominated in the local currency 
however, grew by 5.7 percent. The upward trend in 
the latter could possibly be due to a) residents may 
be converting their foreign currency deposits to 
local currency to be more easily accessible to   
cater for economic transactions currently taking 
place as reflected in growth in private sector credit 
b) residents may be switching demand deposits in 
foreign currency to fixed deposits in foreign 
currency to earn better returns c) importers 
capitalized their demand deposits in foreign 
currency to cater for more overseas transactions  
 
Figure 24: Money Supply 
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While residents are accommodating for the increased 
activities that are occurring within the economy, as 
reflected in the increase in currency outside banks 
and growth in demand deposits (local currency), they 
are simultaneously investing in longer term interest 
bearing deposits. Accordingly, time and savings 
deposits in both the local and foreign currency 
expanded by 1.9 percent and 1.5 percent, 
respectively during the quarter. 
 
Deposits with Commercial Banks 
 
Overall deposits of residents (excluding Government 
deposits) held with the commercial banks at the end 
of the reviewed quarter grew by 0.9 percent which 
added another VT350 million to the level recorded 
during the preceding quarter to reach VT39872 
million. Though foreign currency deposits accounted 
for approximately 60 percent of the total share of 
deposits, its slight decline by 0.5 percent was offset 
by the increase in local currency deposits by 3.0 
percent. While overall deposits grew slightly during 
the quarter, a substantial expansion by 12 percent 
was noted against the previous year’s level.  
 
With respect to ownership of deposits, individuals still 
hold the largest share of total deposits with 47.1 
percent, an increase of 0.2 percentage points from 
the previous quarter. Private business followed with 
40.5 percent, an increase from 39.1 percent from the 
previous quarter. Non financial public enterprises 
claimed third place with 6.7 percent, while the other 
loans category claimed fourth position with 5.6 
percent, where as the smallest share of 0.1 percent 
goes to municipalities 
 
Interest Rates 
 
Commercial banks have indicated slight movements 
in their deposits interest rates from the previous 
quarter (see table 8). Notably for interest rates paid 
on the one month maturity in which the upper interest 
rate was increased by 1.50 percentage points.  For 
maturities above 6 months the minimum rate also 
rose by 0.5 percentage points. Interest rates on 
savings deposits were maintained as in the previous 
quarter.  Due to the abovementioned movement in 
interest on fixed deposits, the weighted average rate 
on fixed deposits rose by 0.38 percentage points from 
the previous quarter to 4.85 percent.  This uptrend in 
rates on fixed deposits furthermore triggered the 
overall weighted average interest for total bank 
deposits to increase by 0.13 percentage points to 
2.25 perc ent during the quarter. 
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Commercial banks lending rates, on the other hand, 
were maintained as in the previous quarter as yet 
indicated in table 8. Though lending rates ranges 
remained unchanged, the weighted average rate of 
interest rates for bank loans was somehow reduced 
by 0.59 percentage points to 11.37 percent.  
 
Interest Rate Spread 
 
Figure 25: Interest Rate Spread 
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The reduction in the weighted average rate of 
interest on advances more than outweighed the 
increase in the weighted average rate of interest   
for total bank deposits thus contributed to the 
reduction in the interest rates spread to 9.12 
percent from 9.84 percent during the previous 
quarter, as depicted in figure 7. 
 
Reserve Money 
 
Reserve money 1 expanded further by 4.9 percent 
or added an extra VT278 million to that recorded 
over the preceding quarter. Likewise a huge growth 
of 12.1 percent was registered against the level a 
year ago.   The quarter-to-quarter growth was 
contributed mainly by currency in circulation which 
rose considerably by 16.6 percent and statutory 
reserve deposits which expanded by 3.4 percent.  
Conversely excess reserves of commercial banks 
with the Reserve Bank declined sharply by 30.0 
percent. 
 
 
 
 
 
                                                 
1 Reserve Money com prises of currency in circulation (including 
commercial banks vault cash), statutory reserve deposits (SRD) and 
excess reserves. 

Figure 26: Components of Reserve Money 
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The expansion of currency in circulation was mainly 
attributed to the Christmas spending at the end of 
2005.  Though currency in circulation was high during 
the quarter, banks have recorded growth in deposits 
over the period of October and November 2005, as 
represented by the expansion in SRD.  Several 
developments contributed to the substantial decline in 
excess reserves during the quarter; a) the offsetting 
movement in currency in circulation and SRD b) 
increase in outstanding RBV notes and c) 
Government continues to destroy liquidity in the 
system as reflected in the continuous improvements 
in the Government’s net position with the Reserve 
Bank.  Figure 8 signifies that Reserve money was at 
the highest level during this quarter as compared to 
the levels recorded over the corresponding quarters 
over the last two years. 
 
RBV Notes 
 
Figure 27: 91-days RBV Notes Yield 
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Total RBV notes issued during the last quarter  of 
2005, amounted to VT1,065 million, out of which the 
allotments were made as follows; VT290 million to 
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14-days, VT310 million to 28-days, VT235 million to 
63-days and VT230 million 91-days maturity. By 
end of the December quarter, 2005, the RBV notes 
outstanding stood at VT590 million.  
 
Yields on RBV notes reached their peaks during the 
last quarter with the 63-day maturity recording the 
highest rate for 2005 at 4.74% in mid quarter. 
These increases were triggered by the liquidity 
constraints in the banking system which led to inter-
bank activity that persisted throughout the quarter. 
By the end of the quarter, yields started to trend 
downwards compared to the positions during the 
quarter. The 91-day maturity yield stood at 4.34% 
by the end of December, 2005, while the 14-days, 
28-days and 63-days positioned at 4.25%, 4.28% 
and 4.31% respectively. Figure 9 clearly depicts 
that though the interest rates on the 91-day note 
which is the indicator rate were high during the last 
quarter of 2005, these rates were somewhat lower 
than the rates recorded during the last quarter of 
2004 and the first quarter of 2003 due to the 
unequal distribution of liquidity in the system. 
 
DOMESTIC BANKS 
 
Balance Sheet 
 
Figure 28: Asset Position - Domestic Banks 
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The industry’s balance sheet recorded no 
significant movements over the last quarter. Total 
assets increased slightly by 1.1 percent to Vt58.7 
billion from Vt58.1 billion during the previous 
quarter. During the year, the industry reported an 
increase of 7.3 percent. The quarterly increase was 
mainly attributable to a 3.8 percent rise in domestic 
assets to Vt25.2 billion. On the other hand, the 
industry’s foreign assets declined by 0.8 percent to 

Vt33.5 billion at the end of the period. Refer to chart 
28. 
 
Capital 
 
The industry remained well capitalized during the last 
quarter though its capital adequacy ratio dropped 
slightly by 0.1 percent to 26.7 percent. During the 
year, the bank recorded a drop of 16.0 percent. The 
slight quarterly drop in the industry’s capital adequacy 
ratio was due to growth in the total risk weighted 
assets by 2.9 percent to Vt16.1 billion.  
 
Capital base increased by 2.8 percent to Vt4.3 billion. 
This reflected increases in both the industry’s tier 1 
capital by 2.8 percent to Vt4.1 billion and tier 2 capital 
by 3.3 percent to Vt184.5 million respectively over the 
last quarter. The industry’s tier 1 ratio for the 
reviewed quarter is 25.6 percent. Refer to chart 2. 
 
Figure 29: Capital Adequacy & Tier 1 Ratio                    
Domestic Banks 
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Profit  
 
The industry recorded a quarterly increase in its 
operating profit (before tax, write-offs and provisions) 
by 5.3 percent to Vt592.8 million from Vt563.0 at the 
end of September 2005. This increase was 
attributable to growth in interest income by 8.5 
percent to Vt951.8 million. 
 
However net operating income declined during the 
reviewed quarter by 2.2 percent to Vt 577.7 million 
from Vt590.7 million during September 2005 quarter. 
This decline is attributable to the increase in 
provisions by 164.3 percent to Vt16.4 million 
(negative Vt25.6 million, Sept’05). Over the 12 
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months, net operating income increased by 25.2 
percent (Vt429.0 million, Dec’04). Refer to chart 3. 
 
Figure 30: Earnings – Domestic Assets 
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During the last quarter, both ROA and ROE of the 
industry increased by 4.8 percent to 1.0 percent 
and 6.7 percent to 10.1 percent respectively. 
 
Asset Quality 
 
Total lending from the domestic industry increased 
further at the end of December 2005 by 3.9 percent 
to Vt19.5 billion. This comprised of 75.5 percent 
standard loans, 5.0 percent sub-standard loans, 
17.8 percent doubtful loans and 1.6 percent loss 
loans respectively. Refer to chart 4. 
 
Figure 31:  Asset Quality – Domestic Banks 
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The level of impaired assets increased significantly 
both quarterly and annually by 34.0 percent and 
71.6 percent respectively to Vt3.8 billion (Vt2.8 
billion, Sept’05; Vt2.2 billion, Dec’04). The increase 

was the result of a 38.8 percent increase in the 
industry’s doubtful loans to Vt3.5 billion over the last 
quarter. The increase in doubtful loans was mainly 
attributable to the declines in substandard loans by 
25.8 percent to Vt981.1 million and loss loans by 2.8 
percent to Vt319.9 million respectively. 
 
Total industry’s general provisions increased 
significantly this quarter by 216.1 percent to Vt15.5 
million. Furthermore, both specific provisions and 
security held by the industry increased by 19.5 
percent to Vt733.5 million and 5.9 percent to Vt12.4 
billion over the period. 
 
Sectoral Lending  
 
The majority of the industry’s lending portfolio still 
remains to the personal (43.5 percent), construction 
(15.6 percent) and distribution (10.0 percent) sectors 
over the last quarter. 
At the end of the period, loans to the personal sector 
increased by 3.5 percent to Vt8.1 billion, loans to the 
construction sector increased by 1.2 percent to Vt2.9 
billion and loans to distribution sector increased by 
1.0 percent to 1.9 billion.  
 
The other major lending sectors were tourism and 
manufacturing sectors. Over the last period loans to 
tourism and manufacturing sector increased by 12.1 
percent to Vt1.7 billion and 1.8 percent to Vt1.1 billion 
respectively. Refer to chart 5. 
 
Figure 32: 5 Largest Sector Claims Domestic Banks 
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Liquidity 
 
The industry’s average liquid asset ratio (LAR) at the 
end of the last quarter remains well above the 
regulatory requirement at 17.2 percent; down from 
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17.5 percent during the pervious quarter. Despite 
the high LAR position, the yearly trend is slightly 
downward sloping. Refer to chart 6. 
 
Figure 33: Liquid asset Ratio – Domestic Banks 
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December 2005 quarter also reveals negative short 
term liquidity mismatch for the industry. 
 
International Banks  
 
Overview 
  
For the quarter ended 31 December 2005, the 
Reserve Bank remains proactive in ensuring that 
international banks comply with the conditions of 
their licenses. Over the quarter, the Bank 
conducted several prudential consultations to 
assess risks associated with banks, and to 
determine banks’ compliance with the International 
Banking Act (IBA), the Financial Transactions 
Reporting Act (FTRA) and the Prudential Guidelines 
(PG) issued by Reserve Bank of Vanuatu.  In 
addition, the Reserve Bank accompanied the 
Financial Intelligence Unit (FIU) to conduct an anti-
money laundering spot check to international banks 
to verify compliance with Vanuatu’s regulatory 
requirements.  
 
Over the quarter, Reserve Bank of Vanuatu 
received a number of enquiries from interested 
clients hoping to set up international banks in 
Vanuatu. 
 
Balance Sheet 
 
The December 2005 quarter showed a decrease in 
the industry’s balance sheet footings of 2.6% to 
USD202.3 million (USD207.8 million, Sep-05).  The 

decrease was mainly attributable to decline in cash 
items by 12.6% to USD58.9 million on the asset side.   
 
The major components of the industry’s assets still 
remain as loans and advances and cash items each 
consisting of 68.7% and 28.9% of total assets 
respectively. (Refer to graph below)     
 
 Figure 34: Total Asset – International Banking 
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On the liability side, the industry’s total liabilities 
(excluding shareholders equity) also declined by 
2.9% to USD189.8 million (USD195.5 million, Sep-
05). The decrease is mainly attributable to decline in 
term debt and other borrowings by 72.3% to USD13.5 
million (USD48.7 million, Sep-05). 
 
The major component of liabilities is deposits from 
corporations, which accounted for 86.5% of total 
liabilities and shareholders equity. Over the quarter, 
this has increased by 20.3% to USD175.0 million 
(USD145.5 million, Sep-05). (Refer to graph below)     
 
Figure 35: Total Liabilities – International Banking 
Industry. 
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Earnings 
 
Despite improvements in the industry’s financial 
position this quarter, the industry continues to 
record a net loss of USD 477 thousand; an increase 
of 35.5% from the September quarter (net loss of 
USD740 thousand).  The increase is attributable to 
increase in operating income of 107.0% to USD1.7 
million (USD802 thousand Sep-05).   
 
Figure 36:  Income – International Banking Industry 
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Over the quarter, net interest income of the industry 
increased significantly by 73.4% to USD1.0 million 
(USD602 thousand Sep-05). 
 

3.4. FINANCIAL DEVELOPMENT 
 
Total Local Expenditures 
 
Total estimated local expenditures of Finance 
Centre Institutions recorded increases of 10.0 
percent and 21.0 percent from the previous quarter 
of 2005 and the corresponding quarter of 2004, 
respectively. This improvement was attributed to a 
quarterly increase of 16.0 percent of total recurrent 
expenditures.  
 
From the estimated total expenditures of VT896.5 
million, the banking sector continues to dominate 
with 47.0 percent, followed by trust and insurance 
companies with 33.0 percent, accounting firms with 
14.0 percent and legal firms and offshore 
institutions with 6.0 percent. 
 
Estimated taxes and levies paid by Finance Center 
Institutions and other private companies, showed 
an annual increase of 6.3 percent and a quarterly 

decline of 15.7 percent.  The quarterly decline was 
attributed to decreases of 15.5 percent in central 
Government fees, 23.7 percent in import duties and 
23.0 percent in local government revenue.  
 
There was an increase in total estimated capital 
expenditures of finance institutions and other private 
sector institutions by 59.0 percent from the same 
quarter of 2004 and a decline of 11.6 percent from 
the previous quarter.    
 
Estimated value of total assets of finance centers and 
other private sector institutions decreased by 0.5 
percent from the previous quarter but recorded an 
increase by 7.4 percent from the corresponding 
quarter of 2004.   
 
Estimated number of employees in finance centre 
institutions decreased to 613 from the high of 614 
recorded during the third quarter of 2005.  Ni-Vanuatu 
employees made up approximately 88.1 percent of 
this total. 
 
Total Gross Turnover 
 
Estimates of total gross earnings of Financ e Centre 
Institutions increased by 9.9 percent and 17.0 percent 
from the previous quarter of 2005 and corresponding 
quarter of 2004. The quarterly improvement was 
attributed to increases in total earnings of commercial 
banks by 12.0 percent and gross income of trust and 
insurance companies by 10.8 percent from previous 
quarter. 
 
Figure 37: Total Gross Turnover (Finance Centre 
Institutions) 
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Total estimated net foreign exchange earnings 
recorded increases of 8.7 percent from the 
corresponding quarter of 2004 and 83.5 percent from 
previous quarter of 2005.  This improvement was 
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attributed to increases of net foreign exchange 
earnings of commercial banks by 173.3 percent and 
trust & insurance companies by 21.2 percent. 
 
Shipping Registrations 
 
The shipping registry recorded a decline in the 
number of ships which decreased from 601 in the 
previous quarter to 596 vessels this quarter.  
However, there is a net increase of 6 vessels when 
compared to 590 recorded during the 
corresponding quarter of 2004. The registry 
recorded the addition of 31 new ships, whilst 36 
ships de-registered during the reviewed quarter.  In 
2005, 155 vessels were added to the registry while 
149 vessels de-registered. 
 
There was an improvement in net shipping fees for 
this quarter as compared to a negative figure 
recorded during the corresponding quarter of 2004.  
The average sized vessel at the registry remained 
at 4,500 GRT.   
 
There remain certain issues to resolve between the 
Vanuatu Maritime Authority in collaboration with the 
Vanuatu Government, Tuna Fishing (Vanuatu) 
Limited and the registry in New York regarding 
reciprocal port tax treaties, Chile’s ban of Vanuatu 
vessels, fishing legislation, regional fishing 
oversight bodies, sanitary certification of the fishing 
fleet, rescission of Ministerial Order 13 of 2005 and 
revisions of Ministerial Order 35 of 2005.  According 
to the international shipping registry office in New 
York, action on the above is needed to ensure the 
growth of the registry if not in gross tonnage but in 
the number of vessels. 
 
Company Registration 
 
The number of companies registered with the 
Vanuatu Financial Services Commission (VFSC) 
recorded a total of 6,139 companies during the 
reviewed quarter. This represents net increases of 
189 from the same quarter of 2004, and a decline of 
40 companies from the previous quarter.  The 
number of new registrations was 134 companies, 
while 119 companies deregistered with the VFSC.   
2005, witnessed the registration of 536 companies 
with the VFSC while 254 companies deregistered.  
 

From the total number of companies, international2 
companies represent 75.3 percent, local companies 
made up 22.3 percent, while exempt3 and overseas4 
companies accounted for 2.3 percent.      
 
 
3.5.  BALANCE of PAYMENTS. 
 
The official international reserves increased to a more 
than adequate level of 5.8 months of import cover at 
the end of December 2005, from 5.5 months of import 
cover in the preceding quarter. With this increase, 
official reserves are comfortably above the Reserve 
Bank’s minimum target level of 4 months of import 
cover. This is one of the key indicators of monetary 
stability for the country. The improvement in reserves 
reflected the improving economic conditions caused 
by an expansion of inflows through official 
Government transfers and investment returns of the 
Reserve Bank.  Despite an expansion in the current 
account deficit, financing was adequate.  
 
Figure 38: Net Reserves & Import Cover 
 

0

1000

2000

3000

4000

5000

6000

7000

8000

Q
20

2

Q
40

2

Q
20

3

Q
40

3

Q
20

4

Q
40

4

Q
20

5

Q
40

5

0

1

2

3

4

5

6

7

Net reserves Import cover

 
 
Merchandise trade 
 
The trade deficit expanded by an unpredicted 31.0 
percent in the December quarter, reflecting import 
growth of 20 percent while exports fell by 2.0 percent 
from the previous quarter. High import bills were 
recorded for basic manufactures, machines & 
transport equipments, food and live animals and 
chemicals.  The overall trend for imports is an 

                                                 
2 Companies incorporated under the international 
Companies Act and do not operate business in the 
country. 
3 Companies registered or re-registered as exempt 
companies and do business overseas. 
4 Companies incorporated outside Vanuatu and do 
business in the country. 
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upsurge slope and is expected to continue with this 
trend in the future. 
 
Services Account 
 
Vanuatu’s main foreign exchange earning is tourism 
- one of the main factors contributing to the 
consistent surplus of the services account. However 
this quarter the surplus or net services dropped by 
26 percent reflecting a 24 percent drop in inward 
travel (tourism earnings) as compared to a 25 
percent increase in the  September quarter. The 
decrease in the above item was caused by a 
seasonal drop in the number of tourists. The slight 
depreciation of the Australian dollar against the 
Vatu in December quarter also contributed to the 
low earnings from Australian tourists during the 
period. All the other items of the services account 
also recorded decreases. 
 
Income Account 
 
Foreign enterprises’ reinvested earning is the major 
item contributing to the consistent deficit of this 
account. On the debit side, investment income 
through foreign direct investments expanded by 14 
percent and other investment interest payments 
increased by 5 percent. This increase mainly came 
through other securities rather than loans and 
deposits. Income receipts from investment rose by 
4 percent, mainly stemming from currency and 
deposits. 
  
Current Transfers Account 
 

As a large proportion of current transfers represent 
official grant flows, the level is driven by donor 
grants to the Government of Vanuatu.  The quarter 
in review recorded another decrease in grants from 
abroad. Technical assistance, aid in cash and aid-
in-kind   and other official transfers all recorded 
decreases in the December quarter. 
 
Capital and Financial Account 
 
The capital account measures the transfers of non 
financial assets in and out of Vanuatu, as well as 
the purchase and sale of intangible assets. In 2004 
and 2005, Vanuatu had been experiencing huge 
sales of non-financial assets which had not been 
fully captured in this account, hence contributing to 
the errors and omissions.  
 
The December quarter saw a decrease in project 
goods provided by donors while continuous net 

outflows of migrant’s transfers was recorded by the 
private sector. 
 
The Financial account records flows of transactions 
through external assets and liabilities. In December 
quarter, there was a substantial decrease reflecting 
reductions in foreign direct investment, portfolio 
investment and other investments. Foreign direct 
investment showed significant inflows, however 
slightly less than inflows of September. Other 
investment assets also decreased. This was caused 
by a reduction in currency and deposits. Other 
investment liabilities recorded a slight increase as 
compared to a large reduction last quarter.   
 
Medium Term outlook 
 
Within the medium term (2006/2007), the current 
account is expected to improve. Imports will continue 
to grow, reflecting expansion of the economy as large 
amounts of capital investment are injected into capital 
projects. The projected improvement in tourism 
earnings in 2006 will continue to provide a boost to 
the services account while reinvested earnings of 
foreign enterprises will continue to create deficits in 
net factor income. The capital and financial account is 
forecasted to continue in surplus into the medium 
term. Barring adverse unforeseen circum stances, 
official international reserves are therefore expected 
to remain healthy at around five to six months of 
import cover into the medium term. 
 
International Investment Position 
 
By end December 2005, the IIP extended its net 
borrowing position to VT 5324 million, from VT4753 
million last quarter. The new position reflected an 
expansion of liabilities in December, particularly on 
foreign direct investment. 
 
3.6  EXCHANGE RATE DEVELOPMENT . 
 
Events in international financial markets over the 
quarter had various impacts on the movements of 
major currencies relevant to the exchange rate of the 
Vatu. The foreign currency market was relatively flat 
in the second week of October ahead of the much-
anticipated (and highly debated) interest rate decision 
by the Federal Reserve. As investors focus on 
interest rate and growth differentials favouring the 
United States, the US dollar has been picking up well 
against its major international currencies. 
  
The US dollar fluctuated against the Vatu across the 
months of the December quarter. The developments 
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saw the US dollar rate close up 1.9 percent from 
the September quarter and up 3.4 percent from 
December 2004. The US dollar is expected to 
strengthen moderately against the Vatu and by the 
time of writing this report, the US dollar fluctuates 
around the November average.  
 
Figure 39: Bilateral Exchange Rate Movement of the 
Vatu against its major currencies.  
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Most analysts expect the Australian dollar to come 
under downward pressure as the interest rate 
differential with respect to the US narrows. In the 
intervening time, the Japanese yen marginally 
appreciated against the Vatu while EURO and NZ 
dollar continues to fluctuate. 
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Quarterly Exchange rate of vatu against currencies of major trading partners.  

Period USD  GBP AUD JPY NZD EUR 

Average for 4th Qtr 2005 111.23 194.6 82.8 0.949 77.2 132.3 
Average for  3rd Qtr 2005 109.97 196.29 83.48 0.9888 75.98 134.04 
     % Change 1.13 -0.87 -0.82 -4.19 1.58 -1.32 
        
Closi ng rate on  30.12.05 112.33 193.68 82.29 0.9534 76.62 133.07 
Closing rate on 30. 09.05 110.14 194.03 83.67 0.974 76.07 132.58 
Closing rate on  30.12.04 106.53 205.3 83.06 1.0328 76.54 145.54 
Quarterly % Change 1.9 -0.2 -1.7 -2.2 0.7 0.4 
  Yearly % Change 3.4 -5.5 0.7 -5.7 -0.6 -8.9 

Low  for 4th Quarter-2005 109.88 191.94 81.93 0.9133 76.02 129.86 
  28-Oct 28-Oct 28-Dec 7-Dec 28-Dec 5-Dec 
        

High for 4th Quarter -2005 113.09 197.62 83.99 0.9701 79.36 134.11 

  28-Dec 4-Nov  4-Oct 7-Oct 6-Dec 3-Nov  
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 CHRONOLOGY OF MAJOR EVENTS 
 

NO. BRIEF DESCRIPTION OF EVENTS EFFECTIVE DATE 

   
 
1. 

 
Vanuatu removed all restrictions imposed on Fiji made biscuits in 
October. This order was approved by the council of ministers, 
after a commitment made at the recent Melanesian Spearhead 
Group meeting in PNG where the two countries would resolve 
their differences. Fiji was urged to take the issue up with its 
cabinet to withdraw the ban on kava imports from Vanuatu, while 
Port Vila promised to remove the 100 tonne quota imposed on Fiji 
made biscuits exported to the country. For the past two months, 
Vanuatu has lost US$300,000 in kava exports.  

 
 

 
8 October, 2005 

 
2. 

 
The government of Vanuatu confirmed that it will open its service 
sector to more competition after a workshop conducted by the 
South Pacific Forum Secretariat. The services sector accounts for 
more than 70% of GDP.  

A major benefit of opening to trade in services would be 
easier and increased competition in some of the monopoly sectors 
such as telecommunication, water and electricity prompting 
potential for lower prices in the long run.  Another would be 
increased investment and opportunities for technology transfers 
due to its open inward investment policy with VT 4.7 bn of foreign 
direct investment into the country in 2004.  
 

 
14 October, 2005 

 
3. 

 
After a period of consultation and exchanging of ideas the Vanuatu 
Tourism Office (VTO), The Vanuatu Tourism Association (VTA), 
the Vanuatu Hotel & Resorts Association (VHRA) and Airlines (Air 
Vanuatu and Pacific Blue) launched a 40% off sale into the 
Australian and New Zealand Markets. The program focuses on 
40% reduction on accommodation deals with substantial airlines 
savings on airfares. The program is designed to fill gaps in 
occupancy across the pre Christmas period and the period from 
the end of January until the end of January until the end of March 
2006.Funding will be provided by parties to the agreement to our 
Australian Wholesalers advertising through campaigns schedules 
on Sydney and Brisbane radio and a direct email campaign 
initiated by empowered in Australia. 
 
 

 
5 November, 2005 

 
4. 

 
Vanuatu is among the 23 countries chosen by the United States to 
receive the Millennium Challenge Corporation (MCC) fund. This 
announcem ent follows a 8th November meeting of the MCC board 
of directors in Washington. MCC administers the Millennium 
Challenge Account (MCS), an imitative by President George Bush 
to promote democratic change and sound economic policies in 
developing countries. Vanuatu is qualified because its application 
demonstrated its commitment to ruling justly, investing in people 

 
14 November, 2005 
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and encouraging economic freedom. 
 

 
5. 

 
Japan approved VT69 million in aid to finance 13 development 
projects in Vanuatu. Contracts were signed between the Japanese 
Government and Vanuatu at the Department of Foreign Affairs on 
the 16th of December in the presence of Hiroshi Watanabe, the 2nd 
Secretary in the Japanese Embassy in Fiji. The funds have been 
made available through the Japanese Grass Roots Human 
Security Project Programme and are designed to improve the living 
standards and welfare of people in Vanuatu. 
  
 

 
19 December, 2005 

 
6. 

 
Vanuatu’s loyalty to China’s One-China policy was rewarded in 
July with an agreement for 32.4 million Vatu (US$319,000) worth 
of uniforms, equipment and vehicles for the police (mobile force). 
This was followed in August with China’s cancellation of two loans 
totaling more than 400 million Vatu (US366, 972). China’s minister 
for video, film and television, Wang Taihua, was in Port Vila in 
August to launch the opening of a television service transmitted to 
Vanuatu by satellite of an English language service supplied by 
Central China Television (CCTV). 
  
 
 

 
December, 2005 

 
7.  

 
Vanuatu Abattoirs is to receive a UD$160,000 European Union 
grant to assist sales of organic meat to the European market. 
Three years ago it became the first developing country to meet 
quarantine rules for the export of its meat to Australia. 
(Islands Business, December, 2005) 
 

 
December, 2005 
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Table1:  Assets and Liabilities of the Reserve Bank of Vanuatu 
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Table2:  Assets and Liabilities of the Commercial Banks  
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Table 3:  Monetary Survey: The consolidated statements Accounts of Monetary Institutions 
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TABLE 4:  DOMESTIC MONEY SUPPLY AND COMPONENTS 
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TABLE 5: DISTRIBUTION OF VATU AND FOREIGN CURRENCY DEPOSITS OF RESIDENTS BY 
                 CATEGORIES  
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TABLE 6: TIME DEPOSITS IN VATU OF RESIDENTS WITH COMMERCIAL BANKS 2/  
                    BY MATURITY PERIOD 1/ 
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TABLE 7:  COMMERCIAL  BANKS SECTORAL DISTRIBUTION OF LOANS & ADVANCES  INVATU 
AND FOREIGN CURRENCY 
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TABLE 8: SELECTED INTEREST RATES FOR LOCAL COMMERCIAL BANKS 1/ 
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TABLE 9:  DENOMINATIONS OF CURRENCY ON ISSUE 
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TABLE 10:  NET OFFICIAL RESERVES  
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TABLE 11:  RESERVE BANK NOTES ISSUED IN PRIMARY MARKET 
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TABLE 12: COMMERCIAL BANKS' LIQUIDITY
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TABLE 13:  INTERNATIONAL BANKS - BALANCE SHEET 
 
 TOTAL ASSETS 
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TABLE 14: DOMESTIC BANKS 
 
             CONSOLIDATED CAPITAL - 1/ 
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TABLE 15: DOMESTIC BANKING INDUSTRY 

 

 
The Core set of Financial soundness Indicators (%) 
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TABLE 16: VANUATU GOVERNMENT FISCAL OPERATIONS

  
TABLE 17:  GOVERNMENT REVENUE CLASSIFIED BY MAJOR SOURCES 
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TABLE 18:  GOVERNMENT EXPENDITURE CLASSIFIED BY MAJOR CATEGORY
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TABLE 19:    VANUATU GOVERNMENT BONDS OUTSTANDING 
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TABLE 20:   EXCHANGE RATES:  VATU PER UNIT OF FOREIGN CURRENCIES 
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Table 21:  SUMMARY OF BALANCE OF PAYMENTS 
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Table 22: DOMESTIC EXPORTS BY COUNTRY  OF DESTINATION 
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Table 23:  IMPORTS CLEARED FOR HOME CONSUMPTION BY 
COUNTRY OF CONSIGNMENT 
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TABLE 24:  FINANCE CENTRE INSTITUTIONS: LOCAL EXPENDITURE, VALUE-ADDED, 
EMPLOYMENT AND TOTAL ASSETS 
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TABLE 25:TRENDS IN BUSINESS TURNOVER/FOREIGN EXCHANGE EARNINGS OF FINANCE CENTRE 
                   INSTITUTIONS 
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TABLE 26:  SHIPPING REGISTRATION 
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Table 27:  COMPANY REGISTRATION IN VANUATU 
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TABLE 28:    COCONUT PRODUCTS AND PRICES 
 

 
    TABLE 29:    COCOA PRODUCTION FOR EXPORTS AND PRICES 
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TABLE 30:   COMMERCIAL MEAT PRODUCTION 
 

 
 
Table 31: Energy Consumption 
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Table 32: CONSUMER PRICE INDICES BY EXPENDITURE GROUP 
(Quarter to previous quarter)  

 
Table 33: CONSUMER PRICE INDICES BY EXPENDITURE GROUP 
(Quarter to same quarter of previous year) 

 
 
 
 

 
 
 
  


