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I. Introduction

The third Article IV consultation discussions with Vanuatu were
held in Port Vila during July 22-August 5, 1985. The mission met with
Mr. Kalpokor K:lsakau, Minister of Finance, Commerce, Industry, and

Tourism: senior nFF1r1nlc of government denartmente: Mr Farvricl Np I
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Chief Executive Officer of the Central Bank or Vanuatu, and other senior
staff members of the Bank; and representatives of the private sector. The
staff team consisted of Messrs. Niebuhr (Head), Broadway, Di Calogero (all

ADT mmd Mmook m. (O S T V N |3 S B SRR Inv __________
A0V ],y 401G LHOINILUIN \oiA/Jy WILLIlI MITB, gaiLrmann \DhDI as SecreLarye.

Vanuatu has accepted the obligations of Article VIII, Sections 2,
3, and 4.

II. Background

Vanuatu comprises an archipelago of over 80 small islands with a
land mass of 12,000 square kilometers and a population of about
130,000. The ecunomy is open, with a large and unrestricted external
sector; in 1984, combined exports and imports were estimated to have
been equivalent to about 85 percent of GDP. The modern sector is
heavily service-oriented, consisting of government services, tourism,
the Pinance Center (banking and tax haven service activities), some
small industries, and plantation agriculture. The traditional sector,
which accounts for 80 percent of the population but ouly 20-30 percent
of GDP, consists of agriculture whose spectrum ranges from subsistence
farmers to a growing group of smallholders engaged in substantial
production of cash crops. The statistical base is weak, but estimates
suggest a GDP of about VT 9.3 billion (SDR 91 million) in 1984, 1/ with
a per capita GDP of SDR 730. Incomes in the traditional sector are
judged to be about one third of the national average. Part of the
disparity in income distribution rsflects the high cost of expatriate
services, which in the public sector are largely paid by grant assis-
tance.

The land/labor ratio is favorable. OUnly about nne-third of the
country's arable land has been placed in agricultural use. In the
traditional sector, people prefer subsistence farming to plantation
employment. Labor is therefore the scarce resource and wages are
relatively high. Limited internal transportation and the i1solatisn of
most village communities have restrained economic development as ~ell as
tlie provision of basic social and economic services. 3ecause of a
severe shortage of trained manpower, Covernment agencies suffer from
limited organizational capacity, and the country experiencrs difficul~
ties in absorbing development assistance.

1/ Technical assistance from t.e AsDB to establish a system for the
estimation of naticnal accounis began in mid-1985.




Vanuatu is heavily dependent on concessional foreign financial
assistance to support ti. Government's recurrent and development
expenditure. Since independence, France and the Unired Kingdom have
provided budgetary support for recurrent expenditure, but or » declining
basis and under an agreement that these grants would end no later than
1988. A major national goal is to attain financial self-reliance.

III. Recent Economic Developments

After a considerable setiback in 1980 associated with the distur-
bances at independence, economic activity recovered, with real GDP
estimated to have grown by 2 percent in 1981 and 1982 and 3 percent in
1983. 1In 1984, output expanded more rapidly, increasing at about
5 percent, mainly due to a 26 percent increase in the production of
copra (the major export). The stimulus to greater production came from
a large rise in world copra prices, and with it an increase in the
domestic procurement price offered by the Vanuatu Commodities Marketing
Board (VCMB). The performance of other important sectors in 1984 was
mixed.

P2rsonal consumption expenditure increased substantially in 1984,
mainly due to the sharp increase in the incomes of copra producers, tut
also because of a 13 percent expansion in the public sector wage bill
(4 percent in 1983). Private investment expenditure, in particular
construction activity, also appeared to have increased. Development
e-penditure by the Government, however, was little changed from the 1983
level, while private investment in the agricultural sector continued to
be hampered by the slow progress in obtaining rural leases.

Cotin - e~ prires in Vanuatu are largely determined by the price of

impor’ - acion, as measured by the consumer price index, has been
gener. .rate in recent years with increases of 6 percent in 1982,
2 per: '¢3%, and 5.5 percent in 1984. The higher rate of infla-
tion i. =3¢ mainly the result of tariff rate adjustments.

In November 1984, Parliament approved a law establishing a minimum
monthly wage rate of VT 15,000 per month {(approximately $150). In
response, two government/joint venture estates suspended operations and,
in the country as a whole, about 1,200 jobs were reported lost. In May
1985, the law was amended to create a Minimum Wage Board =~ determine
the minimum pay for the various sectors of the work force; it has set a
floor wage cf VT 7,000 per month.

Yanuatu's bal..uce of payments is characterized by large deficits on
merchandise trade which have been more than offset by net earnings from
services (mainly tourism), official transfers, and capital inflows
(Table 1 and Chert 1). As a result, in the period from independence
through 1984, the countrv achieved both current and overail balance of
payments surpluses, resulting in the accumulation of substantial net
foreign assets in the banking system.
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CHART 1
VANUATY
BALANCE OF PAYMENTS INDICATORS, 1981-85
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Table 1. Vanuatu:
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Balance of Payments, 1°82-85

(In millions of SDRs)

1982 1983 1984 1985
Trade balance -29.9 -25.8 -19,2 -33.5
Exports (f.o.b.) 9.7 16.8 30.8 17.1
Of which: copra (6.7) (12.3) (26.0) (13.0)
Imports (f.o.b.) 39.6 42.6 50.0 50.6
Of which: for home consumption (35.9) (40.2) (47.1) (47.5)
Sources and transfers (net) 39.8 29.0 38.2 28.1
Services (net) 0.9 -1.1 -0.6 -3.3
Receipts 38.4 40.6 48.1 41.9
0f which: inward travel (19.3) (20.7) (23.2) (17.6)
Payments 37.5 41.7 48.7 45.2
Of wnich: investment income (4.8) (11.3) (11.4) (10.0)
Private transfers (net) 7.4 5.6 6.8 6.5
Official transfers (net) 31.5 24.5 32.0 24.9
Current account balance 9.9 3.2 16.0 -5.4
Current account balance
excluding official transfers (-21.6) (-21.3) (-13.0) (-30.3)
Nonmonetary capital 5.9 1.7 8.8 11.0
Long-term capital 2.5 12.2 8.8 11.0
Official 1.4 0.3 0.7 2.8
Of which: disbursements (1.7) {(0.6) (1.1) (3.0)
Private 2‘7 11.9 709 8-2
Of which: reinvested earnings (1.0) (6.7) (5.6) (5.1)
Short-term capital 1.8 -3.5 0.2 -
Errors and ommissions 0.4 5.6 11.8 -
Overall balance 16.2 16.5 39.6 3.6
Chan'e in net foreign assets (increase -) -16.2 -16.5 -39.6 5.6
Monetary authorities (net) (3.4) (2.2) (-5.4) (-1.5)
Commercial banks (net) (~19.6) (-18.7) (-34.2) (-4.1)
Memorandum items:?
Current account/GDP ratio 13.4 4,1 20.5 -6.1
Current account/GDP ratio
excluding official transfers -28.6 -27.0 -14.1 -35.0
Total debt outstanding (SDRs) 3.7 3.5 3.0 6.5
Debt service ratio 5.2 3.0 1.9 2.6
Vatu/SDR (average) 106.2 106.2 101.7 107.7

Sources:

Data provided by the Vanuatu authorities; and staff estimates.
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Vanuatu's export perfcrmance improved substantially between 1982
and 1984. The value of exports (in SDR terms) rose by 73 percent in
- 1983 and by 83 percent in 1984 to a record SDR 31 million. However,
~virtually all of the increase in exports was due to larger copra earn- -
-ings, which comprised 84 percent of total exports in 1984. Buoyant
world prices for copra accounted for most of the gains, although export
volume rose by ll percent and 21 percent, respectively, in 1983 and
1984. The quality of copra production has also improved as a result of

gavernment efforts to nnn-nua storage Fariliria nla malea A
8¢ mpt age fa \.assusca, repiace smoxre usr;us

with the hot air drying process, and estuablish quality-based procurement .
price differentials.

i} Imports satisfy the bulk of monetlzed domestic demand. The value
of imports {in SDR terms) rose by nearly 18 percent in 1984 (8 percent
in 1983) to SDR 50 million. Contributing factors to this rapid expan-
sion included much higher personal income, particularly in rural areas,
generally buoyant investment activity in urban areas, and .an expansion
in tourism expendxtures.

The current account surplus in 1984 increased sharply to SDR 19 mil-
lion (20 percent of GDP), compared to only SDR 3 million (4 percent of
GDP) recorded in 1983, This improvement was largely the result of a
SDR 7 million reduction in the trade deficit and a SDR 6 million rise in
official transfers. About half of the increase ir. transfers reflected
STABEX grants and the U.K. contribution to a compensation fund, to meet
claims arising from the 1980 civil disturbances, and were not a part of
the continuing flow of assistance. Net services played only a small
role in the overall outcome as increased tourist earnings were offset by
larger service payments. There was a SDR 1 million gain on net private
transfers, mainly owing to increased local expenditure by expatriates
‘under technical assistance programs.

Identified capital account transactions include relatively small
amourts of official long-term capital, sizable inflows of direct private
capital, in most part reinvestment of earnings, and miscellaneous short-
term capital items. Identified nonmonetary capital inflows in 1984
amounted to SDR 9 million, compared to SDR 8 million in 1983. As
measured by monetary survey statistics, the overall balance recorded a
striking surplus of SDR 39 million in 1984. The net foreign asset
position of the monetary authorities (including their foreign exchange
deposits with domestic commercial banks) increased by SDR 5.4 million to
SDR 15.6 million at the end of 1984. The net foreign assets of the
commercial banks (excluding those attributable to the monetary author-
ities' holdings of foreign assets noted) increased by SDR 34.2 million
to SDR 78.9 million at the end of the year.

The vatu has been pegged to the SDR since September 10, 1981. In
an attempt to contain pressures on domestic prices emanating from
abroad, the vatu was revalued by 5.6 percent to SNDR 1 = VT 100.6 on
March 12, 1984, Between April 1984 and March 1985, the vatu appreciated

¥
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by 18 percent in nominal terms and 15 percent in real term . Effective
April 1, 1985, the vatu was devalued by 8.5 pernent to SDR 1 = VT 110 in
response to less favorable external circumstances (Chart 2).

independence, amounted to about SDR 3.9 million at the end of 1984,
when debt service payments were 2 percent of merchandise exports.
Since independence, the Government has negotiated about SDR 11 million
in new loans mainly to supply resources to the Development Bank of
Vanuatu and for agricultural projects; the bulk of these funds remain
undisbursed. 1/ The terms of loans hsve been highly concessional.

Monetary developments have been dominated by the movements in the
balance of payments, and growth in total liquidity in recert years has
expanded at rapid rates, reflecting the large overall surpluses achieved
(Table 2). The authorities' balanced budget policy has meant that the
Government has not been a sustained force to expand domestic credit and
credit to the private sector has been relatively moderate owing to
restraints on investment. In 1984, credit to the private sector grew by
only 0.2 percent, however, consumer loans fell markedly while loans for
congtruction eupanded rapidly. For the year, total domestic credit
declined by 21 percent, reflecting the large overall budgetary surplus
achieved. The economy has been characterized by high levels of private
financial savings, reflected in the rapid growth of quasi-money deposits
which now account for about 80 percent of total liquidity. These depos-
its are largely denominated in foreign currency and, given the open
system, earn internationally competitive rates.

IV. Report on the Discussions

The discussions focused on the recent ur.favorable changes in
economic circusstances and on the budgetary situation, especially with
respect to the public sector wage bill. In addition, reflecting
Execntive Directors' interest expressed during the 1984 consultation
discussions, the land tenure problems and the large share of the budget
required for education were examined. Drafting of the Second National
Development Plan (1987-91) was not sufficiently advanced for detailed
discugsions. However, the staff has prepared a medium-term scenario for
the balance of payments and external debt as background for assessing
development policies.

The Government intends, with the cooperation of the IBRD, to hold
an aid donors' conference in mid-1986 to discuss the Second National
Development ~lan (1987-91).

1/ Valuation adjustments on account of exchange rate adjustments have
reduced the SDR value of outstanding debt by SD? 1.5 million over the

past four years.
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CHART 2
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1. Developments in 1985 and the immediate outlook

In January 1985, two severe cyclores struck much of the » thoern
half of the country and copra production was expected to fall .Uy
20-25 percent this year. At the same time, world prices for copra were
falling more sharply than had been anticipated; the June 1985 price of
$375 per metric ton was less than half the leve! prevailing a year
earlier, and a further weake..ing scemed likely. Further, “ourist
arrivals in the first half of 1985 fell 2?3 percent from the level for
the corresponding period in 1984. Thus, it seemed likely that real GDP
would fall by about 3 percent in 1985. Moreover, cyclone-relatec
revenue losses and additional expenditures required for relief and
rehabilitation threatened to create a fiscal gap equivalent to 5 percent
of GDP.

Decisive policy actions have been taken by the avthorities: an
8.5 percent devaluation of the vatu was effected in Apriil 1225, and an
"austeritv budget' was adopted in May. Neverthe 223, tnere continued to
be concerns that expansion of aggregate domes.ic demand might be pro-
ceeding at a faster pace than desirable, thus putting increased pressure
on the balance of payments.

Inflaticn is not anticipated to accel~rate in 1935 despite the
exchange rate adjustment in April. DJistributcrs and retailers are
expected :v absorb much of the exchange rate adjustment in their profit
margins given that margins were increased by the March 14,4 revaluution
and that economic activity is slowing down. During the first half of
1985, the consumer price index was only 1.3 percent above the comparable
period in 1984, Taking into account possible delays in passing on the
exchange rate adjustment, the rate of inflation for the year as a whole
is not likely to exceed 3-4 percent.

Total exports are estimated to decline to SDR 17 million in 1985
from SNDR 31 millicn in 1984, while imports are expected to be close to
the 1984 outturn of SDR 50 million. Accordingly, the trade deficit is
forecast to increase sharply to SDR 33 million. The surplus on services
and transfers is projected to decline by SDR 10 million to SDR 28 mil-
lion, due to a SDR 6 million (24 percent) decline in tourist earnings
and a fall in official transfers of about SDR 7 million. Based on these
projections, the current account is expected to record a deficit of
SDR 5 million (6 percent of GDP) which, if realized, would be the first
current account deficit since independence.

Official long-term capital inflows are expected to increase to
SDR 3 million in 1985, reflecting some quickening of the pace of project
implementation. Net private capital infiows are expected to be slightly
greater than in 1984, as projected new inflows offset reduced profits
and profit retention by established firms. In all, recorded capiial
inflows of SPR 11 million are projected; thus, the overall balarce of
payments is projected to remain in surplus st a level of about
SDR 6 million.



2. Medium-term outlook and policies

Varuatu's economic potential lies for the most part ir export-
oriented agricvlture (tree crops and cattle) and in tourism. Forestry
and fisning will also make a contributinn but their resource base is
relatively limited. Table 3 seeks to broadly quantify likely trends in
the balance of payments and external dcht through 1960. The pcojections
for exports are consistent with the authorities' outlook, while the
assumed expangion of imports was held to the minimum necessary to allow

moderat 2 growth.

The purpose of the above 2xercise was to develop a set of plausible
values to guide cu-rent thinking and policy efforts. The results show a
steady and fairly rapid increase in the curr2nt account deficit to
SDR 20 million by 1990. At that rime, ocutstanding debt would amount
to SDR 35 million, or 43 percent of the total nf expuri and service
receipts (SDR 81 million), as compared to 5 percent at the end of
1984. However, there would be little amortization of new contracted
debt because of the grace period involved and, since e¢ll new debt wili
be on highly concessional terms, debt service would amount to oniy
5 percent of exports.

Tne exercise underscores the urgency of acceleracing the implemen-
tation of the Gavernment's development policies. These policies
include: the need to rehabilitate existing plantation and cattle opera-
tions which are in Adecline for lack of investment and are operaiing at
well bciow potertial: the need to fcster a better understanding of the
investment climate and to induce new investment in foreign exchange
earning enterprises; the need to attract larger amounts of foreign
capital and entrepreneurship; 1/ the need to limit current budget expen-
diture and promote efficieucy in government; and the need to utilize
only highly concessional loan assistance.

3. Fiscal policy

Total government expendiiure amlunts to about one half of CDP, with
foreign grants providing 50 percent of government revenue. 2/ Fiscal

1/ Foreign investment is welcumed on an individual basis or in joint
ventures with Government. Three iarge gouvernment joint venturzs form
the core of directly productive projects. The prnjects are the Tanna
Nucleus Coffee Estate, the Mentenesel Cocoa Plantatiun, and the South
Santo Cattle Project. The first two are under construction and are
joint ventures with the Commonwealth Development Lorporation., The
latter is in an advanced stage of preparation and i1s being undertaken

with private interests.

2/ An ovevall picture of the budget {Table 4} was estirated by the
staff by integrating the recurrent budget with development exppwd.uuro
(both the Development Fund and assistance 1a kind), technical assist-

ance, and .wo large special funds.
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Table 2. Vanuartu: Medium—term Prcjections of the Balance of Paymenis
and Public External Debt, 1%85-90

(In millions of SDRs)

1965 1986 1987 1988 1989 1990
Est. Projections
Trade balance -33.5 -35.8 -371.0 ~40.6 -44.0 ~46.6
Export, f.o.b. 17.1 17.7 20.7 21.8 23.3 26.1
Imports, f.o.b. 50.86 53.5 $7.7 62.4 67.3 12.7
0f which: for home
consumption 47.5 50.3 54.3 58.6 63.3 68.4
Services and transfers (net) 28.1 29.5 28.2 28.5 27.0 26,7
Services {(net) -3.3 -0.8 -0.3 - -0.1 -0.4
Receipts 41.9 46.1 48.5 50.9 53.0 55.1
Of which: inward travel 17.6 21.0 22.5 24,0 25.7 27.5
Fayments 45.2 46.9 45.8 50.9 $3.1 5%.5
Of which: iavestment
income 10.0 10.3 10.8 11.3 11.9 12.5
Private transfers (net) 6.5 6.6 6.8 7.0 7.2 7.4
Official transfers (net) 24.9 23.7 21.7 21.5 19.9 19.7
Current account balance -5.4 -6.3 -8.8 -12.1 -17.0 -19,9
Currant account balance exclud-
ing official transfers -30.3 ~30.0 -30.5 -33.6 -36.9 -39.6
Nonmonetary capital (net) 11.0 10.9 11.9 12.9 13.9 14.9
Long-term capital 11.0 10.9 11.9 12.9 13.9 14.9
Official 2.8 3.7 4.7 $.7 6.7 7.7
Of which: loan disburre~
ments 3.0 4.1 5.2 5.3 7.1 8.?
2rivate 8.2 7.2 7.2 7.2 1.2 1.2
Short-term capital - - - - -- -
Errors and omissions -- - - - -~ -
Overall balance 5.6 4.6 J.1 G.8 3.1 -5.0
External debt 6.6 10.3 15.0 20.7 27.4 35.1
Debt service 0.71 0.84 1.06 1.2) 1.34 1.50
Interest (old debt) 0.21 0.22 0.22 0.24 0.22 g.21
Intervest (new debt) 0.08 0.19 0.33 0.50 0.71 0.94
Amortization 0.42 0.43 G.50 0.49 0.4} 0.35
Debt service ratio 1/ 4.0 4.8 5.1 3.6 5.8 5.8

Source: Staff estimates.
1/ With respect to merchandise exports.




fimds .

cundry nes creditors, and adjusteent for timing differences.

Table 4. Vanuatu: Summary of Central Goverrment Fiscal Cperations, 1981-85
(Io millions of vatu)
[
1981 1982 1983 1964 1985
Actuals Budget Actual Budget Fstimate
Total revenue and grants »,303.7 4,957.1 4,693.6 +,963.6 3,759.0 3,339.0 B,40.0
Herve nuse 1,369.6 1,607.4 1,892.4 2,208.0 2,503.4 2,769.0 2,72
Trx 1,019.5 1,264.9 1,667.9 1,796.0 2,037.4 2,378.0 32,2020
Nonta. 350.1 3142.5 424.5 412.0 466 .0 461.0 SR LG
Foretyn yrants 3,934.1 3,349.7 2,601.2 2,755.6 3,25%.6 2, 210.0 2,685,
Recur cent B99.1 7435.2 559.4 4970 436.9 30,0 JBS .
Technical asslstanc: 1,635.0 1,497.0 1,050.0 900.0 1,270.0 1,300.4 b,3en,e
bevelopment 985.0 ' 078.5 991.8 1,000.0 1,061.0 1 100.0 RN
STABEX and echer 415.0 3t.0 -- 365.6 507.7 1/ -- -
Total expenditure 4,739.4 5,295.4 4,550.3 4,780.7 95,228.2 5,478.0 5,442,0
Recurrent 2,042.6 2,327.0 2,419.1 2,648,.8 2,657.9 3.018.0 3,040.0
Of which: wasges (1,170.8) (1,305 .5) (1,361.8) (1,6£7.5) (1,5%3.8) (1,775.0) (F,769,0)
Technical asststance 1,635.0 1,497.0 1,050.0 900.,0 1,270.0 b, 3000 1, M0
Development 1,046.8 1,071.4 I,081.2 1,0043.0 1,068,.4 i, 13000 b, a0 o
In cash (504.8) (623.4) (536.,2) (...} (518,4) (...} {5000
In kind (542,0) (648.0) (545.0) (... (539.0) (... {p0G,0)
Other 2/ 15,0 400.0 -- 231.9 231.9 - -
Overall surplus or deficat (=) 964 .3 ~3318.3 -36.7 182.9 452.8 b0 =10.0
Financing -564.) 338.3 56H.7 -182.9 -4 52.8 8.0 30.G
Foreipn (net) -23.0 =26.0 =21.0 ~33.i ~iR.7 23.6 23.n
Borrowing (--) (--) =y {(--) (8.7) (55.0) £5%5,0)
Repayment s (-21.0) (~26.0) (~21.0) (~13.0) (=27.4) {(~31.4) t-31. )
Domestic (net; 13/ ~541.3 364,3 77.7 ~149.9 4314 Ri.b h.4
Bank 4/ (-768.0) (435.0) (189.0) (...) (~566.0) (...} AP |
Nonbank S/ (226.7) (=70.7) (=111.3) (...} {(111.9) f...) {...2
Memornndum {tem:
averal l deficte (=)
exclusing foreign grants -3,369.8 -3,688,0 -2,657.% -2,3?2._'»’ -2, 1248 ~2,709 0 AR
Ssources:  Data provided by e Vanuatu authorilies; and stalf esiitates,
1/ Comprirces grants tecefved from STABEX, however, the 19R4 outcome tncludes VT 14l afjlinn L.v,
grant to the cfvil disturbance claims fund.
24 Cemprises transtfer of funds recefved froe STABEX t. e Vanua v (cemoditics Matket.ng Roavd.
T/ Residaal.
PR warses in net olaims on the Govermment as defined {n the Donetlary survew tadies,
T/ kwutimated as a residual. Includes contra-entry fur changes Ir mel sopnsite of corinin sperisd




policy aims at balancing the recurrent budget by containing the growth
of expenditure while wiaening the tax base to offset the phased reduc-
tion of spport grants. Substantial success has been achieved: budget-
ary grants have fallen from the equivalent of half of current expendi-
ture in 1980 to an estimated 9 percent in 1985; domestic revenues have
increased at an annual rate of nearly 17 percent allowing recurrent
expenditure to grow by nearly 9 percent annually; and, on balance, a net
budgetary surplus has been attained. Nevertheless, a large structural
ad justment problem remains, as grants finance nearly all of development
expenditure and very large amounts of technical assistance continue to
be required. Since the domestic tax effort, being roughly 20 percent of
GDP, is not unusually low, the adjustment must focus on strict economy
and improved efficiency in the provision of public services, and on
fostering a more rapid expansior in the economic base.

The budget outcome in 1984 was highly favorable (Table 4). An
exceptionally large surplus of VT 453 million was achieved in the over-
all budget, of which VT 184 million came from the recurrent budget.
DomesiLic revenue grew by 32 percent, some 13 percent above budget esti-
mates, while recurrent expenditure was kept to the budgeted level. The
balance of the overall surplus was further strengthened by a part of the
STABEX grant set aside in a special fund, 1/ and by the U.K. grant
contr‘bution of VT 142 million for the tripartite fund set up to meet
claims arising from the 1980 civil disturbances.

As a result of the cyclones in January 1985, the Government faced
the prospect of losses of revenue of VI 500 million and additional
expenditures needed for relief and rehabilitation. 2/ Confronted with
this outlook, the authorities undertook to cut previously planned expen-
diture by about 7 percent (VT 207 million) so as to reduce the prospec-
tive deficit. No new taxes were introduced in the revised budget so as
not to burden the private sector in view of the economic slowdown. Mid-
year projections for the 1985 budget outcome indicate a much smaller
revenue loss than had been feared after the cyclones, better-than-
budgeted performance with respect to certain tax and nontax revenue
items, and the success of :the authorities' effort to contain expendi-
ture. Accordingly, for the year as a whole, the staff estimates the
overall deficit to be VT 30 million, essentially reflecting budgeted use
of development loans. Thus, for 1985 no reliance on the banking system
1s expected.

In the discussions, the mission expressed its concern that the
public sector wage bill had increased by about 13 percent in 1984. A
similar rise was expected in 1985 and continued pressure for wage

1/ The balance of the grant was passed on to the VCMB to build up the
stabilization fund, which is a nongovernmental account.

2/ Emergency relief aid was also provided by donors outside the
budget: long-term rehabilitation needs are to be addressed ir connection
with the program for the Development Fund.




increases is anticipated. Three factors appear to be responsible for
the expansion: an increase of about 4 percent a year in the number of
staff employed, some cost-of-living adjustments, 1/ and vecy substantial
wage creep. The authorities agreed that wage creep was inieed a prob-
lem. In an attempt to address this issue, a new salary struocture was
introduced in January 1985, along with the implementation of a
government-wide job evaluation exercise which had been carried out with
ILO assistance. Hiring freezes had been in effect for the first six
months of 1984 and 1985. The authorities explained that the replacement
of expatriate staff provided under technical essistance and the need to
improve the implementation capability of the Government had put pressure
on the wage bill.

At the time of the mission's visit, the formulation of the 1986
budget was in its initial stages. From discussions, it was readily
apparent that considerable pressures existzd to expand recurrent expen=—
diture. These included wage increases, the costs of implementing a
proposed Provident Fund, housing allowances for civil servants, and as
much as a 30 parcent increase in education expenditure, 2/ mainly for
the expansion of secondary schooling and the abolition of primary school
fees. Prospects for exganding revenue were not bright, in part due to
falling copra prices and uncertainty over tourist earnings. In this
situation, the mission urged the authorities to estimate a realistic
target for revenue and then to establish expenditure priorities so as to
balance the recurrent budget. The mission noted that the GCovernment's
sound financial policies had stabilized the disrupted economic situation
that had prevailed just after independence and these pclicies had led to
substantial economic progress. Continued fiscal discipline was clearly
essential for sustaining the development effort.

With respect to the proposed Provident Fund, the mission observed
that the employers' cont.ibution 3/ to the Provident Fund would repre-
sent an increase in overail remuneration and it was hoped that employees
would recognize this. In the public sector, if wages were raised to
compensate for the loss of disposable income, the establishment of the
Fund would represent a serious setback to the Government's efforts to
maintain a viable budgetary position.

Increased collection of import duties has provided the principal
source of new domestic revenues and account for over &0 percent of tax

1/ A 6 percent adjustmeat in scale was given to junior grades (1-10)
in July 1984 and a 3 percent adjustment was granted to senior grades
(11-21) in July 1985.

2/ The education budget proposals alone would expand recurrent expen-
diture by 7 percent.

3/ The exact modilities of the Provident Fund have not yet been
decided; equal employer/employee :contributions equivalent to 5 percent
of wages have ber 1 discussed. The Provident Fund will cover parts of
the private sector as well as i ‘e Guvernment.



revenue. The miscion observed that, with the comprehensive revisions of
the tariff structvre adopted in January 19€S, most rates are now pitched
at levels that are near the maximum for revenue-raising purposes.

Yields could be improved somewhat by the new computerized customs proce-
dures and through innovations such as "the Port Vila downtown duty-free
system,” but the rate of expansion from this source will largely reflect
growth of imports. The staff noted that although new ad hoc measures
could be found to secure revenue growth for 1986, the basis for securing
scrong vevenue expansion for future years was not at all clear. Since
the authorities believe that it is still premature at the present stage
of development to adopt some form of income tax, the staff observed that
new revenues would probably have to come from sales taxes on certain
goods and services. Such taxes, however, would need to be carefully
designed so as not to be inequitable and not to discourage productive
activity.

The Government devotes about one quarter of its current budget to
education, a much higher proportion than in comparable neighboring
countries. The need for education is clearly great given the lack of
trained manpower. However, since the population is widely dispersed,
primary schools have had to be set up in small isolated communities; as
a legacy of the Condominium, French and English education systems co-
exist, sometimes competing for students in the same area; further,
nearly 40 percent of the primary school teachers are untrained. These
factors have been largely resporsible for the excessively low pupil/
teacher ratios and for the correspondingly high education unit costs. 1/

Vanuatu's education and manpower requirements have been the subject
of a recent World Bank study which, however, could offer only medium- to
long-term solutions. 2/ It recommended improved use of existing
resources through betcter planning, upgrading of teaching skills, and
creating one curriculum for the English- and French-mediuu streams.
Meanwhile, the Government finds itself under mounting public pressure to
take immediate steps to improve education opportuni-ies, for example by
abolishing primary school fees and increasing the nuaber of secondary
schools. Although education opportunities, particularly at the
secondary level, must be improved if long-term development is not to be
hindered, the Fund staff pointed out that large amounts of recurrent
regources are not available tu expand the education system unless either
expenditures are reallocated or additional Zrants and technical assist-
ance are forthcoming from aid donors to cover the recurrent costs.

1/ For further detaiis, please refer to the Annex on Educarion in the
Recent Ecrnomic Developments report to be issued shortly.

2/ Vanuatu Education and Training Sector Report, IBRD Report
No. 5217-VAN, issued February 28, 1985.




4. External policy

The authorities stated that exchange rate poiicy was guided by the
need to encourage development and diversification in the export sector,
but yet to shield the domestic economy against undue imported infla-
tion. Further, an explicit exchange rate peg had been decided upon to
instill confidence in the currency following the introduction of the
vatu; the SDR had been chosen as the peg because of the clarity and
operational simplicity of the arrangement. Only two adjustments in the
SDR parity have taken place. The first was a revaluation on March 12,
1984 which, as noted earlier, was primarily intended to contain pres-
sures on domestic prices emanating fvom abroad. The second adjustment
was made on April 1, 1985 when the authorities devalued the vatu by
8.5 percent. Although in the intervening period copra earnings in vatu
had gained from the appreciating U.S. dollar, the authorities explained
that they had become fearful of possible harmful impact of the appre-
ciation of the real effective vatu exchange rate on secondary exports
and tourism.

The staff commended the decision to devalue in April 1985 and
expressed the view that exchange rate policy should respond to under-
lying balance of payments developments and export profitability rather
than to short-term fluctuations in Lne terms of trade. In this respect,
it was pointed out that the devaluation still left the effective
exchange rate about 10 percent higher in real terms than the average
level prevailing from independence until the revaluation in early
1984, In this co..nection, the s.aff observed that the vatu had recently
appreciated sharply against the Australian dollar and, as Australia
accounts for the bulk of tourism receipts, Vanuatu's competitive posi-
tion needed to be watched closely. The staff also pointed out that
several factors were likely to adversely affect the balance of payments
in coming years. These included the poor outlook for copra prices, the
time that it would take before the important efforts being made to
diversify the agricultural export base would bear fruit, and anticipated
declines in foreign grant assistance. In this context, the staff
stressed the appropriateness of greater flexibility in exchange rate
policy. The authorities agreed that developments in the external sector
and the exchange rate needed to be monitored closely. Their evaluation
suggested that Vanuatu was competitive with nearby tourist destinations.

The Vanuatu Commodities Marketing Broad (VCMB) accurulated substan-
tial reserves during the copra price boom. However, whea the worl:
price of copra fell sharoly after mid-1984, the VCMB continued to make
two further upward adjustments in its procurement price, the last being
in November 1984. By the middle of 1985, the world copra price had
declined to such a leve” that rhe VCMB's procurement price offered pro-
ducers an effective subsidy of about 50 percent. Althouzh this policy
had done much to maintain drestic incomes, the staff pointed to three
strong reasons favorirg a substantial reduction in the procurement
price. First, at thc mid-1985 rate of subsidy, the reserves of the VCMB
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would be exhausted in less than 18 months. Second, no substantial
increase in the world copra price was in prospect on current projec-
tions. Finally, a reduction in the procurement price would help moder-
ate the demand for imports and help alleviate the growing pressure on
the balance of payments. Subsequently, the authorities have informed
the staff of a reduction ip the VCMB's procurement price which reduces
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5. Monetary policy

The authorities explained that, due to insufficient numbers of
trained staff at the Central Bank, the development of its operations and
policy instruments had been limited. The policy measures taken by the
Central Bank since its establishment have necessarily been restricted to
issuing guidelines relating to the maximum level of commercial banks'
lending rates for productive projects (currently 12-14 percent), che
maximum spread between the banks' average vatu lending and deposit
rates, and the sectoral composition of bank lending. In February 1985,
the Central Bank removed a guideline limiting the spread between average
lending and deposit rate to 4.5 percent because of the obvious difficul-
ties that the banks were having in complying with it.

The staff noted that the present limited capacity of the economy to
absorb domestic financial resources was due to restricted domestic
investment opportunities. This had contributed to the large spread
between commercial banks' average lending and deposit rates, which was a
source of concern to the authorities. It had created a situation in
which the commercial banks had no great incentive to bid aggressively
for vatu-denominated deposits because of the difficulty they had in
making sound vatu loans.

The staff stressed the importance of augmenting the capabilities of
the Central Bank by building up its armory of policy instruments, espe-
cially since a less favorable balance of payments picture was emerging
and demand for credit was likely to strengthen over time. In the
absence of policy instruments, the staff emphasized the present crucial
role to be played by the budgetary position and by the copra procurement
price administered by the VCMB. The authorities agreed with this
asgessment.

The authorities also agreed that additional policy instruments were
required. 1/ It was hoped that the Central Bank would be in a position
to assume the role of banker to the Government, and of manager of the
country's foreign exchange reserves, before the :nd of 1986. In addi-
tion, the first issue of Government bonds had been planned for De.ember
1985 as a means of augmenting the range of vatu financial instruments
available for investors; further issues »f government bonds were likeiy

1/ The Central Bank assumed the clearing house function in Augus-
198S.
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in 1986. The proceeds from the boni issues would accrue to the
Development Fund.

The authorities indicated that tnere had been a satisfactory reso-
lution of a disagreement between the Central Bank and Banque Indosuez
(Vanuatu) that had arisen at the time of the 1984 revaluation. The
dispute concerned compensation due the latter with respect to its func-
tions in managing the country's exchange reserves. Payment of compensa-
tion at the time of the April 1985 devaluation had been carried out
smoothly.

6. Land tenure and investment

A major impediment to improving the poor investment record in
recent years, particularly in the agricultural sector, has been the
delay and difficulty in securing a duly executed and registered lease
for rural land. The new Constitution declared, in effect, that the
colonial land titles were void and that only the descendants of the
original Ni-Vanuatu owners could hold title to land. Decisions relating
to land ownership were to be resolved in accordance with "custom,' that
is, the traditional values a~d practices of the community. The author-
ities explained that since independence a new procedural and legal
framework had been created to provide for the registration of lzasehold
land titles and other interests, such as subleases and mortgages for
land in rural areas. However, the staff noted rhat the questioa of
original ownership has become the prominent issue and much of the
developed or potentially valuable rural land was still under dis-
pate. 1/ An official system of Island Courts was set up in 1983 to
adjudicate on land and other matters in accordance with the principles
of "custom." Unfortunately, most Island Court land decisions have been
appealed to the Supreme Court (in Port Vila), where the great majority
are still pending.

Where land is disputed, the Minister of Lands has the authority to
intervene and execute leases .on behalf of the custom owners, placing the
rental income in trust until the question of ownership is resolved. Up
to now, the Minister has only taken this step with the consent of the
competing claimants, in view of the extreme sensitivity of land issues.
With relatively large areas of lard under dispute, investment opportun-~
ities critical to economic development are being lost. After four years
of effort spent in enacting a workable legislative and administrative
framework, it is apparent that some hard decisions will need to be taken
within the new legal framework i1f the land question is to be resolved.
This is a necessary prerequisite to raising investment levels and
expanding the productive base of the economy.

1/ By mid-1985 only 200 rural leases had been executed while the
Condominium authorities had granted about 1,200 private land titles.
See the section on Land Tenure in the Recent Economic Developments

report to be i1ssued shortly.
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The authorities stated that they were taking two steps to reduce
foreign investor uncertainties. They were formulating an Investment Law
shich would detail the conditions under which foreign investment would
be welcome in Vanuatu and the benefits which could accrue to inves-
tors. In addition, in qualified cases, residency permits would only
need to be renewed every five years for investors and every three years
for expatriate employees, instead of annually.

V. Staff Appraisal

The economy of Vanuatu is characterized by high transport costs,
weak infrastructure, and fragmented markets. The traditional economy
based on subsistence agriculture contrasts sharply with the modern
sector. Vanuatu's relatively rich agricultural resources remain sub-
s-antially untapped due to land tenure problems. Investment in other
sectors has been constrained by a lack of trained indigenous manpower
and the uncertainties of foreign investors about the renewal of resi-
dency and work permits for their expatriate staff. Export receipts come
primarily from copra, and thus are highly volatile. Aid flows are of
great importance, both for the budget and the balance of payments. The
large size of the public sector--a legacy of the pre-independence
period--exceeds the country's ability to support it.

Despite these obstacles, the authorities have made considerable
progress in the five years since independence. Growth has been satis-
factory while the rate of inflation has moderated. The overall balance
of payments has been in surplus, leading to a buildup in reserves, and
the external debt burden has remained negligible. The recurrent budget
has been kept in approximate balance, with a marked rise in the Govern-
ment's domestic revenues.

In the near term, some pressures can be anticipated both in the
domestic economy and on the balance of payments. On the external side,
the decline in the world price of copra in 1985 and the sharp fall in
tourist earnings substantially reduce the prospects for foreign exchange
receipts. At the same time, imports are not expected to contract as
domestic incomes have been maintained at a relatively high level. Thus,
a sharp widening in the trade deficit is in prospect, and in 1985 the
first current account deficit since independence. The weakness is
likely to persist into 1986, though capital inflows appear sufficient to
cover the present imbalance. On the domestic side, the Government faces
a difficult task in formulating the budget for the coming year. Con-
siderable pressures exist for a sharp expansion in expenditure, partic-
ularly for social benefits, while revenues are not expected to be

buoyant.

Thus, firm corrective action is appropriate to strengthen Vanuatu's
external position, especially in view of the medium—term trends. While




the staff commends the authorities for the implementation of an auster-
ity budget in 1985, which has obviated the need for bank financing, it
would stress that continued restraint in the fiscal field is necessary
in the period ahead. The decision to adjust the exchange rate in April
1985 and the intention to maintain a flexible exchange rate policy are
to be welcomed, but the staff would urge that the rate be kept under
review to assure adequate financial incentives to the traded goods
sector. The recent adjustment of the copra procurement price is also
important. However, the staff believes further adjustments will be
necessary to conserve the stabilization fund resources so as to better
assure maintenance of remunerative producer prices over the full price
cycle, and more immediately, to moderate pressures on the current
account balance.

Over the medium term, the Government faces serious challenges to
achieving the structural adjustment required in three interrelated
areas: (1) attaining greater self-reliance in the government budget;
(2) strengthening the balance of payments through expansion and diversi-
fication of the export base; and (3) overcoming institutional and
organizational constraints which have stunted the economy and limited
progress in the adjustment effort. The authorities' task is made more
difficult by the weak outlook for exports, although no financing
problems are anticipated in the near term. Adequate external support
appears available for a well concerted development effort from m:lti-
laterai and bilateral sources. However, there will be some shift from
grants to development loans.

Against this background, the staff commends the authorities for
their decision to adopt an Investment Law and liberalize residency
permits. Although, after substantial effort, the framework for settling
land ownership issues has been created, the system appears to be
stalled. The staff urges the Government to make every effort to speed
the process lest investment opportunities continue to be lost. Consid-
erable expenditure restraint is necessary if a sustainable budget posi-
tion is to be maintained. In this connection, the staff also urges that
determined efforts to improve efficiency in government operations and
raise revenues be pursued. Identification and implementation of income
generating development projects necessary to the success of the struc-
tural adjustment effort is difficult because of the limited pool of
trained staff in Government--a constraint which cannot quickly be
eased. Accordingly, the staff would hope that aid donors would support
the development effort through continued technical assistance, as well
as development aid.

The staff commends the authorities for maintaining an exchange
system free of restrictions on payments and transfers for current and
capital transactions.

It is proposed that Vanuatu remain on an 18-month consultation
cycle.



APPENDIX 1

Vanuatu

Basic Data

Area: 12,000 square kilometers
Population: 130,000
Population growth: 3.0 percent
GDP per capita (1984): SDR 730
1982 1983 1984 1985
— S Est.
Output and price (annual rate of
change 1in percent)
Real GDP 2.0 3.0 5.0 -3.0
Consumer prices 6.2 1.7 5.5 3.0-4.0
Money and credit (annual rate of
change in percent)
Broad money 56.8 32.7 35.1 17.4 1/
Total domestic credit 30.8 21.3 -21.3 10.5 1/
Credit to private sector 3.7 7.4 0.2 6.3 1/
Credit to government (net) 33.4 22.3 ~-84.5 4.5 1/
Public finance (annual rate of
change in percent)
Total revenue and grants -6.5 -9.4 28.2 -6.0 2/
Foreiyn-grants -14.9 -22.2 25.2 -17.5 2/
0f which: recurrent budget -17.3 -24.8 -21.9 -34.8 )/
Total expenditure 11.7 -14.1 14.9 4.1 2/
Current expenditure 13.9 4.0 9.9 14,5 2/
Balance of payments (SDR millions)
Exports (f.o.b.) 9.7 16.8 30.8 17.1
Imports (f.o.b.) 39.6 42.6 50.0 50.6
Trade balance -29.9 -25.8 -19.2 -33.5
Current account balance 3/ 9.9 3.2 19.0 ~5.4
Overall balance 4/ 16.2 16.5 39.6 5.6
Terms of. trade (percent change) ~18.6 313.7 $5.9 -47.8
(Annual percent change)
Gross ufficial reserves (end of period)
In millions of SDRs 12.4 10.2 15.6 16.2 5/
In months of impourts 3.8 2.8 3.7 4.0 5/
Exchange rates
Vatu/SDR 2/ 106.2 106.2 100.6 110.0 _j
Nominal effective c«change rate 7/ 90.0 92.5 102.6 103.4 5/
Real effective exchange rate 7/ 98.3 99,5 109.4 1.5 5/
Selected financial ratios (in percent)
Current account/GDP 13.1 4.1 21.7 -6.2
Government budget deficit/GDP -4.2 -0.1 4.9 -0.3
External debt/GDP 4.9 4.4 4.5 7.6 8/
External debt service ratio 9/ 4.4 2.7 1.9 4.3 8/
Foreign grants/GDP 10/ 41.8 31.0 35.0 28.8
1/ Twelve months ending June.
2/ staff estimates.
3/ 1Including official transfers.
%/ Based on the net foreign asset position of the monetary system:
5/ June 1985,
6/ End of period.
7/ Fourth quarter average. Trade-weighted 1980=100.
8/ Increases .n ratios mainly reflect effects of the January 1985 cyclones on GDP and

eiﬁbrts.
9/ Percent of exports of goods.
10/ Foreign grants inclusive of capital and technical assistance grants.
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APPENDIX TI

Vanuatu: Relations with the Fund

(As of September 30, 1985)

Membership status

(a) Date of membership:
(b) Status:

September 28, 1981
Article VIII

A. Financial Relations

General Depa-tment
(General Resources Account)

(a) Quota:

SDR 9.0 million

(b) Total Fund holdings of currency: SDR 7.419 million

(c) Fund credit:
Of which: Credit tranches:

(82.4 percent of quota)
None
None

Special facilities: None

(d) Reserve tranche position:

(e) Current operational budget:
(f) Lending to the Fund:

Stand-by or extended arrangement
and special facilities

(a) Stand-by or extended
arrangement:
(b) Special facilities:

Vanuatu has not used Fund resources
1981.

SDR Department

(a) Net cumulative allocation:
(b) Hoidings:
(c) Current Designation Plan:

Administered Accounts

(a) Trust Fund loans:
(i) Disbursed:
(1ii) Outstanding:
(b)  SFF Subsidy Account:

Overdue obligations to the Fund:

SDR 1.581 million

(17.6 percent of quota)
None
None

None
None

since becoming a member in

None
SDR 132,317
None

None
None
None

None
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B. Nonfinancial Relations

VII. Exchange rate arrangement

Since September 10, 1981, the vatu has been pegged to the SDR;
from that date until March 11, 1984 the exchange rate was set at
VT 106.20 = SDR 1. On March 12, 1984, the vatu was revalued by
5.6 percent to a rate of VT 100.60 = SDR 1. On April 1, 1985, the vatu
was devalued by 8.5 percent to a rate of VT 110 = SDR 1. At present the
Central Bank of Vanuatu does not buy or sell foreign exchange. As a
transitional arrangement, the Banque Indosuez Vanuatu, which is
currently the main government depository, quotes daily rates of the vatu
against 11 currencies on the basis of their respective SPR values. A
spread of up o 0.8 percent is maintained by the Banque Indosuez on the
international commercial buying and selling rates of those currencies in
terms of the SDR for its purchases and sales of vatu. There are no
taxes or subsidies on purchases or sales of foreign exchange.

VIII. Last Article IV consultation

The staff held consultations with the authorities in Port Vila
during March 19-30, 1984. The Executive Board discussed the Staff
Report (SM/84/116, 5/22/84) on June 27, 1984 (Executive Board Meeting
84/100).

IX. Technical assistance

(a)  CBD: Three CBD technical experts have been
provided to the Central Bank of Vanuatu
since its inception in 19803 they occupy
the positions of General Manager, Deputy
General Manager, and Research Manager.

(b) FAD: In Juiy 1983, a member from the panel of
fiscal experts wes assigned for a period
of six months to the Ministry of Finance
to provide technical assistance in the
field of budgetary control.

X. Resident Representative/Advisor

None.
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Vanuatu: Relations with the World Bank Group

In its lending program to Vanuatu, the Bank Group has given coa-
sideration to the need for aid coordination, impact, and cost effective-
ness of IDA involvement in the Pacific Island region, and the exvertise
and geographical proximity of the Asian Development Bank (AsDB). There-
fore, when Vanuatu joined the Bank in 1981, the understanding was
reached that IDA would co-finance, with AsDB as the lead institution,
selected projects in sectors of common concern and interest. To date,
only one credit of SDR 1.9 million ($2.0 million equivalent) has been
made (in May 1983) for an Agricultural Extension and Training Project,
co-financed with AsDB.

IDA concentrates its activities in agriculture, which engages
80 percent of the work force, and education and training, which are
required to meet the manpower needs of the formal and nonformal sectors
of the economy. An IBRD Economic Memorandum on Vanuatu was issued in
July 1983. The report of an energy assessment mission which visited
Vanuatu in April 1984 was finalized in June 1985. An education and
training sector report was issued in February 1985. The Bank Croup is
coordinating and supervising five studies recommended by the latter
report. The staff will be undertaking an educ:tion sector investment
mission in spring 1986 to aid the Government in preparing an educartion
sector investment plan. In addition, aid for reconstruction after the
recent cyclone damage is being considered in the context of an AsDB co-
financed project--likely to be a multi-project credit.

The lack of coordination among the various aid donors active in
Vaauatu his made it difficult for the Government to undertake realistic
loug-cerm planning, as well as creating difficulties stemming from
differences in aid procedures, regulations, and design specifications.
The Government has Leen seriously concerned about aid coordination and
has asked the Bank Group for help in convening a preliminary meeting of
donors tentatively scheduled for the spring of 1986, prior to the
Government's preparation of its 1987-91 Development Plan. The meeting
would address the GCovernment's prcposed development objectives and
strategies, including reconstruction following the recent cyclones.
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Lending of the World Bank Graup
(As of June 30, 1985)
(In US$ millions)

IDA Undisbursed
Commitments: 2.0 1.81
Total: ' 2.0 : 1.81

Repayments:? --
Debt outstanding {including

undisbursed): 2.0
Commitments for FY 1985: -
Structural adjustment loans: None
Recent economic work: The Country Bconomic Memorandum—--

"Vanuatu: Selected Development
Issues” was issued on July 29, 1983.

Recent sector work: A "Vanuatu: Education and Training
Sector Report” was issued Pebruary 28,
1985. '

The Bank Croup i1s coordinating and
supervising five studies recommended
by the report: manpower planning,
educetion, finance, curriculum
“evelopment, education mansgement, and
school mapping.

\ joint UNDP/World Bank energy
assessment report was finalized in

June 1985.
Technical assistance: -
Aid Consultative Groun. Aid Donor Meeting scheduled

for the spring of 1986.
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Vanuatu~~Statistical Issues

1. OQutstanding statisticel issues

{ country page for Vanuatu has been introduced in the July 1985
issue of International Pinancial Statisticas (IFS).

a. Prices

The weights (first quzcrter of 1976) underl ’ing the construction of
the oificial consumer price index ure somewhat outdated. The author~-
ities are undertaking a new expenditure survey, to be completed in 1986,
in order to update the weighting pattern of the consumer price index.

b. hunetary accounts

At present, money and banking data are available only for the
monetary system. Following a series of correspondence, proposed forms
for the reporting of data on nonmonetary financial institutiosns were
recently sent to the IFS correspondent. Reporting of data on the
accounis of these institutions will commence in the nsar future, thereby
enabling the publication of a nonmonetary financial institutions'
section on the IFS page for Vanuatu.

C. Government finance

The 1984 GFS Yearbook does not include a presentat.on for Vanuatu.
Whiie the ait-horities maintain & comprehensive budgetary system for
current expenditure and revenue, an overall budget, including deveiop-
ment expenditure, is not yet available.

The country page for Vanuatu of [FS does notL contain data on
gcvernment finance. In order to fill this gap, the Buresu of _tatistics
has written to the authorities seeking their approval to publish the
fiscal data currently appeariag in Fund reports on Recent Economic
Developments (REDs) in IFS.

d. Balance of payments

The authorities began reporting balance of payments data 20 zhe
Bureau in August 1985. The next annual issue of Balance of Payments
Sratistics, which wiil be published in November 1985, will :contain g
secLion for Vanuatu for the first time, incorpcrating annual data for
1982-84 and quarter'y data tor 1984 a3z well as explanatory notes.
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2. Ccverage, currentness, and reporting of data in IFS

The table below shows the currentness and coverage of data pub-
lished in the country page for Vanuatu in the September 1985 issue of
IFS. The data are based on reports sent to the Fund's Bureau of
Statistics by the Certral Bank of Vanuatu, which during the past year
have been provided on a timely basis.

Status of IFS Data

Latest Data in
September 1985 IFS

Real Sector - National Accounts ce
- Prices Ql 1985

- Production e

- Emp.loyment coe

- Earnings ‘e

Government Finance - Deficit/Surplus cee
- Financing e

= Debt o

Monetary Accounts - Monetary Authorities June 1985
- Deposit Money Banks June 1985

- Other Financial Institutions cee

External Sector - Merchaudise Trade: Value March 1985
Prices ves

- Balance of Payments o
- International Reserves July 1985
~ Exchange Rates July 1985




