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Recent Developments, Outlook and Risks 

1.      Vanuatu continues to face severe economic impacts from two large simultaneous 
shocks: the COVID-19 pandemic and tropical cyclone (TC) Harold. While Vanuatu does not 
have any cases of COVID-19, this has been achieved at the cost of closing its international 
borders in combination with some temporary social distancing measures. These measures have 
devastated Vanuatu’s tourism sector, which accounts for a quarter of the economy. On April 5 
and 6, 2020, a category 5 TC, Harold, cut through the northern islands of Vanuatu, causing 
extensive damage, including on Vanuatu’s second-largest city of over 16,000, Luganville.  

2.      In 2020, tourism is expected to fall by over 75 percent relative to previous forecasts. 
Tourism is not expected to recover to its pre-COVID-19 level of GDP until 2025. Some of the impact 
of the forecasted decline is expected to be offset by a fiscal stimulus package, detailed below. 

3.      TC Harold has caused extensive damage, leading to a further economic contraction. 
The worst affected areas are Luganville and large parts of the islands of Santo, Malo, and Pentecost, 
which suffered at least 76 percent damage to structures and infrastructure. Crop production as well 
industry sector buildings experienced the most severe impact. TC Harold is expected to reduce 
national growth by 6.5 percentage points in 2020 relative to pre-TC-Harold forecasts. 

4.      Real GDP is projected to contract by 8.3 percent in 2020, followed by a rebound in 
2021-22. The 2020 forecast incorporates a pandemic-related fiscal stimulus package, and 
emergency aid from development partners in response to TC Harold. A recovery in tourism 
and agriculture combined with further ramping-up of infrastructure projects to rebuild 
northern Vanuatu is expected to propel real GDP growth to 4.3 percent in 2021 and 3.9 
percent in 2022. While annual average inflation was moderate in 2019, a small uptick to 2.9 
percent is expected in 2020 because of food price pressures. These should moderate in the 
medium term and, combined with easing demand pressures from reconstruction, inflation 
should settle around 2.3 percent in the medium term. 

5.      At the time of the 2019 Article IV consultation, Vanuatu’s current account 
position was assessed to be stronger than the level implied by fundamentals and 
desirable policy settings. The small projected deficit in 2020 would likewise be somewhat 
stronger than the current account norm identified at the time of the previous consultation.  
Going forward, the current account is expected to move toward a persistent and larger deficit 
because of declining ECP revenues and continued lower tourism from COVID-19 reflecting a 
slow recovery in their main tourist markets and reconstruction costs from TC Harold.  

6.      Gross international reserves were a healthy US$513 million at the end of 2019 
(13.2 months of imports). Import coverage of reserves should increase slightly this year and 
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decline very slowly thereafter as infrastructure projects financed by development partners’ 
grants and ECP revenues wind down. 

7.      Risks to the outlook are tilted to the downside. The two greatest risks relate to the 
COVID-19 pandemic – a domestic outbreak would strain the health sector and containment 
measures would depress domestic demand and weigh on private and public sector balance 
sheets; longer term, there would be even more dire consequences for tourism (especially if the 
outbreak worsened in Australia and New Zealand). Such a scenario would result in larger fiscal 
and current account deficits and the recovery in 2021 would be delayed. A second risk is that 
the scale and pace of reconstruction efforts from TC Harold is hampered by inadequate 
external financing and lack of implementation capacity. An ever-present downside risk relates 
to further natural disasters, whether from volcanic activity, earthquakes, another cyclone, or 
effects from the recurrence of the El Niño (droughts) or La Niña (flooding) weather cycles. 

Fiscal Policy 

8.      Following two years of strong surplus reflecting buoyant ECP revenues, the fiscal 
position will become significantly weaker in 2020. A large fall in government tax revenues 
is expected, as spillovers from the COVID-19 pandemic are causing a decline in tourism 
revenues and have led to containment measures which are hampering domestic demand. 
Another source of strain is the fiscal stimulus package of more than 4 percent of GDP, which 
includes cancellation and postponement of business taxes and fees, exemption from school 
tuition fees, agricultural and shipping subsidies, and an employment stabilization program 
based on wage subsidies (Table 2). Stronger-than-expected ECP revenues would mitigate 
some of the projected revenue shortfall. In addition, a drawdown of cash reserves, substantial 
external budget support grants, and some reprioritization of spending announced in the 2020 
budget are expected to help reduce fiscal pressures. 

9.      The overall fiscal deficit is forecast to be 7.6 percent of GDP in 2020. Immediate 
emergency relief and short-term shelter and food needs were mostly covered by grants from 
Australia, New Zealand, the E.U., other development partners and NGOs. The government has 
redirected 1.5 percent of its 2020 budget appropriation to emergency and short-term aid, in line 
with the Disaster Risk Management Act. Some of the government’s own 2020 infrastructure budget 
is being diverted towards cyclone reconstruction projects. The deficit is expected to narrow in 2021, 
and then average over 5 percent of GDP until 2025 as ECP revenues wind down. Financing the 
rebuilding costs in the medium term will add to fiscal risks, even with reliance on grants and 
concessional lending to conform with the 2019-22 Debt Management Strategy.  

10.      Risks to the fiscal position have increased given the increasing reliance on ECP 
revenues. There is a need to exercise more control over recurrent spending because of the 
unpredictability of ECP inflows. ECP revenues have increased substantially from 2018 onwards, 
when the application prices were cut. These revenues have remained buoyant during the 
COVID-19 pandemic crisis due to strong foreign demand and improved accessibility with more 
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approved agents. While the forecasts have been revised upwards for 2021-2022 based on this 
resilience, IMF staff remain cautious about the sustainability of this revenue source going 
forward. There is also a need to prioritize climate-resilient infrastructure rebuilding given 
Vanuatu’s exposure to climate change risks, as well as to better account for infrastructure 
maintenance costs in its budget forecasts. The authorities should continue to pursue financing in 
line with the existing debt management strategy. 

Debt Sustainability 

11.      Risk of (overall and external) debt distress remains moderate, with limited space 
to absorb shocks.1 This is consistent with the 2019 IMF-IDA Debt Sustainability Analysis (DSA). 
With improved debt reporting, strong repayments in 2019 and 2020, and a reduction in 
guaranteed debt held by the state-owned Air Vanuatu, the initial position is more favorable 
than when the DSA was completed. The surge in ECP revenues and drawdown of large cash 
reserves should contribute to alleviating debt sustainability risk in the near term. 

12.       Clearly, though, the COVID-19 pandemic and TC Harold have increased the 
likelihood of breaching IMF-IDA thresholds in the event of adverse shocks. Under the 
baseline, the present value of the public debt-to-GDP ratio always remains below the 55 
percent threshold specified by the DSA. A tailored natural disaster shock would cause the 
present value of the external debt to GDP ratio to breach the DSA’s threshold in 2028. An 
export shock has the largest impact on the debt path, with the present value of the public debt 
to GDP ratio breaching the DSA’s threshold in 2025. Given Vanuatu’s susceptibility to external 
shocks, the authorities will need to prioritize fiscal prudence and rebuild fiscal buffers over the 
medium term. This is also necessary to maintain the authorities’ own debt target of 60 percent 
of GDP presented in their debt management strategy, which would be breached in 2027 under 
the baseline discussed above. 

13.      The debt profile partly depends on the government’s near-term actions. The 
government is assumed to complete its program of tax and customs administration reform that has 
increased collection rates for VAT, excises, and tariffs over the past two years. On the expenditure 
side, the government will also need to continue prioritization of spending and avoid the 
increase in spending on goods and services it outlined in its revised 2020 budget.  

14.      In the medium term, the government will need to prioritize debt sustainability 
through revenue mobilization and expenditure rationalization. The revenue base is limited 
and depends on hard-to-predict revenue from ECPs. Revenue mobilization, based on 
completing the 2017 Tax Review proposals as endorsed by the Council of Ministers, rightly 

 
1 This assessment is preliminary and is based on a debt sustainability analysis using the Low-Income-Country 
Debt Sustainability Framework (LIC-DSF) with debt data from the Vanuatu authorities current to August 21, 
2020. It has not been formally agreed with the World Bank, and thus is subject to future revision. 
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prioritizes introduction of progressive personal and corporate income taxes for higher-income 
households and larger businesses. Sustained efforts are needed to stabilize expenditures by 
securing efficiencies in the government wage bill while safeguarding social spending.  

Monetary and Financial Policy 

15.      The current accommodative monetary policy is appropriate. In response to the 
COVID-19 pandemic, the Reserve Bank of Vanuatu (RBV) moved swiftly to lower the policy rate 
and ensure sufficient liquidity in the financial market. Underpinned by low imported inflation 
and a stable exchange rate, inflation should remain within the 0 to 4 percent band.  

16.      The financial system remains relatively sound but there are increased risks to 
NPLs because of the COVID-19 pandemic and TC Harold. Banks are adequately capitalized, 
with a reported capital adequacy ratio of 19.2 percent in 2020Q1 and have ample liquidity. 
NPLs, reported as 15.5 percent in 2020Q1, can be expected to increase, as about 10 percent of 
outstanding loans are in the tourism sector and roughly 55 percent are personal loans whose 
servicing may become challenging. 

17.      Vanuatu continues to make progress on anti-money laundering and countering 
the financing of terrorism (AML/CFT). Vanuatu was removed from the Financial Action Task 
Force’s (FATF) list of jurisdictions with AML/CFT strategic deficiencies in July 2018. This 
reflected: new legislation and regulations for its offshore financial sector and onshore financial 
dealers and casinos; closer information sharing with international agencies and databases to 
better scrutinize financial dealings; and better delineated roles for its financial intelligence unit. 
The authorities continue to restrict use of fintech as the Distributed Ledger Technology 
taskforce studies the issue with the intention of amending the Financial Dealers Act to ensure 
appropriate regulation of fintech providers.  

18.      The AML/CFT legal framework remains largely untested, however. Enforcement 
should be complemented by further technical assistance to underpin risk-based financial 
supervision and capacity building at the Vanuatu Financial Services Commission and Financial 
Intelligence Unit (FIU). Further improvements to the AML/CFT regime would also help alleviate 
pressures on correspondent banking relationships. 

IMF Relations  

19.      Vanuatu is on a standard 12-month Article IV consultation cycle. The 2019 Article 
IV consultation was concluded by the IMF’s Executive Board on June 5, 2019. Vanuatu 
continues to benefit from comprehensive IMF technical assistance in several areas, including 
reserve management, financial sector supervision, and national statistics (suspended 
temporarily starting in March 2020 due to the impact of the COVID-19 pandemic). 
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Table 1. Vanuatu: Selected Economic Indicators, 2016-2022 

 

 
 

Table 2. Vanuatu: 2020 Fiscal Stimulus Package in Response to COVID-19 

 
Sources: Vanuatu authorities and IMF staff calculations. 
 

Stimulus Components Effect on Budget
millions of vatu

percent of 2020 
forecasted GDP

percent of 2019 
actual GDP

Employment Stabilization Program (4 months) increase spending 2,500 2.5 2.3
Cancellation of business fees and charges decrease revenues 796 0.8 0.7
Small and Medium Enteprise grant increase spending 400 0.4 0.4
Agricultural subsidies increase spending 300 0.3 0.3
Tuition fee exemptions decrease revenues 510 0.5 0.5
Inter-island shipping subsidy increase spending 100 0.1 0.1
Total 4,606 4.6 4.3

Financial Implications
Cash reserves 41.8%
Budget support from development partners 58.2%


