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FROM; James Dcmpsuz' P ST 34410, rEDSO/ESA )

SUBJECT: Authorization of Mauritlus FY\1983 CIP Grant/(642-0004)

H

Problem: Your approval 1eg v. julred tc authorize a $2,000,000
grant to the Govervment of Mauritlus (Mauritius CIP 1II).

sslont  The purpese of the program is to provide balawce
paymants assistauce and buadpetary support to the Goverument

Manvitins (CGOMY. Bascd on an analvstis of the etructure of
ad2 and aid In HMauwchttus, the desipgn tea2m has concluded tuat
he wost appropvlate form of assistauvce is direct balance of
rayncnts support for goods iamported from Lhe Upited Stztess A
two-phased assistance prodraa 1is plaanaed drzuing upon the
ncsitive wupevicace nf the siatlar prouzram from last vear's
CTP: Fivst, $2.9 nillion of graat funis will 5= made available
to finaance e dollar costs of comnercial Lmnorvris fron the U.S.
for produccive sectar comwnditices usling the CIY wmechanisnm uad
Speclal Letter n’ Credit procedursas. Wz anticipate that this
will eviall fiucnecing the commercial impovtation of
apprroxfumataly 4,200 tous of depummed vegetable ofl. Second,
the estisatad Rae 22 million in local currvency that «will be
geazvated wender this progvawm will be deposited In a separate
goverumant a2¢couvnt available Lo support wultually agreced upon
developuonti~related activities. Thc four activitiecs rhat heve
2en proposed are describal below.
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1) Pilot ivrigntlon Project. Local curreancy fruds would
suppert sovernmeat 2{forts to diversify agricultural production
cn a pilet irrigation project 4n tha Northern Plajus area. The

pilot rcheme wonld entafil putting 18RS hectaras of 1znd under
subhguvrface drip Llvrivatien wnich would perwit inter-liae
crogpiae of vepebtabtles and other crops with sugur, iucreasa:
suzat carve viela, and thus Iree up lund Yor production o7 athey
azricultuiral crops. The lrrizestion suthority would wanage the
schane and Rs. 11 millioa woalld be anllocated to this aciivitye
ATD azyeemcnt on tnls sroject «ill depand upon ebtalatlag a
favorable Jeterwination [ron ATR/W ou Polizy Detevminatioan 71,
ac further explained below.
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2) To enable Mauritius to expand its tourism promotion
activities, and thus attract additional tourism revenues, an
incrzase in the budget of the Mauritius Goverument Tourist
Office (MGTO) is required. Rs. 4 million would be allocated.
from local currency geunerations to support expanded MGTO
activities. .

3) Investment and Trade Promotion. ' In support of Ministry of
Commerce and Industry efforts to gstimulate additional
lnvestment and trade through a new entity, MEDIA, charged with
expanding traditional promotional activities as well as
development of a one-stop investment center, an allocatiomn of
Rs. 3¢5 million is proposed.

4) Village Potable Water. Rs. 3.5 million would be allocated
to support a GOM program to provide potable water to villages
currently serviced by irrigation canals, streams or inadequate
service lines. The Central Water Authority would develop and
manage the program.

Conditions and Covenants: No special conditions or covenants
are proposad for inclusion in the Project Grant Agreemente.
Furthernore, no problems are foreseen in the negotiation of the
Agreement. Th2 project team has sent a memorandum of
uanderstanding o the Ministry of Finance and the Ministry of
Planning describiug the program and ourlining the propesed uses
of the local currency generations. The GOM has responded by
sending us a formal request for U.S. assistance of $2 million
to finance commercial sector imports of development related
commodities from the U.S. and to use the local currenciles
generated under the program to support agrecd upon programss

Policy Deterrm’unation 71: 1In accordance with the requirements
of PD- 71, Aib/W is raviewling the impact of local currency
expenditures for the Pilot Irrigation Activity on U.S. sugar
producers. If it is determined that the U.S. sugar sector may
be hLharmed by the activity, then the local funds allocated to
that activity, Rs. 11,0 millfon, wilt be used to expand support
to the other three activities.

Environmental Analysis: A categorical exclusion determination

T S — — - = " ot

has been provided by AID/W and is attached to the PAAD as Aannex
E«

Proavam Implancutation: . The proposed program will be
implemented by the Ministry of Finance in coordination with the
Ministry of Econcmic Planuing and Develepment. Individual
activities financed with local currency generations will be
fnplemented by the governmental entities charged with their
¢evelopment and implementation. Discussions have been held




with all entities participating in this program, including the
private sector importer of edible oil, and agreement on progran
implementation has been reached.,

REDSO/ESA, with the support of the American Eubassy 1in
Mauritius, will be responsible for program 'monltoring. The
principal REDSO backstop officer 1s David Cowles, Supply .
Management Officer; additional assistance will be provided by a
REDSO program implenentation committeec composed of James
Dempsey and Kathleen Hansen. The committee will maintoin
contact with AID/PRE with respect to the possibility of
complementary grant support for tourism promotion and
iavestment and trade development.

Recommendation: On the basis of the belegation of Authority
140, Revised, it is recommended that you sign the attached PAAD
face sheet, thus authorizing the FY 1983 Mauritius Commodity
Import Program.

Attachmeut: Project Asslstance Authorization Document



Best Available Document

cLassyles Tion:  Unclassified

. 7\76 1400-1 ] 1. PAAD 60,
{601 DEPARTMENT OF STATE 642-0004
AGENCY FOR 7. COUNTRY
IYERNATIONAL DEVELOPMENRT Mauritius
—_ 3. CATEGGRY
PAAD o PROGRAM ASSISTANUCE . . .
APPROYAL DOCUMENT Commodity Financing
4 DATE -
May 16, 1983
s, ¥0! : 5. OVE CHANGY. tiO.
John W. Koehring \ N/A
Director, RF%O/ES?\/\ : $. 0Y8 INCKEASC
3. FROM: =7 N/A
Jim D.IYT').;C? wiIn w} M 10 BE TAKEHN FRO:
REDSO/ESA _ Pm:}e:ct%-%;;Zann e N/A
Y. APPROVAL HEGUISTED FOR COMAITMENT o TURPRRCIRIATION = ALLOTHEN AL 72_113] 037 ,GESA-
$ 2,000,000 83-31642-KG32 (Allot. 337-61—042-00—39—31)
1. TV“L rU"CllNC 12. LOCAL CUSRENCY ARRANGEMINT 13, ESTAD rDlLLI 'LRY BOAIOD (4. l::::s‘CTIOH [MEE-XRTINE g
[2oaw (Renanf Thireonuat | ) ronmat [CiNone June 1983 - "Ey 1984 ! May 24 1983

18, CGMMOD!TIF; FitanIno

All items listed in the AID Commodity Eligibility Listing - 1981 Edition
ill be eligible for financing. It is anticipated, howzver, that the
rocurement will consist enLJ.relv of bulk ir;ortation of dequrmed vegetable oil.

16, PERMITTLOD SOGURCE . ] 1. ESTIMATED SDUKCE

1J.5. only: COéG 000 Co. U.S.: $2 1000,000

Limited F.W,: - induatrialized Coun'ries: -
Free YWerld: - locol: -
Cesh: - - Other:

18. SUMMARY DECSCRIPTICHN

This grant program will support U.S. political and strategic objectives in the
region by providing necessary . balance of payments and budgetary support to the
Government of Mauritius (GOM). Based on an analysis of the structure of
trade and aid in Mauritius, and given the successful implementation of the FY
82 CIP, the design team and the Fmbassy have concluded thatithe most

- appropriate mode of assistance is a continuation of direct balance of payments
support to remmit importation of necessary cormodities from the United States. It
is proposzd that the counterpait funds generated from the irportation of
U.S. comodities will be used to support GX! prograns in aqucultural diversification
tourism, investment and trade promotions, and rural water suoply. Funding of
these local curreincy activities is sub]ect to final agreément by AID and the
GOM. Disbursement of foreign excnango is conditioned only on the routine conditions

precedent of submission of a legal opinion, representative signatures, and a
procurement plan.

19. CLEARANCES

Becege D/DIR. _ Jim Grabam .Ap_zzﬁm
Foooe RIA  Kathleen Hansensn
x0eC RSN _Art Lacrmerzahl gy
A360%T EQON . Helen. Soos.- i La:[ \s';‘
nome  PROQT Ia.my_ljammﬂn /m-&Lf [

ic. ACTION

X] arsnovio DlSAI‘DROVLD
qmewMi """Y 21 5%

AU NONIZC"I SIGkLT\l! C OATL

Direct.or , REDSO/LSA

LAA K SN

ANDFPE

CLASSIFICATION:



I. Summary and Recommendations

1I. Program Background and Rationale

A. Setting

B. Political Overview
C. GOM Development Strategy
D. U.S. Assistance Strategy

“IITe Economic Background ahd Progrem Justification
‘Ae Summarv and Coaclusions
l. Prelude uo Present Economic Situation
2. Prospects for Economic Adjustment '
3. GOM Economic Performance
4« Economic Program Justification

B+ Economic Backgro;nd
l. Economic Overview
2. Recent Economic Developments

ae
b.
Coe
d.
€
fo.

Sectoral Growth of GDP
Employment

Government Finance
Balance of Payments
Exchange Rate Policy
Debt Servicing

C;edther‘Donor Assistance

~IV. Program Description
. Ae. Program Activity
'B. FY 1982 CIP Implementation
C. Commodity Import Component
' l. Import Market Analysis

Y
b.
Ce

U.S. Trade with Mauritius =
Composition of Import Market
Absorbtive Capacity

2. Commodity Procurement
"Use of Local Currency Generations
1. Agricultural Diversificationm -
Northern Plains Irrigation
2. Tourism Promotion _
3. Trade and Investment Promotion
4. Water Supply for Rural Villages

NV sSS e

10
10
10
12
12

14
345
15
216

‘18
20
24

25

26
26
.27
729
29
-29
29
30
31
32
‘35
36
38



C Ve Program Implementation

A

"B,

-~ Ce
. D,
E.
F.
G

Implementation Responsibilities
1. GOM
2. AID
3. Mauritiug 0{1 Refineries

Applicable AID Reguvlatioas and Procedures'

1. AID Regulation 1
2. Eligible Coummodities
3. Authorized Source of Procurement
4. PD 71 and, Non Availabilityxpf U. S,
Shipping : o
5. Value of Transactions
6. Method of Financing
7. Disbursement Period
GOM Importation Procedures
Port Clearance
Commodity Arrival and Disposition
Implementation Schedule
Program Monitoring and Reporting

VI. Other Cbnsiderations —

A
B
c.
D.
E.

Inpact on U.S. Balance of Payments

Use of USG Excess Property

Relation to Export-Import Bank Credits
Relation to OPIC Program

Environmental Fiandings

VIIQVﬁégOtiating Status

A.
‘Bc
c.
D,
E.

ANNEXES

GOM Request for Asglstance’
Economic Support Tables
PAIP Approval Cable
Statutory Checklist
Categorical Exclusion for
Enviroamental Analysis



, 1.:¥suMuARY AND RECOMMENDATIONS

The following are the principal features of théfproposed 
commodity import program: ' ‘

Activity: Mauritius FY 1983 CIP 642-0004 (CIP II)

Terms and Conditionms: ESF grant funding for $2,000,000

Authorized Source: AID Geographic Code 000 (UsS. only)

Program Justification: This program will support U.S.
political and strategic objectives in the region by providing
necessary balance of payments and budgetary support to the
Goverament of Mauritius (GOM). Based on an analysis of the
structure of trade and aid in Mauritius, and given the
successful implementation of the FY 82 CIP, the design team and
the Embassy have concluded that the most appropriate mode of
assistance is a continuation of direct balance of payments
support to permit importatiofi’ of necessary commodities from the
United States.

Program Description: A two~phased assistance program is
proposed, drawing upon the positive experience of the similar
program from last year's CIP. First, $2.0 million will finance .
specific import requirements of the private commercial sector
uging the CIP mechanism and Special Letter of Credit
procedures. Grant funds will be made available to finance the
dollar costs of conmmercial imports from the U.S. for productive
sector commodities. We anticipate that this will entail
financing the commercial lmportation of approximately 4,000
tons of degummed vegetable oil. Second, the estimated Rs. 22
million in local currency that will be generated under this
program will he deposited in a separate government account
available to support four mutually agreed upon
development-related activities.

These activities are described in somewhat greater detail £n
the PAAD than 18 normally the case, largely to offset the
absence of AID personnel assigned to Mauritius who would
otherwise be involved in more frequent monitoring of the
program. The activities are:

1) Pilot Irrigation Project. Local currency funds will support
governuent efforts to diversify agricultural production on a
pilot irrigation project in the Northern Plains areas. The
pilot scheme will entail putting 185 hectares of land under
subsurface drip irrigation which will permit inter—line
cropping witnh sugar, increase sugar cane yield, and thus free
up land for production of other agricultural crops. The



Irrigation Authority will manage the scheme and Rse 11 million'

will be allocated to this activity.

2) Tourism Promotion. To enable Mauritius to remain
competitive vis a vis other tourist destinations in the region,
and to attract additional tourism revenue will require an
increase in promotional efforts and an accompanying increase in
the budget of the Mauritius Government Tourist Office. Rs. 4
million will be allocated to this activity. :

3) Investment and Trade Promotion. In support of Ministry of
Commerce and Industry efforts to stimulate additional
investment and trade through a new entity, MEDIA, - charged with
expanding traditional promotional activities as well as
development of one-stop investment center, an allocation of Rsg.
3.5 million is planmned.

4) Village Potable Water. Rs. 3.5 wmillion will be allocated to
support a GOM program to provide potable water to villages
currently serviced by irrigation canals, streams or inadequate
service lines. The Central Water Authority will develop and
manage the program.

Program InplementatLgQ: The proposed program will be
implemented by the Ministry of Finance in coordination with the
Ministry of Econonic Planning and Development. Individual
activities financed with local currency generations will be
implemented by the governmental entities charged with their
development and implementation. Discugsions have been held
with all entities participating in this progran, including the
Private sector importer of edible 0il, and agreement on progranm
implementation has been reached.

REDSO/ESA, with the support of the American Embassy in
Mauritius, will be responsible for program monitoring. The
Principal REDSO backstop officer is David Cowles, Supply
Hanagement Officer; additional assistance will be provided by a
REDSO program implementation committee composed of J. Dempsey
and K. Hansen.

Disbursement Period: The PAAD team recommends a period of 12
months for commitment and 18 months for disbursement of all
foreign exchange resources. We anticipate that disbursement of
all local currency proceeds will occur within a period of two
years.

Policy Determination: In accordance with the requirements of
Policy Determination 7)1 (PD--71), AID/W is reviewing the impact
of the Pilot Irrigation Activity on U.S. sugar producers. If
it 1s determined that U.S. producers may be injured by the
increased sugar yields in the pilot project, then the local"




currency, Rs. 11. million. will be used to expand support for the-
other three activities.

Congressional Notification: <The waiting period ‘after LIS
Congressionhal notification expired April 23 without comment.

Statutory Checklist: Satisfied (See Annex D)

Environmental Analysis: A categorical exclusion determination
was provided by AID/W and is attached as Annex E.

Negotiating Status and Conditions: the PAAD design team nas neld
numerous discussions with interested ministries and public and
private sector entities and organizations to ascertain the
appropriateness of the proposed program and to resolve any
outstanding Lssues. Agreement has been reached on the commodity
to be 1mported and on the uses +f the CIP local curreuncy proceeds

Given our experience under the first CIP and the familiarity of
the parties with AID procurement procedures aund regulations, and
barring unforeseen mishaps, we are confident that the
implementatira of CIP II (642-0004) wiil proceed smoothly.

No special conditions or covenants are proposed for inclusion im.
the Project Grant Agreemente. Furthermore, no problems are
foresecen in the negotiation of that agreement. A request for
assistance from the GOM 18 included as Annex A.

Recommendation: It is recommended by the PAAD team that a grant
commodity import program in the amount of Us$2,000,000 be
authorized for Mauritius-

géAD Committee:

Laurence Hausman, Project Officer/Team Leader, REDSO/ES!

James Dempsey, Project Officer, REDSO/ESA

Helen Soos, Economist, REDSO/ESA

David Cowles, Supply Mgmt Officer, REDSO/ESA

Kathleen Hansen, RLA, REDSO/ESA

Shariff Jathoonla, Asste. Commercial/Economic Officer,
AnEmbassy Mauritius



II. PROGRAM BACKGROUND AND RATIONALE
A. Setting

The island nation of ‘Mauritius; is 720 square miles and has.a
population of :1lmost one million. This population, consisting of
Hindus, Muslims, Creoles, Franco-Mauritians and Sino~-Mauritians,
superficially portrays a cohesive, heterogenous society. The
polyglot population mirrors the island's mixed history of Dutch,
French and British domination and the importation of a large
Indian population as indentured laborers following the abolition
of African slavery in 1833. Whites, mostly of French descent,
constitute one percent of the population and ccntrol wmost of the
sugar production, the mainstay of the island. Chinecte, mostly
shopkeepers and small businessmen, constitute about three percent
of the population. Creoles descending from African slaves mixed
with other racial strains comprise 28 percent, and the remaining
68 percent are Hindus and Muslims of Indian descent, who dominate
the government, agricultural-and industrial sectorse Although
population density is fairly high at 840 persons per square mile,
the growth of population is a modest 1.7 percent per annum,
largely resulting from a successful family planning program
introduced in the 1960's. Despite the heterrgeneity of the
population, a distinctive Mauritian cultural identity has
emerged. Although English is the official language, Freach,
Creole and Hindi are more widely spokens

With an estimated per capita income of $1120 in 1982, Mauritian
enjoys standards of living comparable with middle income
countries in terms of nutrition, literacy, health care and ‘
educational facilities. However, the distribution of income is
relatively more unequal then im other developing countries owing
to the dominance of sugar estates. Household surveys in 1975
showed that the lower 50% of the population earned about 20% of
total income. While poverty is found in both rural areas and
urban concentrations on the island of Mauritius, it 1is
particularly rampant on the island dependeucy of Rodrigues, where
about 30,000 persons live at very low standards. The development
probleus on Rodrigues resemble rural poverty in much of Africa,
including deteriorating crop land, high population rowth, and
inadequate social and physical infrastructure.

B. Pol;tical Overview

The Mauritian political system is a parliamentarian one
within the Commonwealth, with the Queen of England presiding as.
titular head of state. Independence in 1968 saw the advent to
power of a Labor Party and Social Democratic Party alliance. In
June, 1982, this alliance was displaced as a coalition of the
Mauritian Militant Movement and the Socialisgt Party of Mauritius
won all contested seats. )



Mauritius is the only country in the Organization of African
~Unity to have changed government democratically through an
election. The new government hds remained committed to both the
democratic process of government aud a policy of strict .
non-alignment. The government has reaffirmed its commitment to
democracy by firmly establishing a constitutional requirement to
hold elections every five years. The government has also
solicited the cooperation of the private sector in an effort to
re luvenate the economy and has officially sought out private
sector vicws on major economic and tax programss

In the sphere of foreign policy, the Government has generally
pursued a policy of genuine non-alignment and reiterated its
desire to maintain and improve its relations with such
traditional friends as the U.S., the U.Ks, France, India, the
EEC, Australia, Canada, and the Scandinavian countries. Economic
relations with South Africa have continued, with South African
Airways and Air Mauritfus flights to and from South Africa being
maintained. Mauritius' claim to Diego Garcia has been revived,
but the new government has made clear that this is an issue which
involves only Mauritius and Britain, although at the same time
stressing its disapproval of the American military presence on
that island. The Government has also stressed regional
cooperation within the Indian Ocean. Along wlth Madagascar and
Seychelles, Mauritius regards as a major objective the
establishment of an Indian Ocean zone of peace. However, Port
Louis has remained open to all military vessels, including those
of the U.S. The government's objective of genuine non-alignment
in foreign’ policy 1s reflected by moderation in East/West issues,
and a low-key presence in the U.N., where the few votes in which
Mauritius has participated have demonstrated a commitment to
non-alignment. '

C. GOM Development Strategy

The government in Mauritius has set out a development
strategy which has as its goal economic self-reliance. At the
same time, the GOM realizes that as a small, isolated country, it
does not have the resources or markets to develop without
substantial foreign trade. Government officlals and a recent
White Paper, "Towards Increasing Self-Reliance,” acknowledge the
comparative advantage and crucial role of sugar production and
export processing. Thus, the governuent's maior develnnmant
objectives are:

== "to enable the country to attain a degree of greater
self-reliance which will minimize the adversge effect of world
economic instability on the national economy.”



-- "to achieve a high rate of economic growth which will
ralse incomes and standards of living of all citizens while
. providing productive employment to the large backlor of
unemployed and to newcomers of the labor market."

The most serious affronts to self-reliance and sustained economi
growth are the recurrent balazce of payment deficits and the '
‘heavy external borrowing required to finance government. Asg part .
of its strategy the GOM has instituted a serieg of .
marcro-economics policies and programs to bring the national
economy into a balance for sustained economiec growthe. These
‘policies and programs ar: discussed in the Economic Overview
(Section IIIA), but it is important to note that the government's
long term development st:ategy depends on the success of short
term measures to cut government fiscal deficits, balance of
payments, and external borrowing. The GOM is primarily relying
on the IMF stand-by credit arrangecments and the World Bank's
structural adjustment loan, as well as further Eurocurrency
borrowings, to help them through the period of economic

ad Justment. Significant donor assistance is also required.

The new government has taken a very pragmatic approach to
structural adjustuwent and economic development. It realizes that
historically the economic success which Mauritius has experienced
has been based on a free market approach to development. It has
chosen to emphasize and depend upon private, productive sector
development to get the economy moving againe. Achievement of the
longer term goal of self-reliance will require diversification
and development of agriculture, export processing and light
industries. All of these areas are dominated by the private
sector and are the most productive and growth oriented in the
economy.

To increase self-reliance and to achieve econonic ad justuent,
Mauritius must make its fertile land more productive and more
effective for national development. These lands are almost
wholly under cultivation with 90% under cane (100,000 ha.). Some
ad justment of present land use is required to limit dependence on
sugar production and increase production of food cropse The GOM
has proposed a vigorous program of agricultural diversification
to reduce food imports (presently accounting for 25% of total
imports) and to extend the role of agriculture as a major foreign
exchange earner. The program seeks to maximize food production,
to optimize sugar production, to rationalize tea and tobacco
production, to develop high-value export crops, and to promote
local livestock precduction. »

Making more resources available for fooderops does not
necessarily mean that sugar production will be reduced. The
objective of the government is to increase yields and sugar



processing efficiency to keep 'sugar production at marketable
levels, while at the same time utilizing cane interline cropping
and crop rotation to expand foodcrop production. Improved
technologies will be the . key to increased production with perhaps
the most important of these new techniques being effective ‘
irrigation systems which conserve water utilization. Direct
substitution of foodcrops for sugar might occur in the long term,
but it will probably be limited to a small fraction of the lands
under cane.

In the industrial sector which is primarily composed of light
industries in the Export Processing Zone (EPZ), the strategy is
to diversify production and markets to limit dependence and to
enhance the possibilities for expansion.

The GOM vill also promote the establishment of new activities 1in
the recently created Export Service Zone (ESZ). The plan ig to
attract off-shore banking facilities, international insurance
sérvices and transhipment operations. The export zones offer the
best opportunity to create new jobs and to generate the foreign
exchange required to sustain the economye.

Although expanslon of the export zones will depend to a large
extent on recovery of the world economy, the GOM can attract
industry through well-planned export and investment promotion
campaigns which show the international competitiveness of sxport
industries in Mauritius. An important aspect of the industrial
sector strategy is the establishment of the Mauritius Export
Development and Investment Promotion Authority (MEDIA) to conduct
and follow-up on the proposed campalgns.

Tourism represents another GOM development objective. 1In order
to tap new markets and diversify away from traditional ones,
expenditures on tourism promotion campaigns will be increased.

As the third largest foreign exchange earner, tourism has the
potential to add substantially to the econonic development of
Mauritius. Although thz focus of the economic adjustment program
1s on the revitalization of the productive sectors, the GOM will
continuc to finance social programs =t approximately the present
levels (37.5% of recurrent budget). Expenditurees for health,
educaticn and other social services will have to be examined
closely with a view to ensuoring that they are cost-effective and
that they do not prejudice future growth. Fiscal discipline will
be required throughout the economic adjustment period.

De U.S. Assistance Strategy
Mauritius has received modest bilateral U.S. assistance since

independence. After independence, U.S. assistance was limited to
.a PL 480 Food for Work program and the Ambassador's Self Help



Fund. 1In recent years, PL 480 programs under both Title I and
Title II were initiated. In 1980, a HIG program was approved but
has not been drawn down owing to high interest rates in the U.S.,
and GOM limitations on investments in housing.

Due to recent economiec difficulties, the U.S. Department of State
proposed a $2 millicen Econonmic Support Fund grant in FY 1982, and
has proposed another in the same amount for FY 1983. The
rationale for these grants 1s based upon the political importance
of Mauritius to U.S. strategic interests ic the Indian Ocean,
Mauritfus' willingness to receive U.S5. naval ships at its port
facilities, dewmovcratic principles and practices within the
Mauritian political system, and residual claims on Diego Garcia.
None of these conditions has altered with the recent election.

On the contrary, the necessity of maintaining good relations has
become more urgent.

The strategy for the present AID program of PL 480, ESF and a
modest training program is four-pronged:

(1) To support agricultural diversification, and sustainable
food policies,

(2) To promote private sector activities in key development
sectors such as agriculture, cxport processing, encrgy
manufacturing, services and tourism,

(3) To assist the GOM to provide essential services (e.g.
water supply) to the poorest elements of the population, and

(4) To strengthen management and institutional development
within key GOM ministries and private sector entities.

The first objective 1is pursued Primarily through the PL 480
program, althougi modest contributions can occaslonally be made
from ESF local currency generations. ESF generations are also
targetted at private sector development and the provision of
water to the poorest elements of t'e population. Training
through AMDP supports all elements of the Ue.S. assistan:e
strategy to Mauritius.

The design teams for the FY 82 CIP and the proposed FY 83 CIP
have explored opportunitices for providing modest assistance which
could »lay a catalytic role in energy, export/investment
promotion and tourism. In the energy sector, the U.S. has
developed a technological advance in the pelletization of the .
sugarcane by-product, hagasse, in Hawaii. While a pilot activity
in the pellatizatin process is presently being funded by another
donor (France), the U.S. will provide training in the process
through AMDP funds. If modest interventions for CIP generations
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or for direct importation can be identified in future years, UesSe.
assistance should give these interventions favorable
consideration, not only because bagasse energy represents
gignificant resource conservation and foreign exchange savings
for the economy, but also because the U.S. continues to provide:
the technological lecad in this field, and would probably be the
best source of equipment for a major follow—on investment.

In the services, manufacturing/export and tourism sectors, U.S.
agssistance is geared to strengthening GOM institutional capacity
to encourage private sector participatior (e.g. tourism
promotion, ianvestment and trade), and in the provision of modest
lines of credit intended to serve as catalysts for subsequent
larger credit programs,
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III. ‘Eéonomicvnackground and Program Justification’
Ao Summary and Conclusions
1. Prelude to Present Eéonomic Situation

Mauritius' current economic problems date from the
short-lived sugar boom of 1974-75, which was accompanied by
increased government expenditures for social services and
investments, and expansionary wage policies. Degspite the
subsequent downturn in sugar prices, GOM expenditure patterns
did not change to reflect the reduction in revenues. Given the
high propensity to import within both the public and private
sectors, expansionary fiscal, monetary and wvage policies
rapidly led to balance of payments deficits beginning 1in
1976-77. Poor economic management continued as real wages
increased faster than productivity, and the government was
ineffective in curbing its expenditures on social programs or
fmproving the efficiency of its operations. These problems
were compounded by the impact of adverse weather on sugar
production between 1979 and 1981. Thus, both balance of
payments and budgetary deficits have prevailed on a cumulative
scale since 1976,

GOM stabilization efforts began in 1979, when GOM reserves were
almost fully drawn down., With IMF approval, the GOM embarked
on a two-year stabilization program which included a 23 percent
devaluation and numerous other austerity measures. The
stabilization program had to be abandoned when severe cyclones
struck the island in 1979-80 .nd reduced the sugar crop by
about one-third. lieavy emergency rehabilitation expenditures
were required, as government revenue, highly dependent on sugar
production, fell. The following year, 1980-81, a drought
struck the northern plains and reduced the sugar crop by about
18 percent below normal levels. In Septcmber 1981, the GOM and
IMF reached agrecment on a second stabilization program,
including a further 20 percent devaluatiorn. The program is
being successfully implemented. The GOM is presently
negotiating an additional IMF agreement, and is working closely.
with both th2 IMF and the World Bank to extricate itself from
the difficult economic past.

2. Prospects for Economic Adjustment

Mauritius 1s presently faced with major economic adjustment
difficuities. These aifficulties have intensified over the
past three years, owing primarily to adverse weather. 1981/82
is the first ncrmal year for the pervasive sugar industry since
economic stabilization measures were initiated. The measures
have thus had marginal impact on basic underlying economic
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factors, such as the budget and balance of payments deficits.
The public debt has grown to such dimensions during the past
"three years that drastic measures are now required to improve
economic performance. These measures involve the reduction of
the budget deficit and increases in productive output for both.
the domestic and export markets. These measures cannot Dle
judiciously implemented in less than five to seven years,
assuming continued good economic performance ‘and no unusually
adverse weather conditions.

Mauritius' current debt burden dictates that{economic recovery
can only be achieved through conservative economic management
and a recognition by the GOM that appropriate policies rather
than budgetary resources must serve as the catalyst for
recovery.

\
Worldwide recessionary conditions will undoubtedly render
economic recovery more difficult. The world price of sugar 1is
already low, and tourism worldwide has slowved owing to the
economic downturn in Europe and the U.S Reduced world
consumption affects the demand for Mauritius' manufactured
exports. Thus, GOM efforts must anticipate adverse
international conditions and compete effectively for limited
markets, tourists, and investments. ‘ '

Mauritius' economic performance in 1981/82 reflects the best.
year since 1978/79; the present year, 1982/83, is also o
projected to be a good year. In 1981/82, GDP growth in real
terms was 5.6 percent, which brought the GDP back to 1979
levels in real terms, after the 10.6 percent decline in 1980.
The merchandise trade deficit also declined from about $80
million the previous year to $37 million. However, the
government budget deficit on current account increased by
nearly 50 percent, and the overall deficit by 17 percent. The"
budjet deficit as a proportion of GDP declined slightly from
12.% percent to 12.4 percent. The overall balance of payments
deficit declined from 14 percent of GDP to 4 percente Both
budget and balance of payments deficits are projected to
continue for several years.

The reduction of the deficits in both the government budget and
the balance of payments to ‘acceptable and sustainable levels is
expected to take at least five to seven years, assuming good
economic performance and no natural disasters. -The public debt
stood at over $120 million in December 1982, or about 42
percent of recurrent government revenue for 1982/83. Over 60
percent of the public debt {s external. Thus, debt
amortization payments will continue to burden both the
government budget and the balance of payments over the medium
term. Borrowings from the IMF and Eurocurrency markets are



expecteu Lo concinue at substantial levels to offset debt.
~service paynments and import requirements associated with
economic recovery. .

3.  GOM Economic Performance

Mauritian authorities have made determin@d efforts since
1979 to promote economic adjustment. Their efforts include iwo
ma jor devaluations; three rounds of price increases to reduce
subsidies on rice and flour; increases in interest rates; the
‘imposition of credit ceilings; limits on government budget
deficits; and, the successful implementation of a restrictive
wage policy. The first round of these stabilization measures
was set back by the devastating impact of a series of cyclones
which dawmaged both sugar exports and property. Increased
government expenditures coupled with decreased tax revenue
annulled the cffects of the stabilization program, resulting 1in
a redefinition of performunce criteria and a second stand-by
agreement. Under the second agreement, all performance
criteria were generally met, although the budget deficit and
balance of payments deficit were larger than anticipated owing -
to reduced sugar productione. -

The GOM is presently negotiating another agreement with the
IMF. While stabilization efforts to date have been i '
significant, they have not yielded all of the expected

results. Thus the adjustment effort will have to be
inteasified to improve the situation, rather than merely
containing it. Dolng so will require increases in production,
diversification of production in both agriculture and -
manufacturing, and expansion of exports. Since this can only
be achieved over the medium term, substantial improvements in .
the economy cannot be expected in less than a five to seven
year framework.

4. Economic Program Justification

There are three economic rationales which Justify the
proposed Commodity Import Program: 1) budgetary support for the
GOM to reduce its budget deficit; 2) balance of payments
support during a period of unprecedented shortage of foreign
exchange; and 3) local currency generations to finance priority
iavestnents in the productive sectors of the economy. o

Although the proposed level of assistance is not substantial,
the CIP will provide $2 million of budgetary support for the
GOM in the form of a grant. The funds will be utilized to
finance expenditures of both a recurrent and investment nature
in areas which have been jointly identified by AID and the
GOM. The selected arecas reflect GOM priorities for which
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scarce budgetary resources would not otherwise be available.
They also reflect areas in which the GOM has committed itself
to expand expenditures through a World Bank Structural

Ad justment Programme. Thus, the grant represents a direct
budgetary transfer to the GOM. !

Secondly, the program will provide direct balance of payments
support for the GOM through the financing of the importation of
degumued vegetable o0il from the U.S. This commodity 1is
purchased primarily from the U.S., and constitutes a necessary
consumption item within the Mauritian economv. Thus, the CIP
provides scarce foreign exchange to covar a portion of the
annual requirements for this commodity. This represents a
direct savings of foreign exchange for the GOM.

Third, the local currency generations from the sale of this
commodity have been programmed jointly by the GOM and AID to
finance priority investments_in the productive sectors of the
economye A portion of these funds will be allocated to
expanding government expenditure in the tourism sector, which
in turn 1is expected to generate additional foreign exchange as.
well as employment in Mauritius. Another allocation will
support GOM efforts to attract foreign investment, which will
stimulate the productive capacity of the economy, expand

e~ ployment, increase the government's revenue base through
taxation of salaries and the reduction of unemployment
benefits, and increase foreign exchange earnings through the
expansion of exports. The net returns for the GOM's
promotional efforts cannot be estimated; however, there are
expected to be benefits for each of the categories cited above.

Another planned local currency allocation will support an
experimental drip irrigation scheme in the northern plainse.
This scheme is a necessary prerequisite for a major investment
in irrigation to which the African Development Bank and other
donors have already committed funds in principle. The
experiment will stress the conservation of water, an extremely
scarce resource for agricultural production. It will also
promote the diversification of agricultural production through
the introduction of a more efficient pPlanting system for sugar
cultivation which allows for alternative crops to be
inter-lined. Many small farmers in Mauritius, who are
concentrated the area of northern plains, are expected to
become more productive and to increase their incomes, through
more efficient utilization of water. '

The provision of rural water supply to villages which lack
potable water constitutes the final activity to be supported by
local currency generations. This allocation extends last
year's successful program in water supply.
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In summary, the proposed CIP will support government efforts to
reduce the budget deficit and the balance of payments deficit,
while improving the productive capacity of the economy through
priority investments. All of these impacts fall within and .
directly support the wmeasures prescribed by the IMF and World
Bank adjustmert programs.

B. Economic Background
l. Economiec Overview

Mauritius has a small island economy with limited resources
for economic development. Its primary resource is agricultural
land and a favorable climate which is marred only by severe v
cyclones. Owing to these cyclones, sugar cane has provem to be
the main viable crop during three hundred years of
experimentation and experience. Thus, Mauritius' economy is
dominated by the sugar Industry, which in 1982 accounted for
76% of agricultural production. Sugar also contributed 60% of"
exports, and accounted for about 30% of enployment including
both agricutural and factory labor. The gtatus of the sugar
industry is fundamental to the economic and social well-being
of Mauritius.

Apart from sugar, the agricultural economy produces limited
quantities of tea, fruit, vegetables, tobacco, meat, fish and-
some rice. Agricultural diversification away from sugar has
been greatly promoted during recent years. However, most
activities are undertaken by 21 sugar estates  which control
much of the arable land. The island is self-sufficient in some
vegetables, with irregular exports to neighboring islands. It
is generally accepted that agricultural diversification will
take place in conjunction with sugar, rather than in lieu of
sugare. Annual crops such as beans, potatoes, maize and onions
can be grown inter-lined between the time of sugar harvest and
the overgrowth of cane. Considerable experimentation is
already occurring with agricultural diversification, including
beef and venison, which is raised in non—-arable forest areas.
Since crops do not compete successfully with imports,
especially from South Africa, the succesgs of agricultural
diversification will be gradual and will depend on efficent
production.

The manufacturing sector has grown significantly during the
past decade, principally owing to the Manufacturing Export
Processing Zone (MEPZ). Since the mid-1970's, the MEPZ has
succesgfully established new export markets for textiles,
knitwear, electronic equipment, food processing and metal
products. Companies involved in import substitution hold
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Development Certificate (DC) status, which entitles them to tax
and investment incentives and exemption from duties for

- imported inputs on the same basis as MEPZ firms. About 110
firms operate under the DC scheme and about 95 firms under the.
MEPZ scheme, primarily in textiles and knitweare. The MEP2Z i
sector accounts for over 21,000 jobs, or 607 of employment in
manufacturing and 11% for the economy as a whole. Prospects
for the expansion of the manufacturing sector have improved
8ince 1979, owing to slower cost increases attributable to wage
restraint and improved port facilities, and to higher rupee
prices for exports resulting from two devaluations. The
Goverument has also introduced additional tax incentives,
increased its promotion efforts and encouraged the
diversification of products and markets. The number of DC and
MEPZ applications processed during 1982 increased to over 175,
with 68 approvals.

The tourism industry constitutes another growth industry in
Mauritius, and 1s the third largest foreign exchange earner
after agriculture and manufacturing. The main sources of
tourists are neighboring Reunion, South Africa, France and
other LEuropean countries. The average annual growth rate for
tourist arrivals was 15% between 1975 and 1979, the peak year
to date. Tourist arrivals since 1979 have averaged about 8%
below the peak year, although gross earnings were not been
similarly affected, with $40.6 m in 1979; $46.7 m in 1981; and
$41.1 m in 1982.

2. Recent Economic Developmentsl/
a. Sectoral Growth of GDP

The national accounts data presented in Table 1 of Annex B
underscore the critical role of sugar production for the
Mauritian economy. As sugar production declined in 1980 and
1981, sugar milling in turn depressed the manufacturing sector
and the GDP declined by 10.6 percent. GDP rebounded by only
8.3 percent in 198l. As sugar production returned to normal
levels in 1982, the agricuture sector also returned to the
average level of the late 1970's. The primary growth sectors
of the economy since 1976 have been manufacturing (29%); trade,
restaurants and hotele (22%); government services (23%);
communications (31%); and real estate and business-related

Lf The reader is referred to Annex B for all tables discussed
in this section.

This section draws heavily from the forthcoming Mauritius
‘Economic Bulletin, GOM, December 1982 and Mauritius

Economic Memorandum: Recent Developmnents and Prospects,
I.B.R.D., draft of November 1982,
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services (24%Z). These growth trends reflect the
diversification policies of the GOM and the expansion of
government services. Since 1976, agriculture has remained
relatively stagnant in real terms, and declined from 22.5
percent of GDP to 19.5 percent. Sugar milling has declined
marginally and may declirne further as greater efficlency is
introduced. Construction has also declined steadily after
peaking in 1978.

Although the world market for sugar is not favorable at the'
present time, Mauritius has traditionally found protected
markets for most of its sugar exports. The EEC purchases abou
80 percent of its sugar, and the exportable quantity is i
expected to increase slightly under the new International Sugar
Agreement. Thus GOM officials place a high priority on '
attaining an average annual production level of 700,000 tons:
per annum, which was veached only once previously.

b.  Employment

The slowdown in economic activity has been associated with
a decline in employment, as evidenced by Table 2 in Annex B.
At the end of 1982, official registered unemployment stood at
over 75,000 persons, or about 23 percent of the labor force, up
from 16 percent a year earlier. It is generally accepted that
official employment statistics underestimate the true
situation, since some prospective workers fail to register.
Between 1979 and 1981, employment declined by over 3 percent in
absolute terms, according to the Ministry of Finance Bi-Annual
Survex of Employment.

The employment outlook for the near future offers littie hope
for improvement. Few new industries are expected to be
initiated, and new infrastructure activities are not expected
to generate additional job opportunities over present levels.
Advance notification of lay-offs in the private sector
increased by 67 percent between 1981 and 1982, to over 4400
jobs. At the same time, there is a general shortage of
unskilled labor, as educated youth seek more challenging and
remunerative employment.

The stagnant employment situation reflects economic adjustment
problems within Mauritius and throughout the world economy.
The drastic fall in capital formation in Mauritius reflects
this uncertain economic situation and relates directly to
reduced growth in smployment. Gross Domestic Fixed Capital
Formation declined by about 40 percent between 1978 and 1982,
at constant prices.
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“ce Government Finances

The government's current account budget has showr
persistent deficits since 1976/77 (See Table 3 in Annex B).
Beginning in 1979/80, the government improved tax revenue
collectlion and slowed down ordinary expenditures. Thus the
current account deficit was reduced to about 24 percent of the
previous year's level. However, the hurricanes experienced in
1980/81 required substantial emergency expenditures while
severely reducing the revenue base of the sugar producers, with
the result that the deficit increased more than four-fold. The
1981/82 budget also showed another 28 percent increase in the
current account deficit (See Table 4). Ministry of Finance
projections released in March 1983 indicate a 16 percent
reduction in the current account deficit for 1982/83, and up to
a 50 percent reduction for 1983/84. \

The capital account has continually shown large deficits, with
small revenues only partially offsetting large capital
investments. Thus, the overall deficit surpassed Rs 1.3
billion (over $100 m) in 1980/81 and 1981/82, and is projected
to decline to Rs 1.2 billion 1a 1983/84, according to Ministry
of Finance data presented in Table 4 of Annex B. This level of
deficit for 1983/84 constitutes an estimated 8.5 percent of
GDP, down from 11.3 percent in 1981/2.

World Bank projections for consolidated central and local
government deficits are presented in Table 5 of Annex B.
Developed in November 1982, these projections show a positive
current account balance beginning 1982/83. The data also show
the significant growth in the cost of amortization on the
public debt from $20 m. in 1981/82 to $56 m. in 1985/86.
Capital expenditures are also projected to increase
significantly, from $90 m. in 1981/82 to $160 m. in 1985/86, in
order to stimulate the economy. These projections also show an
optimistic increase in goverument revenue of nearly 100 percent
between 1981/82 and 1985/86. Should revenue fall short of this
increase, expenditures would have to be cut accordingly.

Subsidies for staple food products, although recently reduced,
continue to burden the government budget. In 1981/82, food
subsidies cost about $27 million, 1ncluding the hidden cost of
the preferential exchange rate. 1In 1982/83, food subgidies are
projected at $22 million. Lower food prices on the world
market could reduce this figure marginally.

The most striking aspect of both Ministry of Finance
projections (Table 4) and World Bank projections (Table 5) ig
agreement that the situation is bleak and that the necessary
improvements are yet to come. Should adverse weather or
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political necessity dictate postponing improvement, then the
Mauritian economy will continue to experience problems with. .
budget deficits, inflation, unemployment and balance of '
payments difeccits. :

d. Balance of Payments

Mauritius' balance of payments has deteriorated
progressively since 1976/77, initially in the wake of
expansionary fiscal and wage policies carried over from the
‘'sugar boom period, and subsequently owing to unfavorable:
weather conditions resulting in poor sugar harvests, coupled
with continued fiscal deficits (See Table 6). The overall
deficit was contained at 5 percent of GDP in 1979/80, but
increased to 14 percent the subsequent year. Preliminary
estimates for 1981/82 show an overall deficit of $35 million,
or about 4 percent of GDP. The deficit is expected to iuncrease
to about §55 million or 5.5 percent of GDP in 1982/83 (See
Table 7); by 1990, it is projected to decline to 1 percent of
GDP.

Sugar constitutes Mauritius' ma jor export earner, accounting
for almost 60 parcent of exports in 1981/82. The Manufacturing
Export Processing Zone (MEPZ) accounts for another 33 percent
of exports, while other exports constitute the remaining 7
percent (See Table 7). Sugar has been declining steadily as &
proportion of total exports, even during good harvest vyears,
owing to the growth of MEPZ exports, which have added about two
percent points to their export share each year gince 1975. The
steady growth of the MEPZ has become critical to Mauritius'
export performance as well as the maintenance of domestic
employment.

Sugar exports are critical for Mauritius' balance of payments
Just as sugar production effects the entire domestic economye.
As a traditional sugar producer, Mauritius exports about
500,000 tons of sugar annually to the European Common Market
where it receives a preferential price. The balance of sugar
is sold on the free market, primarily to the U.S+ znd Canada.
In addition to exports to the EEC, the International Sugar
Agreement, allots Mauritius am annual export entitlement of
175,000 tons, provided the world price remains above a floor
level of $0.11 per pound.

In May 1982, a reviged sugar import quota system for the U.S.
market allotted Mauritius a quota of 30,000 tons (equal to 1.1
percent of imports). This compares very unfavorably with the
130,000 tons which Mauritius had planned to export to the U.S.
in 1982. Mauritius was twice disadvantaged by the new quota
system: first, a low ceiling on exports and second, a
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requirement that shipments be made.quarterly, resulting in

- inefficient shipping practices. In 1982, Mauritius lost its
second quarter quota owing to the small size of the shipment,
which could not be economically shipped unless conrdinated with
another exporter. !

The world market situation for sugar at the present time is not
advantagcous for producers. From a peak of 410 pounds sterling
per ton in November 1980, there was a steady decline to & 148
in 1981, and a further decline to % 95 per ton by June 1982.
These price trends reflect excessive production, with world
stocks equalling 35 percent of annual consumption levels in
1982, 1In view of this situation, export prices are unlikelv
to increase for Mauritius's excess sugar production in the near-
future.

Manufactured exports produced in the MEPZ have risen from 11
percent of export carnings in 1975 to 33 percent in 1981/82.
Unfortunately, the introduction of quotas by some industrial
countries, including the U.S., have restrained the potential
growth of the MEPZ. Mauritian exporters have had to limit
procduction of textiles and to seek other products to
manufacture for export. Access to markets is becoming an issue
of extreme concern for manufactured exports as well as sugar.
Imported goods utilized for the processing of exports accounted
for 58 percent of the value of MEPZ exports in 1981/82.

Mauritius' importe inciude a variety of consumer goods, food
products, petroleum products, and inputs for the MEPZ, In
1981/82, rice and flour accounted for nearly 10 percent of
iwports, petroleum for 19 percent, inputs for the MEPZ for 15
percent, and other imports for 56 percent (See Table 7). Since
world prices for cereals and for petroleum have been declining,
the import bill may also decline marginally during 1982/83.
Recent increases in the food prices may also encourage lower
consumption, resulting in a small decline in that import item.

On the service account, freight and insurance constitute the-
largest deficit, with investment income close behind. Travel
produces a healthy surplus owing to the inclusion of tourism.

On the capital account, government loans constitute the ma jor
it:me 1In 1981/82, debt service payments were relatively low,
while credits were substantial. Thus, there was a net inflow
of Rs 326 million, or about $33 million. This situation will
reverse dramatically in 1982/383, as debt service payments
triple_and net inflows decline to less than $4 million (See
Table 7). However, this estimate excludes the $40-45 million
World Bank Structural Adjustment Loan which 1is expected to be
.8igned in June 1983. The debt service line item alone is
capable of explaining the veakening of the balance of payments
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for 1982/83 to a deficit of $55 million, compared to $35
million the previous year.

Foreign exchange reserves stood at. about $83 million in
December 1982, about 40 percent higher than one year earlier.
This amounts to the value of 1.4 months of imports, or less
than one month of total foreign exchange requirements. Tha GOM
target is to increase reserves to the value of about 3 months'
of i1mports.

In November 1982, a World Bank team developed balance of
payments projections through 1987 (See Table 8). . The
projection is based on the assumptions that GDP grows at 4
percent per annum in real terms, food imports decline by 2
percent p.a. in volume terms, higher flpur and rice prices
reduce consumption, lower petroleum prices negotiated with
Kuwait prevail, the export sector grows by 8 parcent pe.as.,
tourism grows by 10 percent,-and additional foreign aid
materializes. Even under these assumptions, the projections
show a trade deficit through 1986 and current account deficits
throughout the entire period. Capital requirements from
external sources are anticipated to average $147 million per
annum from 1983 and 1987. These capital inflows may derilve
from donors, lendors, or investors, and represent significant
increases over current levels if government borrowings are
excludeds Dcbt amortization i1s forecast to peak in 1985 at
$68.4 million, but will remain at extremely high levels.
compared with 1982,

As with the government budget, it is clear that the difficult
ad justment still lies in the future, and that significant
improvements have not been reflected on an adequate scale in
the performance of the balance of payments. Along with
inflation, balauce of payments deficits constitute a natural
companion of fiscal deficits which generate internal demand
without providing the goods which are demanded. Improved
fiscal austerity would automatically impact upon the balance of
payments through reducing .purchasing power for imports. Until
a reduced fiscal deficit is achieved, other artificial
restraints will be required to bring. the balance of payments
into adjustment. Under present conditions, no significant
improvement in the balance of payments is is anticipated until
1987, at the earliest.

e. Exchange Rate Policy

In a world of varying inflation rates and changing terms
of trade, the exchange rate becomes a key tool for regulating
the balance of payments. As expansionary wage and fiscal
policies resulted in high inflation in Mauritius ducring the
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late 1970's, it became uecessary to adjust the exchange rate.
Mauritius devalued by 23 percent in October 1979. However, the
Mauritian rupce remained linked to the SDR, which is strongly
influenced by the U.S. dollar. As;the dollar rose and the
Mauritian economy remalned in trouble, it became necessary to
adjust the Mauvritian rupee again through a 20 percent
devaluation in September 1981. ° )

Two key factors determine optimal exchange rates: 1) purchasing
power parity, which 1is based on relative inflation rates, and '
2) the terms of trade, which are based on relative price
changes of 1mports and exports irrespective of inflation. In
addition to these two factors, 1t is also necessary to consider
gspecial circumstances such as perliods of heavy budget deficits
resulting in high domestic demand, and poor weather resultiug
in lower export earnings: special circumstances may require
one-~time measures to facilitate adjustment.

An analysis of purchasing power parity for Mauritius vis-a-vis
its main trade partners 1s included as Table 9 in Annex B. The
analysis shows that Mauritius has maintained almost exact
purchasing powver parity in real terms during the past decade,
although the Rupee has been devalued by about 10 percent in
real terms since the mid-1970's. The devaluation of October
1979, while resulting in an improvement of about -7 percent, did
not improve the "real” exchange rate between 1979 and 1980,
when 1t should have had {its waximum impact, owingz to a poor
sugar harvest and resulting budget and balance of payments
deficits. The effect of the first devaluation was reinforced
by a second devaluation in September 198l1. The combined effect
of the two devaluations has brought Mauritius back to the
purchasing powver parity which prevailed in 1972. As noted 1in
Table 9, the analysis was based on Mauritius' trade patterns
for four years betweer 1978 ard 198l. The 13 trade partners
which accounted for 83.4 percent of trade were analyzed in
terms of trade-welighted exchange rates compared to inflation
ratese.

Detailed data on Mauritius' terms of trade are not available.
Other relevant data are included as Table 10 in Annex B. This
analysis is therefore based on a comparison of unit values for
exports and imports. A shortfall of such a comparison lies 1in
its failure to take into account changes in the composition of
imports and exports. Thus, . it can only be used as a rough
proxy for terms of trade. . Line 1 sets forth the average price ,
which Mauritius has received for its major export, sugar,
through 1978. Mauritius has received a better price for sugar
than the average import price of the European Economic
Community. Thus, it may be assumed that Mauritius' export
price for sugar has continued to increcase siuce 1978, following
the trend of EEC sugar import prices.



The unit value of exports is set forth in 1line 3 of Table 10,
Overall exports have increased in value at a faster rate than
sugar exports, underscoring the importance of the MEPZ, which
enables Mauritius to export products which maintain thelr value
on the world wmarket to a greater extent than sugare. The
increasingly large share of manufactured eprrts accounts for
the consistent and growing gap between the unit value of
exports and the average value of sugar cxports. To the extent
that MEP? exports constitute an increasingly important
component of Mauritius' exports, the unit value of exports will
maintain closer parity with imports.

The average unit value of imports for Mauritius 1is shown in
line 4 of Table 10. Until 1977, Mauritius' exports were
increasing in value at a higher rate than its imports. Line 5
sets forth the unit value of exports divided by the unit value
of imports, which is used as a proxy for term of trade. This
ratio shows that Mauritius' terms of trade peaked in 1975
during the coincidence of a sugar boom coupled with
exceptionally high levels of production. Since then they have
declined steadily. Beginning in 1978, the terms of trade began-
to turn agalnst Mauritius, and by 1980, they were 44 percent
below the 1975 peak and 10 percenrt below the 1672 level. This
deterioration occurred while purchasing power parity was
maintained. There is therefore a case to be mada for further
devaluation on the grounds of the eroding terms of trade.

Apart from purchasing power parity and terms of trade
considerations, it 1s also necessary to consider underlying
economic conditions and policies. In the recent past,
Mauritius' economy has suffered from expansionary fiscal and
wage policies. Beginning with the IMF Stand-by Agreement of
1979, wage policies have gradually reduced real wages.
Excessive goveranment budget deflcits have been more difficult
to control. Although some improvements have been made,
deficits continue to fuel domestic demand, causing both
inflation and balance of payments deficits. These problems
have been compounded by two consecutive years of adverse
weather conditions characterized by poor harvest.

These additional pressures on the economy could be mitigated by
further depreciation of the exchange rate, which would
automatically provide more rupees for exports, or alternatively
allow competitive price reductions without a loss of revenue in
terms of rupees. A devaluation would also inhibit the demand
for imports. However, it should be noted that in an economy as
open as that of Mauritius, devaluation can stimulate i{nflation
if expansionary pressures on the economy are not effectively
mitigated to reduce domestic demand. A devaluation would
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facilitate the adjustment process through relative incentive to
produce for export as well as reduce imports. Once the

ad justment has been made, and adjustments aluays hinge on the
ability to reduce real counsunption to correspoud with real
production, then the exchange rate could be allowed to return
"to levels consistent with purchasing power parity and terms of
trade constiderations. In an econony which relies upon
effective demand and duties rather than quotas or foreign
exchange allocations to mitigate the demand for lmports, the
failure to compensate for changes in the terms of trade or
government-induced excessive demand has rendered structural

ad justwment problems more difficult.

Recently, the GOM has implemented a change in exchange rate
policy which could result Iin an effective devaluation. On
February 28, 1983, the GOM untied the rupee from the SDR, and
entered into a "Managed Float". The official rutionale for
this step was the fact that the U.S. dollar, which accounts for
45 percent of the SDR's veight, has been rising while the pound
sterling has been falling. Since Mauritius' cXports are
primarily to the EEC, GOM officials sought to prevent the
erosion of the value of exports, and to increase the weight of
the Pound Sterling through a higher weight for the European
Currency Unit (ECU). 1In short, the GOM sought “to reward
exporters and to penalize importers.” Basically, the formula
1s consistent with a devaluation, which can § - allowved to occur
gradually. During the first two weeks of this managed flosat,
the rupee depreciated against the U.S. dollar by less thaa one
percent.

The eventual effects of a downward float, if it is "managed"
downward, would be to increase the price of petroleum and food
imports, as well as of capital equipment and consumer goodse.
The price of petroleum has already been falling, and the GOM
does not intend to pass the decrease on to the consumer. Food
prices have also been declining, effectively reducing
governwent subsidies. Dcpreciation of the rupee would increase
the cost of ifmported food, which could be handled either by an
increase in the subsidy or be passed on to the consumere.
Increased costs of capital goods would discourage new
Investments or the upgrading of existing capital equipment.
However, the export price for goods produced, as well as the
cost of competitive imports would also increasec. At the
present time, the refusal of the GOMY to assume exchange risks
for capltal equipmeant loans probably discourapes capital
investment more than the péssibility of a devaluation. Even
for World Bank and other donor loans, the GOM presently passes
along the exchange visk to the investec.. On the positive side,
a downward float of the Mauritian rupee would increase revenue
from sugar taxes and from tourism, and increase the cost of’
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consumer imports. It would also éﬁhance_rupeé-denominated'
earnings for the troubled sugar industry, as well as other
exporters.

There is also a case to be made for a floating exchange rate,
80 long as fluctuations are not excessive. Under such a )
system, the government would be absolved of responsibility for
changes in the exchange rate, since market demand would
regulate the rate. During periods of shortages of foreign -
exchange or excessive demand for imports the exchange rate
would automatically depreciate, tempering the demand for.
imports, and conserving foreign exchange. When there is an
abundance of fore..gn exchange relative to the dewand for
imports, the exchunge rate would appreciate. The floating
system would automatically take intoc account special
circumstances such as debt servicing. Rathker than relying on
imperfect analysls of purchasing power parity and terms of
trade which represeat the total supply/demand scene in an
incomplete way, the system would automatically assist in the
adjustment process of reducing the balance of payments deficit
until the external debt has been serviced. The rate would then
appreciate, since the demand for foreign exchange would decline
as debt service liabi’ities are eliminated from the equation.

f. Debt Servicing

The public debt in December 1982 stood at over $120
million, or about 42 percent of recurrent government revenue in
1982/83. Debt amortization payments are expected to total over
$37 mfllion in 1982/83, or about 13 percent of recurrent
revenue and one third of the overall budget deficit.

Government borrowings during 1982 averaged about $3.5 million
per month including $1.4 million from the Turo-currency
market. External borrowings are projected to increase over
present levels through 1985/86 (See Table 5).

Over 60 percent of the public debt is external, and over 85
percent of government borrowing over the next three years is
expected to derive from external sources. Thus,.amortization
of the public debt will burden the balance of payments for the
foreseezsble future. Amortizatiosn of the public debt reached a
peak of 12.9 percent of GDP in 19680/81, and declined slightly
to 12.4 percent the following year. It is projected to decline
gradually to 5.9 percent by 1985/86 {eez Table 5).

Debt service obligations increased %o US$ 48 million in 1981,
or 9.3 percent of export earnings. By December 1982, it rose
to> over $74 million, or over 18 percent -of export earnings.
This level of debt service ratio is high by most standards.
For Mauritius, it is more serious for several reasons: 1)
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Mauritius is an extremely open economy, with exports accounting
for nearly 40 percent of GDP; 2) Mauritius depends excessively
on one export crop which suffers from price fluctuations and
variable weather; and 3) Mauritius has insufficient foreign
exchange reserves to facé the effects of another cyclone. Thus
Mauritius wust intensify its efforts to improve its balance of .
payments and to monitor its external debt situation.

C. Other Donor Assistance

Mauritius receives substantial aid from both
multilateral and bilateral donors. The World Bank continues to
be the major multilateral donor, owing in part to significant
structural adjustment assistance. The European Community is
also a significant donor, followed by the African Development
Bank and UNDP. Bilateral donors include France, the United
Kingdom, India, West Germany, Canada, Australia, China, Japan,
South Africa, varlous Arab donors and the U.S.

In 1982/83, grant assistance is projected to be $12 million, up
from $1.2 million two Years earlier. However, loan assistance
is just over $80 million, doun from $120 million 1980/81.
Assistance from the World Bank is anticipated at about $25
million from the 1982/83 budget, to which may be added a $40-45
million Structural Adjustment Loan. Other ma jor donors with
which the GOM has negotiated assistance since the June election
include the European Community, African Development Bank, IFAD,
France, Germany., the U.S., and India.
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iV. PROGRAM DESCRIPTION
A, begram Activity

The purpose of the $2.0 uillion ESF grant is to provide
‘balance of payment and budgetary support to the Government of
Mauritius through a Commodity Import Program. Foreign exchange
will be provided to the GOM which will then make it available
to the private sector for the purchase of U.S. commodities."’

The private sector firuws will pay for the imports in local
currency and a special account will be established to monitor
local funds. The Rupees will be drawn down from the account
for local development activities which have been tdutually
agreed upon by the GOM and USAID.

A key objective in the use of the localicurrencies 1is to
support and promote private sector activities, both
domestically and internationally. Specifically, there are four
programs which are expected to receive assistance from the
estimated 22 million rupees generated by the Commodity Import
Program. Asgsistance for these activities is subject to final
agreeunent by AID and the GOM.

Activity Amount (Rs)

l. Agricultural diversification:
Northern Plains Pilot Irrigation

Project . ;1;9005609.
2. Tourism promotipﬁl ?ﬁ:oﬁdeOQ
3. Export develépﬁént and SR
investment ptomotion ?f§°°'909
4. Rural household water supply 'g;ggnggé

22,000,000

First, agricultural diversification will be promoted through
the provision of up to 11.0 million rupees for the support of a
pilot subsurface drip irrigation scheme in the Northern Plain.
The activity on 185 ha. will provide a test of the technology
and organization required to operate successfully a drip
{rrigation system on small, medium and plantation size faruing
operations. Nearly all of the equipment and technology will be
imported from the U.S. The scheme will contribute to the GOM's
agricultural diversification objectives by increasing food crop
production throuzh inter-row cropping in sugar and the rotation
of sugar fields into vegetable productions Sugar production
will be maintained through increased yields. The pilot
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activity will give results which will be the basis for a larger
“Investment financed by the African Development Bank and the
World Bauk, inter alia, to expand irrigation throughout the
Northern Plain. Secondly, CIP generated local currencies of
4.0 million rupces will be provided for the expansion of the
Mauritifan Goverament Tourist Office (MGTO) budget from Rses 6.0
million to Rse 15.0 million in FY 1983-84. Although this is
more than a doubliang of the budget, in fact, Ut repreasents only
an adjustment that will bring the MGTO budget back to 1978 .
levels in real terms. The increased funding will be used to
expand or improve nearly all activities of the MGTO, including
promotional campaigns in Europe, Asia and the U.S. Thirdly,
the Ministry of Commerce will receive 3.5 millioun rupees for
support of specified export development and investment
promotion activities, including the establishment of the
Mauritian Export Development and Investment Promotion Authority
(MEDIA). An important aspect of this program will be the .
production and distribution of brochures, films and slides on
the investment opportunities-and exports products available in
Mauritius, as well as promotional travel with pvrivate sector
representatives.

The final activity is the provision of Rs. 3.5 million to the ,
Central Water Authority to finance a portion of its Minor Works
Program which connects small villages to cantral water

supplies. This assistance is a continuation of the very N :
successful water supply for rural housing activi:ty funded last .
year through the CIP. However, rather than focusing an o
existing housing estates, the scheme will expaand water services”
to small villages. ' o

Be. FY 82 CIP Implementation

In FY 1982, Mauritius recelved it first Commodity Import.
Program Grant ($2.0 million) which was used to purchase U.S.
degummed edible oil by the Mauritius 011 Refineries Ltd., a
private edible oil processor. The firm was alloted $2.0
million in foreign exchange for the purchase of approximately
4200 tons of oil. The procurement was made on a timely basis,
required a minimum of AID or State Department supervision, and
except for some minor transfer problems, was a simple operation
for the refinery to tramnsact. Local currency payment for the
oil was deposited in a special account at the State Commercial
Bank and transferred to the GOM implementing agency per their
disbursement schedule requirements. ‘

The‘original allocation and disbursements to date for the 'local
‘currency account are as.follows:



-.28 =

Funds

‘ Funds =~ Disbursed
Implementing Agency ‘Allotted (Apr. 15, 1983)
and Activity ' (000 Rs) (000 Rsg):
1. CWA: Rural Water Supply 16,000 17,000
2. Irrigation Authority (IA): 2,000 1,000
Small Scale Irrigation . ‘ S’
3. DBM: Development Bank of . 2,000 ' 500
Mauritius Swall Enterprise : :
Service Sector Finance —_— —
20,000 18,500

The original allocation of 20 million rupees was based on local
currency generations using the rupee value before devaluatione
Actual payments by the Mauritius 0il Refineries Ltd. into the
special account have been Rs 22,088,678. AID aad the Minigtry
of Finance have agreed to use any unallocated funds for
expansion or continuation of the original three activities.
Since CWA has implemented its program the most expeditiously,
it will receive the balance of funds. A sum of Rs 17.0 wmillion
was earmarked for the supply of water to individual families
living in rural housing estates. Six thousand sixty one
households in 56 estates have been connected to clean, central
water supplies. The Central Water Authority (CWA) through a
local contractor has completed the construction and hook~ups on
time and for Rs 14.0 millioun which is approximate 2.0 million
rupees under the original estimate. AID and the CWA have
agreed to use the balance of the unused funds, 3.0 million
rupees, to expand and improve the water systems in rural
villages. The CWA is in the process of planning this work and
it should be completed by October of 1983.

The Irrigation Authority has placed one million rupees
transferred froa the Ministry of Finance into a revolving
account for small scale firrigation development. Although
disbursements have been slow, only 166,000 rupees to date,
there are several rehabilitation and new projects which are 1in
advance stages of planning. The pace of disbursement is
expected to increase as exparimental pilot activities develop.

The Development Bank of Mauritius has established a small scale
business loan program to promote trade, services and

artisanry. This program combines funds and local commercial
bank monies in joint loans to small businesses. This

innovative approach stretches the DBM's limited resources and
mobilizes private commercial bank mouney for small enterprise
development. Esgtablishing these procedures has taken more time
than planned, but the new programs now has its loan procedures
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established and financing is expected to go quickly. An
advertising campaign to let small entrepreneurs know about the
loan program was successful. Loan requests are numerous and

the first application were approved last month for a total
171,000 rupees. The DBM expects to request allotment of the _
full 2.0 million rupees within the next few months and disburse
all funds to the target clients by the end of the calendar year.

C. Commodity Import Component
1. Import Market Analyais
as UsSe Trade with Mauritius

» Trade between Mauritius and the United States, although
still limited, has been growing steadily at an average rate of
302 during the past five years, as shown in the Table 1
attached. Imports from the US amounted to approximately $26
million in 1982, or approximately 5% of total Mauritian
imports.

It is significant to note, however, that an estimated 50% of
total U.S. imports (defined as having at least 50%2 of value
added in the U.S.) do not come directly from the United States,
but are shipped from U.S. affiliated companies or from
representatives in Europe or South Africa. This indirect trade
pattern is attributable to the small volume of trade and the
great distance separating the countries. As a result, or
perhaps because of this, there is no direct shipping
connections between the two countries.

bs Composition of Import Market

The larseat category of imports from the United States
in 1981 was food which accounted for nearly 32% of all
imports. It included mainly rice, wheat, flour, milk/cream and
almonds. $5.5 million worth of rice and flour, however, came
in under PL 480 program.

The second largest category was animal and vegetable oils (25%)
which consist primarily of soya bean oil which is refined
locally into cooking oil, with the by-products utilized for the
soap industry. Chemical were the third largest category

(19%Z). These are imported for the fertilizer Industry or as
plant ripeners, herbicides, insecticides and fungicides. Other
imported chemicals include those used in plastic, paint,
photography and rubber industries, as well as detergents and
pharmaceuticals.
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Machinery and transport equipment also represents a major
category (11Z) and includes electrical apparatus,
telecommunications equipment, mechanical handling machinery and
equipment, construction machinery, motor vehicle narts, :
computers, liquid and air punps and compressors, machine tools’,
food processing machinery, printing machinery and supplies,
agricultural machinery and irrigation equipment, air
conditioners and steam engines. '

The private sector is the largest user of US imported materials
and equipment. As the backbone of the agricultural sector and
hence of the entire economy, the sugar industry 1is the major
client for fertilizer and crop related imports and for
agricultural machinery. This being the case, US goods are
reasonably assured of a stable market in Mauritius, since many
gugar—-related imports constitute annual requirements for the
sugar industry.

c. Absorptive Capacity

Despite an average reduction of 8% in the volume of
total Mauritian imports during the past two years and following
severe import restriction measures taken by the Government,
imports from the US have not been affected in any significant
waye The value of imports in 1982 managed to reach the same .
level as that of 1981 which itself represents a 23% increase
over that of 1980. This is explained that by the fact that the
major imports from the US fall under the essential goods
categary (capital goods, raw materials for industry, and
agricultural inputs) and are thecefore exenpt from the import
restrictions. There is no doubt that the proposed CIP Grant,
by bringing in foreign exchange, will further help to sustain
imports from the US.

Based on the past records of regular importers of. US goods and
their purchase plans for the coming year, we have no doubts
about the Mauritian requirements and capacity to absorb the
full amount of the proposed rrogram. For example, Mauritius
0il Refineries Ltd. imports annually an average of 10,000 tons
of crude vegetable oil worth $5 million from the US. This
Company alone has therefore the capacity to absordb twice the
amount of the CIP Grant proposed.
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TABLE 1
-IMPORTS FRCM THE UNITED STATES
(CIF Value in Million Rupees)

» . 197 1977 1978 1979 1980 1981 1982
Food and Live Animals 0.7 2.0 6.8 36.4 49.3 85.6
Beverages and Tobacco 3.8 10.1 5.8 9.8 9.2 .9.3
Crude Materials, : : .
inedible, except fuel 1.2 - 1.8 1.8 2.2 2.6 2.3
Minerals fuels, o _ ' :
lubricants etce. 0.2 003 003 0.5 0-6 00'8
Animal and - :
vegetable oils 041 - 25.0 15.4 33.3 67.0
Chemicals 13-1*~;3i9\ 18.6 27.6 28.3 50.6"
Manufactured goods 5467543 be8 7.5 12.4 11.3
Machinery and LI . : S ‘
Transport equipment 40.3 32.6 25.3 34.9 59.8 29.9
Miscellaneous , e P o ‘ '
Manufactured goods 5.8 944 8.5 15.8 18.5 9.0
Other Commodities i P 0.6 0.4 1.8 0.1 0.01
TOTAL 72-2 76-0 26508 26408

97.3 151.9 214.1

2. Commodity Procurement

Two million dollars in grant funds will be made available
through the government to the private sector to finance the
cost of commercial imports from the U.S. The foreign exchange
could be used to finance a variety of commercial imports
including irrigation equipwent, agricultural equipnent and
spare parts, fertllizer, and other agricultural chemicals, but
the design team and Embassy recommended the purchase of
degummed edible oils. Last year the CIP provided the necessary
foreign exchange for the Mauritius 01l Refineries Ltd. to
purchase approximately 4200 tons c¢f edible 0oil from the U.S.
The rational for again using the foreign exchange to purchase
edible o0il 1is as follows:

(a) Given the limited staff available to implemant and
monitor the grant, the purchase of o0il is wmost
attractive because it places the minimum administrative
and logistic burden on the Embassy and REDSO/ESA. Only
two consignuents, cach of approximately 2000 tons of

0il, will be requiréd to utilize fully the $2.0 million.

(b) Because of the high demand for edible oil and the
efficiency and financial strengths of the Mauritius 011
Refineries Ltd., local currency repayments will be made
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immediately upon shipment of o0il and presentation of shipping
~ documents. The local currency is expected to be generated by

a 2000 tons ($1.000,000)'purchase in July and shipped in

September and a similar size procurement starting in

October. Shipping of the o1l will be financed by the

refinery itself.

\

(c) Muuritius 011 Refineries now has experience with, AID

Regulation One's informal procurement procedures and the

company will be able to conduct the transaction with little

additional burden to its usual purchasing operations.

(d) There is a strong ongoing demand for édible oil from the
UeSe; Mauritius Oil Refineries imports an average of $5
million worth of vegetable oil fFom the U.S. annually.

(e) Refining the crude oil in Mauritius provides domestic
value added, thus generating local employment and increasing
benefit to the economy.

D. Use of Local Currency Generations

The local currenéy generated under the CIP will be used by
the GOM to support activities mutually agreed upon by the GOM and
AID. The following four programs are proposed for support:

l. Agricultural Diversification - Pilot Irrigation Scheme

+ Last year Mauritius' food import bill exceeded $100 million.
This was equal to two-thirds of the foreign exchange earned by the
country's principal export, sugar. It also represented 25 percent
of total imports. The GOM has become increasingly concerned about
the growing dependence on food imports and has already 1initiated a
program of agricultural diversification.l Among the action
targets for the next five years are: (a) to reach self-sufficiency
in selected food crops, and (b) to develop all lands to the limits
of their productiveness. The basic theme underlying the plan

l/ White Paper on_ Agricultural Diversification, GOM, February 1983.
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it 'self-reliance.' However,

eseto avold any misunderstanding, 1t should be
gtated that it is not our intention to take any
undue risks for the economy by carrying out our
programme of apgricultural diversification at the
expense of sugar production. Supar remains the
crop which we can produce mnost efficiently
and...probably provides the country witih the best
comparative return per (acre) of cultivated land.
As a matter of fact, because of land constraint, a
great part of he diversification will be on sugar
land interline and by means of rotational crops.”

As part of a related effort, beginning fn 1974, the GOM
initiated the first stage of a three-stage irrigation project
on 2128 hectares of sugar lands in the Northeru Plains area.
Overhead sprinkler irrigation was introduced on generally
shallow and permecable lands that had been previously irrigated
by furrow-surface method or else had been rainfed. Stage II of
the scheme, invelving an additional 2500 hectares of laad under
sprinkler irrigation, was scheduled to begin in 1979. Two
factors held up Stage II: the rapid rise in projected costs
and, perhaps more importantly, the advent of the more economic
and efficlent system of subsurface drip irrigation.& To
determine the most appropriate next steps for implementing
Stage II in light of the above, a detailed feasibility study is
being carried out.

In the interin, the GOM has determined to embark on a pilot
activity involving 185 hectares of land to be put under
subsurface drip irrigation. The purpose of the pilot scheme is
to provide Government with practical, field-tested results for
use Iin determiniag how best and at what pace to proceed with
the larger Stage II of the Northern Plains Irrigation projecte.

2/ This method of irrigating sugar cane was largely

developed over the past decade in Hawaii,-where acreage
under drip increased to more than 60,000 acres in 1980.
Because water is provided directly and steadily to the

plant's root structure, both the water application and

the water efficiency ratios are much higher than other:
methods of irrigation. .
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What 1s especially noteworthy of the pilot activity 1is that it
~1s the first instance involving an estate, large planters and
small holder growers into a single management unite. Management
of the Scheme will be by the Irrigation Authority (IA) in
coordination with the Ministry of#Agriculture.

The purpose of this pilot activity is experimeantal. Although
significant increases in cane yield have occurred using drip
irrigation on experimental plots (over 50% greater yield than
furrow irrigated cane; less so for sprinkler irrigated cane), a
‘large-scale trial will be necessary to: (a) determine the
difficulties of installing subsurface lrrigation equipment in
ratoon cane; (b) test several different types of subsurface
tubing under field conditions; (c) investigate costs of
operating such equipment, including how costs are best
allocated; (d) determine yield increase for different sized
holdings; and (e) determlne optimum water requirements for
sub-surface irrigation. ’

In addition to sugar cane, however, the 185 hectare area will
experiment with interline cropping, mixing cane with food
crops, e.g. peanuts, french beans, maize, etc. Since
subsurface irrigation equipment is more expensive than
sprinkler equipment and substantially more than furrow
irrigation, additional revenues must be generated by the same
land. Given the current low price for sugar on world wmarkets,
increacing sugar cane yield alone would make investments in
drip irrigation equipment questionable. Only by combining cane
with other crops can sufficient revenues be generated to
warrant the extra investment. As noted previously, this
concept is congruent with national plans for agricultural
diversification.

The project itself will entail installation of filtration and
chlorination plants supplied from a pressurized water main,
connected through a network of distribution pipes to low
pressure plastic tubes running underneath the cane roots either
“cane style” or "pineapple style". The latter is more
advantageous for interline cropping, because between erch
double row, there are wide spaces which are not covered over by
the cane for a longer period. The longer “"growing season”
leads to higher yields and a greater variety of crops that can
be grown in the interlines. It is expected that more thanm half
the project area will be developed using pineapple spacing.

Other advantages of the drip method are that the irrigation
water can be supplied daily, and that liquid fertilizers and
ripeners can be added to the water. It {is anticipated that-
operating cost savings could be substantial, although this will
be confirmed during operation of the pilot scheme.
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.0f particular interest is the technological lead which the U.S.
i1as both in the testing and manufacture of drip irrigation
equipment. In fact, it is estimated that as much as one-half
the equipment required for this activity will be purchased from
the U.S. The impact of successful large "scale udoption of
subsurface irrigation on U.S. trade opportunities is obvious.
Furthermore, replication of he Hawaii and Mauritius experience
with subsurface irrigation in other sugar producing countries
in Africa and elsewhere could prove significant in terms of
increased U.S. exports. :

The total capital and installation cost of thisg activity 1is
estimated to be Rs. 13.1 million ($1.2 million), of which the
CIP generated local currencies would contribute Rs. 11 million
($1.0 million). Initial work on the scheme would begin later
this vear, with installation completed by Decewmber 1984,
Approximately 120 small planters (with more than half the land
area) and several larger planters will be the primary
beneficiaries of this pilot scheme. Given the potential for
substantial benefits to the economy from the successful
lmplementation of this activity, AID participation is fully
Justified. ’

2. Tourism Promotion

Prior to 1952, Mauritius had only a single hotel of 12 rooms.
Just over 1,000 tourists.visited the fsland annually. Thirty
years ,later there are 51 hotels with almost 4500 beds. More
than 120,000 tourists vigit Mauritius annually and tourism has
become the country's third largest earnmer of foreign exchange.
Despite the growing importance of tourism as a source of
revenue and as an employer of more than 3,300 people, promotion
expenditures have not kept pace. The 1982 budget of the
Mauritius Government Tourist Office (MGTN), the entity charged
with promoting tourisam overseas, has remained the same as 1t
was in 1979, notwithstanding two devaluations aad substantial
world-wide inflaticn.

To enable Mauritius to remain competitive vis a vis other
tourlst destinations in the region, i.e. Seychelles,
Madagascar, Reunion and Kenyz, as well as to attract additional
tourism revenue, will require an increasc in promotional
efforts and an accompanying increase in expenditures. 1In
developing ity structural ad justment program, the World Bank
alsoc recognized the importance of increased proaotional
efforts. Agreement was reached with the Goverument to increase
the 1983/84 budget of the MGTO {n current terms to at least the
equivalent of the pre-devaluation budget in 1979, 1i.e.
approximately Rs. 15 wfllion ($1.35 million). This is a
significant increase from MGTO's 1982/83 budget of Rs. 6
million, but fully warranted and comparable to expenditures 1in
other tourist centecs.



The increased resources would be utilized to upgrade MGTO
promotional campaigns ia the principal European tourist
market--the U.K., France; Germany .and Italy. 1In addition, new
promotional campaigns are being developed to diversify the
sources of tourism and expand into new markets, including the
U.S. (as a tie-in with long-haul, East and Southern African
destinations, principally Kenya and RSA) and Switzerland (to
complement new airline routings). Funds would also be uged to
print additional tourist brochures and enhance Mauritius'
participation at travel trade fairs and exhibitions.

The current leadership of the MGTO has accomplished a great
deal over the past years, particularly in view of budgetary
constraintse. To assist the MGTO in further rationalizing its
tourism planning and market analysis efforts, the GOM will
utilize World Bank resources to provide technical assistance
for two studies auad training-of MGTO staff. In lines with AID/W
PRE consideration of assistauce, discussions have been held
with the GOM about the possibility of AID providing short-ternm
technical assistance (up to six months, on a grant basis) for
tourism development. The GOM/MGTO are now reviewing the
question of whether and how best to utilize those proposed
services. Implementation follow-up visits by REDSO staff will
further pursue the matter.

The PAAD design team has reviewed the operations of the MGTO
and discussed tourism promotian efforts with the Association of
Mauritian Hoteliers and Restauranteurs (AHRIM), a private
sector group representing the tourism industrye. We are of the
opinion that promotional efforts to date have been vigorous and
successful and also that additional resources are necessary to
enhance the ability of the MGTO to carry out its objectives.

In view of the importance of tourism to the economy, we propose
that Rs. 4.0 million ($360,000) of local currency generations
be allocated to the 1983/84 budget of MGTO to support 1its
tourism promotion activities.

3. Export and Investment Promotion

The expansion of the export-oriented industrial sector will
continue to receive GOM priority in development planning. The
Mauritius Export Processing Zone (MEPZ) is contributing to the
maintenance and growth of the national cconomy through
employment geaneration and foreign exchange ecarnings. However,
jt relies on a single Industry, the garment industry and by and
large one market, the EEC. Firms exporting from Mauritiusg to
member countries of the EEC receive a preferential tariff. The
contribution of EPZ productlion to the Adomestic cconomy as local
value added 1is limited, by and large, to the wage component of
domestic labor. These structural criticisms of the EPZ are not
to deny its iaportance to the Mauritian economy in general, but
only to highlight the need for additional lavestment to
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diversify production and new markets to reduce EEC depend:nce.
Notwithstanding, the structural problems of the EPZ, its
expansion i3 fundamental to the-urgent requirement of providing
substantial new employment opportunities to a labor force that
has largely opted out of agriculture.

The structural adjustments and continued growth of the export
wmanufacturing sector depends, in part, on a vigorous and well
planned export and investuent promotion campaign. Given the
accomplishments of the past decade, it is surprising that as
much trade and new Ilnvestment were generated with so little
promotional effort and cupenditure. In responding to this
weakness, the Government has decided to establish the Mauritius
Export Development and Investmeut Promotion Authority (MEDIA)
with the following respounsibilities:

(1) to promote, assist and develop exports from
Mauritius;

(i1) to engage in investment promotion activities
designed to promote Mauritius as an attractive base
for the establishment of export-oriented industries
and services;

(111) to plan, implement and review programmes of
action for the development of export and investment
in private sector industries manufacturing for
export;

(iv) to advise Government on all matters relating
tto the development of exports and investment
promotion.

The organization will be an autonomous statutory body reporting
to a Beard of Directors composed of private and public sector
representatives. The MEDIA will absorb somec of the ezport and
investment promotion fuuction of the Ministry of Commerce,
Industry, Prices and Counsumer Protection, in addition to
starting new programs in line with their responsibilities. It
will advise potential foreign investors and importers, provide
them will all necessary inforuwation and put them in contact
with local businessmen. In establishing a "one=-stop investment
center”. MEDIA will enable the prospective investor to deal
with only one agency in order to obtain the clearances and
approvals to start and operate an industry.

Legislation to establish MEDIA is now in the process of final
approval by the Parliament and the plan is to hire staff and
open the office before Segiember 1983. The initial year
opervating budget is estimated at Rge 1.7 milllion with an
estimated Rs. 4.0 million required for specific promotional
campaigns.
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In addition to reviewing the MEDIA plans, the PAAD team has
examined the on-going aspects of the Ministry's pronotional
program and is 1n general agrcement with them. Specifically,
the investment and trade promotion brochure and the U.S.
promotion tour are items that are strongly supported.

3

In light of the financial requirewents of both the on-going- and
proposed new programs and the positive economlc benefits that
can be expected, Rs 3.5 million will be allocated from local
currencies for export and investment promotion. The funds wiill
be used for general support of the promotion programs.

4. Village Water Supply

Mauritius has been generally successful in providiag basic
social services to fts citizenry. 1In terms of percentage of
population receiving basic health services aund education, 1t
ranks anong the highest in Africa. Notwithstanding the overall
good record, there is one service which has not yet been
provided on an island-wide basis —~- potable water. Although
more than 70 percent of the population has access to potable
water, a number of villaces are not currentiy linked to any
adequate, sccured water supply. Pecople in those villages rely
on shallow, easily polluted wells or irrigation canals for
their water, efither because safe sources are no lounger
adequate, the source has shifted and the village is no longer
connected to a system, or nn provision was made for hook=up to
the system. As expected, incidences of water-borne disease are
substantially higher in these areas.

The Central Water Authority (CWA) has responsibility for the
provision of potabhle water. However, most of its resources
have gonc into large-scale capital projects (reservoirs,
pumpling stations, dams) that serve the bulk of the population.
Resourses for village water supply have been minimale. Over the
years, CHA has undertaken a number of village water projects
that has awmeliorated the problem. AID supported a similar
program (supporting water to Central Housing Authority estates)
under the previous CLP. The World Bank is providing additional
funds to continue that program. However, upwards of B0
communities recmain without an adequate supply of potabtle watere.

It is intended that a modest portion of the local currency
generations under this program be utilized to support the CWA
prograim. The Rs. 3.5 million ($ 320,000) would enable
approximately four villages, involving an estimated 6.000
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persons, to have access to potable water. Coastruction would
entall laying pipe from a secured source (usually at least one
kilometer away) to a grid or network withinm the village that
would eventually permit individual house connections, as family
resources permit. Experiences in other communities indicates °
that families strougly prefer liouse connections as a means of
avoiding disputes over water use; CWA also prefers this .
practice to facilitate the collection of water fees. It is CWA
poliecy that operating costs should be met from fee payments.
Homeowners are responsible for all costs associated with
connecting their individual homes to the village distribution
network. The PAAD design team has reviewed CWA's village water
program in light of our positive experience under the previous
CIP. 1In addition, CWA planning and implementation practices
vere examined by a REDSO wvater eungineer in connection with the
previous CIP and found acceptable.- It is anticipated that CWA
will utilize its own staff for design and supervision, while
contracting with local contractors for physical works.

Although CWA is also responsible for carrying out a number of
larger activities, assurances have been provided that adequate
organizational capacity exists to undertake this additional
work. The design team estimates that work under this progranm
will be completed within 18 months after signing of the
agreement.



- 40 ="

V. vPROGRAﬁHIMPLEMENTATIONA 
 ~A.i Implementation Respoasibilities
1. Government of Maurittius

Primary responsibility for impllementation of the
U.S. dollar aspects of the program, including reporting b
requirements, will rest with the Ministry of Finance. The Bank
of Mauritius will act as a clearing house to approve L o
applications for foreign exchange while import licenses will be
issued by the Ministry of Industry and Trade.

The Government of Mauritius will deposit the Mauritian rupee
equivalent of $2,000,000 into a speclial government account
immediately upon receipt of the Special Letter of Credit. The
special account (opened in favor of the Ministry of Finance)
will be established in a local bank mutually agreed upon by AID
and the Ministry. The funds in this account will be monitored
by the Ministry of Finance in consultation with the Ministry of
Economic Planning and Development. Disbursements will be made
by Finaance ia a timely manner to the government entities
implementing the agreed upon activities. On a periodic basis,
the implementing agencies will send to AID progress reports on
the programs. These financing and reporting procedures are
being used for last year's CIP and no serious problems with
them have arisen.

2. AID

REDSO/ESA, with the assistance of the American '
Embassy, Port Louis, will have primary responsibility for the
administration and ifimplemeatation of the grant. A REDSO
Project Committee will be responsible for overseeing the
implmentation of this program. The principal REDSC backstop
officer will be David Cowles, Supply Managment Officer; other
committee members will be James Dempsey (Project Officer) and
Kathleen Hansen (RLA).

3. Mauritius 0L1 Refineries

The Mauritius 0il Refineries will pay to an account
specified by the Ministry of Finance, the rupee equivalent of
the value of paywent documents presented by the U.S. supplier
uader letters of credit for the supply of soybean oil, when
notified by Citibank that said payment documents have been
presented.
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B. Applicable_A;I.D;:Regulations'and Procedures -
1. A.I.D. Regulation 1

A.I.D's standard financidg procedures, applying the
A.I.D. Regulation 1 in 1its entirety, will be. applicable to all
foreign exchange transactions under the grant. After having
reviewed the GOM's foreign exchange allocation and import
licensing procedures, it is not expected that these A.I.D.
procedures will place an undue burden on the gsystem. '

2. Eligible Commodities and Related Services

While all items listed in the A.I.D. Commodity
Eligibility Listing - 1981 Edition will be eligible for
financing under the Grant, it is anticipated that the initial
Commodity Procurement Instruction will limit eligible items to
those included in Schedule 1. (Animal And Vegetable Products),
Schedule 4 (Chemicals and Raulated Products) and Schedule 6
{Metals and Metal Products, Machinery and Transpertation
Equipment). Transportation and wmarine insurance will also v
beeligible for financing. We expect that the ~ntire $2 millionﬁ
will be used to finance the procurement of e.irble oil.

3. Authorized Sovurce of Procurcment

In accordance with the policy set forth ia the A.I.D;”g
Handbook 1, Supplement B, for Economic Support Fund Grants, the'.
authorized source of procurement for commodities and services
will be A.I.D. Geographic Code 000 (U.S. only).

4, Policy Determination 71 and Nonavailability,bf"
UsS. Shipping

The Northern Plain's Pilot Irrigation Project, which
1s scheduled to receive support under this program, has as its
main objective the testing of new drip irrigation technology
for agricultural diversification. However, {in so doing, 1t
will also increase sugar yields. According to Policy
Determination 71, AID must consider possible injury to U.S.
sugar producers before extending assistance to sugar industries
of cooperating countries.AID/W is reviewing the impact of this
plilot project on U.S. sugar producers. 1If it is determined
that U.S. producer may be injured by the increased sugar ylelds
resulting from the project, then the local currency, Rs. 11
million, will be used to expand support for the other three
proposed activities.

Additionally, because no U.S. registered vessels call on Port
Louls and freight charges for special routings are ecxcessive, a
determination of non avallability of U.S. flag carriers will be
requested to satisfy 50-50 cargo preference requirements.
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5. Value of Transaétions

The minimum value of transactions under the Grant
will be set at $10,000; however it 1is anticipated that the
entire amount of the CIP will be utilized in procuring a single
commodity, edible oil. Only two transactions (of approximately
$1 million each) are expected. Should there .be any change in
this plan, however, the issue of procurement will be subject to
further negotation. It is proposed that REDSO review all
transactions which exceed 20% of the value of the grante.

6. Methods of Financing

Last year the CIP made use of a Special Letter of
Credit (SLC) opened by Citibank against an AID Letter of
Commitment, in order to provide the GOM a $2.0 million foreign
exchange asset on its books prior to the end of its fiscal year
(June 30). The Government requested this arrangement in order
to lower its FY 81-82 operating deficit below IMF and IBRD
suggested ceilings. The GOM is again in a tight fiscal
position, and since the full amount of the grant will not be
disbursed in paywment for oil prior to Jumne 30, it has again
requested that AID establish a SLC procedure.

Although Mauritius 0il Refinerires, Ltd. normally makes payment
by direct wire transfers, it will use a bank letter of credit
for the CIP procurement. The design team and the Embassy have
suggested that Citibank, as the only American bank in
Mauritius, be used as the banking agent for the CIP. Both the
GOM and Mauritius 0i1l Refineries, Ltd. have agreed to this.
Citibank (Port Louis) has also agreed to reduce its L/C charges
so that they are only marginally wmore than wire transfer
charges. 1If purchases other than oil are made, bank letters of
credit from Citibank are expected to be used.

7. Disbursement Period

Based on previous experience, we do not anticipate any:
significant delay in the timely disbursment of funds under this
program. Use of the SLC is expected to result in a rapid
draw-down of AID funds; a period of 6 months is provided for
this action. Complete disbursement of AID funds is expected
within 12 months from the effective date of the agreement.
Utilization of all local currency generations is anticipated
within a two year period.

C.. Government of Mauritius Import Procedures
Severe import controls introduced by the Government in

1981 werc intensified in 1982 to help rectify a deteriorating
balance ¢f payments position and to insure that available
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foreign exchange was utilized in the best, most. productive -
interests of the countrye.

Under recent Goverunment regulations, an importer must hold:.:

1) an import license
11) an import permit, aand ' ,

111) pay a levy of 12% of the cei.f. value of the goods to
be iuported beforn he can place an order. In
addition, once the above requirements have been ,
complied with, the participating commercial bank must
obtain prior approval from the Bank of Mauritius
(Central Bank) before foreign exchange can be released.

However, all these functions are being carried out under
established procedures. They have been reviewed by REDSO/ESA
staff and determined to be fair and equltable. Accordingly,
the funds made available by the Grant will be integrated 1into
normal licensing and allocation procedures.

D. Port Clearance - Status of Port

All Mauritian iwporters use Port.Louis as the port of
entry. . It is the country's only commercizl decep-water port and
is administered by the Mauritius Marine Authority, a parastatal
body. The port has ten berths capable of taking ships from 4.9
meters to 10.7 meters draft, plus numerous quays. There are
also bulk handling facilities for sugar, petroleum products,
fertilizer, vegetable oi1l and cemont. Moreover, there is a
container terminal for container operations. The port
development projects for the near future consist of the
construction of:

1) a flour wmill and grain coamplex, and
11) a container control building.

With the coming into operation of the Bulk Sugar Terminal and
facilities offered for the handling of contalners at the
Container Terminal, waiting time for containerized cargo
vessels and other bulk cargo vessels have been reduced to nil.
Maximum waiting time for unitized cargo vessels amounts to 10
hours. A net progress has been registered in port productity.
Unitized cargo vessels are being loaded/unloaded at a rate of
20-30 tons per gang hour whereas coutainers are being
loaded/discharged at a rate of 5 to 10 toas per gang hour.
Oncec off-loaded commodities are readily hauled to destination.
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" E. Commodity Arrival hﬁd Diepbsition

No delays are forseen with regard to the haandliag,
discharge and clearance of the bulk commodity to be financed
under the program. The Customs and Excises Office has an
established systew for monitoring the arrival of goods in
country for whiclh import permits are issued. : Import permits
must be presented to customs officials, who note recelipt of,
goods as well as any discrepancies. The Office's investigative
branch follows up on any irregularities.

It is anticipated that the importer of the A.I.D. financed
goods will promptly clear the items from customs, satisfying
AID's standard requirements, and sell or utilize the goods
within one year after they arrive in Mapritius.

Fe. Implementation Schedule

The following implmentation schedule assumes that the
Grant will have been authorized by late May 1983.

le = Grant Agreement signed 1 June 1983

2. - CPs Satisfied 10 June 1983

3. - Special Letter of Credit 20 June 1983

1ssued by AID

4. - Importer(s) commences procurement action June 1983

5¢ = First shipment frou U.S. - ' Sept. 1983 (approx.)

6. - Terminal date for requesting 31 May 1984
«disbursing authorizations

7« = Grant is fully disbursed 30 Nov. 1983

8¢ - Local curreuncy generations fully. May 1985
disbursed '

G. Program Monitoring

AID will monitor the progress of both elements of the
program -- draviowns on the CIP and progress on the use of
local currency generations -- through financial reports
containing the following information, as will be more
specifically described in an implemeatation letter:

1. cip
a. Report of letter(s) of credit opened
b. Report on disbursements

2. Local Currency Generations:
a+ Quarterly and cuwulative disbursements by
the Ministry of Finance from the Spectal Account
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bes For each program or activity funded from the
Special Account, the amount budgeted for the
activity, disbursement made during the quarter
and cumulative disbursements; and

c. A general description of activities, goods,
services, structures and/or facilities, etc.,
financed during the quartere.

AID will retaio the right to audit and 1aspect activities
"financed under the CIP.

VIi. OTHER CONSIDERATIONS
A. 1Impact on U.S. Balance of Payments

The éhort-run_impactmpf this program on the U.S.
balance of payments position will be minimal, since the
commodity that is likely to be procured (edible o0il) is already
generally imported from the U.S. However, over the longer term
there is a good potential for lacreasing U.S. exports to
Mauritius since the agricultural diversification sub~activity
is expected to utilize U.S.-manufactured commodities and
component pieces of equipment (for drip irrigation) in which
the U.S5. has technological leadership. A successful pilot
activity is enpected to result in iacreased U.S. imports of
these itemse.

B. Use of U.S: Government Excess Property

Given the nature of the program, use of USG excess
property is not appropriate.

.Ce Relatidn to Export-Import Bank Credits

The commodity import program as developed does not nofl
is it expected to compete with Ex-Im Bank credits. )

D. Relation to OPIC Program
The OPIC program is not active in Mauriitus.
Furthermore, this CIP 1ig highly unlikely to result in any
conflict with that program in the future. :

" E. Environmental Statement

A categorical exclusion determihation is ‘attached as .
Annex E AID/W per State 133166 (May 13, 1983)
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VII. NEGOTIATION STATUS

Program negotiations have-been extremely productive and
cordial. GOM officlials in both the Ministry of Finance and the
Ministry of Economic Planning and Development have been
forthcoming and cooperative im discussing the implementation of
local currency—financed activities under the .FY 82 CIF and in
presenting and reviewing options for the current proposale 1In
addition, useful visits were made to the organizations which will
backstop each of the four activities proposed for assistance, as
well as site visits to provide the PAAD design team with a better
understanding of the context in which asslstance is being
considered. Furthermore, visits were also made to the probable
importer of U.S. commodities under this program for the purpose
of reaching an early understanding on all iwport-related
procedures. Lastly, meetings were held with several private
gsector representatives to obtain reaction and comment on tho
proposed program.

Substantive agreement has been reached on all aspects of the
program, including tentative agrecement on the commodity to be
imported (edible o1l) and the proposed uses of local currency
generations. Mo special conditions or covenants are proposed for
ianclusion in the grant agreement. No particular problems in
signing or implementing the program grant agreement are
anticipated.
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Excellency,

Best Availgb]e Docume;:

In view of vhe tndgeting and balance of payments difficulties

. .

encountered by the CGovernrmant of Mauritius, I bave the honour to
request finarcial assiztance from the United States Governuent in

the amount o3 U.S. £2,0 million.

I pronsse that these funds be utilized to finance commercial
sector imports of priority comrneditiecs from the United States. I
further propese that the Mauritian rupees senerazted by such imports
will be applicd to programmes of cousiderable iaportance Lo my
governmeni.  These include apricultuval diversification, trade
and investmeut premotioun, Lourism prerotion, and village water
supply. I weuld uppre:;ate your government's early snd favourable

response to' this reques

T

Please accept, Excellency; the assurance of my highest’

(Paul R, Ferenger)
Hinister of Finance

consideration,

o~J

CRJE. Mr Robert C.F. Cordon,
Ambassador of the United States

of fmerica,

| AR e
U.S. Ewhassy s

Pogers Housa,

'ort lowvis,
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Tabie 1: Gross Domestic Product at Factor Cost: 1976-

1976
at current prices ‘534,165
at constant 1976 price 4,165
wxl grow:sn race _—

o

ral Derivacicon at Constant 1976

e
et

sriculzure, forestry, hunting & Fishirng 938

vl winich sugar cone (741
Other {197)
. Mining aic quarrying 7
. Monufacturing : : 631
¢ which Sugar Milling (228)
GCehar (403)
. Ziccrricity, gas, water 70
. Cornstruction 333
olesnle & retail trade, restaurants
Gohwotels 472
T owhicn wholesule & retail (398)
coraurants aad hotels (74)
iransrorys, storaze & ccemmunications 356
. Firnancez, insurasnce, recl estate and
busin2ss services 664
oz icii owaershin of dwellings
fless imoured banking service charges) (427)
CLher (237)
Producers of Covernmant Services 497
F 197

2 -

Cconomic Lulicetin, Decembe

et e e e
vided oy Ministry of Finaace

(in Rupecs million)

1977 1578
4,776 5,494
4,455 4,633

7.0% 4.0%
938 939
(715) (723)
(223) (216)
77
666 717
(220) (222)
(446) (495)
g1 89
381 400
533 538
(448) (444)
(85) (94)
810 431
702 734
(453) (478)
(249) (256)
522 547
215 231
1932.

1979
6,540
4,802

3.6%

977
(762)
(215)

754
(230)
(524)

97

370

582
(471)
(111)

437

763
(503)
(260)

563

252

19580
7,389
4,292

"10 - 6c°

643
(442)
(201)

683
(141)
(547)

307

558
(462)

(96)

400

761

(511)
(250)
574

- 257

1981
3,852
4,648

8.3%

784
(569)
(215)

771
a7
(600)
100
292

1982%/

16,270
4,908

5.6%



Table 2

T T """"“""""1337 1576 1979
ITER e I
HARCH SEPT. Al SEPT., L | SEvr v,
SUGAR (2) | © 849391 500499 51,332 53,982 48,714 52,643
CTHER AGRICULTURE (3) 953 60793 7,073 6178% 4.898 4,700
MINING  QUARRYIKNG ' 142 121 120 195 143 148
LAKUFACTURING (4) 20,941 33,241 319954 33,077  3Ssi4f 35,539
LTILITIES 3,304 3,352 3,515 3,401 5,930 4,713
CONSTRUCTICH 79309 79749 31845 9¢745 Pr144 §1202
TRADEs RESTALRANTS 3 HOTELS 8,162 31430 §,058 94230 9,302 91506
TEANSFORTs STORMGE & COM. 100217 11,151 91E20 16,457 9,918 591333
FINGNCEs INGURANCE ETC. 3,531 Ie747 4,059 4,32 4,316 4:372
GCVIRHHZHT (5) (4) 472398 47,133 "49:5:18  S0,541 22,071 52,457
CTHER STRVICES 7185 70551 £s112 Sr20 6,57 £r529
tug 140433 7y133 11,749 0,071 10,293 £o867
ALL SECTORS 194,022 195,160 1934435 199,629 199,114

AaEzZgxx=

L AND CONMTRCIAL Z35TAS
PLANTATIONS WHTZRE 2%
'L SUSAR FACTGRIZS

TEA4 FLCTORICS

oA

SEXPLOYEMENT IN LARBE ESTABLISHMENTS 13

- G o -y~ —— ...—-—-..-.--..—..—-———----—--———-——--—-—---‘——_-_—----, ———

LEXES BLIZTRBASE THNMBLLIE BSLXEEXE BZIDRELDE ESZIDEDT oComxasss =

LISMHINTS EHPLOYING 106 O™ KIRE
ARPENTS OR HORE ARE HARVESTED.

e T e T o e - e e e s e e e e e

$930 1981
heRcH | sert. | nanensertn
17,493 S1,146 47,271 -
53521 6,896 6,231 -
145 145 147 -
360172 364272 38,449 -
4:639 4,487 49430 -
8:144 7,295  £,7332 - -
92297 2,197 9,118 .-
21656 71951 7,877 -
41389 4,459 4,574 -
£4:117 54,829 54,748 -
3595 €,235  ,208 -
8+118 4477 £,913 -
1972509 1970139 192,913 -
srmzeok e=smssza

.95 -



Table 3: CENTRAL KUDGETARY ACCOUNTS
C(IN MILLION RUFEES)

= = o " o o = e e o e o A L A 5 Tt Wn . o " e o TS W U e e e o B8 = e TR e S8 £F M W, R O AP G s o S em s o S0 0RO

ITEN 1972773 1973794 1974775 1975/76 1976777 3977/75 197675 1379/80 1950/81
CUSRENT EXPENDITURES 235.9 495.0 Y §11.5 191735 1523102 c1:66%.31° 1r544.6  2,313.2
CURRENT REVENUES 34l.t S5.8 714.5 1s055.3 1s168.2 12232,2 1,417.0 1,s805.7 2+036.7
CUSREMT SAVINGS- 5T.2 -30,0 15,4 143.¢ -5.2 - -99.0 -252.1 ~30.9  -259.5
LONDING - REFAYMENTS 26.7 3.9 60.9 $3.2 103,5 175.7 164.8 3.2 410.8
INVESTAENT EXFENDITURES 69.9 ?1.1 171.2 265.5 352.2 5534 45643 04,3 ¢37.0
CANITAL REVENUE 0.5 .3 0.v 7.0 - - - - -
____________ e e m————— ——————— e mmm— mmm—mmmm —emecemm mm————
GUERALL EALANCE -40.9  -205.8 -193.5 =211.9 =441.83 -729.1 =B83.2 ~-6F3.4 -1,J07.3
eemems —mmmm—ee mmmmemee —mmemmeme mqmmmem. mmmmeeee Seeemme mmmemmme meeo oo

INANCEL BY 3
e 13.8 4.1 7.4 2. 5.0 1.9 1.0 1.8 13.8
STIC FINANCING 23.4 182.2 168.3 209.2 d10.¢ S41.8 664.7 283.0 807.0
XTZKNAL FINAKSING 1S.9 39.4 45.9 39.7 §6.1 311.5 329.5 721.0 £33,0
AHOXTIZATION -12.2 -19.7 -32.1 . -40.0 -39.7  -126.2 -52.0 ~134.4  =151.5



Table 4 : Covernment Ludget Estimaces 1981/2 - 1983/4

1981/82 1982/43 1983/84

Actual Gov. [Ist. Preliminary
GOM Istimates

Expendicures 3800 4376 3400
- Recurrent - 2782 3176 3400
- Capital | 1018 1200 1200

Revenuc ’ 2448 3012 3400
~ Reeurrent 2353 2896 3260
~ Divideads 95 114 140

Overali Deficit 1352 1364 1200

CDP (current prices) 11920 13580 14120

Deficit as Z GDP 11.3% 10% 8.5%

Table 5: PRCJECTED CONSOLIDATED ACCOUNT OF TiE GOVERNMENT, 1979/80-1935/86 lj
(millions of Pupees)

79/80  80/81  81/82  82/3  @3/Rh  85/86

—— e et

—— e n

Revenues 1894 2165 2545 3235 3778 4797
Current cxpeaditurcs -1852 -2297 ~2740 ~3030 -3365 -3813
Curcent account 42 =132 ~195 139 407 984
Frofits from Public
Entevprises - - - 50 100 150
Avortization -63 -100 -224 =430 ~587 -617
Capltal cipenditures -837 -1048 ~1083 ~1272 -1476 -1768
Overall delictt ~358 -1280 -1502 ~1493 = -.1556 ~-1252
finsunced by: :
Ferelgn Lovvowirg 282 821 1012 1234 1281 1165
et dowestis borrovling 576 459 450 259 274 87
oo Ltem:
Cvarnll deffctt as % of GDPF 11.8 12.9 12.4 10.2 9.2 5.9

1/ Central govermarmt, local govermnent, and National Pensfon Fund
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Table 7: Balance of Payments: Projections for 1982/1983
(in Rupces million)

1981/82/ 1082/83 %
Credit  Debit Credit  Debit
Curvent Account - 654 - 755
Mewchandise -~ 402 - 575
Exports (f.0.b.) 3,853 -  4,150 -
Sugar 2,312 - 2,350 -
MEPZ 1,258 - 1,450 -
Other 283 - 350 ~
Imports (f.o.b.) - 4,255 - 4,725
Imports (c.i.f.) - 4,972 - 5,550
Rice and Flour - 483 - 450
Petrolceun - 952 - 1,050
MEPZ, - 730 - 875
Other - 2,807 - 3,175
Services v-‘ 484 - 540
Freight and Insurance 20 657 20 780
Other 510 350 600 410
Travel 444 208 520 - 225
Investment Income 43 536 - 50 610
Other 485 235 575 280
Transfers 232 - 360 -
Canital Accounts (net) 259 - 155 -
Government. Loans 476 : 156 5292/ 488
Other 45 112 114 -
SHR_Allocations - - - -
Errors and Ommlscions 6. - - -
Overall deficit - 389 - 600

1/ Provisional cstimites, Ministry of Finance

2/ Precliminary forecasts, Miasitry of Finance

3/ Excludes poteatial redopts under Structural Adjustwent Loan II to
be negotiated shoctly.



Table 8: Baloace of Payments: World Bank Projections: 1981-87
(in U.S.$ Million)

Expores of ones( 494.8 506.0  565.6 660.5 767.6  861.9  967.5
Imports of CHFS 619.0 546.3  657.2 747.9 810.9 880.6  961.4
Besource Chp, -124.2 -40.3 - -91.0 -87.4 -43.3  -18.7  + 6.1
Factor Services Net(z) ~44.1 ~45.9 -56.7 -61.7 -68.4 -72.9 -79.0
jlet Transfers 17.3 28.9 31.2 35.0 38.5 42.3 46.5
Cuivent Balance -151.8 -57.2  -i16.4  -114.2 -73.3  -49.3  -26.4
Fopayesnts on dnbt(a) ~-17.0 -24.7 -55.0 -61.7 ~-68.,4 -59.8 -66.7
Pooepwe requirements 38.9 ~-28.3 3.8 4.0 -1.9 -17.2 ~-30.0
Tot ) Copital

Requireisont: 129.9  110.2 167.6  171.9  143.6 126.3  123.]

(1) GIFS - Gonds and non-factor services.
(2) Fueludes IMF repayments, except Trust TFund.
{(3) Includes financing to be obtained from various sources

including TP and financial ipstitutions.

Sovrcer TULRD,
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: RCAL. TRADE-WEIGHTTD FONEIGY EXCHANGE RATE
G7R-i%a82

1¢ Z

(1075 = 100.0)

1972 1975 1976 1977 1978 1979 1280 1981 1982
1.  pupee Exchange Rate per $U.S. 5.34 6.03 6.68 6.60 6.14 6.40 7.69 9.09  10.94
2. 1Rs Exchange Rate Index ‘ 88.56 100.00 110.88 103.51 101.89 106.22 127.59  150.83 181;48 
3 Tradce Partners Exichange Rate o ; B oo S
Index . 97.22 100.00  113.88 115.53 107.15 101.24 96.68 - 110.40 - 127.37
4. Neminal Trade Partners/Rs : ‘ ' CT
Curveacy Index (2 + 2) 109.78 100.00 102.71 105.50 105.16 95.31 75.77 73.19 - 70.18

3. ¥sericius Consumer Price Imdex  59.40  100.00  112.90  123.30  133.80  153.20  218.60  249.00  282.00°

v, Trade Dartners CFI _ 69.60 1C0.00 112.290 126.20 137.10 151.40 172.70 193.00  212.20
7. Mavzitius CIP {5 + 6) 85.24 100.00 100.62 97.67 97.57 101.14 126.61 12¢.05 132.°21
: rs CPI

. .2l Forelgn Ixchange B 93.69 100.00 104.88 103.04 - 102.61 96.40 95.93 94.45 93.28 "
Indaw (4 x 7)

9. D2zl F/X Index (1972 = 100.00) 100.00  106.74 = 111.99 - 109.98  109.52  102.89  102.39 100.81 99.5¢

Sourcae: 1) International Tingneial Statistics, IMF

25 TDerived from lime 1

3) Divectiocn of Trade and 1FS, 1¥F. Trade Partners were based on trade patterns for four years between 1978 and.
1451 Trade weinhted exchange rates per U.S.$ were calculated on basis cof 13 major trading partners which
nceounted fovr 33.4 percent of total reported exports and imports.

LY Neminnl trade poviners/Rupees index was derived by dividing line 3 by 2.

Y ITSs, T,

€) Trocde—iveighted CTI Bozced oo weighted consumer price indexes for 13 major trade partners.

7y Devived by dividing line 5 by line 6. ' ‘ v

3) Mavritius roal, trade-weighted foreigrn exchange index (line 4), defiated by ratio of inflatioa rates for -

Y

“auvricius relative to trada partners.
Derived from line &.

0
~s



Table 10:

(1972 =

972 1975 1976

1. Average Sugar Export Price »100 375 290
2. Average EEC Price 100 3807 219
3. Unit value of Exports ’iOQ~ '384 314
4. Unit Value of Iwports ‘100‘ 240 266
5. Terns of Trade (3+44) 160 160 118

- Data not available

Terms of Trade

100)
1977
271
=léﬁ
306
290

106

for Mauritius

1978 1979
272 -
223 267
300 354
307 373

98

Source: IMNT, International Financial Statistics, 1982 Yearbook

(1) Average Mauritian export price for sugar IFS, p 315

(2) Averape ELC import price for sugar, 1FS, p 81

(3) Average Unlt Value of Esperts, IFS, p 315

(4) Average Unit Value of Imports, IFS, p 315.
g ,

Derived from line 3 and 4:

95

1980

329

488

545

1981

311

(5) Average unit value of exports divided by average unit value fo imports:
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Annex 1)

. COUNTRY AND ESTF CHECKLIST
MAURITLUS COMMODITY IMPORT PROGRAM

Listed below are statutory

criteria

applicable zenerally to

FAA funds, and criteria applicable
to the Econonic Support Fund.

A. GEKERAL CPITERTA TOR COUNTRY
ELIGIELLLIY

1.

FAA Scc. 481, Has it been ca
determined that the No‘
goverament of the B
recipient couantry hag failed

to take adeavate steps to

prevent aarcoetlc drugs and

other controlled substances

(as definsd by the Counprchensive

Drug Abuce Prevention and Control

Act of 1970) produced or
processed, in whole or in part,
in such couvntry, or Ltrancported
throush such countyry, from being
sold illegally within the
jurisdiction of such country to
U.S. Governament personnel or their
dependents, or from entering

the U.S. unlavfully?

FAA Sec. 620(s). 1f =
assistauce is to a government, Nop:
is the government liable zs )
debtor or uaconditiounal

guarantor on any debt to a

U.Se citlzen for goods

or services arnished or ordered

where (a) such citizen has

exhausted available legal

remedies and (b) the debt is not
denied or contested by such
governmentl?


http:general.ly

FAA Sce. 620(e)(1l). If

assistance is to a . No.
governmant, has it (including '
governuent agenciuvs or
subdivisionsgs) taken any action
which has the effect of
nationalizing, expropriating’ or
othervise seizing owncrship

or control of property of U.S.
citlizens or cntities

bencficially owned by them

without taiking steps to

discharge its obligations

toward such citizens or

entitiecc?

FAA Sec. 532(c), 620(a),

620(F), H20D; FZ 198&

Approprisvion Mok

Secs, 542 and 513, sue GOM is not a
Is recipileut communist country

country a Connunist country? and no assistance

Will assistance be provided will be provided

to Angola, Cauwbodia, Cuba, the countries

Laos, Victnan, Syria, listed .

Libya, Iraq, or South Yemen?
Will assistance b2 provided
to Afghanistan or ozaublque
without a waiver?

Lol Ll sl k<N/A
gpecliic regtrictions on

assigstance to Nicaragua, see

Sec. 72 of the ISDCA

of 1981. For specific

restrictions cn
assistance to El Salvador,
sec Secy. 727, 728 and 730
of the ISDCA of 1981,

FAA Scc. 620(3). Has the v
country, permitted., or failed ‘No.
to tzke adequite measurec to R
prevaent, the damage or

destruction by nmob action

of U.S. property?

FAA Soc. (20(h). Does the
progran fuarnish assistance -No
in cxcess of 100,000,000 for

the counstruction of a



10.

11.

productive enterprise,
except for productive
enterpriscs In Egypt that
vere describead in the
Congressional Piescntation
materials?

FAA Sec. 620(l). las the
country lailed to enter
into an ~grecument with
orPIC?

FAA Sec. 7H20(0
Fishermen's ProiLactive

anondad,

Act of J4n7, T2z anvadad,
] (=2) ilas the
country selized, or
lmposed any penalty or
sanction coaiast, any
UeSe fishing activities
in Intevunational watars?

(b) If so, has any
deduction required by the
Fishermen's protectrive
Act been wade?

FAA Sec. 620(q); VY 1987

Apprupriation ict Sec. 517.
(a) Has the voverament

of the recipient country been
iIn default for nmove than six
months on intersast or
priuncipal of auy AID loan to
the country? (L) JHa=s the
country beeu in defsult for
more than one year on
intercct or principal on

any U.S. loan undev a program
for which the appropriation
bi1ll appropriztes funds?

FAA Seo. 720(3). If
contenpiaLed wosistonce

is developed loan or.

from Ecoucuiz Support Fund,
has the Adniniscrater taken
Into account tha annount af
foreign exchanpe or

other rerources uhich the
countlry has spenlt ocn military
equipuent? Reference nay be
made to the anpnua! "Taking
lnto Consideratlou” meno:
“Yes, taken into account by

‘Na

No

N/A

(a) ‘No

(b) .No

Yes



12,

13.

1A

15.

the Adniuistrator at time

of approval of Agency 0YB."

This appro-zl by the
Adminlstrator of the Operational
Year Budget can be the basigs for
an affivmative ansver during

the fiscal year unloss -
significaut changes in
circunmstances occur.)

FAA Sec. (20(t). Mas the
country suevevred diplonmatic
relations with the Unlted
States? 1f{ so, have they
becn resuwsd and have new
bilateral assistunce
agrecnents bren nezotiated
and entered into since such
resunption?

FAA Sec. 6700m). What s

the pd'ucgt staotus of the
country's U.G. obligations?

If the countey is in arrears,
were snch arcearayes taken

into aceannt Ly the AILD
Adulanlistcrator 1a determiniag

the current AID Onerationcl Year
Budget?

FAA Sec. 6704: Fy 1982
Appropri.tion Act Suc,
élg. e tho couatry

ided c¢r abetted, by granting
sanctuayvy {ron p)ok cention
to, aay individuzl o group
which hasg an act of
internacionad tevreocise?
Has the conailry aided or
abettaed, by grantiag
SJﬂCLUdLy from prosccution
to, any iadividual or group
which has covaitted A war

”

criue?

:anchpl

FAA Sec §%6. Doos the
country objecit, on the
basis of race, religion,

national origln or sex,

No

Mauritius has
paid its 1982
contribution to
the UN budget

No

TNo“



to the presence of any
officer or employee of
the U.S. who Is present
in such country to carry
out econonic developnment
programs under thae FAA?

16. E":}_/\ 5.0{ C. ",\ {\ r; B {y 70. Has
the cou 1;EL:57.' After Aupus -
3, 1977, delivenraed or
received nnueloar envichument
or reprocessing equipment,
materials, or technolagy,
without specified arranpements
or safesunards? Has it
transferced o nunelenr explosive
devica to a4 woa-nuelear weapon

state, or if such a state, either

recelved or doltoennted a nuclzar
explosive device, after
August 3, 19777 (VAL Sec.
620F permits a spocial walver
of Sec. (69 for Pakistan).
17. FAA Sec. 720, Uas the country
teprusvuiud‘at che MHeotiag of
Ministers oi TFTorvelgn Affeirs
and Heads ol Dolagatioas of
the Non—-Alirn~a Countries to
the 346th Cevneral Session of tbe
General Ascaoubly of the Ul
of Sept. 25 aud 22, Lusl, and
failed to disassociat itself
from the cowmunique issued?
If so, has the Presidant
taken it into account

N

m

2
?

18. FAA Sec. 721. See gspecial

requirencents for
assistance to Waitl.

FUR:-'IC_SOUARSCK CATTRRIA VOR
COUX =Y RLICIHILTYY

A e iy S A ot Pt e 0 Sk 5 & e @3 S e

1. Econowlae Sunpert Fund
{

Nt s S i W @ 4 o Bt M e e 18 ke e 4 e e et o St b . e

Country Crireria

- e e o Tt ot e At s A Be s v Ve 8 S

FAA See. 5021 Has 1t

been detevwined that the

a. FAA S:e. 50201,

No

Representatives from
Mauritius attended
this Ses<ion of the
General Assembly.
Their actions have
been recorded hy US
UN and these have
beoen taken 1ato
account by the
Adrministration in
evaluating
Mauritlua'
eligihility for
forelgn assistance.

N/A

No
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PROJECT

country hasg
consistent pattern
gross violatious o
Internactioanzlly
hunan vights? 1L
the counitry made
significant
In its human right
that furnishin
assistance Ls in
nationel interesc?

°r

3
.
1

'tA Sce. 6200

b.
e n g et S s o s o o

is to be furuished

Argentina, has the
certificd that (1)
of Argenting hzoo n

significant
rights; and
provigsion ¢f such
is in the national
of the U.S5.7?

nrogre

c. ISDCA of

If ESPF csgi
furnished to

Chile
progre
Lhe

(3)

the Govt. of
significaat
(2) 5t is 1in
the U.S.; aad
Chile 1is
terrorlicen
bring to justice L
conur:ctioa mwith Lh
Orlando Letelicy?

and has

CR TA

s

TTER

(9%

Chile
Presicdoent cevtifie

national interes
not aiding

LN

hWouae

SOLLLY

cangapged in a

of
f

recognized

su, hes

such
inproevanents

record

5

such
the

1f
to

ESF L
N/A.f

President
the Govt.
ada

in hunan

545

(2) that the

ey

ssistance
interests

725(]))-

is to be N/A
has the

A}

d othat (1)
has uade
56 in human rights:
t of

the Govt. of
International
tilen steps to
indicated in

¢ nurder of

YOR
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FAA See. 531(a).

this asslictaica
economic or politi
stabllity?
possihln,

the policy
FAA Sccetion

it

daons

1027

To the
reflect
directious of

Will
proante

Yes, by improving the
well belny of small-
holder formers in
Maurftius. The CIP
supports the policies
of FAA Scetion 102.

cal
extent



FAA Sec. 531(c). Will
assistauce under this chapter
be used {or wilitary, or

pavamilitary activities?

PAA See. 514. Vill ESF
funds be used to finance thd
construction of the operation
or wmaintenance of, ov the
supplying of fuel for, a
nuclear facility? If =0, has
the Pregsideur certificed that

‘quch usze of funds is

indispensable to nonpreclifevration
objecctives?

FAA See. 609, If
comm:-ditcias are to be grantaed

so that sale proceceds vwill acerue
to the recipient country, have
Special Acconwnt (counterpart)

arrangenants been nade?

o

No

Yes



ANNEX E

CATEGORICAL EXCLUSION DETERNMINATION
(Under AID Reg. 16)

Project Country: Hauritius
Projaocl Title: Commodity Import Grent (642-0004)
Funding: 2 Fillion Dollars
Pericd of Funding: FY 83 :
¢ € 2. / t) MZJ,/’
1 £ ,’.’/ /
I1IE Prepared by: 'url/f,‘,r, L¥R/PD/ELP and Lily Villens,
AFR/EL/EC3 -
ketion Reconrmended: Catzgoricsnl Zxclus ien

under Eegulation 216.2 {(e)(2)(ix)

Deternining Officer: Glenn Fatlerson, DAA/AFR 75{

Dute:

Burcau Environmental Officer: ///i;;:\
/%,,,,f;/

Concur: t[ .
f,mp. fotpL i, fR¥E/TR/SDP

Clearance: GC/AFR: DRobertson (Draft

L e Lo

A¥R/Fh: Brline ‘Q%%C: 1/?
AFR/EL:ESprigas 2/ 35 3



Exawination of Naturc, fcepe and Lagnltudv of-Eoviroumentel Impacis

I.

III

Description of ihe Project

Bpe projoct ypreyveses to provide a commodity import grart of 42 million to
{the Goverrnent of Mauritivs frow Fecenemic Support Funds on stundard '
A.I.D. terme. The priwavy purpose of the grent is to provide bidance of
payrents Ptiiﬂthhﬁ? bv Tineuvcing commodities which contribute tv exyort
earninsc, end to supperiing the govern ment s egriculture) diversification

Prograns.

CornmoAdlties will be zelected Trem the Yist of eligitle commodities
(Hzrdtook 1%, opr ). No pesticides will be dmperted under the proposed
feet ond the Misgion will inform the Gevernrent ¢f Leuritive of any
potentinliy hanardous materinls or uses once these become Known.

7.

In nceordence with A.T.D. Kog‘lﬁ ion 16 Scetion 216.2 (e)(2)(ix)
sgsistonee w i sport Prorram is cligible for caieporicel
exclurion end rocedurcs when, “prior to epproval, A.I.D.
deoc ret bave kutuledps of iune specific commodiiles to be Tinznced and
when the “urniching suck Lesintanen recguires neither
kpovledpo, ob tns tinme the gooistnrce i cuthorized, nor conlrely during
implecertetion, of the comnoditicy or their uce in i¥e kost courtry.

e the mubjeel oo

cnis 11s both the qualifications cited above it
should tve granted a c&t )

.clusion.
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